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Preface

The concept of equilibrium plays a central role in various applied sciences,
such as physics (especially, mechanics), chemistry, biology. In terms of the
classical mechanics, for example, the equilibrium state for a system means
that

(a) the impact of all the forces on this system equals zero;

and

(b) this state can be maintained for an indefinitely long period.

Thus, one can formulate the equilibrium problem mathematically, i.e.
in the form of a mathematical model, and the solutions of the correspond-
ing problem can be used for forecasting the future behavior of the system
and, also, for correcting the deviation between the current state of the sys-
tem and the equilibrium state. The standard mathematical model for the
equilibrium state is a system of equations, which often admits finding a
solution in an explicit (closed) form. Observe that solution sets of most
of these problems possess certain vector space properties or represent its
regular transformation, such as a manifold, and their analysis relies upon
these properties. Even the classical equilibrium concepts enable us to solve
many difficult problems in natural applied sciences. However, the neces-
sity of investigation of more complicated problems, which are essentially
nonlinear ones, requires generalizations of these concepts. Of course, the
equilibrium approach has certain restrictions, i.e. it is not applicable to ar-
bitrary systems. For example, systems with rapidly changing states should
be investigated with the help of some other tools. However, in each field we
can observe many systems which exist without essential changes for a long
time or admit some stable modifications in their state. It is very essential
to note that the generalized concept of equilibrium is not restricted by the
static problems only; hence, one can consider the equilibrium trajectories
which correspond to dynamic equilibrium. Such systems can be investi-
gated via just the generalized equilibrium approach, but now one can not
expect the derivation of explicit solutions or manifold type properties, so
that this will also require new mathematical models and methods.

A%



vi PREFACE

We spoke about the situation in natural sciences, but in the socio-
economical sciences the equilibrium approach may be even more powerful
and fruitful. The point is that these sciences, in contrast to the natural
ones, do not admit in fact other kinds of modeling with the exception of
the mathematical one. Hence, suitable formulations of equilibrium models
enable us to make non-trivial conclusions on the behavior of very compli-
cated systems which are considered in socio-economical sciences. Thus,
the first key problem is to find suitable formulations of equilibrium mod-
els in these fields. It should be noted that equilibrium models were very
developed traditionally in economics. Many Nobel Prize winners, such
as K.J. Arrow, G. Debreu, L.V. Kantorovich, T. Koopmans, W. Leontief,
H. Markovitz, J.F. Nash et al., were awarded just for their contributions in
this field. Nevertheless, even in economics, there exist a number of various
kinds of equilibrium models, even different concepts of equilibrium. These
models are investigated and applied separately and for this reason they re-
quire different tools both for the theory and for the construction of solution
methods. This course can be regarded as an attempt to present a unifying
look on equilibrium concepts in economics. Such an approach will require
certain extensions of the usual concept of equilibrium and a presentation of
unifying tools for investigating and solving equilibrium models which may
have in principle very different initial sources. Moreover, it forces us to give
simplified versions of many results and methods and to drop some details in
particular models which however may be very interesting and deep within
these models. At the same time, we include several models from related
sciences which demonstrate very broad fields of possible applications of the
equilibrium approach.

Of course, together with formulations of equilibrium problems, there
are many very essential issues to be investigated and resolved, such as
the existence and uniqueness of solutions, stability of equilibria, existence
of suitable and transparent mechanisms for attaining equilibrium states,
and creating effective algorithms for finding equilibrium solutions. We also
discuss them in this book, but also in connection with the unified framework
of equilibrium models. For this reason, we describe mostly methods which
rely upon the generic properties revealed in the models. Observe that the
above questions are usually investigated and answered separately for each
particular model and field of applications. Therefore, existence of such a
unified system of equilibrium models yields a great support for creating
successful and effective tools for resolving all the basic questions.

This book is based upon the lecture courses presented by the author
at Kazan University, Bergamo University, and Oulu University. It involves
some results obtained within the scientific work at Kazan University and
Informatics Problems Institute, AS RT.
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Chapter 1

Introduction

We intend to consider equilibrium concepts and their applications in eco-
nomics and related fields describing very complicated systems. Neverthe-
less, even very simple models can give a non-trivial information about a
system under consideration if they take into account its essential features.
In order to illustrate our approach to the development of equilibrium con-
cepts, we start from the simplest one-dimensional models.

Let us consider a market where consumers and producers buy and sell,
respectively, a homogeneous commodity, their reaction depending on the
current commodity price, i.e. it is a completely aggregated model. More
precisely, given a price p, the consumers determine their total demand D(p)
and the producers determine their total supply S(p), so that the excess
demand of the market is then the following

E(p) = D(p) — S(p).

Clearly, if we consider certain amount of transactions between consumers
and producers then there exists the equality between the partial supply
and demand at each price level, but the problem is to find the price which
implies the equality between the total supply and demand, i.e. when

E(p*) = 0. (1.1)

It is called an equilibrium price and corresponds to the classical static equi-
librium concept, where the impact of all the forces equals zero, i.e. it is the
same as in mechanics. Moreover, this price implies constant clearing of the
market and may be maintained for an indefinitely long period. This means
that we are able to describe the behavior of the market and its economic
agents. The first problem is to find conditions ensuring the existence of
equilibrium prices, i.e. solutions of equation (1.1). However, such a classi-
cal formulation of the problem is not complete since it does not take into

1



2 1. INTRODUCTION

account the possible restrictions on prices. First of all, formulation (1.1) as-
sumes tacitly the absolute flexibility of price, but it must be non-negative,
and we obtain the non-classical problem

p*>0,E(p*) =0, (1.2)

instead of (1.1). Next, many real markets may include two-side price rigidi-
ties, and we should then replace (1.1) by the following problem

p<p"<p" E(p*)=0. (1.3)

Of course, we can begin our considerations from the simplest case (1.1),
where the desired conditions may be derived from the well-known Cauchy
theorem. That is, if there exists a segment [a, b] such that

E(a)E(b) <0

and E is continuous, then there exists a solution of equation (1.1), or
equivalently, the mapping p — T'(p) with T(p) = p+ AE(p), A > 0, has a
fixed point on the segment [a, b], i.e.

p" =T(p"). (1.4)

By imposing certain assumptions on the behavior of consumers and produc-
ers, we can ensure the existence of such a segment. Usually, these conditions
are deduced from monotonicity properties of the functions (mappings) D
and S on their domain or at least on some subsets containing the boundary
of the feasible set. The classical conditions say that the demand tends to
infinity and the supply tends to zero if the price drives to zero, conversely,
the demand tends to zero and the supply tends to infinity if the price drives
to infinity, i.e.

{ D(p) — +oo  and S(p) — 0 if p— 0,

D(p) — 0 and S(p) — 400 if p — +oo. (1.5)

Clearly, if we choose a close to zero and b large enough, (1.5) implies
E(a) > 0 and E(b) < 0, i.e. both (1.1) and (1.2) have solutions, moreover,
(1.5) shows that we can neglect the non-negativity constraint and simply
consider only the classical equation (1.1); see Figure 1.1.

However, (1.5) may not hold for many real markets due to the bound-
edness of both supply and demand, moreover, they may be bounded away
from zero as well, which does not ensure the existence of a solution, at least
for problem (1.2); see Figure 1.2.

Of course, in order to establish the existence of solutions for problem
(1.3), we have to overcome even more essential difficulties, since in general
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Figure 1.1:

N
/

Figure 1.2:

— S

[\




4 1. INTRODUCTION

we have to find the corresponding segment [a,b] inscribed in [p/,p”], or
equivalently, to find A > 0 and the segment [a,b] C [p/,p”] such that T'
maps [a,b] onto itself for the case (1.4). Observe that —D and S are
supposed to usually possess global monotonicity properties, i.e.

D(p1) = D(p2) and S(p1) < S(p2) if p1 < pa,

but they do not ensure existence of solutions for (1.2) or (1.3) in gen-
eral, as Figure 1.2 illustrates; although somewhat strengthened properties
may in principle yield the existence of solutions for (1.2); see Figure 1.1.
Clearly, the existence of equilibrium prices for market models with many
commodities will require stronger assumptions which enable us to omit the
restrictions and to consider only classical equations like (1.1), but they may
appear non-realistic. For this reason, we should present extended equilib-
rium concepts, which lead to problems whose solvability may be obtained
under comparatively mild and natural assumptions.
Namely, we will replace (1.2) by the problem of finding p* such that

p*>0,E(p*) <0,p*E(p*) =0; (1.6)

which is called the complementarity problem with the cost mapping —F.
Note that its solution satisfies (1.2) if p* > 0, but p* = 0 in (1.6) only
implies the non-positivity of excess demand at 0. Similarly, (1.3) can be
replaced by the following problem: Find p* € [p/,p’] such that

<0 ifp*=p,
E@p) ¢ =0 ifp*e(p,p"), (1.7)
>0 if p*=p";

or equivalently,

E(*)(p* —p) >0 Vpel[p,p'] (1.8)
Exercise 1.1. Prove the equivalence of (1.7) and (1.8).

Problem (1.8) is called the variational inequality with the cost mapping
—FE and the feasible set [p/,p”]. Again, any solution p* of (1.7) may differ
from that of (1.3) only if either p* = p’ or p* = p”, where only non-
positivity (respectively, non-negativity) of excess demand is required. It
means that the corresponding restrictions prevent for the current price to
pass through the boundary of the feasible set although the excess demand
is non-zero, and we obtain an extended concept of equilibrium. In fact, if
—D and S are monotone, then the decrease (respectively, increase) of the
current price at p’ (respectively, at p”) would drive the excess demand to
zero. Observe also that (1.7) (or (1.8)) becomes equivalent to (1.6) if p" =0
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and p” = +o00. At the same time, (1.6) and (1.7) are solvable under much
more general conditions than those in (1.2) and (1.3), respectively.

For instance, suppose that F is continuous. Then (1.6) is solvable if
there exists a point p > 0 such that E(p) < 0. In fact, £(0) < 0 implies
that 0 solves (1.6), otherwise we have F(0) > 0, i.e. there is a point
p* € [0, p] such that E(p*) = 0. Similarly, we can derive simple solvability
conditions for problem (1.7).

Exercise 1.2. Suppose that E is continuous and prove that (1.7) is solvable
if —oo < p’ < p” < +o0. Find sufficient solvability conditions for (1.7) if
either p’ = —oo or p’ = +oo.

This approach to formulating the static equilibrium admits further ex-
tensions for more complicated systems where their structure is taken into
account explicitly or implicitly and may yield additional relations in the
model. For instance, if we consider a set of regional markets joined by a
transportation network, capacities of nodes and roads and shipment costs
are taken into account and lead to some other equilibrium conditions, which
do not ensure the pure price equilibrium for each separate market.

Let us now turn to dynamical processes corresponding to the static
equilibrium of forms (1.1)—(1.3) or to their extensions given in (1.6)—(1.7).
The role of dynamical processes is two-fold. On the one hand, they describe
real changes in the system and we can investigate stability issues of these
processes reflecting the same properties of the initial system. On the other
hand, stable and rapid processes may serve as bases for computation of
equilibrium points. Also, we may utilize both continuous and discrete time
models for these purposes.

For simplicity, we consider the model with affine functions of demand
and supply, i.e. let

D(p) = a — Bp, S(p) = v + dp where a, 8,7,0 > 0. (1.9)

Then —D and S are clearly (strictly) monotone and (1.1) yields the explicit
formula for the equilibrium price

«_ =7
p _ﬂ+67

(1.10)

i.e. p* is defined uniquely and positive if o > . It means that the initial
value of demand at zero has to be greater than the same value of supply.
Then we can consider the well-known “cobweb” process

D(pk):S(pkfl)v kZO,l,, (111)
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Figure 1.3:
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for modeling behavior of prices or the negotiation procedure, where py
denotes the price at the k-th time segment. On account of (1.9), we have

o — 1)
DL = ﬂv — G k=01 (1.12)

hence

)
pr — Pk—1 = Z(Pk—2 — Pr—1)
B
and we obtain the clear global criterion of convergence:
§/8 <1, (1.13)

i.e. the growth ratio of supply has to be less than that of negative demand.
In fact, (1.13) implies |py — px—1] — 0 as k — oo and (1.12) now yields
p’ = p* for the limit point p’ of the sequence {pi}. Thus, condition (1.13)
ensures stable and rather rapid convergence of process (1.12) to the equi-
librium point regardless of the choice of the starting price pg; see Figure
1.3. Observe that process (1.11) has rather clear interpretation and means
that the current prices result from the equality of demand and supply, but
in different time periods. Namely, the price adjustment is immediate for
demand, but has one period delay for supply. We should draw our atten-
tion to the fact that neither existence of the unique equilibrium point nor
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Figure 1.4:
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strengthened monotonicity properties of —D and S ensure the convergence
of the dynamical process (1.11) if condition (1.13) is not satisfied. In fact,
the reverse condition

d/B>1 (1.14)

leads to the divergent sequence {p} for an arbitrary starting point; see
Figure 1.4. Also, the equality § = 3 gives the cyclic procedure px4+1 = pr—1
for £k = 1,2,..., i.e. the behavior of the process is stable, but it is not
convergent. Observe that the “reverse” process to (1.11) is written as
follows

D(px—1) =S(px), k=0,1,...,

and, due to (1.9), has the reverse convergence condition (1.14), whereas
(1.13) yields its divergence and the equality § = 3 yields the same cyclic
property.

From this simple analysis we can conclude that stable convergence to
an equilibrium state requires additional conditions to those ensuring the
existence of such equilibrium states, i.e. the existence and even uniqueness
of equilibrium do not ensure convergence. At the same time, we can even
interpret any dynamic process with continuous functions as stable in the
sense that there exists a fixed formula joining system states in different
time periods. For instance, (1.12) describes the stable relation between py
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Figure 1.5:

and pg_1 although their values may vary and their behavior may change for
different relations between § and 3, i.e. (1.12) is a stable dynamic process
in this extended sense.

If we consider nonlinear functions of demand and supply as in Figure
1.1, we obtain the same conclusions on the behavior of the cobweb process
(1.11) in general, it may be additionally dependent of the choice of the
starting price pg, as Figure 1.5 illustrates. In fact, the process with starting
point p’ converges, but this is not the case for the starting point p”.

This is not so easy to give a suitable continuous formulation for process
(1.11). Let us consider some other dynamic process which admits both
formulations. Its continuous form is the following:

d??T(:) = E(p(t)), p(0) = po,

and we obtain the discrete form similarly
Pr+1 =Dk + MeE(pr), Ak >0,k =0,1,...

That is the price increases (respectively, decreases) if the current value of
excess demand is positive (respectively, negative). This process also seems
very natural.
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In the affine case, we have

dIZTY) = (a—7) = (B+0)p(t), p(0) = po,

and

Prt1 = Pk + Mk [(a =) = (B+0)pr] , A > 0,k =0,1,...,

respectively. The continuous trajectory may be determined explicitly:
p(t) = (po —p*)e” P 4 p*

and has the unique stable stationary point p* from (1.10). However, the
discrete process converges to the solution p* if the stepsize Ay is small
enough.

Of course, the analysis in the case of many commodities and in the
presence of additional restrictions is more complicated but it in general
leads to similar conclusions, where monotonicity type properties play the
crucial role. The task is to formulate a suitable general equilibrium problem
and to reveal properties in particular models, which are useful for analysis
of this problem.

One of the most suitable and general formats for investigating and solv-
ing various equilibrium models is known to be the variational inequality
problem. The single-valued variational inequality problem (VI) is the prob-
lem of finding a point * € X such that

(x —2)TG(2*) >0 VzeX, (1.15)

where X is a nonempty convex set of a Fuclidean space £, G : X — FE
is a given mapping; cf. (1.8). Here and below, all the vectors are column
ones, the superscript 7 denotes transpose, i.e. a” denotes a row vector. It
means that a’b = (a,b) denotes the inner (or scalar) product of vectors. If
we take E to be the n-dimensional Euclidean space R"™, then

aTb = i azbz
i=1

We recall that the set X is said to be conver if for each pair of points
x,y € X, the segment [z,y] is contained in X, i.e. ax+ (1 —«a)y € X for
all @ € [0,1]. Also, the set X is said to be a cone if x € X implies ax € X
for all a > 0.

VT’s are closely related with many general problems of Nonlinear Analy-
sis, such as complementarity, fixed point and optimization problems. The
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simplest example of VI is the problem of solving a system of equations. It
is easy to see that if X = F in (1.15), then VI (1.15) is equivalent to the
problem of finding a point z* € E such that

G(z*) =0.

If the mapping G is affine, i.e., G(z) = Az — b, then the above problem is
equivalent to the classical system of linear equations

Az* =b.

Let us consider the case when X is a convex cone in E. Then VI (1.15)
is equivalent to the complementarity problem (CP for short):

* € X,G(x*) € X/, (") TG(x*) =0, (1.16)

where X' = {z € E | 272 > 0 Vz € X} is the dual cone to X. For
instance, if we set E to be R™ and X to be the non-negative orthant
RY ={zeR"|z; >0 Vi=1,...,n} in R", CP(1.16) can be rewritten
in the standard form:

x>0, Gi(z*) >0, z/Gi(z") =0 Vi=1,...,n;

cf. (1.6). The linear complementarity problem (LCP for short) corresponds
to the case when G is affine, i.e., G(z) = Az —b.

Next, if the mapping G is defined by G(z) = « — T'(z), where T maps
X into itself, then problem (1.15) coincides with the fized point problem:
Find a point 2* € X such that

Moreover, if the mapping G is the gradientmap of a real-valued func-
tion f: X — R, then problem (1.15) represents a necessary condition of
optimality for the following optimization problem of finding a point x* € X
such that

fl@®) < f(z) VxelX,
or briefly,
min — {f(x) | z € X}.

Also, if the function f is convex, then the reverse assertion is true. Thus,
all these problems can be viewed as particular cases of VI. Similarly, we
can define VI with multi-valued cost mapping G and its related problems.
The theory and solution methods for various kinds of VIs are developed
rather well and allow one to choose a suitable way to investigate each par-
ticular problem under consideration. So, the problem is to show that many
applied problems can be easily formulated as VIs or their subproblems.



Part 1

MODELS
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In this part, we describe several different classes of equilibrium models
and their mathematical formulations as optimization, complementarity and
variational inequality problems. We show that revealing essential features
of the initial economic model and utilizing this additional information may
give non-trivial and deep results in comparison with those in the general
case. At the same time, the derivation of such results for most non-linear
models requires the corresponding theoretical background and will be given
in the next parts.
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Chapter 2

Linear Models in Economics

We recall that input-output analysis is the study of qualitative relations
between the output levels of the various sectors of an economy, which is
used for national accounting and planning. W. Leontief presented input-
output analysis in application to the United States economy (see Leontief
(1966)).

Following this approach, the economy is divided into n production sec-
tors, each of them produces a homogeneous commodity. For a fixed time
period, if the i-th sector produces v; units of the i-th commodity, then the
Jj-th sector uses y;; units for its own production and y; units are used for
final demand. Hence, we can present the simple balance table for the time
period indicated for each commodity:

n
vi=zyij+yi for i=1,....n.
j=1

Dividing the inputs by output, we obtain the so-called input-output coef-
ficients

Q5 = )

which indicate the amount of the i-th commodity for production of one
unit of the j-th commodity. The key assertion of the input-output analysis
is that these coefficients are constant that tacitly assumes the absence of
technological revolutions in the economy. Then, these coefficients can be
used for forecasting and planning in the next time period.

15



16 2. LINEAR MODELS IN ECONOMICS

2.1 Open input-output model

First we consider the so-called open input-output model which considers the
question of satisfying a given final demand in the next time period.

Suppose that the values of the final demand for each commodity are
known and represented by the vector y = (y1,...,¥,)", and that the
coefficients a;; are constant. The problem is to find output values x =
(21, ...,2,)T which satisfy this final demand. In other words, the problem
is to find x € R™ such that

xi—Zaijxj:yi and z; >0 for i=1,...,n. (2.1)
j=1

This problem can be rewritten equivalently as
I-Azx=y, x>0, (2.2)

where I is the n x n unit matrix, A is the n x n matrix with the entries a;;.
Thus, we have obtained a somewhat unusual mathematical problem, since
it involves the classical system of linear equations and the nonnegativity
constraints.
Observe that the linear equations in (2.1) can be regarded as equi-
n

librium conditions between the supply z; and the demand Y a;;x; + y;
j=1

(which involves the production and final demand) for each i-th commod-
ity. In order to solve problem (2.1) we first consider this system of linear
equations without nonnegativity constraints. The existence of a solution
for the arbitrary final demand vector y is guaranteed if the matrix (I — A)
is invertible. Then

= —-A"1y. (2.3)
Observe that
I-A)[I+A+A 4. + A =14
for each k. If

lim A* =@, (2.4)

k—oo

where © denotes the n x n zero matrix, then

= lim (I -AF) =1,

k—o0

lim

k—oo

k—1
(I-4)> A
=0
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i.e., by definition,
(I-A)~" =>4k (2.5)
k=0

Next, we recall that A is the matrix of input-output coefficients so that in
the standard situation we can suppose that they are nonnegative. Hence,
each its degree A* is also nonnegative and so is (I — A)~! due to (2.5).
Thus, if there exists a solution to the system

(I-Az=y

for each nonnegative right-hand side vector y, it has to be nonnegative, i.e.
it solves also the initial problem (2.2). Thus, using the special property of
the input-output matrix A, we have shown that the conditions x > 0 are
superfluous in (2.2).

The question whether condition (2.4) is satisfied or not can be answered
by using the well-known Perron-Frobenius theory of nonnegative matrices.

Theorem 2.1. (Perron-Frobenius; e.g. see Nikaido (1968), Chapter 2,
Theorem 7.1). If A is an nonnegative n X n matriz, then

(i) it has a nonnegative eigenvalue Aa with a nonnegative eigenvector,
such that Aq > |p| for any eigenvalue p of A;

(ii) the matriz (I—A)~1 exists and is nonnegative if and only if Aa < 1.

Observe that (ii) follows from (i) and (2.4). This property can be re-
placed with a somewhat simpler condition.

Theorem 2.2. (Hawkins-Simon; e.g. see Nikaido (1968), Chapter 2, The-
orem 6.1). If A is an nonnegative n x n matriz, then the matriz (I — A)~!
exists and is nonnegative if and only if the n sequential principal minors of
(I — A) are positive.

Let us now consider simple examples of such matrices.

Example 2.1. Set n = 2, then both the conditions in Theorems 2.1 (ii)
and 2.2 are not satisfied for the matrix

11
=)

but they are satisfied for the matrix

a= (1,
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Exercise 2.1. Check the conditions of Theorems 2.1 and 2.2 for the matrix

a-(ip )

However, the necessary and sufficient conditions of productivity given
in Theorems 2.1 and 2.2 seem too complicated for their verification in
economic applications, especially due to the usual high dimensionality of
these problems. Therefore, we have to suggest some other conditions which
are only sufficient ones, but more suitable for utilization. In fact, since a;;
are input-output coefficients, it is natural to suppose that a;; < 1. But
this condition is not sufficient as the following example illustrates.

Example 2.2. Set n =2 and

= k)

then any condition in Theorems 2.1 (ii) and 2.2 is not satisfied.

Let us consider somewhat strengthened conditions:

> aij<1 for i=1,....n (2.6)
j=1

and
Zaij<1 for j=1,...,n. (2.7)
i=1

Condition (2.6) means that the amount of each commodity which is used for
production of one unit of all the commodities is less than one unit, whereas
condition (2.7) means that the total amount of commodities which is used
for production of one unit of each commodity is also less than one unit.
These properties show that there are opportunities for creating inventories
and satisfying the final demand.

Theorem 2.3. Suppose that A is an n X n nonnegative matriz and that at
least one of the conditions (2.6) or (2.7) holds. Then the matriz (I — A)~1
exists and it is nonnegative.

Proof. Tt follows from (2.5) that we have to show that A4 < 1. We restrict
ourselves only with the case (2.7). Let x4 be the eigenvector of A which
corresponds to the eigenvalue A4, then it is nonnegative and

AmA = )\AZL‘A.
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Denote by e = (1,...,1)T the unit vector in R™, then we have

n

eTAxA = )\A Z(xA)‘

i=1

Next, using (2.7), we obtain

Ay =" [Z aij] (@a); <Y _(2a);- (2.8)

j=1 Li=1 j=1

Therefore, A4 < 1, and the result follows now from Theorem 2.1. O

Exercise 2.2. Prove the assertion of Theorem 2.3 under condition (2.6).

Using a modification of the Perron-Frobenius theorem, we can some-
what strengthen the above result under additional assumptions on the
economy model.

Definition 2.1. Let A be an n x n matrix. Then A is said to be inde-

composable, if there is no index set J C {1,...,n} such that a;; = 0 as
i¢J, jed.

Thus, if A is an indecomposable matrix, it can not be rearranged into

the form
Ar Ap
(5 2)

where A; and As are square submatrices. If A is also an input-output
matrix, it means that there are no isolated production subsectors in the
economy. In fact, otherwise for each j € J, the j-th producer does not
utilize any i-th commodity if ¢ ¢ J. In other words, if the input-output
matrix is indecomposable, then all the commodities have either direct or
indirect relations to each other. Now we recall the specialization of the
Perron-Frobenius theorem for indecomposable matrices.

Theorem 2.4. (Perron-Frobenius; e.g. see Nikaido (1968), Chapter 2,
Theorems 7.3 and 7.4). Suppose A is an indecomposable nonnegative n X n
matriz. Then:

(i) it has a positive eigenvalue Ax with a positive eigenvector, which
is defined uniquely (up to scalar multiples), such that Aa > |u| for any
eigenvalue of A;

(ii) the matriz (I — A)~! exists and positive if and only if Aa < 1.
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The indecomposability of A allows us to replace the conditions (2.6)
and (2.7) with the following:

» ai; <1 for i=1,....n (2.6")
j=1

and .
Y a <1 for j=1,....n (2.7)
=1

More precisely, the sufficient condition for productivity is now formulated
as follows.

Theorem 2.5. Suppose that A is an indecomposable nonnegative n X n
matriz and that either (2.6") holds and at least one of the inequalities is
strict or (2.7") holds and at least one of the inequalities is strict. Then the
matriz (I — A)~1 exists and is positive.

Proof. On account of Theorem 2.4 it suffices to prove that A4 < 1. This
fact is obtained along the lines of the proof of Theorem 2.3. Observe that
x4 is now positive, hence (2.8) is also true. O

Exercise 2.3. Prove the inequality A4 < 1 in Theorem 2.5.

Exercise 2.4. Prove that an n x n matrix A is indecomposable if, for each
pair (4,7),i # j, there exist indices 41,143, ...,%s—1 such that a;,_,; > 0 for
l=1,2,...,s, where ig = i, 15 = j.

Thus, this connection between all the branches of an economy allows
for satisfaction of any final demand if it is possible to create inventories for
at least one commodity. Of course, this result strengthens essentially that
in the general case.

2.2 Generalizations

So, system (2.1), which represents the classical model, can be reduced to
the problem of solving the system of linear equations. This is mainly due
to the fact that the matrix A has nonnegative entries (see (2.5)), hence the
solution can be found from the explicit formula (2.3) which admits the de-
tailed analysis of the problem, involving sensitivity issues. However, even
small modifications of the model caused by the peculiarities of the real
economic system require more general models and more powerful meth-
ods of their analysis, respectively. This does not mean that equilibrium
disappears, but it has to be redefined in a new format.
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For example, if we take into account environmental aspects, the nonneg-
ativity of all input-output coefficients a;; does not hold. Such a model was
suggested by W. Leontief and D. Ford. In fact, a;; determines the amount
of the i-th commodity which is used for production of the j-th commod-
ity. However, the production process results in by-products which are not
used by other processes and require special utilization procedures since
otherwise they pollute the environment. Nevertheless, these by-products
should be included in the input-output model, but the coefficient a;; then
becomes nonpositive if the index i corresponds to the commodity which is
a by-product in producing the j-th commodity. Due to (2.5), it means that
the matrix (I — A)~! need not have only nonnegative entries, hence the
model (2.1) can not be reduced to a system of linear equations in general.
In this case the concept of a solution may be redefined in a more suitable
format.

The next problem is possible limitations for outputs and resources. In
fact, if we have certain values of outputs & for the previous period, the
outputs in the next period should be in a segment [z, 2”] containing Z,
since the technological processes do not admit large deviations. Then the
system (2.1) (or (2.2)) should be replaced with the following:

(I-Azx=y, 2/<z<a’ (2.2")
Exercise 2.5. Write down the extension of the input-output model for the
case (2.2').

The usual resource constraints are of the form:
n
Zcijajjgdi i:1,...7m; (29)
j=1

where d; is the total inventory of the i-th factor (resource) and c¢;; is the

stock of the i-th factor employed per unit of the j-th product. Usually,

there are limitations on a capital stock and a labor force. The corresponding

model can be formally written as the system (2.2), (2.9) or (2.2'), (2.9), but

it can be inconsistent, hence the concept of a solution should be redefined.
For instance, one can consider the optimization problem

max — e
subject to
x— Az > ay,
Te<L, x>0
where [ is the vector of labor coefficients, L is the total labor force. This

model maintains the proportions among commodities in final demand and
maximizes the level of the final demand.
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It is possible to consider also the problem of minimizing the total
amount of some resources employed in production processes under the con-
straints of form (2.2"). Moreover, some technologies may be nonlinear, i.e.
the model will involve a nonlinear map A(x) instead of the linear map
Az of the production demands. Anyway, the modified models require new
mathematical tools for their investigation and solution. These tools will
be based on new concepts of solutions and will provide new conditions for
existence and uniqueness results and algorithms for finding solutions.

2.3 Closed input-output model

The closed version of the input-output model corresponds to the case when
the final demand is zero, i.e. the total output for each commodity is equal
to its industrial demand. This model describes a closed system and is also
called the linear exchange model or the international trade model. In the
latter case, the input-output coefficient a;; indicates the part of the total
income of the j-th country for purchasing goods of the i-th country, i.e.
it is supposed that the proportions between these parts are fixed from the
previous time period. From the definition it follows that

aijZO for i,j:l,...,n
and

. (2.10)
>a;=1 for i=1,...,m
i=1

where n denotes the number of countries involved in the international trade
system. Denote by 7; the total income of the i-th country, then

>0 and m; SZaijﬁj for 1=1,...,n. (2.11)
j=1

It means that the income is due to the international trade only. Observe
that (2.10) in fact implies the equalities in (2.11). Conversely, suppose that
there exists an index s such that

n
s < E AsjTj,
Jj=1

then

n
T S E AT for Z#S
j=1
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Summing up all these inequalities, we obtain

;; T < Zn: (;é az‘ﬂj) = Ji:l (i aiﬂj)

=1 =1
n n n
=7 (Zaij) = >
j=1 i=1 =1

due to (2.10). However, this is a contradiction.
Thus, the problem is to find

n
m; > 0 such that m; — a;imi =0
j; I (2.12)

fori=1,...,m;

or equivalently,
(I-Ar=0, 7m=>0, (2.12")

where 7 = (71,...,m,)T (cf. (2.1) and (2.2)). We have obtained a particu-
lar case of the open input-output model, but the additional property (2.10)
of the matrix A enables us to provide a thorough analysis of its solution in
a somewhat different way.

It is clear that system (2.12) (or (2.12)) always has the trivial zero
solution but it corresponds to the absence of any income for every country.
Therefore, we have to answer the following two questions:

(Q1) When system (2.12) has a nontrivial solution, i.e. there exist
countries with positive incomes?

(Q2) When system (2.12) has a positive solution, i.e. all the countries
have positive incomes?

First we note that the matrix A has eigenvalue 1. In fact, set e =
(1,...,1)T € R", then

ATe = (AT =,

since

n
[eT AJ; :Zaij =1 for i=1,...,n
j=1

because of (2.10). It means that 1 is an eigenvalue of AT, but the sets of
eigenvalues for matrices A and AT coincide. It follows that

I — A| =0,
i.e. the system

(I-Ar=0 (2.13)
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has nontrivial solutions. We thus have to show that system (2.13) has the
nontrivial solutions belonging to the set

RY ={z eR"[z; >0 i=1,...,n}.

This assertion requires some additional results.
First we recall the well-known separability property of convex sets; see
e.g. Nikaido (1968), Chapter 1, Theorem 3.2.

Proposition 2.1. (Ezistence of a separating hyperplane) Suppose L is a
nonempty, convex, and closed subset of R™. If a ¢ L, then there exists an
element y # 0 such that

ay <1ty  for every 1€ L.

We utilize this property in the following lemma of the alternative.

Lemma 2.1. Let B be a square n X n matrixz. Then, either

(i) BTz =0 for some x>0, x+#0;

or

(i) By > 0 for some y.

Proof. Let b denote the i-th row of the matrix B. Then b’ € R” and the
set

L = conv {bl}

{z e R"

is nonempty, convex, and closed. We consider two cases which are mutually
exclusive: 0 € L and 0 € L. In the first case (see Figure 2.1) we have

i=1,...,n

z:iuibi, i,uizl, pi >0 i:L...,n}

i=1 i=1

n ) n
0=> ud, >w=1p; >0fori=1,...,n and simply set © =
i=1 i=1
(1, pn)T, then (i) is true.
In the second case (see Figure 2.2), using Proposition 2.1, we obtain
Ty >0 forevery lelL,
i.e. '
YTy >0 for i=1,...,m;

or equivalently,
By >0

and (ii) is true. O
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Figure 2.1: 0 € L

y
T2
b’ L
b4
oS
o P
bB
\ o) J T
bl
Figure 2.2: 0 € L
b4
b3

I

25



26 2. LINEAR MODELS IN ECONOMICS

Exercise 2.6. Prove that the solution set of problem (2.12) is a convex
cone.

We are now ready to give answers to both the questions.

Theorem 2.6. If (2.10) holds, then system (2.12) always has a nontrivial
solution.

Proof. We argue by contradiction. Suppose that there is no such an element
7 >0, w#0,that (I—A)r =0. Applying Lemma 2.1 with B = (I—A)7,
we have that there exists an element y € R™ such that (I — A)Ty > 0, or
equivalently,

D yiai <y (2.14)
i=1
where a’ denotes the i-th row of A. Besides, (2.10) gives

zn:ai:e: (1,...,1)T. (2.15)
i=1

Without loss of generality we suppose that y; is the smallest component of
y, i.e.
p=y1 = min y;.
i=1,...,n
Multiplying (2.15) by u and subtracting it from (2.14), we obtain the vector

inequality
n

> (i —y)a’ <y—ye.
1=2

The first scalar inequality here is the following
n
0< Z(yz —y1)ain <y1 —y1 =0.
i=2

Hence, the assertion of the theorem is true. O

Thus, for each matrix A satisfying (2.10) there exists an international
trade plan which guarantees positive incomes for some countries, i.e. the
answer to (Q1) is positive. This result can be strengthened under an addi-
tional condition.

Theorem 2.7. If the matriz A is indecomposable and satisfies (2.10), then
system (2.12) has a positive solution which is defined uniquely up to scalar
multiples.
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Proof. From Theorem 2.6 it follows that there exists an element 7 > 0, 7 #
0, such that (I — A)m = 0. Suppose that 7; > 0 for j € J and 7; = 0 for
jeJ and J #0. Then JNJ' =0, JUJ ={1,...,n} and (2.12) gives

n
E ATy = E aijﬂ'j:m:O for every iEJ/.
Jj=1 jed

Since m; > 0 for j € J, it follows that
a;j =0 for each pair (i,5) € J' x J.

Transposing rows and columns of the matrix A, we obtain then the matrix

Ay A |9
0 As |k
~—
J J!
where A7 and As are square matrices. It means that A is decomposable, a
contradiction, i.e. the first assertion of the theorem is true. Next, suppose

that there exists a positive vector n’ # m, which also satisfies (2.12). Set

W= I{lin m;/m}; and, without loss of generality, suppose that = /.
i=1,...,n

Then clearly u > 0 and

v =0 i j=1,
A ’”J’{zo it j> 1.

Moreover, A" = Ar — pAn’ = m—pr’ = n”, i.e. 7 #£ 0 also solves (2.12),
but this contradicts the first part of the theorem since each nontrivial
solution of (2.12) can not have zero components. Hence 7”7 = 0,i.e. 7 = un’
and the proof is complete. O

Thus, if there are direct or indirect trade relationships between all the
countries (no closed trade groups), then Theorem 2.7 says that all the
countries receive positive incomes. It follows that even comparatively sim-
ple models can reveal deep relationships in the real system and support the
world level decisions.
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Chapter 3

Linear Dynamic Models of an
Economy

In the previous chapter, we considered economic models for a fixed time
period. However, we can also investigate the behavior of an economy for
a comparatively long time, which corresponds to a model with the infinite
number of time periods. For simplicity, we chose the models with discrete
time. Again, we are interested in finding conditions which provide a stable
or balanced work of the whole system. First we consider an extension of
the open input-output model described in Section 2.1.

3.1 Extended dynamic input-output model

In the model, the economy is divided into n pure production sectors, each
of them produces a homogeneous commodity. Recall that a;; denotes the
quantity of the i-th commodity for production of one unit of the j-th com-
modity, and these coefficients are supposed to be constant. It means that
there are no significant changes in the production technologies. The static
input-output model is then given in (2.1) (or (2.2)) and is rewritten as

follows: For a given final demand y = (y1,...,¥y,)", find an output vector
= (z1,...,7,)7 such that
(I-Azx=y, x>0, (3.1)

where I is the n x n unit matrix, A is the n x n matrix with the entries a;;.
In Section 2.1, several sufficient conditions, which provide the existence
of nontrivial solutions of this system for an arbitrary nonnegative value
of the final demand, were presented. In the dynamic model, we consider
the problem of existence of a satisfactory level of output which covers the

29
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industrial demand instead of (3.1). In other words, the problem is to find
an output vector x such that

(I-Axz>0, z>0. (3.2)

Together with the natural balance in (3.2), we can consider its price coun-
terpart, which can be formulated as follows: Find the price vector p =
(p1,...,pn)T such that

(I-A)Tp<0, p>0; (3.3)

or equivalently

n
p; < Zaijpi forj=1,...,n.
i=1
The j-th inequality means that the price of the j-th commodity does not
exceed the cost of all the commodities which are used for production of one
unit of the j-th commodity, i.e. there is no profit for each commodity.
Now we consider the infinite sequence of equal time periods so that x?
and p* will denote the output and price vectors for the t-th time period,
respectively. We suppose that the production in the (¢ + 1)-th period uses
only the commodities which were produced in the previous t-th period.
Then the dynamic extension of the system (3.2) and (3.3) is the following

{ at > Azttt xt >0,

P < AT o >0, fort=0,1,...; (3.4)

where the starting values z° and p° are given. System (3.4) describes an
economic system with non-decreasing outputs and non-increasing prices.
Clearly, it always has the trivial solution, hence we are interested in finding
nontrivial solutions. Observe that non-increasing prices and the absence
of profits do not prevent the existence of such a system for an indefinitely
long time while the input-output coefficients are constant.

For example, if one produces an output =’ in the ¢-th period so that

c = (pt)T(E/ > (pH_l)TLL'/,

then it is possible to purchase commodities for producing any j-th com-
modity in the next (t+1)-th period such that

n
t+1 t
Pt =D aipl.
i=1

It means that the producer maintains the same capital value ¢ in the next
period, but he will be able to purchase a greater amount of commodities
and thus support the extending level of production.
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Thus, (3.4) describes a system which may be in an equilibrium state
for a long time. This corresponds to the concept of a dynamic equilib-
rium. Moreover, we can investigate the specialized problem of existence of
balanced trajectories {z'} and {p'} where the outputs and prices in neigh-
boring periods differ only in scalar ratios. This problem will be solved for
a somewhat more general economic model.

3.2 The von Neumann model of an expanding
economy

In the mid-1930’s, John von Neumann suggested a dynamic model of an
economy, which extends the dynamic input-output model above. In de-
scribing this model, we follow Lancaster (1968) and Nikaido (1968).

The economy involves n commodities, but, unlike the usual input-
output models, also m technologies of production and m # n in general.
The unit level of the j-th technology requires a;; units of the i-th com-
modity and produces b;; units of the i-th commodity, so that the system
is determined with the help of the two n x m matrices A and B which
represent pure industry consumption and production, respectively. For the
infinite sequence of equal time periods, zt € R™ and p* € R™ will denote
the activity levels and price vectors for the ¢-th period, respectively.

For clarity, we write analogues of conditions (3.4) in an expanded form:

S t+1 ST .
; g T L....on L >0 (35)
Jj=1...,m;
ZaszzZZbJp;Hl =1,...,m; pfzo
' (3.6)
i=1.m
for t = 0,1,..., with the known vectors z° and p°. The first series of in-

equalities in (3.5) says that, for each i-th commodity, its industrial demand
does not exceed its output in the previous time period. Also, the first series
of inequalities in (3.6) says that the total cost of commodities produced per
unit of each activity does not exceed the total cost of commodities utilized
for one unit of this activity, i.e. the profits are absent for all technologies.

The system (3.5), (3.6) is expanded by including two conservation rules:

Zza”pt+l t+1 Zzbljpf+l t (37)

=1 j=1 =1 j=1
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and

m n
tot+1 t+1, t+1
aijpiry = E E bijp; T xy (3.8)
1 j=1i=1

D

n
j=1 i=

N

Equality (3.7) says that the total cost of the industrial demand in the
(t + 1)-th period is equal to the total industrial income for commodities
produced in the previous period, i.e. the industrial income is used only for
satisfying the industrial demand. Equality (3.8) says that the industrial
expenses in the (¢ + 1)-th period (for the previous period prices) are equal
to the total cost of outputs in this period, i.e. the total amount of money
is constant.
We rewrite the system (3.5)—(3.8) in the equivalent form:

Al’t+1 S th7 (pt+1)TA:rt+l — (pt+1)TBIt,It Z O7

ATpt Z BTpt+1’ (pt)TAxt+1 — (pt+1)Tth+1,pt 2 0’ (39)

fort =0,1,... Clearly, this system always has the trivial solution, hence we
intend to find nontrivial solutions. Moreover, we will consider the balanced
growth long-run trajectory which possesses the following properties:

i = Xzt and p't = p1pt, (3.10)

where A > 0 and g > 0. It means that all the activities have the same
growth ratio A — 1 and that all the prices decrease with the same ratio
u— 1. Using (3.10) in (3.9) yields

Mz < Bz, \pT Az = pT Bz, = > 0;

UATP > BTp, ,upTA.r = pTBx, p > 0; (3.11)

where 2t = Az and p! = u~!p, and we also have to present conditions
which provide existence of nontrivial solutions to system (3.11). Observe
that (3.11) can be equivalently rewritten as the linear complementarity
problem

2>0, Qz>0, 27'Qz=0,

Q_<B—O)\A (MABB)T >

and @Q is skew-symmetric if A = p = o, i.e. QT = —Q.

John von Neumann was the first who gave the existence theorem for the
above problem. Afterwards, the sufficient conditions in this theorem were
somewhat relaxed by J.G. Kemeny, O. Morgenstern, and G.L. Thompson.

where z = (x, p),
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These conditions seem very natural and are the following.
(A1) The matrices A and B contain only nonnegative entries.
(A2) The matriz A does not contain zero columns (i.e. each activity
utilizes a positive amount of at least one commodity).
(A3) The matriz B does not contain zero rows (i.e. production of each
commodity requires a positive level of at least one technology).

The result is based on the following two lemmas.

Lemma 3.1. Suppose C is an arbitrary n x m matrixz. Then either
(i) pTC <0 for some p >0, p #0,

or
(i) Cx > 0 for some x > 0.

Proof. Let ¢! denote the i-th row of the matrix C. By definition, ¢’ € R™.
Also, denote by e the i-th coordinate vector in R™, i.e.

PiTY 1 ifi=g
Set
L= conv{c!,...,c" €', ..., e™}.

By definition, the set L is nonempty, convex and closed. We consider two
cases which are mutually exclusive: 0 € L and 0 ¢ L. In the first case there
exist numbers a; > 0 fori=1,...,nand 3; > 0 for j =1,...,m such that

dai+d pi=1 (3.12)
i=1 j=1
and

n m
E a;ct + E Bje? =0,
i=1 j=1

or equivalently,

> aicij+ B =0for j=1,..,m. (3.13)
i=1
Set p = (a1,...,0,,)T > 0. If p = 0, then (3.13) gives 3; = 0 for j =
1,...,n, which contradicts (3.12). Therefore p # 0. From (3.13) we also
obtain

n
Z%‘Cij <Oforj=1,...,m,
i=1
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or equivalently, p?C' <0, i.e. (i) holds.
In the second case we use Proposition 2.1 and obtain

Ty >o0forallelL.

Setting z = y and using this inequality with [ = e’ gives 2; > 0. Then
using the above inequality with [ = ¢* gives

('z>0fori=1,...,n,
i.e. Cx >0 and (ii) holds. O

Clearly, Lemma 3.1 extends Lemma 2.1 from square matrices. Let us
consider two optimization problems:

max — A (3.14)

subject to
Mz <Bzx, >0, x#0, A>0

and
min — pu (3.15)

subject to
pup"A>p"B, p>0, p#0, > 0.

Lemma 3.2. (i) Problems (3.14) and (3.15) always have solutions (A\*, z*)
and (p*, p*).
(i1) It holds that \* > p*.

Proof. First we replace (3.14) and (3.15) with the equivalent ones:

max — A (3.14")
subject to
Ma < Bz, >0, efz =1, A >0,
and
min — pu (3.15")
subject to

T A2 p"B, p>0, e'p=1, p>0;
where e is the corresponding vector of units. That is, if (A, Z) and (f, p)
solve (3.14”) and (3.15"), they also solve (3.14) and (3.15). Conversely, if
(A", 2*) and (p*, p*) solve (3.14) and (3.15), then (A*,Z) and (p*,p) with
T=——z*andp= ﬁp* solve (3.14) and (3.15'), respectively.
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Next, due to (A3), B contains only nonzero rows, hence there is a vector
x > 0, z # 0 such that Bx > 0. Choosing A small enough, we obtain
Az < Bz, i.e. the feasible sets in (3.14) and (3.14") are nonempty. Take
an arbitrary point € R™ such that 2 > 0 and e’z = 1. Denote by [ the

number of its maximal component, i.e. x; = max ;. Since A contains
i=1,....m

only nonzero columns, each column of the matrix (B — AA) will contain a
negative element which is greater than the sum of the positive entries of
the same row, if we choose A large enough. Hence, there exists a number %
such that the negative element has the numbers (7,1). It follows that

(blj — )\aij)xj <0,
j=1

and the variable A is bounded from above. Therefore, problem (3.14") as
well as (3.14) is solvable.
Noticing that (3.15) is equivalent to the problem:

max — T

subject to
p"A>7p"B, p>0, p#0, T >0,

we obtain the existence of a solution to (3.15) along the same lines by using
(A2) instead of (A3). So, assertion (i) is true.
Let us consider the system

(B—XA)x>0.
If it has a nonnegative solution Z, then T # 0 and
(B-XNA)z>0

for some A > A\*, which contradicts the definition of \*. Using now Lemma
3.1 with C = B — A\*A, we conclude that there exists a vector p > 0, p # 0
such that

i.e. the pair (\*,p) is feasible in (3.15). From the definition of ©* we obtain
p* < X\* i.e. assertion (ii) is also true. O

We are now ready to establish the basic existence and uniqueness results
for system (3.11).
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Theorem 3.1. There exist a number a > 0 and vectors © € R™, p € R"
such that

x>0, x#0, aAx < Bz, p' (A — B)r =0,

p>0, p#0, ap’A>p"B. (3.16)

Proof. By Lemma 3.2, there exist solutions (A*,z*) and (u*,p*) of prob-
lems (3.14) and (3.15), respectively, such that \* > p*. Take any a €
[p*, A*], then 2* > 0, * #£ 0, p* > 0, p* # 0 and we have

aAz* < X\*Az* < Bz* and o(p*)TA > p*(p)TA> (p")TB.
It follows that
(@A — B)z* <0 and (p*)T(ad — B) > 0.
Multiplying these inequalities by (p*)? and x*, respectively, we obtain
0> (p*)T(aA — B)z" >0,
and the result follows. O

Thus, within assumptions (A1)—(A3), the economic system has a sta-
tionary long-run path which can be regarded as an example of a dynamic
equilibrium. Moreover, this path admits the same ratio both for the bal-
anced growth of production and for the balanced decrease of all prices.
Recall that the vectors z and p in (3.11) (or (3.16)) represent the starting
activity levels and prices.

We can somewhat strengthen the above result under the additional
indecomposability assumption.

Definition 3.1. The set of matrices (A, B) is said to be indecomposable,
if there are no nonempty index subsets K C {1,...,n} and J C {1,...,m}

such that

Zaij = Zbii =0 for each i ¢ K.

jeJ jed

The indecomposability of (A, B) means that there is not a nonempty

subset of commodity indices such that they can be produced without at
least one commodity from the complement of this subset. In other words,
there are either direct or indirect relations between all the commodities
involved in this economy. This property enables us to establish the unique-
ness of the ratio « for each starting pair (z, p).

Theorem 3.2. If the set of the matrices (A, B) is indecomposable, then
there exist x € R™, p € R™ and a > 0 satisfying (3.16) with o being
uniquely defined for each pair (x,p).
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Proof. The existence of z, p, « satisfying (3.16) has been proved in Theorem
3.1. By definition, x > 0, = # 0, hence (b*)7x > 0 for i = 1,...,n, where b*
denotes the i-th row of the matrix B. Since B contains only nonzero rows,
there exists an index [ such that (b')T2z > 0. Suppose there exists an index
k such that (b¥)7z = 0, then, using (3.16), we have

0= ("Tz > ala®)Tz >0,

i.e. (a®)Tx = 0. It follows that the set of matrices (A, B) is decomposable
with K = {1,...,n}\{k} since the k-th commodity does not participate in
this system of technologies. By contradiction, we thus obtain (b)Tz > 0
for each i = 1,...,n, hence

pT Bz >0 and pT Az >0
since a > 0. Thus, a = (pT Bz)/(pT Azx) is unique. O

Observe that the vectors z and p in (3.16) may be multiplied by any
positive scalars without any changes for a. Under certain additional as-
sumptions, the inequality o > 1 may be also established.

Let us now consider the dynamic input-output model. Of course, we
can also add the conservation rules to inequalities (3.4), then the problem
becomes precisely the particular case of (3.9) where B=1, Aisann x n
matrix. The stationary problem (3.11) can be then rewritten as follows:
Find z,p € R™ and A, > 0 such that

Ma <z, \pTAz =pTz, >0, z #0;
pATp > p, pp” Az =pTa, p >0, p#£0.

If we suppose that A has only nonnegative entries and does not contain
zero columns, then conditions (A1)—(A3) will be satisfied.

Exercise 3.1. Prove that the indecomposability of the set (A, I) is equiv-
alent to the indecomposability of the non-negative matrix A.

Hence, Theorem 3.1 then states that, under the general assumptions,
there exist a number o > 0 and vectors z,p € R™ such that

>0, r#0, aldr <z, pT (@A -1z =0,
p>0, p#0, apmA>p".

Due to Theorem 3.2, the number « in this system is uniquely defined for
each pair z, p, if A is indecomposable.

Thus, the results above give a basis for indicating conditions of existence
of stable equilibria for dynamic systems. Their extensions can be found e.g
in the books by Morishima (1964) and Nikaido (1968).
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Chapter 4

Optimization and Equilibria

Linear programming is known as one of the most effective tools for formu-
lation and solution of many optimization type problems arising in various
fields of applications; see e.g. Dantzig (1963) and Schrijver (1986) and ref-
erences therein. We are interested in considering economic applications of
linear programming which are regarded as a bridge to more general eco-
nomic equilibrium problems.

4.1 Linear programming problems

We begin our considerations from the classical problem of income maxi-
mization subject to resource limitations. In this model we are given a firm
that may produce n commodities for a fixed time period and utilize m
factors (resources). Next, ¢; denotes the price of the j-th commodity, b;
denotes the endowment of the i-th resource, and a;; denotes the amount
of the i-th resource for producing one unit of the j-th commodity, and all
these values are supposed to be fixed for the time period. Then the problem
above can be written as follows:

n
max — chxj (4.1)
j=1
subject to

n
Zaijxjgbi fori=1,...,m;
=1

z; >0 forj=1,...,n

(4.2)

where x; denotes the unknown output of the j-th commodity.  Prob-
lem (4.1), (4.2) is nothing but the classical linear programming problem

39
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in the standard form. We can define the vectors ¢ = (ci,...,c,)7, = =
(x1,...,2,)T and b = (b1,...,b,)" and the m x n matrix A with the
entries a;;, and rewrite (4.1), (4.2) briefly:

max — clx (4.1)
subject to

Az < b,z > 0. (4.2")

By definition, the utility function in (4.1) gives the total cost of com-
modities, whereas the first series of inequalities in (4.2) shows that the
industrial demand of each factor can not exceed its endowment, and the
second series simply determines the firm as producer of commodities.

In order to formulate optimality conditions for linear programming
problems, one can utilize results of the duality theory. For instance, the
dual problem of (4.1),(4.2) is written as follows

min — szyz (43)
i=1
subject to

m
ZaijinCj forj=1,...,n;
i=1

y; >0 fori=1,...,m.

(4.4)

Using the notation y = (y1,...,¥m)? we also can rewrite the above problem
briefly:
min — b’y (4.3")
subject to
ATy >cy>0. (4.4

The rules for creating a dual problem are clear: we replace the coef-
ficients in the cost function and the right-hand sides of constraints, the
number of dual variables corresponds to the number of constraints in the
primal problem, we use the opposite operation for the cost function and
the opposite inequality signs in constraints. Following these formal rules,
we notice that the dual problem of (4.3),(4.4) is equivalent to (4.1),(4.2),
hence both the problems can be termed as a primal-dual pair of linear pro-
gramming problems. In what follows, we will use the following notation:

D={xeR"| Az < b,x > 0}

and _
D={yeR™|ATy>c,y>0}
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for the feasible sets of the primal and dual problems. We denote by D* and
D* the sqlutions sets of these problems, respectively. Also, we denote by
a* and A7 the i-th row and the j-th column of the matrix A, respectively.

Lemma 4.1. For arbitrary points x € D and y € 5, it holds that
Tz <bly. (4.5)

Proof. Fix x € D and y € D. Then, by definition,

This simple lemma yields several very useful properties, including a
sufficient condition of optimality.

Theorem 4.1. If z* € D and y* € D and
o = by, (4.7
then x* € D* and y* € D*.
The proof follows directly from (4.7) and (4.5).

Theorem 4.2. (i) If the cost function in (4.1) is not bounded from above
on the feasible set, then D = ().

(i) If the cost function in (4.3) is not bounded from below on the feasible
set, then D = ().

The proof can be obtained by contradiction from Lemma 4.1.
Exercise 4.1. Prove the assertions of Theorems 4.1 and 4.2.

The derivation of necessary conditions of optimality is not so easy and
is usually based on a suitable version of the Farkas Lemma. We follow
the approach from Eremin (1998).

Proposition 4.1. (See Eremin (1998), Theorem 5.2 and also Schrijver
(1986), Corollary 7.1 H). let the system Ax < b be consistent for an l x n
matriz A, and a vector b € RL. Then, for a number o > 0, the implication

Zx{l?:m%ga



42 4. OPTIMIZATION AND EQUILIBRIA

holds if and only if

c;v—a_Zyz( ﬂﬂ—b)—yo

for somey; >0,i=0,...,1.
We are now ready to establish the basic theorem of duality.

Theorem 4.3. If z* solves the problem (4.1),(4.2), then there exists a
solution y* of the dual problem (4.3),(4.4), so that (4.7) holds.

Proof. Applying Proposition 4.1 with a = ¢’'z*,

() ()

dr—a= Zyl To—b) iv;xj*yo
=1

where y; > 0 for i =0,1,...,m and vj > 0 for j = 1,...,n. If we suppose
that yg > 0, it follows that

we see that

z>0,Ar <b=—= T <cTa* - <z
for every z, which is a contradiction. Therefore, y§ = 0 and we have
c—ATy* = —v* <0 and Tz* = bTy".
Thus, y* € D and Theorem 4.1 now gives y* € D*. O

The optimality condition (4.7) in Theorems 4.1 and 4.3 can be replaced
with the so-called complementarity slackness conditions:

T} [(A]%WTy*—cj] =0 forjzl,...,n; (4.8)
y;‘“[(az) x*fbl-]:O fori=1,...,m.

In fact, if 2* € D, y* € D and (4.8) holds, then all the inequalities in (4.6)
with © = 2" and y = y* are transformed into equalities and we obtain
(4.7). Conversely, if z* € D, y* € D and (4.7) holds, then this implies the
equalities in (4.6) with y = y*, x = 2* and we obtain (4.8). For simplicity,
we shall formulate the corresponding result in a somewhat weakened, but
symmetric form.
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Theorem 4.4. Points z* € R"™ and y* € R™ solve problems (4.1),(4.2)
and (4.3),(4.4), respectively, if and only if

" >0, Az*<b, (y*)T[Az* -] =0;

y* > 07 ATy* > c, ({L'*)T[ATy* _ C] =0. (49)

Similarly to the stationary growth problem, this system can be equiva-
lently rewritten as the linear complementarity problem:

where z* = (z*,y*) € R"*™,

=(5) =A%)

Observe that the matrix Q is skew-symmetric.

4.2 Economic interpretation of optimality conditions

The optimality conditions given in Theorems 4.1 — 4.3 allow us to explain
the economic sense of all the components of the dual problem. In fact, con-
dition (4.7) shows that the utility function in the dual problem (4.3),(4.4)
also indicates the cost value. Moreover, if we consider endowments of fac-
tors as variables, then

and

of) _ .

abz =Y

i.e. y; determines the sensitivity of the maximal income with respect to
small changes of the i-th factor. It means that y; can be defined as the cost
(shadow price) of one unit of the i-th factor. Then, each j-th constraint in
(4.4) means that the price of the j-th commodity cannot exceed the total
cost of factors utilized for producing one unit of this commodity. Thus, the
dual problem (4.3),(4.4) consists in minimizing the total cost of resources
under the above constraints, including also the nonnegativity conditions
for factor costs.

Using these definitions as a basis, we are now in a position to give
an economic interpretation of optimality conditions (4.9). Of course, first
two columus in (4.9) give the usual feasibility conditions of both the linear
programming problems. The third column in (4.9), which is now equivalent
to (4.8), gives just the complementarity slackness conditions of optimality
for feasible points. Namely, if the j-th commodity is included in the optimal
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output (x;‘ > 0), then the price of this commodity is equal to the total cost
of factors per unit of this commodity, and, conversely, if the price is less
than the total cost of factors per unit, then the j-th commodity is not
included in the optimal output. Next, if the shadow price of i-th factor is
positive, then the precise balance holds between the industry demand and
the endowment of this factor, and, conversely, if the industry demand is
less than the endowment, then the shadow price of the factor is zero, this
corresponds to the incomplete utilization of the i-th factor.

Moreover, the set of optimality conditions (4.9) can be regarded as a
separate equilibrium model. Developing this approach, let us introduce an
auxiliary vector p = (p1, ..., pm)’ of factors’ prices. Next, suppose that the
vectors c and b are not fixed in general, but commodity prices are in general
dependent of outputs, and resource endowments are in general dependent
of prices of factors. In other words, it is assumed that there exist mappings
c: R} — R™ and b : R} — R™. The equilibrium conditions can be then
rewritten as follows:

z* >0, Az* < b(p*), (y*)" [Az" — b(p*)] = 0;
y* > 0,ATy" > c(z%), (z)T[ATy* — c(2")] = 0;

with addition of the coincidence rule between shadow and market prices
of factors: p* = y*. This is nothing but the direct extension of conditions
(4.9). Thus, we can apply this approach for much more general problems.
It is suitable to determine the equilibrium conditions only for the pair

(z*,y"):

z* >0, y* > 05
ATy* —e(z*) > 0, b(y*) — Az* > 0; (4.11)
(@) ATy —c(@)] =0, (y")T[b(y") — Az*] =

This system can be equivalently rewritten as the nonlinear complementarity
problem:

2 >0,F(2%) >0, ()T F(z*) = 0; (4.12)
cf. (4.10), where z = (z,y) € R*™™ F(2) = Qz — ¢(z), and

0= 450 ) e=( 5% 1)

If a pair (x*, y*) solves system (4.11), then it solves system (4.9) where
b = b(y*) and ¢ = ¢(z*). This means that z* and y* are solutions of
problems (4.1"), (4.2') and (4.3'), (4.4"), respectively, with b = b(y*) and
¢ = ¢(z*), which may be treated as implicit optimization problems since
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the coefficients in the cost functions and the right-hand side of constraints
depend on the unknown solutions. We see that problem (4.11) represents a
model of the system whose behavior and structure may change, i.e. they de-
pend on certain external parameters. Therefore, unlike the previous “pure”
optimization models (4.1"), (4.2") and (4.3"), (4.4") with fixed parameters
¢ and b, one must take into account the reaction of the system, and the
optimal solution now corresponds to a kind of an equilibrium state of the
system. Many general equilibrium problems, which will be described in the
next chapters, reduce to the format of system (4.11). It follows that the
theory and methods of complementarity problems may serve as a basis for
investigation of these equilibrium models.

4.3 Economic interpretation of the solution method

Being based on the optimality conditions, we can construct an iterative
solution method for solving problems (4.1),(4.2) or (4.3),(4.4). Let us con-
sider a simple numerical example with linear programming problems.

Example 4.1. Set m =n =2, c= (2,3)7, b= (7,18)7,

1 2
=(i3)
i.e. the primal problem is the following:
max — 2x1 + 329

subject to

1 + 222 <7,
4x1 + 329 < 18,
1 > Oa Z2 > 0.
This problem can be solved by the graphical method (see Figure 4.1).
The feasible set is represented by the polygon OABC. The maximal

value of the cost function is attained at the extremal point B (3,2) and
results in 12. Let us consider the dual problem:

min — 7y; + 18ys
subject to

y1 +4y2 > 2,
2y1 + 3?/2 Z 3a
U Z 072/2 Z 0.
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Figure 4.1:

2 207 + 3ah = 12

C ¢ = (3,2)T

Since the optimal outputs x, x5 are positive, (4.8) yields

yi +4ys =2,
2yt + 3y5 = 3.

This system has the unique solution y* = (1.2,0.2)7. Since y* is nonnega-
tive it has to be a solution to the dual problem. In fact,

Tyr + 18y5 = 12
and (4.7) holds.

Exercise 4.2. Find a solution to the following linear programming prob-
lem:
max — 2x71 + To

subject to
3%1 + 7.’E2 § 21,
6561 + 3582 S 18,
8x1 4+ Taxo < 28,
x1 > 0,22 > 0;

and a solution to its dual.
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This simple example suggests an idea of a solution method for the lin-
ear programming problem in the general case. In the two-dimensional case,
the feasible set is always polygonal, hence if the problem is solvable, then
solutions are common points of the feasible set and the corresponding tan-
gent level line. Obviously, these solutions must contain an extreme point.
In the general case, the feasible set D is polyhedral and each level set

{z|cTz=a}

is a hyperplane, therefore, if the solution set D* is nonempty, it also must
contain an extreme point of D. The number of such extreme points is
always finite, hence we have to examine only the extreme points of the
feasible set with ascent of the cost function if possible and we obtain a
finite solution method for general linear programming problems. This is
the key idea of the famous simplex method (see Danitzig (1963) for details).

Using the example, we can even suggest a way of generating extreme points.
In fact, we can rewrite the primal problem in the so-called canonical form

max — 2x1 + 329
subject to

1+ 220 +u =7,
41[,’1 +31’2 + Uy = 18,
21 20,22 > 0,u; > 0,u2 > 0;

by introducing the auxiliary variables w; and us. The coefficient matrix
1 210
A= ( 4 3 0 1 )
of this problem has rank 2. If we choose two independent columns of this
matrix as the basic ones, then setting the other (non-basic) variables to
be zero yields a (unique) solution of the system of linear equations corre-

sponding to some extreme point. In general, we can include the auxiliary
variables i, ¢ = 1,...,m in (4.2), thus obtaining the problem:

n
max — E Ciy
j=1
subject to
n
E QijTj + Tpyi = b; fori=1,...,m;

j=1
z; >0for j=1,...,n4+m;
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then the m x (n +m) matrix A = (A | I) has rank m. We call the index
set B basic if it contains indices of m linearly independent columns of A.
A basic set B is called feasible if the system

> wA =b (4.13)
JEB
has a nonnegative solution.

We now give an economic description of the simplex method. Each
iteration begins from a feasible basic set B, i.e. we have a basic collection of
m commodities, whose production demands do not exceed the endowment,
ie. (4.13) holds. We set z; = 0 for j ¢ B and find shadow prices of factors
for the current basic collection of commodities from the system

(E)Ty =c¢; forjeB,

which also has a unique solution. For this pair (z,y) we have

e = Z ciT; = Z acj(Aj)Ty =bTy,
jeB jeB
hence if the dual vector satisfies the dual constraints which are now the
following: s
ATy > c,

but in fact it suffices to verify only the part of inequalities:
(ZE)Ty >c¢; forjé¢ B,

then z is a solution to the initial problem. It means that the total costs of
factors per unit of all nonbasic commodities with utilizing current shadow
prices are not less then the prices of these commodities. Otherwise, there
exists at least one commodity k ¢ B, such that (A%*)Ty < ¢, then we can
increase the total income by including this commodity and re-distributing
the resources. We determine the subset

BT={ieB gir > 0, where Zglk;lvlzﬁ
jEB

This subset indicates the basic commodities which can be in principle re-
placed with the k-th commodity with nondecreasing total income. Note
that the situation BT = () means that the cost function is not bounded
from above. We choose the index | € BT with the property:

Ty . Ty

0 = — = min —,
gk 1€EBT Gik
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whose removing yields the maximal profit, then we obtain the new feasible
basic set B’ = B\{l} | J{k} and the new output

i — 0gix if i € B,
z,=4¢ 0 ifi =k,
0 ifi ¢ Bandi# k.

It follows that N
' =cTa + 0lcy — Ary] > Tz,

i.e. the total income increases at the new extreme point, which corresponds
to the new basic collection of commodities.

From the above result we also deduce that despite the possible value
of n, we can always provide the maximal income by producing only basic
commodities. It follows that there exist rather simple procedures for solving
affine problems and these procedures do not require additional assumptions
for finding a solution. However, if the affine problems do not represent a
satisfactory approximation of the real system, they are replaced with more
complicated nonlinear models which need new methods of investigation and
solution.
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Chapter 5

Nonlinear Economic
Equilibrium Models

In this chapter, we consider several classes of nonlinear economic equilib-
rium models, which can be regarded as some extensions and modifications
of the equilibrium conditions for linear programming problems.

5.1 Cassel-Wald type economic equilibrium models

We first consider a class of economic equilibrium models, which can be
viewed as a modification of the known Cassel- Wald model.

The model describes an economic system which deals in n commodities
and m pure factors of production. In what follows, ¢, denotes the price of
the k-th commodity, b; denotes the total inventory of the i-th factor, and
ai; denotes the consumption rate of the i-th factor which is required for
producing one unit of the j-th commodity, so that we set ¢ = (c1,...,¢,)7,
b= (bi,....bm)", A = (@ij)mxn- Next, z; denotes the output of the
j-th commodity and p; denotes the (shadow) price of the i-th factor, so
that © = (z1,...,2,)7 and p = (p1,...,pm)T. The vector b is fixed, but
this is not the case for ¢, i.e. it is assumed that there exists a mapping
c: R} — R%. This means that prices are dependent of outputs.

The pair (z*,p*) is said to be in equilibrium if the following relations
hold:

z* >0, p*=0;
ATp* — c(x*) >0, b— Ax* > 0; (5.1)
(@*)T[ATp* —c(a)] =0, (p*)"[b— Az*] =0.

This system is a particular case of the equilibrium problem (4.11). Obvi-
ously, in the case where the vector ¢ is also fixed, system (5.1) becomes

o1
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equivalent to the following pair of linear programming problems:

max — ¢’z and min — bTp
subject to subject to
Ax < b,z >0; ATp>e¢,p>0.

However, in the general case, we can rewrite (5.1) equivalently as follows:

(z* — 2)Te(a*) + (Ax — Az*)Tp* >0 Va >0;
(p=p)"(b—A2") >0 ¥p>0;

this is nothing but the optimality condition for the variational inequality
problem: Find z* € D such that

(z* —x)Te(x*) >0 VzeD, (5.2)

where
D={xeR"| Az < b,x > 0};

see Proposition 11.6. Hence, we can first find the solution z* of (5.2) and
afterwards find p* as a solution of the linear programming problem:

min — b7p
subject to
ATp>cp>0

where ¢ = ¢(z*) is fixed.

Exercise 5.1. By using the results of Section 11.2, find existence and
uniqueness conditions for the Cassel-Wald model.

5.2 General price equilibrium models

A great number of economic models are adjusted to investigating the con-
ditions which balance supply and demand of commodities, i.e., they are
essentially equilibrium models. As a rule, the concept of economic equi-
librium can be written in terms of a complementarity relation between
the price and the excess demand for each commodity. Therefore, these
economic equilibrium models can be written as complementarity (or vari-
ational inequality) problems. To illustrate this assertion, we now describe
one of the most general economic models originated by L. Walras; see
Walras (1874).

So, it is assumed that our economy deals in n commodities and that
there are m economics agents dealing with these commodities. Let M =
{1,...,m}. We divide M into two subsets M and M, which correspond
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to sectors (producers) and consumers, respectively. Given a price vector
p € R, the j-th producer determines his supply S;(p) € R’ and the i-th
consumer determines his demand D;(p) € R’;. For simplicity, we suppose
the mappings S; and D; are single-valued. Set

Sp) =Y Si(p),Dp)= > Di(p).

JjeEM; ieMe

Then we can define the excess demand mapping

E(p) = D(p) — S(p).

A vector p* is said to be an equilibrium price if it satisfies the following
conditions:

p*€RY, —E@p*)eRL, (p) E@")=0; (5.3)

i.e. the equilibrium problem obviously coincides with complementarity
problem (1.16), where G = —FE, X = R”}. Therefore, one could derive the
existence and uniqueness conditions for this problem directly from those
for general complementarity problems and variational inequalities. More-
over, a number of additional existence and uniqueness results, essentially
exploiting features of economic equilibrium models, have been obtained.

We now present a specialization of this very general class of economic
equilibrium problems, which can be viewed as some extension of the model
suggested by H. Scarf, see Scarf and Hansen (1973).  The model also
considers an n-commodity market under perfect competition and includes
production with linear technology and consumption. Given prices p € R,
the total demand of the consumers is also defined as D(p), whereas the
supply of the j-th producer is defined as S;(p) = zja’, where a/ is the j-th
row of the I x n technology matrix A and z; is the activity level of the j-th
producer, which can be determined as a solution to the one-dimensional
optimization problem:

max — {ap"a’ — fi(@)}, (5.4)

where f; is the cost function of the j-th producer, which is supposed to be
differentiable and dependent of the activity level of the j-th producer, for
j=1,...,1. We can replace (5.4) with the optimality conditions

;2 0, [ej(a) —p'a’] 2 0,25(e;(x)) — pTa’] = 0;
where c;(z;) = fi(z;).

Exercise 5.2. Derive the above optimality conditions for problem (5.4).
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Then the total supply of producers is determined by the conditions
S(p)= ATz, x>0,c(z)— Ap > 0,27 [c(x) — Ap] = 0.

Suppose that the initial endowments of consumers are represented by a
non-negative vector . Then the excess demand is given by F(p) = D(p) —
S(p) — r. Taking into account (5.3), we conclude that the equilibrium of
this model will be represented by a pair (p*,z*) such that

p* > 0,7+ ATz* — D(p*) > 0, (p*)T[r + AT2z* — D(p*)] = 0; (5.5)
and
x* > 0,c(z*) — Ap* >0, ()T [c(z*) — Ap*] = 0. (5.6)

Observe that the known Scarf model corresponds to the case where ¢ = 0
(i.e. f is a constant function). Evidently, this model can be viewed as a
particular case of problem (4.11).

Following this approach, we can derive the equilibrium model (4.11) as
a particular case of this very general class of Walrasian equilibrium models,
i.e. we present the reverse derivation process. Let us consider an m-factor
market under perfect competition, which includes supply and industrial
demand. Given factor prices y € R, the total supply is defined as b(y),
whereas the total demand of the producers is defined as d(y). A vector
y* € R™ is said to be an equilibrium factor price if it satisfies the following
conditions:

y* > 0; b(y*) —d(y*) >0, (y*)Tb(y*) —d(y*)] = 0. (5.7)

Suppose that the factors are used for producing n commodities for a fixed
time period, ¢; denoting the price of the j-th commodity and a;; denoting
the amount of the i-th factor for producing one unit of the j-th commodity.
Next, x; denotes the unknown output of the j-th commodity and f;(x;)
denotes the value of the income function of this commodity, i.e. ¢;(x;) =
fi(x;) can be viewed as the marginal income, which is dependent only of
the output of the j-th commodity. The output x; of the j-th commodity
yields the factor demand z; A7, where A7 is the j-th column of the m x
n technology matrix A, and the optimal output can be determined as a
solution to the one-dimensional optimization problem:

min — {ay” A7~ f(a)},
i.e. we have

xj > 0,y A7 — cj > O,xj(yTAj —¢;)=0.



5.3. SPATIAL PRICE EQUILIBRIUM MODELS 55

Since ¢ = ¢(z), the total factor demand is determined by the conditions
dly) = Az, 2>0,ATy —c(x) > 0,27 [ATy — c(z)] = 0.

Combining these conditions with (5.7), we conclude that the equilibrium
of this model will be represented by a pair (z*,y*) such that

¥ >0, *>0;
ATy () > 0, ) - Aa* > 0

)~
(@) T[ATy" —c(@*)] =0, (y)Tb(y") — Az*] =

Clearly, these conditions coincide with (4.11). Similarly, the fixed vectors
b and c yield the optimality conditions for linear programming problems.

5.3 Spatial price equilibrium models

In these models, which are generalizations of transportation optimization
problems, the spatial location of economic agents (markets) is taken into
account.

In the single commodity market model, there are | agents (sites) con-
nected by transport communications. Let p; denote the price of the com-
modity at site 4, and f;; be the export from site 4 to site j. If the prices
at all sites p = (p1,...,m)7 and the export vector f = (fi1,...,fu)? are
given, we can determine the cost of shipping one unit of the commodity
from site ¢ to site j, which is denoted by ¢;;, and the capacity (or excess
demand) d; of site 4 (if d; > 0, it is a consuming market; if d; < 0, then it is
a supplying market). In general, ¢ and d are some mappings, i.e. ¢ = ¢(f)
and d = d(p).

The equilibrium conditions in this model have the form of a system of
complementarity problems:

fi; =0, p; >0,

1 1
i= i=1
f (Cij(f ) p] +pz _Opz Zf]z qu,] ’i 207
foralli,j =1,...,1. The first series of constraints in (5.8) is obvious in view

of the meaning of 7 and p;. The second series ensures the absence of profit
in shipping the commodlty from site 7 to site j and imposes restrictions on
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import-export volumes. The third series of constraints shows that shipping
a positive volume of the commodity from site ¢ to site j is possible only
if the incomes are equal and that a positive commodity price at site 7 is
possible only if there is a balance between the import-export volume and
the capacity at the given site. Similarly, if the vectors ¢ and d are fixed,
then problem (5.8) can be replaced with the following pair of transportation
type problems:

l

l l
min — Z Z Cijfz'j max — Z dz’pi
%

=1

i=1 =1
l l
o fii— > fig > di cij —pj+tpi >0
j=1 j=1

for i=1,...,1; for 4,5=1,...,1;

fij >0 for 4,5=1,...,0; p; >0 for ¢=1,...,L

It is clear that these problems are mutually dual in the sense of linear
programming theory.

Exercise 5.3. Show that the transportation problems are particular cases
of (4.1"), (4.2') and (4.3"), (4.4").

Since problem (5.8) is a system of complementarity problems, it can be
rewritten in the form of a system of variational inequalities: Find f* > 0
and p* > 0 such that

l
DD (e =p5+pi)(fig = f55) =0 Vf >0,

l
fii= D Fi = dil")| (i =p}) 20 Vp 0.

Exercise 5.4. By using the results of Section 11.2, find existence and
uniqueness conditions for the model with fixed capacities.

We now give a network formulation of the spatial price equilibrium
model.

The model is determined on a transportation network with the set of
nodes N and the set of arcs A. For each node i, y; denotes the price of
a homogeneous commodity and d;(y) denotes the excess demand at this
node where y = (y;)ien. For each arc a € A, f, denotes the flow and ¢, (f)
denotes the transportation cost for shipping the commodity for this arc,
where f = (fa)aca. Next, we denote by W the set of all origin-destination
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pairs in the net, then P, denotes the set of paths joining pair w and
P = J,ew Puw denotes the set of all the paths. For each path p € P, z,
denotes the flow and Cp(x) denotes the transportation cost for this path,

where z = (z,)pep. Set C(x) = (Cp(z))pep and c(f) = (ca(f))aca, then
clearly

f=Bx and C(z)= BTc(f), (5.9)
where B is the arc-path incidence matrix, i.e. B = (bgp),

b 1 if path p involves arc a,
%71 0 otherwise.

A flow-price pattern (f*,y*) is said to be an equilibrium if it satisfies the
following conditions:

y; >0,
oD me DL Y ap—dily) 20, (5.10)
w=(k,i)EW pEPy w=(1,j)EW pEPy
i| ¥ Yu- X Y a-aw|=ovien
w=(k,i)EW pEPy w=(4,j)EW pEPy
and
; >0,
;‘—y]-i-C( )>O (5.11)

where f* = Bz*. Conditions (5.10) represent equilibrium between input-
output flows and prices at each market, whereas conditions (5.11) represent
equilibrium between export flows and profits of shipping for each pair of
origin-destination markets. Since these conditions are obviously comple-
mentarity problems, they can be equivalently rewritten as the system of
variational inequalities: Find x* > 0 and y* > 0 such that

> > Yoy = > 2wy —di(y")| (yi —y) >0

1EN |w=(k,i)eW pEPy w=(1,j)EW pEPy
Vy; > 0,7 € N;

and

S % [ —yp) + Cpla)] (wp —a3) >0

weW peP,
Ve, >0 pe P,,weW
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These models can be extended to the multicommodity case.

Let us consider a generalization of the spatial price equilibrium model
for the dynamic case, i.e., when the equilibrium trajectory of the entire
system on a given time interval is analyzed.

The main difference, in addition to the inclusion of a time parameter, is
in the allowance for the cost of the commodity storage. For simplicity, we
consider a discrete time; i.e., we divide the time interval into subintervals
t=1,2,...,T. Let f;;; be the supply from site 7 to site j at time interval
t, v+ be the volume of the commodity stored at the ¢-th site at the time
intervals from (¢ — 1)-th to ¢-th, and p;, be the price of the commodity at
the i-th site during time interval t. As before, there are [ agents (sites or
markets), and the supply from the i-th to the j-th site at any interval of time
is non-negative for all 4,5 = 1,...,1. If the vectors f = (fi1.1,-.-, fur)?
v=(v11,...,07)" andp= (p11,...,m1)" are known, one can determine
the transportation cost c;;¢ of a unit commodity from the i-th to the j-th
site at the ¢-th time interval, the cost r;; of storing a unit commodity at
the i-th site at the time intervals from (¢ — 1)-th to ¢-th, and the capacity
d; ¢ of the i-th site during time interval . We suppose that ¢, r, and d are
mappings; i.e., ¢ijt = ¢ijt(f), rie = rit(v), diy = di+(p). This means that
the transportation cost of a unit of the commodity between two sites can
depend on the volumes of transportation, the cost of storing a unit of the
commodity at each site can depend on the amount of stored goods, and
that its capacity can depend on the prices at the sites (for each interval
of time). A trajectory is called equilibrium if it is defined by the vectors
f*,v* and p* such that

b

Fiie = 0,¢i50(f*) +piy = pf 20, (5.12)
Fiileie(F*) + 05, — 05 = 0;

foralli,j=1,...,land t=1,...,T;

”;,t >0, rit(v") +pzt—l - pf,t >0,
Uit [Ti,t(” ) T Dit—1— pi,t] =0

foralli=1,....,land t=1,...,T (pj, = 0 are fixed for all i = 1,...,1);

p;:t Z 07

! !
Z flin — Z fia + iy — v — dig(p*) >0, (5.14)
=1 =1

! 1
* * * * * * .
Dit E Tiin — § fie toie — v —di(@™)| =0;
=1 =1
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foralli=1,...,landt = 1,...,T(1};‘7T+1 = 0 are fixed for all i = 1,...,1).

It is easy to see that relations (5.12) represent the usual complemen-
tarity conditions between export flows and profits of shipping for each pair
of sites. Next, conditions (5.13) indicate that it is not advantageous to
store commodities and a positive amount can be stored only if the prices
at the ¢-th and (¢ 4 1)-th intervals with account for the cost of storage are
balanced. Similarly, (5.14) imposes constraints on the import-export and
shows that a positive commodity price at the i-th site at time t is possible
only if there is an exact balance between the import-export volume (with
account for the storage cost) and the capacity at this site.

As in the static model, system (5.12)—(5.14) is reduced to a system of
variational inequalities. More precisely, problem (5.12) is equivalent to the
following one: Find a point f* > 0 such that

o

Z S [ewsalf ) +phe = i) (Figa = F0) 2 0 (5.15)

t=1 i=1 j=1 .
Vfije >0,

foralli,j=1,...,land ¢t =1,...,T. The complementarity problem (5.13)
is reduced to the following variational inequality: Find a point v* > 0 such
that

B
MN

a0+ ps = 9] (00 = v70) 2 0 (5.16)

o
Il

1i=1

Yvie >0

foralli=1,...,land ¢t =1,...,7T. Due to the independence of the vari-
ables f and v, we can replace system (5.15), (5.16) by the single variational
inequality: Find points w* > 0 and v* > 0 such that

l l
Z Z ngt + pz t p;,t] (fijﬂf - f:j,t)
=14=1
l
+ Z Z it (V7)) +pi p;,'k,t] (vit — U;t) >0 (5.17)
t=1 i=1

Vfije >0 and Vov;; >0

Me

t=1 1

foralli,j=1,...,l and t = 1,...,T. Furthermore, the complementarity
problem (5.14) is equivalent to the following variational inequality: Find a
point p* > 0 such that
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l l

T 1
* * * *
E E fiie — E Jije T Vit — Vi
1 i=1

t=1i=1 |j=
—dit(p*)| Pit — i) 20 Vpir >0 (5.18)

foralli=1,...,landt=1,...,T.

There exist various modifications and extensions of spatial price equi-
librium models; see Harker (1985), Miller, Friesz, and Tobin (1996), and
Nagurney (1999).

5.4 Imperfectly competitive equilibrium models

We now consider the problem of finding market equilibria for the case of
a few economic agents (producers). It means that actions of each separate
agent can change the state of the whole system. These oligopolistic equilib-
rium models originated by A. Cournot belong to imperfectly competitive
systems; see Cournot (1838).

In the classical oligopoly model, it is assumed that there are n firms
supplying a homogeneous product and that the price p depends on its
quantity o, i.e. p = p(o) is the inverse demand function. In other words,
p(o) is the price at which consumers will purchase a quantity o. Next, the
value h;(z;) represents the i-th firm total cost of supplying x; units of the
product. If each i-th firm supplies x; units of the product, then the total
supply in the market is defined by

Ox = Z T,
i=1
and the i-th firm’s profit is defined by

where = (21, 22,...,7,)T. Of course, each output level is nonnegative,
ie, x; > 0 for ¢ = 1,...,n. Naturally, each firm seeks to maximize its
own profit by choosing the corresponding production level. However, since
the profit of each firm is dependent of outputs of all the firms, whose
interests may be rather different, we can consider this problem as a non-
cooperative game of n players, where the i-th player has the strategy set R
and the utility function f;(x). Therefore, in order to define a solution in this
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market structure we use the Nash equilibrium concept for non-cooperative
games; see e.g. Okuguchi and Szidarovszky (1990) and Aubin (1998). B
definition, a nonnegative vector of output levels z* = (a3, x5,...,25)7T is
said to constitute a Nash equilibrium solution for the oligopolistic market,
provided z} maximizes the profit function f; of the ¢-th firm given that the
other firms produce quantities zj, J #14, foreach i =1,...,n.

That is, for 2* = (2}, 23,...,75)T to be a Nash equilibrium, x} must
be an optimal solution to the problem

max — {w;p(zi +07) — hi(zi)}, (5.19)
n
where of = x; for each i =1,...,n. At the same time, this problem
i=1#i

can be transformed into an equivalent variational inequality or complemen-
tarity problem if each i-th profit function f; is concave in x;. This assump-
tion conforms to the usually accepted economic behavior and implies that
(5.19) is a concave maximization problem. In addition, we assume for
simplicity that the price function p(o) and all the cost functions h;(z;) are
continuously differentiable. Namely, set G;(z) = —p(oy) —x:p (o) + I} (z;)
for i = 1,...,n, thus defining the mapping G : R} — R"™. Under the as-
sumptions above, each optimization problem (5.19) is equivalent to the
complementarity problem:

x; >0,Gi(x") > 0,2 G;(x*) = 0; (5.20)
or to the variational inequality: Find x; > 0 such that
Gi(z")(x; —x]) >0 Va; >0;

for each i = 1,...,n. However, this system of partial variational inequality
problems is equivalent to the usual variational inequality: Find z* > 0 such
that

(x —2*)'G(2*) >0 Vo >0 (5.21)

see also Section 7.1.

It should be noticed that many problems in economics and social sci-
ences may be formulated as game equilibrium models; see e.g. von Neu-
mann and Morgenstern (1953), Moulin (1981), Okuguchi and Szidarovszky
(1990), and Aubin (1998). Therefore, following the above approach, they
can be investigated with the help of the corresponding equivalent varia-
tional inequality problem.

We illustrate this model with some examples. We start from the case
considered by A. Cournot.
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Example 5.1. Let n = 2, the functions p and h; be affine, i.e.,

p(O’) = a_ﬁaaa20>ﬁ>0§
hi(z;)) = ~yx;+0,v>0,0>0 for i=1,2.

It means that both the producers have equal opportunities, i.e. we have
obtained the classical Cournot duopoly. Suppose that a > 7 (i.e. the
starting price is greater than the marginal expenses) and set 7 = (a«—+) /0.
Then we can drop the nonnegativity constraints in (5.20) and consider the
system of equations

or, equivalently,
201 +x9 =T
xr1 + 21’2 =T.

This system has clearly the unique and symmetric solution:
x] =a5=1/3.

The solution can be explained from the game theoretic point of view (see
Figure 5.1). In fact, if the output x5 of the second player is known, the best
choice of the first player can be found from the one-dimensional equation:
p(x1 + x2) + 19 (1 + x2) — R (x1) = 0 or, equivalently, 2x; + xzo = 7. It
follows that the optimal reaction of the first player is z1(z2) = (7 — x2)/2.
Similarly, if the output x; of the first player is known, the best choice of
the second player can be found from the equation: z; + 2zo = 7, i.e.,
the optimal reaction of the second player is x2(x1) = (7 — x1)/2. The
intersection of these reaction lines corresponds to the equilibrium point z*,
where the reactions coincide with outputs.

Now we consider a somewhat more general case.
Exercise 5.5. Let the functions p and h; be affine, i.e.,

plo) = a—Po,a=0,50>0;
hz(.’L‘l) = vr;+6;,7 >0,0,>0 for i=1,...,n.

Then,
fl(x) = Z‘i(Oé - ﬁaw) — Yili — 51'.
Find the value of G(x) and show that the oligopolistic equilibrium model

becomes equivalent to the problem of minimizing a strongly convex quadra-
tic function subject to the nonnegativity constraints.
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Figure 5.1:

I

Another approach to modeling imperfect competition markets was pro-
posed by J. Bertrand. Following this approach, one also considers a
market where n firms supply a homogeneous product, but they announce
prices rather than volumes. More precisely, if each i-th firm indicates its
price p;, ¢ = 1,...,n, then consumers are able to determine the demand
quantities ¢; for each i = 1,...,n and ¢; = ¢;(p) where p = (p1,...,pn)7.
Then h;(q;) represents the i-th firm’s total cost of supplying ¢; units of the
product, and the i-th firm’s profit is defined by

fi(p) = piqi(p) — hilgs(p)]  for i=1,...,n.

Again, the profit of each firm depends on prices of all the firms in general
and we can use the Nash equilibrium concept in the non-cooperative game
of n players, where the i-th player has the utility function f;(p) and the
strategy set R, as a solution of the Bertrand oligopoly model. Usually, each
function ¢;(p) is supposed to be decreasing in p; and increasing in other
variables, which corresponds to the usually accepted economic behavior of
consumers, and, under certain additional assumptions, the problem can be
also reduced to a complementarity problem or a variational inequality.

)T

In fact, p* = (p},...,p})" is a Nash equilibrium point if and only if p}
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is a solution to the optimization problem

max — {piti(p. .- P} 1 DI Di1s - D))

piz
_hl [Q7/(p>{a R 7pz<717pi7p;+17 s 7p;k7,)}}
for i=1,...,n.

(5.22)

If f; is differentiable and convex in p;, (5.22) becomes a system of concave
differentiable maximization problems and equivalent to the complementar-
ity problem

PE > 0,Gi(p") > 0,piGi(p") =0 for i=1,...,n

(cf. (5.20)) or to the variational inequality: Find p* > 0 such that
(p—p)"G(P)=>0 Yp=>0

(cf. (5.21)), where

Gi(p):fw for i=1,...,n;

Op;

on account of Corollary 11.2 and Proposition 7.1.

Example 5.2. Let ¢;(p) = «; (E pj/pi> — Biyhi(t) = ~;t + 6; with
i

i, Biy Vi, 6, >0 for i =1,...,n. Then

filp) =i Y pj = Bipi —vi || D _pi/pi | = Bi| =6
J#i j#i

is concave and differentiable in p; on intR’}. Hence we can replace the
Nash equilibrium problem by the complementarity problem (or variational
inequality) above.

In the case when the system
Gi(p)=0 for i=1,...,n (5.23)

has positive solutions, they are clearly equilibrium points. This approach
may be useful if G is not defined at points including zero coordinates.

Exercise 5.6. Set n = 2,¢;(p) = aps—i/pi — B,hi(t) = vt + § with
a,B,7v,0 > 0 for i = 1,2 and find the equilibrium point via solution of
system (5.23).
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Figure 5.2: p* = p3

b1 b2 ps3 2 Pps p

There exist more general oligopolistic equilibrium models which take
into account the spatial locations of producers and markets and involve
many commodities; see e.g. Miller, Friesz, and Tobin (1996), Nagurney
(1999), and Facchinei and Pang (2003).

We now describe another class of imperfectly competitive equilibrium
models related to auction type markets. More precisely, the first model
represents an auction of n traders where the total bid is fixed and denoted
by b. In the simplified formulation, each i-th trader indicates his maximal
offer §; and price p;, thus determining the total supply function. Then the
equilibrium price p* can be found very easily. Without loss of generality
we suppose that ¢ < j implies p; < p;. It suffices to find k£ such that

> Bi<boand Y Fi>b,

i<k i<k

and afterwards set p* = py, x; = 5; if i < k and z;, = min{fB,b — > Gi};
i<k
see Figure 5.2.
However, we are interested in more complicated models which involve
prices depending on offer values. If x; is the offer value of trader i and
pi : R — Ry is his inverse supply function whose value p;(x) may depend
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on all offers, then the equilibrium conditions are written as follows:

*

=\ ifzf >0,

x* EX,pi(x*){ S\ i —0 fori=1,...,n, (5.24)

PR

where

i:l‘i = b} 5
i=1

A is the (unknown) auction clearing price.
However, conditions (5.24) are equivalent to a variational inequality, as
the following proposition states.

X:{xeR’j_

Proposition 5.1. A point z* € R™ satisfies conditions (5.24) if and only
if it solves the problem: Find x* € X such that

(z —2%)Tp(z*) >0 VreX. (5.25)
Proof. Let x* satisfy (5.24). Take any z € X and set
Iy={i|2f =0} and I, ={i|z] >0}.

Then we have

n

(@=a)"pa?) = D(oi-aDpi(a")
= Y nE)@ -0+ Y Aai—a))

i€l iely
> A (wi—a})=Ab-b) =0,
=1

i.e. z* solves (5.25). Conversely, let z* solve (5.25), then z* € X. Take
any indices k and [ such that pg(2*) > p;(2*) and determine the point &
by the rule:

x} ifti#k or i#l,
Ty =19 xf +axp ifi=I for i=1,...,n.
0 if i =k,

Then ¥ € X and
0 (@ — ") p(a*) = pr (™) (@r — 25) + po(a") (@1 — )
= @ [p(@™) = pr(e)] <0,
hence zj, = 0. It means that conditions (5.24) are fulfilled. O

IN
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Observe that formulation (5.25) allows us to find the unknown auction
price p* by setting
p* = min p;(z").
i=1,...,n
This model appears close to the costless migration equilibrium models; see
Nagurney (1999). Here its statement seems very natural.

Exercise 5.7. By using the theorems of Section 11.2, find existence and
uniqueness results for problem (5.25).

This model can be extended in several directions. For instance, let us
consider the case where each i-th trader has the minimal and maximal offer
volumes, denoted by «; and §;, respectively. Then conditions (5.24) are
replaced by the following:

> if 2} = ay,
¥ e X,pi(z*)< =X ifxf € (a;, Bi),

fore=1,...,n,

(5.26)

where

X:{xER" Zmi:b, a; < x; < B; for z’zl,...,n}.

i=1

Nevertheless, these conditions are equivalent to the following variational
inequality: Find z* € X such that

(z—2)Tpz*) >0 VeeX (5.27)

(cf. (5.25)). This property can also be deduced from the fact that rela-
tions (5.26) represent optimality conditions for constrained problems; see
Chapter 11.

Exercise 5.8. Deduce the equivalence of (5.26) and (5.27) from Propo-
sition 11.7. By using the theorems of Section 11.2, find existence and
uniqueness results for problem (5.27).

Due to equivalent formulations (5.25) and (5.27), the equilibrium quan-
tities and clearing price can be found rather easily.

Exercise 5.9. Find solutions of problem (5.26) when n = 2, a; = 1,
B1=2,as=1, 0s=3, p1(x1) =221 — 1, pa(x2) = 0.5z5 + 1 for b = 3 and
for b = 5 and give their graphical illustration.
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Observe that auctions of n buyers with the fixed total offer can be
considered similarly. It is sufficient to utilize the opposite inequality signs
in all the relations (5.24)—(5.27).

We can extend this approach for modeling the auction market involving
both traders and buyers. Let z; denote the offer value of trader ¢ for
i =1,...,n and let y; denote the bid value of buyer j for j = 1,...,m.
Given vectors z € R™ and y € R™, each i-th trader determines his price
(inverse supply) g:(x,y) and each j-th buyer determines his price (inverse
demand) h;(x,y). We define the feasible set

Z =3 (x,y) ERE XRT | > mi=> "y, (5.28)
and the variational inequality: Find (z*,y*) € Z such that

Zlgi(ﬂc*,y*)(xi — ) - Zl (e, y*) (y; —y;) = 0
i= Jj=
V(z,y) € Z.

(5.29)

Writing optimality conditions for this problem (see Proposition 11.7) gives
(" y") € Z,

- =X ifzf >0, )
9i($7y){2>\ it o* = 0, for i=1,...,n,

and i
- = if y7 >0, .
hj(x,y){<)\ ifygfzo, for j=1,...,m,

for some A. Clearly, these conditions define the equilibrium state of this
market and A is precisely the auction clearing price.

Exercise 5.10. By using the theorems of Section 11.2, find the general
existence result for problem (5.28), (5.29).

Similarly, we can formulate equilibrium conditions for the case when
bids and offers are restricted by upper and lower bounds.



Chapter 6

Transportation and Migration
Models

Together with economic applications of equilibrium models we will consider
similar models in related fields.

6.1 Network equilibrium models

Flow equilibrium problems in transportation and communication systems
constitute rather a new but broad and rapidly developing area of appli-
cations of variational inequalities. An essential feature of such problems
consists mainly in the fact that they are determined on an oriented graph,
each its arc being associated with some flow (for instance, traffic) and some
expense (for instance, the time of motion, the time of delay, or cost etc),
which depends on the values of arc flows. It is expected that increasing the
value of flow for some arc increase the expense for this arc and perhaps for
several neighbor arcs, which in turn implies redistribution of flows resulting
in some equilibrium state. This means that they are close to spatial price
equilibrium models.

There are a great number of various formulations of network equilib-
rium problems; see e.g. Patriksson (1994), Giannessi and Maugeri (1995),
Nagurney (1999), and Facchinei and Pang (2003). We first consider a mul-
ticommodity formulation.

The model is determined on a transportation network given by a set of
nodes N and a set of arcs A. We denote by D the subset of destination
nodes, D C N. The variable !, denotes the flow on arc a with destination
l € D, so that we have

2t = (J:fl)aeA and z = (xl)lep.
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Similarly, the variable t! denotes the minimal cost to reach destination [
from node %, so that we have

th = (tY)ien and t= (t")ep.

For each pair (1,4) € D x N, d. denotes the flow demand, i.e. the minimal
demand for transportation from node i to node [, which is supposed to
be fixed. For each i € N, A} and A; denote the sets of outgoing and
incoming arcs at i. Next, for each arc a, ¢, denotes the flow cost on this
arc, which is dependent of the flow vector

f= Zml.
leD

The pair (Z,t) is said to be in equilibrium if the following conditions hold:

i >0, i>0

fé*fﬁJrCe(f)ZO, ZJr:zfz* Ziifz*déz(); (6.1)
a€A] a€A;

W[ -1+ ef] =0, fﬁ[z - Y a-d|=0
a€Af a€A]
for all e = (i,5) € A,l € D and for all i € N,I € D, where f = 3. &

leD
The first pair of relations represents the non-negativity of flows and costs.

The second pair of inequalities in (6.1) means that the difference of minimal
costs at any two nodes cannot exceed the flow cost on the corresponding arc
and that the flow demand cannot exceed the difference between outgoing
and incoming flows. The third pair of relations in (6.1) means that the
positive flow on each arc (respectively, the positive minimal cost at each
node) yields the equality in the previous series of conditions. Hence, if it
is necessary to provide the flow balance at each node:

~1 ~l gl
E Lo — E xa_di’

(JLEA;r a€A;

one has to simply guarantee the positivity of the transportation costs. It
is clear that conditions (6.1) determine a nonlinear complementarity prob-
lem, hence they may be rewritten in the form of a system of variational
inequalities: Find (#,%) > 0 such that

Z Ca(f)(fa - fa)
a€cA (6.2)

+ Y D (-l - ) = 0ve >0,

a=(i,j)EALlED
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S| Y w- Y E-d| - =0
iENIED |qeat e (6.3)
vt > 0;

where f = Y #!. Obviously, this system also represents optimality condi-
leD
tions for the variational inequality problem: Find z € X such that

F=X# Y cal(fa—fa)20 VfeF,

leD a€A

where

F:{ff:Za:l,xeX}

leD

and

X={z>0] > azb— > al>d VieNVieD
a€Af a€A;

We now consider a path flow formulation of the same network equilib-
rium problem.

Let us given a graph with a finite set of nodes N and a set of oriented
arcs A which join the nodes so that an arc @ = (¢ — j) has the origin ¢
and the destination j. Next, among all the pairs of nodes of the graph
we extract a subset of pairs W of the form w = (i — j), where i is the
origin node and j is the destination node. Besides, each pair w € W is
associated with a positive number d,, which gives the flow demand from i
to j. Denote by P, the set of paths in the graph which connect the origin
and destination, for the pair w € W. Also, denote by z, the path flow for
the path p. Then, the feasible set of flows X can be defined as follows:

X=Xz Zzpzdw,szOpEPw;weW , (6.4)
PEPy,
i.e.
X = H XuH
weW
where

Xu=1R= Z Tp =dy,Tp >0peE P,
PE Py
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If we set m to be the number of origin-destination pairs and n,, to be the
number of paths joining the nodes of the pair w, then the total number of
variables in this problem equals

nN="n1 X...XNyy.

Next, if the flow vector x is known, we can determine the value of the arc
flow f; for each arc [ € A:

fl = Z Z AplTp,

weW peP,

where )
o { 1 if arc [ belongs to path p,
Qpl =

0 otherwise.
If the values of arc flows are known, one can determine the value of expenses
(costs) for each arc as follows:

tr=Ti(f), (6.5)

which in general depends on flows for other arcs and uses some mapping
T that is defined in the space of flows. Then one can compute the value of
expenses for each path p as follows:

gp = Gp(x) = Z@pm (6.6)
leA

The feasible flow vector * € X is said to be an equilibrium vector if it
satisfies the following conditions:

Vg € Py, x; > 0= Gy(z*) = minpep, Gp(r*)

for all weW. (6.7)

In other words, positive values of flow for any origin - destination pairs
must correspond to paths with minimal costs. It is known that the condi-
tions (6.4)—(6.7) can be equivalently rewritten in the form of the variational
inequality: Find a point z* € X such that

(x —2)TG(2x*) >0 VzeX, (6.8)

where the inner product is defined in the m-dimensional space of paths
joining all the nodes from W.

Theorem 6.1. A vector z* solves the problem (6.8) if and only if it satisfies
the conditions (6.4)—(6.7).
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Proof. Let x* be an equilibrium vector. For every w € W, set

Aw = minyep, Gp(x*),
P, ={p€ Py | Gp(z") = Ao}, Py =P,\P,,

and take any feasible flow vector z € X. Then we have

(@ —a)TG) =Y Y Gpla)(wp —a})

weW peP,
=D Y Ga)mp— ) + Y Gpla)my
weW | peP), peEP]]
> Z Aw Z(Ip*33;)+ Z Lp
weWw peEP! pEPY
=3 A D> (mp—a) =D Au(dy —du) =0,
wew peP, wew

i.e. x* solves variational inequality (6.8).

Conversely, let 2* solve variational inequality (6.8). Choose an arbitrary
pair w € W and arbitrary paths u,v € P, such that G,(z*) > G,(z%).
Define the flow vector Z as follows:

z, if p# u and p # v,
i‘p:{x;j—i—x:j ifp=w,
0 if p=u.

By construction, &, > 0. For each pair w’ € W, w’ # w, we have

Z {f,‘p: Z x;:dw/.

pEP,,/ pEP,/

Besides,

Z Tp = Z T, + Ty + Ty = dy.

PEPy PFU,pF£V

Therefore, £ € X. Next, by definition,
D > Gola) (@ 1) 20,
wEW pEP,,

but

Y D Gple)(@ — ;)

weW peP,
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G (") (T — )+G( )@y — )
Gu(a")(—ay) + Go(a")ay,
2, (Go(27) = Gu(z")) < 0.

Therefore, 7, = 0 and the result follows. O

Exercise 6.1. By using the results of Section 11.2, find existence condi-
tions for this model.

6.2 Migration equilibrium models

We now consider a migration equilibrium model, which can be regarded as
a somewhat simplified version of the model suggested by A. Nagurney; see
Nagurney (1999).

The model involves a set of nodes (locations) N, for each i € N, b;
denotes the initial fixed population in location i. Let h;; denote the value
of the migration flow from origin ¢ to destination j, and let x; denote the
current population in location ¢. We can associate with each location ¢ the
utility w; and with each pair of locations 4, j the migration cost c;;. Set
x = (z; | i€ N)and h = (h;; | 1,5 € N,i # j), then the feasible set can
be defined as follows:

H = {(X,h) hZO, Zhijgbi,

i } (6.9)

.T,L:bz—f—Zhﬂ—Zh”, Vie N
J#i J#i

Exercise 6.2. Prove that H is bounded.

The rules in (6.9) reflect the conservation of flows and prevent any chain
migration. Also, clearly, the migration flow has to be non-negative.

The equilibrium conditions for the scalar migration model are more
complicated than those in network equilibrium models. Suppose that the
utility depends on the population, i.e. u; = u;(x), and that the migration
cost depends on the migration flows, i.e. ¢;; = ¢;;(h). We say that a pair
(x*,h") € H is in equilibrium if

wi(x") — s (") + €5 (0 + i { “o i (6.10)

for all 7,5 € N and

>0 if S AL =b;,
) S#1
By =0 if S hn <y, (6.11)
s#1
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for each ¢ € N.

The set of equilibrium conditions (6.10), (6.11) can be equivalently
rewritten in the form of the variational inequality: Find a pair (x*,h*)
such that

D (@F = aui(x")
ieN
6.12
+ > (hij = hiei;(h*) = 0V(x,h) € H. (6.12)
i,jeN, i#j
This equivalence result follows from the fact that (6.10), (6.11) represent

an analogue of Karush-Kuhn-Tucker conditions for variational inequality
(6.12); see Sections 11.1 and 12.5.

Exercise 6.3. By using the results of Section 11.2, find existence condi-
tions for this model.

Further analysis of the problem relies upon the properties of the map-
pings u and c. It is possible to utilize the results of the general theory for
investigating various kinds of applications.
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The complementarity problems (CP’s for short) can be viewed as a sub-
class of the variational inequalities (VI’s for short) where the feasible set
is a cone or a cone segment. These essential features of CP’s enable one to
develop very effective tools for their investigation and solution. More pre-
cisely, many existence and uniqueness results and solution methods for CP’s
were established and substantiated under essentially weaker assumptions
than those for general VI's. At the same time, various classes of equilib-
rium problems, which are formulated as CP’s, were described in Part I. In
this part, we present some of basic results in this field and discuss their
applications to the models described in the previous part.
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Chapter 7

Complementarity with Z
Properties

This chapter is devoted to the general theory of CP’s and to its specializa-
tions for problems whose cost mappings possess so-called Z or off-diagonal
antitone properties. These problems also admit very effective solution
methods.

7.1 Classes of complementarity problems

Let X be a nonempty, closed and convex cone in a finite - dimensional
Euclidean space E, G : X — FE a continuous mapping. Denote by X’ =
{z€ E|2T2>0 Vz € X} the dual (conjugate) cone to X. Then (see
(1.16)) we can define the general CP as the problem of finding a point
z* € E such that

ot € X,G(a") € X', (z%) TG (z*) = 0. (7.1)

This problem can be equivalently rewritten as VI with the cost mapping
G and the feasible set X, as the following proposition states.

Proposition 7.1. CP (7.1) is equivalent to VI: Find a point x* € X such
that

(z —2z)TG@z*) >0 VrelX. (7.2)
Proof. If x* solves problem (7.1), then for each x € X, we have
(z —2)TGx*) =2TG(z*) >0
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since G(z*) € X'. Conversely, let z* solve problem (7.2). If we suppose
that (2*)TG(2*) > 0, then letting x = 0 in (7.2) gives the contradiction

0> —(z)TG(z*) = (0—2z)TG(z*) >0,

hence (z*)TG(z*) < 0. If (z*)TG(2*) < 0, then letting z = az* € X with
a > 1in (7.2) again gives the contradiction

0> (a—1)")TG(x*) = (x — 2*)TG(z*) > 0.
It follows that (z*)TG(z*) = 0, hence
(z —2)TG*) =2TG(z*) >0
for each € X, i.e. G(z*) € X’ and z* solves CP (7.1). O

Among various classes of CP’s, the following ones are most investigated.
The standard complementarity problem corresponds to the case where F =
R™ and X is the non-negative orthant R} = {z € R" | 2; > 0 Vi =
1,...,n}in R”. Then CP(7.1) can be rewritten in the standard form:

xf >0, Gi(z*) >0, 2;Gi(z*) =0 Vi=1,...,n. (7.3)

Exercise 7.1. Prove that problem (7.3) is equivalent to CP (7.1) with
X =R".

The linear complementarity problem (LCP for short) corresponds to
the case when G is affine, i.e. G(x) = Az + b, where A is an n x n matrix,
b is a fixed element in R™.

The standard problem (7.3) involves only the nonnegativity constraints
for all the variables whereas many applied CPs contain also either some
unrestricted variables or even two-side box constraints. There exists a very
suitable and common format for such problems. Set

n
X:H[ai,ﬁi], —oo< ;< B <+oo for i=1,...,n; (7.4)
i=1
and consider the box-constrained VI (7.2), (7.4). This problem is also called
the mized complementarity problem (MCP for short). Clearly, it becomes
equivalent to CP (7.3) if o; = 0 and 3; = +oo for each i = 1,...,n. At the
same time, bearing in mind Proposition 7.1 and the formulation (7.3), we
can write it in more suitable forms.

Proposition 7.2. VI (7.2), (7.4) is equivalent to each of the following
problems:
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(i) Find x* € X from (7.4) such that
Gi(x")(x; —x]) >0 Va; € oy, 8] Vi=1,...,n;

and
(ii) Find ©* € X from (7.4) such that

>0 if zf=q,

3

Gi(z*)< =0 if z7 € (),

i

<0 if zi =P

?
fori=1,...,n.
Exercise 7.2. Prove the assertions of Proposition 7.2.

Now we turn to the general existence results for CP’s. To this end, we
give some results from Chapter 11, which are established for general VI’s
(Theorems 11.2 and 11.3).

Theorem 7.1. Let X be a nonempty, convex and closed subset of a finite
- dimensional Euclidean space E and let G : X — FE be a continuous
mapping. Suppose that there exists a monempty bounded subset Y of X
such that for every x € X\Y there isy € Y with

(z —y)TG(z) > 0. (7.5)
Then VI (7.2) is solvable.

Observe that we can set X =Y if X is bounded, but the corresponding
result can be used only for bounded MCP’s.

Corollary 7.1. Suppose that —oco < a; < fB; < 400 for eachi =1,...,n
and that G : X — E is continuous. Then MCP (7.2), (7.4) has a solution.

Coercivity condition (7.5) allows us to apply the assertion of Theorem
7.1 to all kinds of CP’s, which usually involve unbounded feasible sets. In
this case, applying certain additional properties of the cost mapping G and
the feasible set, we can transform it into a more suitable format.

7.2 Classes of square matrices and their properties

In this section, we consider some classes of matrices whose properties are
strongly related to the corresponding LCP’s, moreover, they appear to be
very useful for better understanding of properties of nonlinear CP’s, which
will be presented in this part. An interested reader can find more details in
Cottle, Pang and Stone (1992), Ortega and Rheinboldt (1970), and Nikaido
(1968); see also the references therein.
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Definition 7.1. Let A be an n X n matrix. The matrix A is said to be

(a) a Z-matriz if it has non-positive off-diagonal entries;

(b) a P-matriz if all the principal minors of A (i.e. the deferminants of
submatrices of A whose entries lie in & selected rows and columns of A for
a given k) are positive;

(¢) a Py-matriz if all the principal minors of A are nonnegative;

(d) positive definite if 7 Ax > 0 for each nonzero vector z € R";

(e) positive semidefinite if x7 Az > 0 for each x € R™;

(f) an M -matriz if it is a P- and Z-matrix;

(g) an My-matriz if it is a Pp- and Z-matrix.

From the definitions we obtain the following obvious implications

(9) = (¢), (9) = (a), (f) = (b), (f) = (a),

but the reverse assertions are not true. Moreover, it will be shown that
() = (¢) and (d) = (b), but the reverse assertions are also not true in
general.

Exercise 7.3. Give examples of P-matrices (respectively, Py-matrices)
which are not positive definite (respectively, positively semidefinite).

We now give another characterization of P-matrices; see Cottle, Pang,
and Stone (1992), Theorem 3.3.4.

Proposition 7.3. Let A be an n xn matriz. Then the following assertions
are equivalent:

(i) A is a P-matriz,

(i1) A reverses the sign of no nonzero vector, i.e.

n
Zaijojizj <0 forall i=1,...,n= x =0
=1

(iii) all real eigenvalues of A are positive.

Proof. Clearly, (i) = (ii) for n = 1. Using induction, we suppose that this
implication holds for n — 1 with n > 1 and that the n x n P-matrix A
reverses the sign of a nonzero vector z € R™. If z; = 0 for some ¢, then
there exists a principal submatrix A of A, which is also a P-matrix, but
reverses the sign of a subvector Z of z. Since this is a contradiction, no
component of z is zero. Set

1 & .
di:;ijzzlaiijSO for i=1,...,n
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and define the diagonal matrix D with the diagonal entries dy,...,d,. It
follows that (A — D)z = 0, but the matrix A — D has to be nonsingular, a
contradiction, Hence, (i) = (ii).

Suppose that (ii) holds and choose an arbitrary real eigenvalue A of A
and an associate eigenvector z. The vector z must be nonzero and, as A
is real, we can take z to be real. By definition, Az = Az, but A does not
reverse the sign of z, hence A > 0, and (ii) = (iii).

Next, let (iii) hold. Recall that the determinant of A is equal to the
product of all its eigenvalues, but the complex eigenvalues of real matri-
ces appear in conjugate pairs. It follows that (i) holds, and the proof is
complete. O

Similarly, one can establish another characterization of Py-matrices; see
Cottle, Pang, and Stone (1992), Theorem 3.4.2.

Proposition 7.4. Let A be an n xn matriz. Then the following assertions
are equivalent:

(i) A is a Py-matriz,

(ii) for each x # 0, there exists an index k such that x) # 0 and

n
Z agjrrr; > 0;
=1
(#ii) all real eigenvalues of A are non-negative.

Exercise 7.4. Following the proof of Proposition 7.3, establish the result
of Proposition 7.4.

Taking into account part (ii) of Propositions 7.3 and 7.4, we obtain the
relationships between P(Fp)- and positive (semi)definite matrices.

Corollary 7.2. If A is an n x n positive definite (respectively, positive
semidefinite) matriz, then it is a P-matriz (respectively, Py-matriz).

Observe that the sum of Py(P)-matrices, unlike that of positive (semi)
definite ones, is not a Py(P)-matrix in general.

(o

Example 7.1. The matrices

A

O Ot
N————

and

™
I
N
[ \)
— O
N—
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are clear P-matrices, but they are not positive semidefinite. Their sum

3 5
coavn-(13)

is not a P- (or Pp-) matrix.

We recall that even the smallest perturbations of a positive semidefinite
matrix with the help of the unit matrix convert it into a positive definite
matrix. We now show that the same property holds true for Py- and P-
matrices.

Proposition 7.5. Ann xn matriz A is a Py-matriz if and only if A+el
is a P-matriz for each € > 0.

Proof. If A is a Py-matrix, then, by Proposition 7.4, for each x # 0, there
exists an index k such that x; # 0 and

n
E agjrrr; > 0,
j=1

hence
n
Zaijkxj + avz >0
j=1
if € > 0. It means that A + eI reverses the sign of no nonzero vector and,
by Proposition 7.3, it is a P-matrix. Conversely, fix  # 0. Since A + [ is

a P-matrix for each € > 0, there exists an index i, which may depend on
€, such that

n
2

E Q;jTT; + Xy > 0.

j=1

Take a sequence {ex} \, 0, then there exists an index s such that

n
2
E QsjT;Ts + €, Ty > 0
j=1

if e, > 0 for an infinite subsequence {k;}. Since x4 # 0, taking the limit
k; — +oo in this inequality yields

n
E asjr;Ts > 0,
j=1

therefore, A is a Py-matrix. O
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Thus, Py- and P-matrices maintain some basic properties of positive
semidefinite and positive definite matrices. We now give an additional
property of these matrices which is traditionally used in existence theory
for LCP’s.

Proposition 7.6. If an n X n matriz A is a P-matriz (respectively, Py-
matriz), then there exists a vector x € R™ such that

z>0,Az>0 (7.6)
(respectively, x > 0,2 # 0, Az > 0).

Proof. If A is a P-matrix, but (7.6) does not hold, then, using Lemma 3.1
of the alternative, we see that there exists a vector z # 0 such that A7z <0
and z > 0. It means that A7 reverses the sign of z, i.e., by Proposition
7.3, AT is not a P-matrix. Then A is not also a P-matrix.

Next, if A is a Py-matrix, then, by Proposition 7.5, A 4+ el is a P-
matrix for each ¢ > 0. Choose a sequence {ex} \, 0, then, for each &y,
there exists zF > 0 such that Az* > —e,2* and, without loss of generality

we can suppose that ||z¥|| = 1. Then there exists a subsequence {z"s}
converging to a point x > 0,z # 0. Taking the corresponding limit, we
obtain Ax > 0. O

Observe that the matrix

-(31)

satisfies (7.6) with z = (1,1)7, but it is not a Py-matrix, so that the reverse
assertions are not true.

Now we turn to the consideration of M-matrices. Being based on the
previous results, we can establish an interesting property of their inverses.

Proposition 7.7. Let A be an arbitrary n X n Z-matriz. Then A is an
M -matriz if and only if the inverse matriz A~ exists and contains only
nonnegative entries.

Proof. If A is an arbitrary n X n Z-matrix, then it can be represented as

follows
A=pl - B,

where B is an n X n matrix with non-negative entries, p > 1 is some
number. Set A = I —p~'B. Then, by Theorem 2.2 (Hawkins-Simon), A~
exists and is nonnegative if and only if all the principal minors of A are
non-negative. However, minors of A and A have the same signs. It follows
that A~! exists and nonnegative if and only if all the principal minors of
A are nonnegative. O
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We can now conclude that the problem
Ax =b,z >0,

where A is an M-matrix and b is a non-negative vector, is equivalent to
the standard system of linear equations

Az =0,

which admits the explicit form of its solution. Note that this property was
used in the analysis of the open input-output model; see Section 2.1. In
other words, the “non-classical” part of the problem becomes superfluous if
A is an M-matrix, and this formulation of various applied problems is very
popular; see e.g. Ortega and Rheinboldt (1970). Moreover, this approach
of the tacit elimination of “non-classical” constraints may be extended to
some general nonlinear problems and is developed in degree theory. At the
same time, it was noticed in Section 2.2, that even small modifications of
the model create serious difficulties for this approach and force us to study
more “stable” models of equilibrium, such as CP’s.

7.3 Complementarity problems with Z cost mappings

The concept of a Z-mapping is a direct extension of that of a Z-matrix.
Denote by e’ the j-th coordinate vector in R", i.e.

i {0 it i,
L i =g
Definition 7.2. A mapping G : X — R" is said to be

(a) a Z-mapping, if, for each = € X, the function p;;(7) = Gi(x + Te’)
is nonincreasing for all i # j;

(b) off-diagonally antitone, if, for each pair of points z/,2” € X such
that 2’ > 2, it holds that Gj(z’) < Gi(z") for each k such that aj = 7.

Although the classes of Z-mappings and off-diagonally antitone map-
pings seem somewhat different, they in fact coincide as the following propo-
sition states.

Proposition 7.8. The classes of Z- and off-diagonally antitone mappings
coincide.

Proof. Suppose that G : X — R™ is a Z-mapping. Choose an arbitrary
n

pair of points 2/, 2" € X, such that 2/ > 2”, then 2’ = 2" + Y 7j€/ where
i=1
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7; > 0. It follows that G;(z') = Gi(z" + Y 1;¢7) < Gi(x") for each index

J#i
i such that z} = 2, i.e. G is off-diagonally antitone. Conversely, if G
is off-diagonally antitone and 2’ = 2 + 7¢’ for fixed j with 7 > 0, then
x' > z”. Taking any index i # j, we obtain 2} = 2z} and G;(z’) < G;(z"),

i.e. G is a Z-mapping. O

Thus, Proposition 7.8 presents another characterization of Z-mappings.
From the definition we obtain some other characterization in the differen-
tiable case. Then there exists the Jacobian of G at z, denoted by VG(x),

whose entries are partial derivatives % fori,j=1,...,n.
J

Proposition 7.9. A differentiable mapping G : R™ — R" is a Z-mapping
if and only if its Jacobian VG is a Z-matriz at each point x € R™.

Exercise 7.5. Prove the assertion of Proposition 7.9.

If G is an affine mapping, i.e. G(z) = Az + b, then, by Proposition 7.9,
G is a Z-mapping if and only if A is a Z-matrix.

We shall consider the standard CP (7.3) in the case when G is a Z-
mapping. The essential features of such problems enable us to present
special tools for their investigation and solution finding. First we define
the auxiliary (or otherwise, feasible) set of CP (7.3) as follows:

D={zeR"|z>0,G(z) >0}.

CP is said to be feasible if D is nonempty.

It appears D possesses certain vector lattice properties. For each pair of
points x,y € R™, we can define their component-wise minimal point (meet)
z = min{z,y} as follows:

z; = min{xz;,y;} for i=1,... n.
Lemma 7.1. If G : R} — R" is a Z-mapping, then the set D contains
min{x, y} for arbitrary points x,y € D.

Proof. Fix z,y € D and set z = min{z,y}. Then clearly z > 0. Define
the index sets Iy = {i | z; <y;} and I = {i | x; > y;}. If I = 0, then
2z =y € D and similarly if I, = ), then z = 2 € D. Let us consider the case
when I # () and I, # 0. If i € I, then z; = x;, but 2z < z and, in view of
Proposition 7.8, G;(z) > G;(x) > 0. Similarly, if ¢ € I, then z; = y;, but
z <y and G;(z) > G;(y) > 0. Therefore, G(z) > 0 and z € D. O

For the set D, we can define its minimal element
mnD={zeD|z<z VreD}.

From the definition it follows that min D is unique.
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Lemma 7.2. If the set D is nonempty, G : Rt — R"™ is a continuous
Z-mapping, then the optimization problem

min — Z:z:i (7.7)

has a solution, which coitncides with min D.

Proof. Since D is nonempty, take an arbitrary point y € D. Set p(z) =
n

> x; and for an arbitrary number v > u(y) define the set
i=1

D, =D({zeR" | p(x) <7}

Clearly, D is bounded and also closed since G is continuous. Due to the
Weierstrass theorem, the function 1 attains its minimal value on D, hence,
on D as well. Thus, problem (7.7) has a solution, say u. If u # min D,
then there exist a point v € D and at least one index i such that v; < u;.
Set z = min{u, v}, then z € D on account of Lemma 7.1, but u(z) < p(u),
a contradiction. Therefore, min D exists and is a (unique) solution to
(7.7). O

We are now ready to establish an existence result for CP (7.3).

Theorem 7.2. If the set D is nonempty, G : R} — R™ is a continuous
Z-mapping, then CP (7.3) has a solution, which coincides with min D.

Proof. From Lemma 7.2 we have that the element z = min D exists. Sup-
pose that there exists an index k£ such that

2z >0 and Gg(z) > 0.
Then, due to the continuity of G, we have
zr—e >0 and Gk(zfsek) >0
for € > 0 sufficiently small. However, z > z — eek and
Gi(z —ee®) > Gi(z) >0 for each i #k,
hence z — ee® € D, which contradicts the definition of z. Therefore
2:Gi(z) =0 forall i=1,...,n,

and z solves CP (7.3). O



7.3. COMPLEMENTARITY PROBLEMS WITH Z COST 91
MAPPINGS

Figure 7.1:

Z2

minD ¢

Z1

Observe that CP (7.3) may have many solutions even under the condi-
tions of Theorem 7.2, as the following example illustrates.

Example 7.2. Let us consider the following LCP:
z* > 0,Az* +b >0, (z*)T (Az* +b) =0,
where

* * T _ a1l a2
o= Gafag) A= )

a1  Aa22

with ai2 S 0, a921 S O7 and b = (bl,bg)T.

(a) If we set
_ 2 -1 — (4 _onT
A_<—1 9 >7b—(4, 2)",

DZ{J}ZO|2$1—$2+420,—$1+2$2—220}

when

and
min D = (0,1)7.

This LCP has clearly the unique solution min D; see Figure 7.1.
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Figure 7.2:

€2

min D

(b) If we set
_( 0 -~ _ T
A—<_1 0 ),b—(0,2) ,

D= [072] X {O}v

when

i.e. it coincides with the solution set and clearly
min D = (0,0)" € D.
This LCP has clearly the infinite number of solutions; see Figure 7.2.

Thus, Z properties allow us to obtain some other existence result of
solutions, which is based on the feasibility of the initial problem. In order
to ensure feasibility, we can make use of some other properties of the cost
mapping.

Exercise 7.6. Derive from Proposition 7.6 the feasibility of LCP (7.3)
with G(z) = Az + b, where A is a P-matrix.

It follows that such a LCP with A being an M-matrix always has a
solution, moreover, this solution is the minimal element of its feasible set.

At the same time, there exists a different way of proving the result of
Theorem 7.2 which is based upon constructing an iterative sequence.
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For the sake of brevity, set
(x,i,a) = (xi, ey L1, 0, T4 1y ,Jjn)T

for a point # = (z1,...,7,)T, a number «, and an index i. Let us consider
the following Jacobi type iterative algorithm.

Algorithm (Jacobi). Choose a point 2 € D. At the k-th iteration,
k =0,1,..., we have a point z* and compute the next iterate 2**1 com-
ponentwise. Namely, for each index i = 1,...,n, we set xf“ = 0 if
Gi(xk“O) > 0, otherwise we set z"7'to be the number in (0,z¥] such

that G;(z* ’““) 0.

—%) ’L

Theorem 7.3. If the set D is nonempty, G : R} — R" is a continuous Z-
mapping, then the above algorithm is well-defined and generates a sequence
{x*} converging to a solution of CP (7.3).

Proof. Since D # (), we can choose a starting point z° in D. We now
proceed to show that

0 < azbtl < gk 2% e D, xk“G ( Boal )y =0 (78)
Vi=1,. '
for k = 0,1,... In fact, the first and third relations in (7.8) are fulfilled

by construction. Next, z*+! < (z* i k“) but G is a Z-mapping, hence
Gi(z") > Gyi(x Z,xf“) > 0, i.e. ¢ € D if 2¥ € D. Moreover, if
Gi(z%) > 0 and G;(2*,,0) < 0, then, by continuity of G, there exists a
number z¥ € (0,2F) such that G;(2*,,2%™) = 0. It means that the
algorithm is well-defined, but the sequence {z*} must converge to a point
x* in view of the first relation in (7.8). Taking the limits in the other

relations in (7.8) gives
€ D,x;Gi(z*)=0 for i=1,...,m
hence z* is a solution to CP (7.3). O

We can now deduce the assertion of Theorem 7.2 from Theorem 7.3 and
Lemma 7.2.

Corollary 7.3. If the set D is nonempty, G : R} — R™ is a continuous
Z-mapping, then the minimal element min D exists and solves CP (7.3).
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Proof. From Lemma 7.2 it follows that min D exists, hence we can take
2% = min D in the above algorithm. Then the sequence {z*} converges to
a solution z* of CP (7.3) due to Theorem 7.3, but, on account of (7.8), we
have

¥ <minD, hence 2" =minD,
since min D is determined uniquely. O
Thus, the Jacobi algorithm can be applied to finding solutions of fea-
sible CP’s with Z-mappings. Moreover, the results of this section can be

extended to MCP (7.2), (7.4) with the corresponding modifications of the
auxiliary set D and the Jacobi algorithm.

Exercise 7.7. Define
D:{zeX | $Z<51$GZ(I)20 Vi:l,...,n}

for MCP (7.2), (7.4) and show that the assertion of Theorem 7.2 remains
true if a; > —oo for ¢ = 1,...,n and R} is replaced with X. Make the
modification of the Jacobi algorithm which allows for obtaining the result
of Theorem 7.3.

Together with the Jacobi algorithm one can apply also similar exten-
sions of other known algorithms of solving systems of equations.



Chapter 8

Applications

In the chapter, we consider applications of CP’s with Z - mappings, which
were presented in Chapter 7, to input-output and price equilibrium models.

8.1 Input-output models

First we consider the open input-output model described in Section 2.1.
Recall that the classical formulation of this model (see (2.2)) corresponds
to the system:

(I-Az" =y, 2”20, (8.1)

where [ is the n X n unit matrix, A is the n X n input-output matrix
with entries a;;,y = (y1,... ,yn)T is a given final demand vector, and
x* = (23,...,2:)7T is a vector of unknown outputs. In Section 2.1, several
sufficient conditions, which are based on the Perron-Frobenius theorems
for nonnegative matrices, were presented; see Theorems 2.2, 2.3, and 2.5.
They ensure for system (8.1) to be consistent. However, after a suitable
extension of this system, one can guarantee existence of a solution under
more general conditions. Namely, let us consider the following LCP: Find
x* € R™ such that

z*>0,(I — A)a* —y>0,(@)T[(I - A)z* —y] = 0; (8.2)
which is clearly a particular case of CP (7.3) where
Glx)=(I- Az —y. (8.3)

By definition, the input-output coeflicients a;; are nonnegative, hence the
Jacobian VG(z) = I — A is a Z-matrix, i.e., by Proposition 7.9, G is now a
Z-mapping. Therefore, we can apply the results of Chapter 7 to establish

95
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existence of solutions of problem (8.2). In fact, the following assertion is a
direct consequence of Theorem 7.2.
Theorem 8.1. Suppose that the set

D={zeR"|z>0,z— Az —y >0} (8.4)
is nonempty. Then LCP (8.2) has a solution, which coincides with min D.

In comparison with system (8.1), problem (8.2) provides the equality

n
xi - aUl‘J — y’L
j=1

only for commodities with positive outputs, i.e. in case z} > 0. This ap-
proach becomes much more suitable in the presence of two-side constraints
(see (2.2)), which seem very natural for input-output problems. However,
the Perron-Frobenius theory then does not guarantee the consistency of
the system (2.2"), but we can replace it by the MCP: Find z* € X such

(x —2")TG(x*) >0 VreX, (8.5)

where X = [2/,2"] and G is defined in (8.3) (see also Proposition 7.2 for
related formulations of this problem). Then, using Exercise 7.7, we can
obtain similar existence results for problem (8.5) as well.

Exercise 8.1. Replace D in (8.4) by

D:{xeX

n
z, <z = x;,— Y a;jz; —y; >0 for z':l,...,n}
i=1

and show that the assertion of Theorem 8.1 remains true for problem (8.5).

Moreover, Theorem 7.3 justifies the application of the Jacobi algorithm
to find a solution of problem (8.2), which can be also adjusted for (8.5).

Algorithm (Jacobi). Choose a point 2° € D, where D is defined in
(8.4). At the k-th iteration, k = 0,1,..., we have a point ¥ and compute
the next iterate z**! componentwise. Namely, for each index i =1,...,n,
we set zf Tt = 0 if

Zaz‘jﬂv? +y; <0,
J#i

otherwise we set ¥ to be the number in (0,z%] such that

k+1 __ k+1 k
xZ; = QT + Z Q5T + Y;.
Jj#i
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The above computational procedure is very simple and does not dif-
fer essentially from the well-known Jacobi algorithm for systems of linear
equations. The economical sense of this algorithm is also very clear. Being
based on the current output vector z*, each branch of the economy com-
putes its own output separately for finding equilibrium in its commodity,
which coincides with the balance equation if the output is positive. The
reactions of all the branches constitute the next iterate 2+ and so on.
Theorem 7.3 ensures the convergence of this natural process.

Theorem 8.2. If the set D in (8.4) is nonempty, the above Jacobi algo-
rithm is well-defined and generates a sequence {z*} converging to a solution
of LCP (8.2).

Similarly, taking into account Exercises 7.7 and 8.1, we can adjust the
Jacobi algorithm to MCP (8.3), (8.5).

Exercise 8.2. Describe the modification of the Jacobi algorithm for MCP
(8.3), (8.5) and prove its convergence.

The classical input-output model is based upon the linear technology
assumptions, i.e. the industrial demand Az depends linearly on the output
vector x. However, some technologies may be nonlinear, then we have to
replace the map z — Az with x — A(x). Let us consider the following
property of industrial demand.

Definition 8.1. A mapping A : X — R” is said to be isotone, if, for each
pair of points z/, 2" € X such that o’ > z”, it holds that A(z") > A(z").

Since the input-output coefficients a;; are assumed to be non-negative,
the mapping = +— Ax is clearly isotone, and this property seems very
natural even for a nonlinear industrial demand mapping A(z). At the
same time, this is sufficient for applying the results of Section 7, as the
following proposition states.

Proposition 8.1. If A: X — R"™ is an isotone mapping, then the mapping
B: X — R”, defined by

B(z) = o — A(x),
18 a Z-mapping.

Proof. Take an arbitrary pair of points z’,z” € X such that 2’ > 2’ and
choose any index k such that ) = x}. Since A is isotone, we have

By(a') = Br(a") = [z}, — Ap(a’)] = [z} — A (2")]
= Ap(2") - Ax(a’) <0,
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i.e. B is off-diagonally antitone. By Proposition 7.8, it means that B is a
Z-mapping. O

Therefore, if the industrial demand is represented by a nonlinear isotone
mapping A : R — R", we can consider the following extension of model
(8.2) in the form of CP: Find z* € R’} such that

2t > 0,2% — A(2") —y >0, (2") o — A(z*) —y] = 0, (8.6)
which is also a particular case of CP (7.3) where
Gz)=2—A(z) —y (8.7)

with G being a Z-mapping due to Proposition 8.1. For this reason, we can
apply Theorems 7.2 and 7.3 to obtain existence results and to construct
iteration sequences converging to its solution.

Theorem 8.3. Suppose that A : R} — R" is a continuous isotone mapping
and that the set

D={zeR"| x>0,z —A(z) —y >0}

is nonempty. Then:

(i) problem (8.6) has a solution, which coincides with min D;

(i1) the Jacobi algorithm, described in Section 7.3, is well-defined and
generates a sequence {x*} converging to a solution of problem (8.6).

Exercise 8.3. Prove the assertions of Theorem 8.3.

Similarly, using the VI formulation (8.5) with G in (8.7), we can give
the nonlinear input-output model in the presence of two-side constraints
on outputs. The analysis in this case extends the previous results for the
case of the linear industrial demand.

8.2 Price equilibrium models

Let us consider the Walrasian price equilibrium model from Section 5.2.
This model describes an economy with perfect competition, which deals in
n commodities. In the model, the equilibrium price vector p* € R™ satisfies
the following conditions (see (5.3)):

p*20,E(p*) <0,(p") E(p") =0, (8.8)

where
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describes the excess demand at price p, so that D(p) and S(p) are the
values of demand and supply at price p, respectively. Obviously (8.8) is a
particular case of CP (7.3) with G(p) = —E(p).

One of the most popular assumptions on demand or excess demand is
the gross substitutability; see Arrow and Hahn (1971), Morishima (1964),
and Nikaido (1968).

Definition 8.2. Let X be a box constrained set in R, i.e.

X =

7

[al,ﬂl],O§a1<ﬂl§+oo t=1,...,n. (89)

=S

A mapping A : X — R" is said to be gross substitutable (or briefly, a
GS-mapping), if, for each pair of points 2/, 2" € X such that 2’ > 2" and
I(a',2") = {i | «; = z}'} is nonempty, there exists an index k € I(z',2")
with Ag(z’) > Ag(x’).

Observe that the gross substitutability of (excess) demand means that
any transition to a greater price vector implies the non decrease of (excess)
demand for at least one commodity whose price does not change. In other
words, each subset of commodities in such a market contains substitutable
ones. There exists a simple relationship between G'S- and Z-mappings.

Proposition 8.2. Let A: X — R" be a mapping with X being defined in
(8.9). Then:

(i) if —A is a Z-mapping, then A is a GS-mapping;

(ii) if A is a continuous GS-mapping, then —A is a Z-mapping.

Proof. Assertion (i) follows from the definitions and Proposition 7.8. Con-
versely, suppose that A is a continuous GS-mapping. Choose arbitrary
points z’, 2" € X such that 2’ > 2,2’ # 2" and any index k € I(2/,z").
Define the points 3/, 3" as follows:

p_ [ aite i del(@l,a),i# k< B,
Yi ! otherwise;

7
y,,_{ o —e if e l(a,2"),i# k,z! >
"=

xy otherwise;

Then y',y"” € X for € > 0 small enough, ' > y”, but y; >y if i # k. Since
A is a GS-mapping, then Ai(y’) > Ag(y”). Taking the limit ¢ — 0, we
then obtain Ay (z') > Ag(z”) by continuity. Since k was taken arbitrarily,
if follows that —A;(z’) < —A;(2”) for each i € I(z/,2"), i.e. —Ais a
Z-mapping. U
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We can give another definition of gross substitutability for differentiable
mappings.

Definition 8.3. Let X be defined in (8.9). A differentiable mapping A :
X — R" is said to be gross substitutable (or a GS-mapping) if its Jacobian
V A(x) has non-negative off-diagonal entries.

Exercise 8.4. Taking into account Proposition 8.2 (see also Proposition
7.9) show that the concept of the GS-mapping in Definition 8.3 is equivalent
to that in Definition 8.2 if A is differentiable.

Obviously, the concept from Definition 8.3 is more suitable for verifica-
tion. Nevertheless, Proposition 8.2 says that we can in principle apply all
the results of Section 7.3 to equilibrium problem (8.8) if E is a G.S-mapping.

However, some classes of price equilibrium problems possess special
properties which may require deeper considerations for obtaining similar
results. For instance, the domain of F does not usually include the bound-
ary of R™, i.e. the (excess) demand may be undefined for zero prices. At the
same time, they may include the third relation in (8.8) as axiom (Walras
law), which holds for each price vector p > 0. These conditions do not pre-
vent from the application of the Jacobi algorithm, described in Section 7.3,
for finding a solution of CP (8.8). In fact, if E(p) is undefined at some point
p from the boundary of R’} and there exists a sequence {p*} converging
to p, such that p* € RZ = {p € R" | p > 0}, then klingo E;(p*) = +o0 for
some ¢. This set RZ is called the positive orthant and clearly R = intR’}.

It follows that the feasible set

D={peR"|p>0,E(p) <0}

does not intersect the boundary of R’} and that E can be supposed to be
continuous on D. Therefore, the results of Section 7.3 remain true.

In particular, we see that the k-th iteration of the Jacobi algorithm
consists in equilibrating the excess demand for each separate commodity
by driving the price for this commodity, considering other current prices as
fixed. Theorem 7.3 establishes convergence of this natural price adjustment
process to an equilibrium vector.

Moreover, if the equilibrium model involves price rigidities, then the
constraint p > 0 is replaced with p € X, where X is defined in (8.9) and
a; > 0for i =1,...,n. Then (8.8) should simply be replaced with (8.5),
G = —F is usually continuous on X and, taking into account Exercise 7.7,
we can apply both existence results and the Jacobi algorithm to this model.
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8.3 A pure trade market model

We now consider a specialization of the previous Walrasian price equilib-
rium model. This model also describes a market structure dealing in n com-
modities without production, i.e. it is an exchange or a pure trade model.

So, there are m economic agents, who are both consumers and traders. The

i-th economic agent possesses the endowments w(?) = (wgi)7 . ,w,(f))T >0
and is supposed to have the Cobb-Douglas utility function

Tin

wi(z) = 27 x - x xfin,

where o® = (Uﬂ,...am)T > 0 represents the vector of commodities
weights, and without loss of generality we suppose that

n
E 045 = 1.
Jj=1

Therefore, the supply is fixed, i.e. S(p) =S where the total endowment of
the j-th commodity is given by

S; =Zw§i) for j=1,...,n.

Additionally, we suppose that each economic agent possesses at least one
commodity, i.e. w® # 0 for i = 1,...,m. Then, given a price vector
p = (p1,--.,Pn) > 0, the demand of the i-th agent is determined as the
unique solution z* of the optimization problem:

max — u;(x)

subject to
ple < pTw(i)7x > 0.
Namely, the solution is the following:
i

1 )
ol = ;oijpTw(Z) for j=1,...,n. (8.10)
J

Exercise 8.5. Prove formula (8.10).

It follows that the market demand for the j-th commodity is given by
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and that the market excess demand for this commodity is given by

Zaup w'? for j=1,...,n. (8.11)
pji 1

Although the classical version (8.8), (8.11) of this model was investi-
gated rather intensively for a long period from somewhat different points
of view, we now describe this model only to illustrate applications of the
concept of the Z-mapping and related results.

First we note that F is defined on RZ and it is differentiable, so that

8E

ZO’U Z)>O it j#I,
i p7i1

hence, by Definition 8.3 and Exercise 8.4, FE is a GS-mapping. Also, by
Proposition 7.9, —F is a Z-mapping. Moreover,

P"E(p) = > piE;(p) Zzozﬂo wt Zpg
j=1 Jj=11i=1
= ZPT @ — ijSj =p'S—-p'S=0,
j=1

i.e. the Walras law holds. It means that feasibility and solvability for
the classical model (8.8), (8.11) are equivalent. Nevertheless, the Jacobi
algorithm can be applied to find its equilibrium vectors. Of course, we can
first consider the system of linear equations

i=1

instead of (8.8), (8.11) and find its positive solutions. However, if we con-
sider the slightly modified model with price rigidities, e.g. when p € X
with X being defined in (8.9) and «; > 0 for ¢ = 1,...,n, then (8.8),
(8.11) is replaced with (8.5) and G = —FE, defined in (8.11). Both the
existence results and the Jacobi algorithm become rather useful for this
model. These results may be applied to the extended model with addi-
tional “single-commodity” consumers and producers, which is described in
Section 10.1.

8.4 Price oligopoly models

We now describe applications of the results of Chapter 7 to the imperfectly
competitive equilibrium model in the sense of Bertrand described in Section
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5.4. In this model, there are n firms supplying a homogeneous product.
If each i-th firm announces its price p;, then its profit is defined by

fi(p) = pigi(p) — hila:(p)],

where p = (p1,...,pn)?, ¢ : RT — R™ is the market demand function for
the i-th firm and h; : Ry — R is its industrial cost function, ¢ = 1,...,n.
As indicated in Section 5.4, the equilibrium point is defined as the Nash
equilibrium in the n-person non-cooperative game, where the i-th player
has the utility function f; and the strategy set R ; see (5.22).

We consider a class of functions ¢; and h; such that the above Nash
equilibrium problem is replaced by the CP of form (7.3) where

Gi(p):—ag;?) for i=1,...,n

and show that G possesses Z properties. Suppose that the cost functions
h; are affine, i.e.

hi(t) = vt +9; where ~; >0,0; >0,
and that

¢(p) = a; (1, - -, Dim1, Pit1s- - 0n)/0il" — Bi,

where a; >0, 3; >0, k € (0,1], n: R*"! — R, is a non-negative differen-
tiable function, which is non-decreasing in each variable. For instance, we
can take

NP1y Pie1,Dit1s-- > Pn) = E H5Pj
J#i
with p; > 0 for j # i.

Exercise 8.6. Show that f; is concave in p; under the above assumptions.

Since f; is concave and differentiable in p;, Corollary 11.2 yields that
the Nash equilibrium problem is equivalent to the following CP:

pi >0,Gi(p*) > 0,pfGi(p*) =0fori=1,...,n, (8.12)

where

Gi(p) = Bi — kaivip;  n(p—i)/pil™ — (1 = k)i [n(p—:)/pi]”

fori =1,...,n, with p_; = (p1,.-.,Pi—1,Pit1s---,Pn)- The mapping G

is defined and differentiable on RZ, moreover, it is easy to see that its
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Jacobian VG(p) is a Z-matrix. Therefore, by Proposition 7.9, G : RZ —
R?} is a Z-mapping and we can utilize the results from Section 7.3 for
establishing existence and for computation of its solution. Let us define
the auxiliary set of CP (8.12) as follows

D={peR"|p>0,G(p) > 0}.

Although G may be undefined on the boundary of R, we see that then
Gi(p*) — —oo for any sequence {p"} converging to a point p’ € R’} with
pi = 0. It follows that D is contained in the domain of G. Applying
Theorem 7.2, we conclude that CP (8.12) has a solution, which coincides
with min D if there exists a point p > 0 such that G(p) > 0. Moreover,
due to Theorem 7.3, the Jacobi algorithm with the starting point p will
converge to a solution. Observe that its iteration sequence corresponds to
the very natural dynamic adjustment process, where, given a current vector
p*, each i-th firm finds the next price pf“ as the optimal reaction for p¥,
i.e. it maximizes the profit function

a; [n*)]" P = aivi [n")]" pr "
over R,.

Exercise 8.7. Write down the specialization of the Jacobi algorithm for
the described price oligopoly model.



Chapter 9

Complementarity with P
Properties

In Chapter 7, several kinds of square matrices were introduced, including
Z- and P-matrices. Being based on the concept of a Z-matrix, we in-
troduced its extension for nonlinear mappings, which implied very useful
results in theory and solution methods for corresponding CP’s. In this
chapter, we consider P type mappings, which can be viewed as extensions
of such concepts for matrices.

9.1 Existence and uniqueness results

We start our considerations from the introduction of several concepts of
order monotone mappings.

Definition 9.1. Let X be a box constrained set in R™ of form (7.4). A
mapping G : X — R” is said to be

(a) a Py-mapping, if for each pair of points 2/, 2" € X, 2’ # ", there
exists an index ¢ such that z} # x and

(z; —27) [Gi() — Gi(«")] = 0;

(b) a P-mapping, if for each pair of points 2/, 2" € X, 2’ # 2", it holds

that
11;12%1(:52 —27) [Gi(2) — Gi(2")] > 0;
¢) a strict P-mapping, if there exists € > 0 suc a —el is a
trict P ] if th ist 0 h that G Ii

P-mapping;

(d) an My-mapping, if it is a Py- and Z-mapping;

(e) an M -mapping, if it is a P- and Z-mapping.

105
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From the above definitions we obtain the following obvious implications
() = (d) = (a),(e) = (b) = (a), and (¢) = (b),

but the reverse assertions are not true in general.

We now give some relationships between these concepts and the corre-
sponding classes of matrices. First we consider the affine case when G is of
the form

G(z) = Az + b, (9.1)
where A is an n X n matrix, b is a fixed vector in R".

Proposition 9.1. Suppose G is of form (9.1). Then G is a Py-(respectively,
P-) mapping if and only if A is a Py-(respectively, P-) matriz.

This assertion follows from Propositions 7.4 and 7.3. Taking into ac-
count Example 7.1, we now conclude that the classes of Py- and P-mappings
are not closed with respect to addition.

Exercise 9.1. Taking into account Propositions 7.9 and 9.1, prove that a
mapping G of form (9.1) is an My-(respectively, M-)mapping if and only
if A is an My-(respectively, M-) matrix.

We now turn to the differentiable case.

Proposition 9.2. (Facchinei and Pang, Proposition 3.5.9) Let G : X —
R™ be a continuously differentiable mapping on a rectangle set X C R™.
Then the following assertions hold:

(i) If VG(x) is a P-matriz for all x € X, then G is a P-mapping.

(ii) If VG(x) is a Py-matrixz for oll x € X, then G is a Py-mapping.

(iii) If X is open and G is a Py-mapping, then VG(z) is a Py-matric
forallx € X.

Observe that the reverse assertion of part (i) is not true in general
even for the open set X. It suffices to consider the single-dimensional map
G(a) = o3, which is clearly a P-mapping, but G'(a) = 3a?, ie. the
Jacobian is zero at the zero point.

Combining Propositions 7.9 and 9.2, we obtain similar properties of
differentiable M type mappings.

Corollary 9.1. Let G : X — R"™ be a continuously differentiable mapping
on a rectangle set X CR™. Then the following assertions hold:
(i) If VG(x) is an M-matriz for all x € X, then G is an M-mapping.
(i) If VG(x) is an My-matriz for all z € X, then G is an My-mapping.
(iii) If X is open and G is an My-mapping, then VG(x) is an My-matriz
forallx € X.
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We now consider the class of strict P-matrices. The next assertion can
be viewed as an extension of Proposition 7.5 from affine maps.

Proposition 9.3. Let X be a rectangle set in R™ of form (7.4). If G :
X — R"™ is a Py-mapping, then for anye > 0, G+el is a strict P-mapping.

Proof. First we show that G®) = G 4 ¢I is a P-mapping for each £ > 0.
Choose ', 2" € X, o' # ", set I = {i | 2} # 2} and fix ¢ > 0. Since G is
a Py-mapping, there exists an index k € I such that

(@, = 2{) [Gr(2) = Gr(2")] = max (2] — a7) [Gi(2") — Gi(2")] = 0,

1<i<n

but x}, # z} and
(o — )k — ) > 0.

Adding these inequalities gives
(h — o) |60 @)~ 6P "] > 0,

ie. G©) is a P-mapping. Choose arbitrary values 0 < ¢’ < &', then
GE) =@GE) — (¢ —&")I = G+ "I is a P-mapping. It means that G(*)
is a strict P-mapping. O

Thus, we can obtain a strict P-mapping from an arbitrary Py-mapping
by using a small perturbation. However, in the differentiable case, strict
P-mappings ensure the converse of part (i) in Proposition 9.2.

Proposition 9.4. Let G : X — R" be a continuously differentiable map-
ping on an open rectangle set X C R™. If G is a strict P-mapping, then
VG(z) is a P-matriz for all z € X.

Proof. Since G is a strict P-mapping, there exists € > 0 such that H =
G — eI is a P-mapping, hence its Jacobian VH is a Py-matrix. Since
G = H + ¢l using Proposition 7.5 gives that VG(z) is a P-matrix. O

Let us consider the standard CP (7.3). For the convenience of the
reader, we recall that the problem is to find a point z* € R™ such that

x; > 0,Gi(z*) > 0,2]Gi(z")=0fori=1,...,n; (9.2)
where G : R — R" is a given mapping.

Proposition 9.5. Suppose that G is a P-mapping. Then CP (9.2) has at
most one solution.
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Proof. On the contrary, suppose that there exist at least two distinct solu-
tions 2’ and z” of CP (9.2). Then we have

Gi(x) (] —2)) >0

7 (3

and
Gula") (@} — ) 2 0
for all i = 1,...,n. Addition of these inequalities gives
[Gi(2") = Gi(x")] (z} —ai) <O for i=1,...,m
i.e. G is not a P-mapping. O

This uniqueness result yields additional properties of CP’s with M cost
mappings. For example, if all the assumptions of Theorem 7.2 hold, and in
addition G is a P-mapping (i.e., it is a continuous M-mapping), then CP
(7.3) (or (9.2)) has a unique solution, which coincides with min D and the
Jacobi algorithm from Section 7.3 then converges to min D.

Exercise 9.2. Prove that the assertion of Proposition 9.5 remains true, if
we replace CP (9.2) by MCP (7.2) (7.4).

We are now ready to establish the basic existence and uniqueness result.

Theorem 9.1. Let G : R} — R" be a continuous strict P-mapping. Then
CP (9.2) has a unique solution.

Proof. Due to Proposition 9.5, it suffices to show that CP (9.2) is solvable.
Given a number p > 0, set

X,={zeR"|0<z;<p i=1,...,n}
and consider the following MCP: Find z” € X, such that
(x —2”)'G(xP) >0 Vre X,

Taking into account Corollary 7.1 and Exercise 9.2, we conclude that this
MCP always has the unique solution z* for each p > 0. We now proceed to
show that ||2”]| < p for p > 0 large enough. Assume for contradiction that
|z*|| — oo as p — +o00. Choose an arbitrary sequence {ps;} — +o00 and
set y® = aP=. Also, define the index set J = {i | y§ — +00 as s— +oo}

and set
s_Joyl it iéJ
TV 00 ied;
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fori=1,...,n. Then we have

(i, —21.) [Gi.(y") — Gi. () —e(y;, — #.)]

= g&xn(yi = 2))[Gi(y") = Gi(2*) —e(y; —2)] >0
for some € > 0. Since the index set {1,...,n} is fixed, without loss of
generality we can assume that so is i, i.e. i5 = [. It follows that [ € J and

yGiy") > e(Wi)? +yiGi(”).
Since {z°} is bounded, we have
e(yi)? +yiGi(2°) — +oo as s — oo,

ie. y7Gi(y®) > 0 for k large enough. But 0 € X, and, in view of Proposi-
tion 7.2, this inequality contradicts the definition of y*. It follows that there
exists a number s’ such that [|y®|| < ps, hence 0 < yf < pg fori=1,...,n,
if s > s’. Take an arbitrary point € R’}. Then there exists a number
0 > 0 such that 0 < y? 4+ §(x; — yf) < ps. Applying Proposition 7.2, we see
that
ly; +6(xi —y7) —y;] Gi(y®) = 0,
or equivalently,
(i —y7)Gi(y®) 2 0

for i = 1,...,n, if s > s’. Since y° € RY, using Proposition 7.1 and
Exercise 7.1, we conclude that y* now solves CP (9.2). O

This existence result allows us to replace the condition D # () in The-
orem 7.3 with the strict P property of G. Then, the Jacobi algorithm will
converge to the unique solution min D of CP (7.3). This combination of
properties seems very natural for economic applications.

We give additionally existence and uniqueness results, which are similar
to those in Section 7.3, under usual (norm) monotonicity assumptions on
G, although such properties are mostly used for general VI's; see Chapter
11.

Definition 9.2. Let X be a convex set in R”. A mapping G : X — R" is
said to be
(a) monotone, if, for each pair of points 2/, 2" € X, it holds that

(' =" [G(a") = G(a")] = 0;

(b) strictly monotone, if, for each pair of points o/, 2" € X, o' # 2", it
holds that
(@ ") [O) GG > 0



110 9. COMPLEMENTARITY WITH P PROPERTIES

From the definitions it follows that monotonicity (strict monotonicity)
is stronger than the Py(P) property.

Exercise 9.3. Let X be a set of form (7.4). Prove that G : X — R"
is a Pp-(respectively, P-) mapping, if it is monotone (respectively, strictly
monotone), but the reverse assertions are not true.

Next, let us consider the affine case when G is defined in (9.1). Then
monotonicity becomes closely related with positive (semi)definiteness of A.

Exercise 9.4. Suppose that G is of form (9.1). Prove that G is monotone
(respectively, strictly monotone) if and only if A is positive semidefinite
(respectively, positive definite).

These assertions are similar to those in Proposition 9.1, hence Exercise
9.3 can be viewed as an extension of Corollary 7.2. It means that CP (9.2)
with G being strictly monotone has also at most one solution.

Theorem 9.2. (i) If G : X — FE is a continuous and monotone mapping
and there exists a point y > 0 such that G(y) > 0, then CP (9.2) has a
solution.

(ii) If G : X — E is a continuous and strictly monotone mapping and
there exists a point y > 0 such that G(y) > 0, then CP (9.2) has a unique
solution.

Proof. Take an arbitrary « € R”}. Then, by monotonicity,
(= y)'Glx) 2 2"G(y) — y" G(y).

Since G(y) > 0, there exists a number 5 > 0 such that the right-hand side
of the above inequality is positive, if z € R’} \Y', where

Y—{xZO Zn:ngﬂ}

i=1
Assertion (i) follows now from Theorem 7.1 with X = R”.

In case (ii), it suffices to prove that the conditions of part (i) hold. Fix
a number 8 > 0. Then Theorem 7.1 with X = K guarantees the existence
of a solution Z € K for the following VI:

(= =2)TG(@) - G(y)] =20 VzeK,

K:{z>y

where
n

Zzi ZzyrFﬁ}
i=1

i=1
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is clearly nonempty, convex, and compact. It follows that
ZG(@) - Gy) 2 37 [G(@) - G(y)] VzeK.
Since Z # y, we have
(@ —y)T[G(@) - G(y)] >0,
therefore,
(== 9)'G@E) -Gy 2 (@ - y)T[GE) - G(y)] >0 Vze K.

It follows that G(Z) > 0, i.e. the conditions of part (i) hold for y = & and
(ii) is also true. O

Exercise 9.5. Prove the extensions of Theorems 9.1 and 9.2 for MCP
(7.2), (7.4).

9.2 Solution methods for CP’s with P properties

There exist several different approaches to compute a solution of CP (9.2)
with G being a P type mapping; see e.g. Facchinei and Pang (2003). Most
of them consist in introduction of an artificial function (or a mapping)
which enables one to convert the initial CP into a system of nonlinear
equations or into an optimization problem since a great number of effective
solution methods were developed for just these classes of problems. In such
a way, one can choose a suitable algorithm for solving the initial problem.
We consider one of the simplest approaches, which is related with a so-
called regularized merit function.

Let us consider CP (9.2) where G : R} — R™ is a continuously differ-
entiable mapping. Recall that it means that, for each € R}, there exists
the Jacobian of G, denoted by VG(z), whose entries are partial derivatives
aG (I) for i,7 = 1,...,n, and that VG is continuous. Next, let us con-
51der the regularized merit function, suggested by M. Fukushima, which is
defined as follows:

pa(r) = max {(z ) G(z) = (20) 7z —yl*},
where @ > 0 is a fixed number.  This function can be equivalently re-
defined as follows:

palr) = ng)g{ —y1)Gilx) — (20) (@ — yi)?) (9.3)

Z {(zi —y)Gi(w) — (20) 7 (i —y")*}
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ie., ¥y is the unique solution of the i-th one-dimensional quadratic pro-
gramming problem in (9.3) and it can be computed explicitly: y® =
max{0,z; — aG;(z)}.
Set y*(x) = (y¢,...,y%)7T, then we have
¥ (2) = 74 ¢ - aG(a)] (9.4)

where 74 (-) denotes the projection mapping onto R ; see Section 11.2.

Exercise 9.6. By using the projection properties, prove the formulas for
computation of y¢* and y®(x).

The basic properties of the function ¢, are collected in the next propo-
sition.

Proposition 9.6. (i) ¢ (z) >0 for all x > 0.
(i) The following statements are equivalent:
(a) o(z*) =0 and x* > 0,
(b) x* solves CP (9.2),
(c) 2* = y°(a").

Proof. By definition, for each z > 0, we have
¢a() 2 (z — 2)"G(2) — (20) Y|z — z]* = 0,
hence assertion (i) is true. In case (ii), if 2* solves CP (9.2), then, by
Propositions 7.1 and 7.2,
(y—29)"G(x") >0 Vy>0, (9.5)

hence,

Pala’) = max {(a" — )" G(a") — (20) " —y]*} <0,

it follows that ¢, (z*) = 0 due to (i). Next, in view of (9.4), we can apply
Proposition 11.12 (ii) with 2 = 2* — aG(2*) and Y = R’} and obtain

(y =y (@) [y* (=) 2" +aG@")] 20 Yy =0, (9.6)
hence
(@ = y*(z")TG(2") = 20) 7 la* -y (@")|?
(20) 7 [la* =y (@")]?
and ¢4 (z*) = 0 now implies z* = y*(z*). However, if 2* = y*(z*), then

(9.6) implies (9.5), and, on account of Proposition 7.1, z* solves CP (9.2).
Thus, part (ii) is also true. O

*
~—
I

e

v
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The results of Proposition 9.6 show that ¢, is a merit (or gap) function
for CP (9.2), i.e. it is equivalent to the optimization problem:

1;121%1 — pa(T). (9.7)
However, ¢, is non-convex in general, i.e. problem (9.7) may have local
minima which are not solutions of (9.2). Therefore, we should introduce
additional conditions ensuring the property that each local minimizer in
(9.7) is a solution of CP (9.2). First we note that ¢, is a differentiable

function, and, using the formula for derivatives of max type functions (e.g.
see Facchinei and Pang (2003), Theorem 10.2.1), we have

Vea(z) = G(z) + [VG(z) — a_ll]T (x —y*(2)).

Moreover, since the projection mapping is continuous (see e.g. Proposition
11.12 (iii)), (9.4) implies that the mapping = — y®(x) is also continuous.
Therefore, ¢, is a continuously differentiable function. Let us consider the
problem of finding a stationary point z* > 0 for (9.7) in the form of VI:

(y —2") Vo (z*) >0 Vy>0. (9.8)
Due to Proposition 7.1, it can be equivalently rewritten as CP:
2* 20, Vpa(e?) 20, (29)Via(z") =0.

Theorem 9.3. Suppose that VG(x) is a P-matriz for all x > 0. Then
problems (9.2), (9.7), and (9.8) have the same solution set.

Proof. The equivalence between (9.2) and (9.7) is given in Proposition 9.6.
Theorem 11.1 yields the implication (9.7) = (9.8). Suppose that z* solves
(9.8), then

(9 —a)Gi(a™) +a ™y —a27)* = (yff —27) [VG()T (y* —a")],
fori=1,...,n, where y* = y*(z*). Applying now (9.6) with y = =* gives
(yi* — ™) [VG(x*)T(ya — alc*)]z <0 for i=1,...,n,

3

but VG(z*) is a P-matrix and Proposition 7.3 yields y*(z*) = 2*. On
account of Proposition 9.6, it follows that z* solves (9.7). O

Thus, Theorem 9.3 allows us to replace the initial CP (9.2) with a VI (or
CP), which is an optimality condition for the optimization problem (9.7),
i.e. its cost mapping is the gradient of the merit function .. Being based
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on this property, we can suggest the simplest gradient projection algorithm
for CP (9.2).

Algorithm (gradient projection). Choose a point 2 € R?, numbers
a>0,A>0,8€(0,1),y€(0,1), and set k = 0.
At the k-th iteration, we have a point z* € R”, compute Y (z%),

=, [aF — AVga(a)]
and set dF = zF — F.
integer such that

Afterwards, find m as the smallest non-negative

Pa(a® +97d") < pa(a®) = By™(d) T Via(ab),
set p =™, oF 1t = 2F 4 ppd®, and b=k + 1.

The convergence result for this method follows from Theorems 9.3 and
13.4.

Theorem 9.4. Suppose that VG (x) is a P-matriz for all x € R’} , and that
the set Ly = {x € R | pa() < @a(2®)} is bounded. Then the sequence
{2*} generated by the above algorithm is well-defined and converges to a
unique solution of CP (9.2).

Note that the above merit function and algorithm can be also adjusted
for MCP (7.2), (7.4).



Chapter 10

Applications

In this chapter, we give examples of applications of the results of the previ-
ous chapter concerning theory and methods of CP’s with P type mappings.

10.1 Walrasian price equilibrium models

We recall that the general Walrasian price equilibrium model describes an
economy with perfect competition. This model was considered in Sections
5.2, 8.2, and 8.3. The economy deals in n commodities, and given a price
vector p > 0, the demand and supply are determined as vectors D(p) and
S(p), respectively, hence one can define the excess demand

The equilibrium price vector is defined to satisfy the complementarity con-
ditions (see (5.3)):

p*>0,E(p*) <0,p") E(*) =0, (10.1)
i.e. it solves CP (7.3) with G(p) = —E(p). We denote by P* the set of
equilibrium prices. In Section 8.2, this problem was considered under gross
substitutability of (excess) demand, which yielded CP’s with Z-mappings.

We now consider some additional properties which ensure for —F to be a
Py (or even an M) type mapping.

Definition 10.1. Let X be a box constrained set in R”?. A mapping
A: X — R"™ is said to be positively homogeneous with degree m, if for each
x € X and for each A > 0 such that Az € X, it holds that A(Az) = A" A(x).

Namely, combining these properties, we obtain that — F is a Py-mapping.

115
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Proposition 10.1. Let X be a cone contained in R’. If A : X — R"
is positively homogeneous with degree 0 and a GS-mapping, then —A is a
Py-mapping. If in addition A is continuous, then —A is a My-mapping.

Proof. Choose arbitrary points z’,2” € X, 2’ # 2”. First we consider the
case when there exists ¢ such that o} > 7. Set 6 = Inax (xf /) > 1,
1= n

.

then fz” > 2’ and there exists at least one index k such that z}, = 6z}
and, by the GS property,

Ak(:v’) S Ak(ﬁx”) = Ak(l‘n).
It follows that zj > z} and
— [Ak(2) = Ag(2")] (), — 2y) = 0.

The case when there exists ¢ such that 2 < z can be considered similarly.
It means that —A is a Py-mapping. If A is continuous, the result follows
from Proposition 8.2 and Definition 9.1 (d). O

Observe that positive homogeneity of degree 0 is a very popular prop-
erty of (excess) demand in classical economic equilibrium models; see e.g.
Morishima (1964), Nikaido (1968), and Arrow and Hahn (1971). It follows
usually from the insatiability of consumers and also means that money is
neutral in such models. Note that the utility functions of consumers from
the pure trade market model, given in Section 8.3, satisfy this property
and the excess demand functions in (8.11) are positively homogeneous of
degree 0, i.e. —F is a My-mapping. However, we can not apply directly the
existence and uniqueness results from Section 9.1 to these models since the
(excess) demand is then undefined for prices with zero coordinates, which
also follows from insatiability of consumers. Besides, we recall that, due to
the Euler theorem, see e.g. Nikaido (1968), Lemma 18.4, it holds that

VE({p)p=0 VpeRY

if £:RY — R" is differentiable and positively homogeneous of degree 0.
This means that the Jacobian VE(p) is always degenerate, i.e. —F can not
be a P-(or M-) mapping and that the equilibrium price in (10.1) can not be
unique. This fact can be deduced directly from the positive homogeneity
of degree m, since each solution p* of (10.1) must be in RZ that implies
E(p*) = 0, hence any vector p = Ap* with A > 0 is also a solution of
(10.1). There are a great number of works devoted to existence results for
Walrasian price models; see e.g. Nikaido (1968), Arrow and Hahn (1971),
and Border (1985). Some results under positive homogeneity will be given
in Section 12.3. For the convenience of the reader, we now give one of such
formulations (see Theorem 12.2) here as well.
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Proposition 10.2. Suppose that £ : RL — R" is continuous, positively
homogeneous with degree 0, and satisfies the Walras law, i.e.

p"E(p) =0 VYpeRZ.

Suppose also that for every sequence {p*} C RY converging to p, it holds
that
ky ) & F00 if pi=0,
E’(p)_{ZC’>oo if pi > 0;

as k — oo. Then problem (10.1) has a solution which also solves the
problem

p* >0, E(*)=0. (10.2)

At the same time, if there are price rigidities in the economy, model
(10.1) should be replaced with MCP (8.5), where the feasible box - con-
strained set X is defined in (8.9) and G = —E. For instance, if 0 < o; <
Bi < +oo fori=1,...,n, then G is finite on X and is usually continuous.
The existence result for such a problem follows from Corollary 7.1. Next,
following the regularization approach, we can replace the excess demand
mapping with the perturbed mapping

E(p) = E(p) —ep with >0, (10.3)

then —F becomes a strict P-mapping if E is positively homogeneous with
degree 0 and gross substitutable because of Propositions 10.1 and 9.3.
Hence, if a; > 0 for ¢ = 1,...,n, then, due to Theorem 9.1, the per-
turbed price equilibrium problem will have a unique solution. For ¢ small
enough, this solution is close to the equilibrium price in the initial model.

The results of Section 9.2 can also be applied to Walrasian equilibrium
models. Theorem 9.4 says that the gradient projection algorithm, being
applied to problem (10.1) requires certain additional assumptions for its
convergence. In order to obtain the desired P property, we can again
apply the regularization approach and replace the initial price equilibrium
problem by its approximation via applying the perturbed mapping E from
(10.3). Also, the same algorithm can be applied for finding equilibrium
prices under price rigidities. The economic interpretation of the gradient
projection algorithm of Section 9.2 is not so easy since it is based upon the
artificial merit function, hence it represents quite a complicated control
procedure. At the same time, the simplified process, which is based upon
the somewhat different direction finding procedure

PP =a PP MEQN)], M >0, (10.4)
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which is also known as the Walras tatonnement process, admits a very
clear interpretation. In fact, for each commodity ¢, (10.4) means that the
positive excess demand FE;(p*) forces the current price p; to increase and
the negative excess demand forces the price to decrease. In both the cases,
the absolute value |E;(p**!)| will decrease and even tends to zero under a
suitable choice of the stepsizes. For example, we can choose A; as follows:

o0 oo
(052 2
A = =, ) Qp =00, » aj < 00. (10.5)
BT 2 2ol

Then, under the above conditions, algorithm (10.4)—(10.5) generates a se-
quence of prices {p*} which converges to an equilibrium price. It is known
that this convergence result is due to the revealed preference condition
(10.6) (see Arrow and Hahn (1971) and Nikaido (1968)), which means geo-
metrically that in the presence of the Walras law, the angle between the
excess demand vector E(p) at an arbitrary non-equilibrium price vector
p and the direction p* — p to each equilibrium price is acute, and can be
deduced e.g. from Theorem 13.3. Conditions (10.5) determine a compro-
mise between too slow and too rapid convergence of stepsizes to zero and
are fulfilled if we set

Qay with « > 0.

Tkl

We now show that the desired condition ensuring the convergence of the
tatonnement process to an equilibrium price vector is fulfilled under certain
positive homogeneity and gross substitutability properties. For simplicity,
we utilize a somewhat strengthened property (cf. Definition 8.2).

Definition 10.2. Let X be a box constrained set in R7}. A mapping
A: X — R" is said to be strict gross substitutable (or a strict GS-mapping)
if, for each pair of points z’,2"” € X such that 2’ > z”,2’ # 2", and
I(a',2") = {i | #, = !/} is nonempty, there exists an index k € I(a’,2")
with Ag(a’) > Ag(2").

Theorem 10.1. Suppose that all the assumptions of Proposition 10.2 are
fulfilled, and that E : RY — R” is a strict GS-mapping. Then:

(i) the equilibrium price vector p* exists and is defined uniquely up to
positive scalar multiples, i.e.

P ={peRY |p=Xp"A>0}
(i) it holds that
(p*)TE(p) > 0,Vp € RL\P*,Vp* € P*. (10.6)
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Proof. From Proposition 10.2 it follows that P* # (). Suppose that p*,p €
P* and p # ap* for any a > 0. Then E(p*) = E(p) = 0 and there exists
a number 8 > 0 such that p > Bp* and p, = Bpj, for at least one k. Since
P # Op*, there exists an index j such that 0 = E;(6p*) < E;(p) = 0, which
is a contradiction. Hence, part (i) is true. Next, take p* € P* such that

n
> opi=1
i=1
and set

o(p) = (p*)"E(p).

From the properties of F we deduce that the function ¢ is continuous and
bounded below on RZ, moreover, it attains the minimal value at a point p
of RY. Suppose that p ¢ P*, then there exists the maximal number o« > 0
such that ¢ = ap* < p, hence I(p,q) = {j | p; = ¢;} # 0, but ¢ # p. Since
E is a strict GS-mapping, there exists an index j € I(p, q) such that

E;(p) > Ej(q) = E;(p*) = 0.
Choose § > 0 small enough and set

) D if i # j,
G=N 46 if i=j

Then ¢ = (¢1,...,Gn) € RZ and p(p) < ¢(q). For brevity, set d; =
E;(p) — E;(G). By using the Walras law, we have

> dipi =Y Ei(p)pi— Y Ei(@pi = — Y Ei(@)pi
i=1 i=1 i=1 i=1
and
0= @Ei(Q) =0E;(@) + Y _niEi(d),
i=1 i=1
hence
> dipi = 0E;(q),
i=1
or equivalently,

d;pj = 0E;(q) — ) dipi.
iPj J P (10.7)
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At the same time, we have

n
=1

or
djp; < = dip;.
i#]
Multiplying this inequality by « and subtracting it from (10.7), we obtain

d;(p; — ap}) > 0E;(@) — Y di(pi — ap}).
i#]

Due to Proposition 8.2, —F is a Z-mapping on RZ, therefore d; < 0 for
every ¢ # j, but p; —ap; > 0fori=1,...,n and we can choose § > 0
small enough so that E;(§) > 0 due to continuity of E. It follows that
d;(p; — ap;‘) > 0, i.e. pj # apj, which is a contradiction. This means that
part (ii) is true. O

It is known that the strict GS property of E in Theorem 10.1 can be
replaced by the usual GS property, however, the substantiation is then
essentially longer; see e.g. Nikaido (1968), Section 18.3.

Now we consider a modification of the classical Walrasian model above.

Namely, divide all the economical agents into two parts. The first part
consists of classical consumers whose total demand mapping D : R — R"”
is continuous, gross substitutable, and positive homogeneous with degree
0. They may also possess some endowments of commodities and the total
endowments are given by the vector S € R’}. An example of such eco-
nomic agents was presented in the pure trade market model from Section
8.3. Besides, we suppose that the market involves a number of “single-
dimensional” consumers and producers so that each of them either demands
or supplies a single commodity, and these values may only depend on the
price of just this commodity. Then, without loss of generality we can sup-
pose that the behavior of the second part can be described by the diagonal
excess demand mapping

B(p) = (Bi(p1), .- Ba(pn))"

and that each function B; : Ry — R is non-increasing and continuous for
i=1,...,n. Then we can define the total excess demand mapping

E(p) = D(p) + B(p) — 5, (10.8)
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and the equilibrium price vector can be defined from (10.1). The market
structure described need not be closed, i.e. the Walras law does not hold
in general. It follows from Proposition 10.1 that —D is a My-mapping,
moreover, —B is monotone by definition, i.e. it is a P-mapping. It was
noticed in Section 9.1 that the classes of Fy- and P-mappings are not
additive, but in this special case we can establish P type properties of the
mapping G = —F.

Definition 10.3. A function ¢ : R — R is said to be strongly decreasing
with modulus 7 > 0, if, for each pair of numbers z’,z” € R, it holds that

[o(a') = p(@")] (@' — ") < —7(a" — 2"

Together with the usual monotonicity properties of the functions B;, we
shall describe the behavior of the second part of economic agents with the
help of such strengthened conditions. As a result, we obtain strengthened
P properties of the mapping G.

Proposition 10.3. If each function B; : Ry — R is non-increasing (re-
spectively, decreasing, strongly decreasing), then the mapping —E : RY —
R™, defined in (10.8), is a Py-mapping (respectively, a P-mapping, a strict
P-mapping).

Exercise 10.1. Prove the assertion of Proposition 10.3.

Proposition 10.3 enables us to apply the results of Chapter 9 to the
above equilibrium model. Let us consider its extended form (8.5) with the
feasible set X being defined in (8.9) and G = —E. If 0 < o; < 3; < o0 for
t=1,...,n, then, on account of Corollary 7.1, we see that the equilibrium
price vector exists, and if additionally B; is decreasing fori = 1,...,n, then
it is defined uniquely because of Proposition 9.5. Next, applying Theorem
9.1, we see that MCP (8.5), (8.9) has a unique solution if a; > 0 and B;
is strongly decreasing for each ¢ = 1,...,n. Moreover, the algorithm from
Section 9.2 can be utilized to find equilibrium prices.

10.2 Oligopolistic equilibrium models

We now describe applications of the results of Chapter 9 to the imperfectly
competitive equilibrium model from Section 5.4. In this model, there are
n firms supplying a homogeneous product. Unlike Section 8.4, we consider
here the Cournot oligopoly. If the i-th firm supplies x; units of the
product, then its profit is defined by

fi(z) = zip(os) — hi(w;),
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where x = (x1,...,2,), h; : Ry — R is the cost function, p : Ry — R is
n

the inverse demand (or price) function of the market, and o, = > ; is the
i=1

total supply in the market. As indicated in Section 5.4, the solultion x* can

be defined as the Nash equilibrium point of the n-person non-cooperative

game, where the i-th player has the utility function f; and the strategy set

R4 ; see (5.19).

We shall consider this problem under the following blanket assumptions.
Suppose that the cost functions h; are convex, the inverse demand function
p is non-increasing, and that the industry revenue function p(o) = op(o)
is concave on R;. These assumptions conform to the usually accepted
economic behavior; see e.g. Okuguchi and Szidarovszky (1990). Besides,
for the sake of simplicity, we also suppose that all the functions p and h;
are twice continuously differentiable.

The above condition on p was proposed by F.H. Murphy, H.D. Sherali,
and A.L. Soyster, they noticed that it implies the concavity of each utility
function f; in x;.

Lemma 10.1. The i-th firm profit function f; is concave in x; for i =

1,...,n.

Proof. Set p(a) = ap(a + B), then, by assumption,
¢'(a) = 2p'(a+p)+ap’(a+p)
= [la+B)pla+B)" = 8" (a+ D),

also, we have p'(a+ 3) < 0. If we suppose that ¢” () > 0, then, for 5 > 0,
we obtain
ap’(a+B) >0 and - Bp"(a+B) >0,

a contradiction. Since h; convex, we now conclude that f; is concave in x;
on R, . O

This property enables us to replace the Nash equilibrium problem with
CP (9.2), where

Gi(z) = h(z;) — p(oz) —xip' (02), i=1,...,n, (10.9)

or with problem (7.2), where X = R’ ; see (5.20) and (5.21). The equiva-
lence result follows now from Corollary 11.2.

Theorem 10.2. Under the above assumptions, the Nash equilibrium prob-
lem (5.19) is equivalent to CP (9.2) (or (5.20)), (10.9).

Exercise 10.2. Prove the assertion of Theorem 10.2.
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We intend to establish P type properties of the mapping G. Its Jacobian
VG(z) can be written as follows:

VG(z) = Ap(z) + H(x),

where H(z) is the n x n diagonal matrix with diagonal entries h(z;) for
t1=1,...,n, and

B+ aq %} @] ... a1
(6%} ﬁ —+ o (6%} N a9
An(z) = : : S : ’
an an  0p ... Btag

where we set § = —p/(0,) and «; = —p'(0,) — x;p"(0,) for brevity. It
follows that it is sufficient to consider only the principal minors det Ay (x)

of the matrix A, (z).
|

Lemma 10.2. It holds that

det Ay (z) = (—p(02))" "

Proof. By definition,

,8 + o o a1 N a1
(6%) 6 + oy Qo e (o)
det Ak(x) =
g Qg ag ... PBHag

Adding all the rows to the first one and subtracting the first column from
others yields

B+3a; 0 0 0
i=1 k
det Ag(x) = Q2 g 0 ... 0= BF 1B + Zai).
: ST i=1
(673 0o 0 ... /8

Hence,

det Ax(z) = (=p(02))" "
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Therefore, non-negativity of the principal minors ensures the desired
properties.

Proposition 10.4. (i) G : R} — R" in (10.9) is a Py-mapping.

(i) If in addition h;,i = 1,...,n, are strictly convex, then G is a P-
mapping.

(iii) If in addition h;,i = 1,...,n, are strongly convez, then G is a
strict P-mapping.

Proof. By assumption, p'(c) < 0. Fix € R}. If p”(0,) < 0, then it
follows from Lemma 10.2 that all the principal minors of A, (z) are non-
negative. Otherwise, we have p”(o,) > 0 and

det Ay (@) = (=p'(02))" !

x (kl)p'(ax>w'<ax>+< > x> P'(0.)

i=k+1

>0

i

because 1" (c,) < 0 by assumption. Again, all the principal minors of
A, (z) are non-negative. Since A, (z) = VF(z), where

Fi(x) = —plog) —zip'(0y), i=1,...,n, (10.10)

F: R} — R™is a Py-mapping because of Proposition 9.2. Moreover, all the
derivatives h/(z;) are non-negative. Hence, assertion (i) is true. In case (ii)
(respectively, (iii)), we see that each A} is strictly monotone (respectively,
strongly monotone) on account of Proposition 11.3. It follows that these
assertions are true. O

By imposing additional conditions on the inverse demand and industry
revenue functions we can also obtain strengthened P properties of G.

Proposition 10.5. (i) If p'(0) < 0 and either p” (o) < 0 or p” (o) <0 for
all 0 > 0, then VG(z) is a P-matriz for every x > 0.

(i) If there exists § > 0 such that p'(0) < =& and either p’ (o) < —0
or p”(c) <0 for allc >0, then G is a strict P-mapping.

Proof. Since the matrix H(x) is diagonal with non-negative entries, it suf-
fices to establish the above properties for the mapping F' from (10.10) and
for its Jacobian. In case (i), following the proof of Proposition 10.4, we
see from Lemma 10.2 that all the principal minors of VF(z) = A,,(z) are
positive. By definition, VF(z) is a P-matrix and so is VG(x). In case (ii),
fix e € (0,0), then

det(Ag(z) —el)
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B+a;—e¢ (e 71 Q... o1
Qo ﬂ‘i’agf{f Qo ... (6]
o oy, agp ... BHap—c¢

k
= (B—e) ! (55+Z%‘>-

Hence,
det(Ap(z) —el) = (—p' (o) —e)F !
k
=t D 02) e = (o) #(0)]
i=1
If p”(0,) <0, it follows that det(Ag(z) —el) > 0. By definition, F is a
strict P-mapping, and so is G. O

These properties enable us to establish several existence and uniqueness
results for the oligopolistic equilibrium problem by utilizing the correspond-
ing results from Section 9.1.

Theorem 10.3. Suppose that at least one of the following conditions holds:
(a) hiyi=1,...,m, are strictly convex;
(b) P’ (o) <0 and either u" (o) <0 orp’(c) <0 for all o > 0.
Then CP (9.2), (10.9) has at most one solution.

The result follows from Propositions 10.4 (ii), 10.5 (i), and 9.5.

Theorem 10.4. Suppose that at least one of the following conditions holds:
(a) hiyi=1,...,m, are strongly convez;
(b) there exists 6 > 0 such that p'(c) < =6 and either /(o) < —§ or
p"(0) <0 for all 0 > 0.
Then CP (9.2), (10.9) has a unique solution.

The result follows from Propositions 10.4 (iii), 10.5 (ii), and Theorem
9.1.

By introducing an additional coercivity condition, we can somewhat
strengthen the above results.

Definition 10.4. Industry output is said to be bounded if there exists a
compact subset K of R} such that

Gi(x) >0 i=1,...,n forevery zeR}\K.

This condition was suggested by C.D. Kolstad and L. Mathiesen and
has rather explicit economic sense. In fact, this means that there exists an
output level for which marginal profits are negative for all producers.
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Theorem 10.5. Suppose that industry output is bounded. Then CP (9.2),
(10.9) is solvable. If in addition the conditions of Theorem 10.3 are fulfilled,
then CP (9.2), (10.9) has a unique solution.

Proof. Without loss of generality we can suppose that 0 € K, then condi-
tion (7.5) holds, and Theorem 7.1 now implies that problem (7.2), (10.9)
with X = R is solvable. O

All the above results can be adjusted for the case when outputs of
producers are bounded, i.e., z; € [0, 3;], B; < +oo for i = 1,...,n. Then
CP (9.2), (10.9) can be clearly replaced with MCP (7.2), where

X:[0761]X---X[O,ﬁn].

Exercise 10.3. Extend Theorems 10.2-10.5 for the case of bounded out-
puts.

These results allow us to apply the gradient projection algorithm, de-
scribed in Section 9.2, to finding solutions of the oligopolistic equilibrium
problems. Although this algorithm relies upon the computation of the gra-
dient of the artificial gap function ¢, (see (9.3)), its descent direction at
x* is close to the vector —G(x*) where G;(z*) is defined in (10.9), and can
be also viewed as a dynamical game process, which strengthens stability
properties of the usual projection process:

ot =g, [xk - )\kG(xk)} ,

ie., xf“ = max{z¥ — \;G;(z"),0} for i = 1,...,n. In fact, given an out-
put vector 2, the difference between the marginal profit p(o ) +z¥p/ (o x)
and the marginal cost h}(x¥) is determined. If this value is positive (neg-
ative), then the output of the i-th producer increases (decreases) in the
simplified process, which corresponds to the natural behavior of players.
Under certain additional assumptions, this somewhat modified process will
converge to a solution. Behavior of other dynamical game processes are
described in the book by Okuguchi and Szidarovszky (1990).

Exercise 10.4. Give the sufficient conditions of convergence of the algo-
rithm of Section 9.2 for CP (9.2), (10.9).

Of course, there exist specialized tools for investigation and solution
of particular classes of economic equilibrium problems. Nevertheless, the
rather general approach presented can be always considered as a good start-
ing point for developing very efficient methods.
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The variational inequalities constitute a very general class of problems
in Nonlinear Analysis and are very suitable for formulation of various equi-
librium models. In this part, we present relationships between variational
inequalities and other basic nonlinear problems, existence and uniqueness
results, basic solution methods and their applications to the previous equi-
librium models.
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Chapter 11

Theory of Variational
Inequalities

In this chapter, we consider some elements of theory of variational in-
equality problems with continuous single-valued mappings under a finite-
dimensional space setting.

11.1 Variational inequalities and related problems

In this section, we give some facts from the theory of variational inequality
problems and their relations with other problems of Nonlinear Analysis.

Let X be a nonempty, closed and convex subset of a finite-dimensional
Euclidean space E, G : X — F a continuous mapping. The usual varia-
tional inequality problem (VI for short) is the problem of finding a point
x* € X such that

(x—2)TG@*) >0 VaeX; (11.1)

see Figure 11.1. Its solution set will be denoted by X*.
We first recall definitions of monotonicity for mappings.

Definition 11.1. Let X be a convex set in F and let Q : X — E be a
mapping. The mapping @ is said to be

(a) strongly monotone on X with constant 7 > 0 if for each pair of
points x,y € X, it holds that

(z = 9)"[Q(x) = Qy)] = Tl — yl*;
(b) strictly monotone on X if for all distinct z,y € X, it holds that

(z =) [Qx) — Q)] > 0;

131
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Figure 11.1:

(¢) monotone on X if for each pair of points z,y € X, it holds that
(z = )7"Q) — Q)] > 0.
It follows from the definitions that the following implications hold:
(a) = (b) = (¢).

Observe that all these properties are additive. In addition, we give the
known monotonicity criteria for continuously differentiable mappings; see
e.g. Facchinei and Pang (2003), Proposition 2.3.2.

Proposition 11.1. Let Y be an open convex subset of X and let QQ : X —
FE be continuously differentiable on'Y .
(i) Q is monotone on'Y if and only if VQ is positive semidefinite on
Y;
(i) Q is strictly monotone on'Y if VQ is positive definite on'Y;
(iii) @ is strongly monotone on'Y with constant T if and only if it holds
that

PTVQx)p > rlp|? VpeE,z€eY.

Note that the Jacobian of a differentiable strictly monotone mapping
need not be positive definite.
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The simplest example of VI is the problem of solving a system of equa-
tions. It is easy to see that if X = F in (11.1), then VI (11.1) is equivalent
to the problem of finding a point z* € E such that

G(z*) = 0.

If the mapping G is affine, i.e., G(x) = Az — b, then the above problem is
equivalent to the classical system of linear equations

Ax* =b.

The case when X is a convex cone in E was considered in Part II. Then
VI (11.1) is equivalent to the complementarity problem (CP for short):

¥ € X,G(z*) € X/, (") G(z*) =0, (11.2)

where X' = {z € E | 272 > 0 Vx € X} is the dual cone to X. This
problem can be viewed as a particular case of VI, as showed in Proposition
7.1.

Next, let X be again an arbitrary convex closed set in £ and let T" be a
continuous mapping from X into itself. The fixed point problem is to find
a point z* € X such that

" =T (z%). (11.3)
This problem can be also converted into a VI format.
Proposition 11.2. If the mapping G is defined by

G(z) =z —T(z), (11.4)
then problem (11.1) coincides with problem (11.3).

Proof. If x* solves problem (11.3), then clearly G(z*) = 0 and z* solves
problem (11.1), (11.4). Conversely, let «* solve problem (11.1), (11.4).
Then T'(z*) € X and letting x = T'(z*) in (11.1) gives —||z* —T(z*)||* > 0,
ie. x* =T (z%). O

The reverse transformation based on the projection mapping is de-
scribed in Proposition 11.13.

Now, we consider the well-known optimization problem. Let f : X — R
be a real-valued function. Then we can define the following optimization
problem of finding a point z* € X such that

fl@*) < f(x) VaeX,
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or briefly,
min — {f(z) | z € X}. (11.5)

We denote by X the solution set of this problem.
Recall the definitions of convexity type properties for functions.

Definition 11.2. Let X be a convex set in F and let ¢ : X — R be a
differentiable function. The function ¢ is said to be

(a) strongly conver on X with constant 7 > 0 if for each pair of points
x,y € X and for all @ € [0,1], it holds that

plaz + (1 - a)y) < ap(@) + (1 = a)p(y) = 0.5a(1 — a)T]|z — y||*;

(b) strictly convex on X if for all distinct x,y € X and for all « € (0, 1),
it holds that

plax + (1 - a)y) < ap(z) + (1 — a)p(y);

(¢) convex on X if for each pair of points z,y € X and for all a € [0, 1],
it holds that

plar+ (1 - a)y) < ap(z) + (1 — a)e(y).

The function ¢ : X — R is said to be strongly concave with constant 7
(respectively, strictly concave, concave) on X, if the function —¢ is strongly
convex with constant 7 (respectively, strictly convex, convex) on X.

It follows directly from the definitions that the following implications
hold:

(a) = (b) = ().

The reverse assertions are not true in general.

We now state the relationships between convexity of functions and (gen-
eralized) monotonicity of their gradients; see e.g. Polyak (1983), Chapter
1, Section 1.4.

Proposition 11.3. Let Y be an open convexr subset of X. A differ-
entiable function f : X — R is strongly convex with constant T (re-
spectively, strictly convex, convex) on'Y, if and only if its gradient map
Vf: X — E is strongly monotone with constant T (respectively, strictly
monotone, monotone) on'Y .

Similarly, we recall the basic property of the convex differentiable func-
tions; see e.g. Polyak (1983), Chapter 1, Section 1.4, Lemma 3.
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Proposition 11.4. Let Y be an open convex subset of X. A differentiable
function f : X — R is convex on Y, if and only if for each point x € Y,
we have

fly) = fl@)+(y—2)'Vf(z) VyeY.
We now give the well-known optimality condition for problem (11.5).

Theorem 11.1. Suppose that f : R® — R is a differentiable function.
Then:

(i) Xy C X*, i.e., each solution of (11.5) is a solution of VI (11.1),
where

G(z) =V f(2); (11.6)
(i) if f is convex and G is defined by (11.6), then X* C Xy.

Proof. Part (ii) follows directly from Proposition 11.4. In case (i), assume,
for contradiction, that there exists 2* € X\ X*, i.e., there is a point y € X
such that

(y — )TV f(z*) < 0.
Then, for @ > 0 small enough, we must have y, = z* + a(y — z*) =
ay+ (1 —a)r* € X and

f(ya) = f(2") + aly = 2")TV f(z*) + o(a) < f(z¥),
i.e., z* ¢ Xy, which is a contradiction. O

Thus, optimization problem (11.5) can be reduced to VI (11.1) with the
monotone underlying mapping G if the function f in (11.5) possesses the
corresponding convexity property. However, VI which expresses the opti-
mality condition in optimization enjoys additional properties in comparison
with the usual VI. For instance, if f is twice continuously differentiable,
then its Hessian matrix V2f = VG is symmetric. Conversely, if the map-
ping VG : E — E x FE is symmetric, then for any fixed y there exists the
function

/ NG+ 7(x —y))dr
0

such that (11.6) holds. It is obvious that the Jacobian VG of the mapping
G in (11.1) is in general asymmetric.

Next, consider the case of the convex optimization problem (11.5). In
other words, let the function f be convex and differentiable. Then, accord-
ing to Theorem 11.1, (11.5) is equivalent to (11.1) with G being defined in
(11.6). Due to Proposition 11.3, the mapping V f is monotone.
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Saddle point problems are closely related to optimization as well as to
noncooperative game problems. Let U be a convex closed set in R! and
let V be a convex closed set in R™. Suppose that L : R! x R™ — R is a
differentiable convex-concave function, i.e., L(-,v) is convex for each v € V
and L(u,-) is concave for each u € U. The saddle point problem is to find
a pair of points u* € U, v* € V such that

L(u*,v) < L(u*,v*) < L(u,v*) Yu e UVveV. (11.7)

In particular, the problem of solving a zero-sum two-person game is written
in the form (11.7). Set n =1+ m, X = U x V and define the mapping
G : R" — R"™ as follows:

6o) =Gl = (gl ). (1L8)

From Theorem 11.1 we now obtain the following equivalence result.
Corollary 11.1. Problems (11.7) and (11.1), (11.8) are equivalent.

It should be noted that G in (11.8) is also monotone; see Corollary 11.3.
Saddle point problems are proved to be a useful tool for “eliminating”
functional constraints in optimization. Let us consider the optimization
problem

min — {fo(u) | v € D}, (11.9)
where

D={uelU]| fi(u) <0 i=1,...,m}, (11.10)
fi:RE =R, i=0,...,m are convex differentiable functions,

U={ueR |u;>0 VjeJ},JC{l,... 1} (11.11)

Then we can define the Lagrange function associated to problem (11.9) —
(11.11) as follows:

L(u,v) = fo(u) + Y _ vifi(u). (11.12)
i=1

To obtain the relationships between problems (11.9) — (11.11) and (11.7),
(11.12), we need certain constraint qualification conditions. Namely, con-
sider the following assumption.

(C) Either all the functions f;, i = 1,...,m are affine, or there exists
a point u € U such that f;(u) <0 foralli=1,...,m.
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Proposition 11.5. (Karush-Kuhn-Tucker; e.g. see Nikaido (1968), Chap-
ter 1, Theorems 3.16 and 3.17)

(i) If (u*,v*) is a saddle point of the function L in (11.12) with V = R,
then u* is a solution to problem (11.9) — (11.11).

(i) If u* is a solution to problem (11.9) — (11.11) and condition (C)
holds, then there exists a point v* € V =R such that (u*,v*) is a solution
to the saddle point problem (11.7), (11.12).

By using Corollary 11.1, we now see that optimization problem (11.9) —
(11.11) can be replaced by VI (11.1) (or equivalently, by CP (11.2) since X
is a convex cone), where X = U XV, V =R7, f(u) = (fi(u),..., fm(u)T,
and

_ Vfo(u) + Z:il me, (u)
G(x) = ( i ) (11.13)

with G being monotone; see Corollary 11.3.

Similarly, we can convert VI with functional constraints into VI (or CP)
with simple constraints. Let us consider the following problem of finding
u* € D such that

(w—u)TF(u*) >0 VYueD, (11.14)

where F : R — R! is a continuous mapping, D is the same as in (11.10),
(11.11).

Proposition 11.6. (i) If * = (u*,v*) is a solution to (11.1) with

X=UxV,V= Ril,F .
G(z) = Glu,v) = ( (u) + Xj}:@;fﬁfi(u) ) , (11.15)

then u* is a solution to problem (11.14), (11.10), (11.11).

(i) If condition (C) holds and u* is a solution to problem (11.14),
(11.10), (11.11), then there exists a point v* € V =R such that (u*,v*)
is a solution to (11.1), (11.15).

Proof. (i) Let (u*,v*) be a solution to (11.1), (11.15), or equivalently, to
the following system:

(u—u*)T[F(u*)—i—iv;‘Vﬂ(u*)]20 Yu e U, 16
(- o[~ f@w)] >0 VoeV =R (11.16)
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The last relation implies u* € D and [f(u*)]Tv* = 0, so that, using the
first relation in (11.16) and Proposition 11.4, we have
0 < (u—u")"Fu)+> v (fi(u) = fi(u"))
i=1
< (u—u")TF(u*) Yue D,

i.e., u* is a solution to problem (11.14), (11.10), (11.11).
(ii) If w* is a solution to problem (11.14), (11.10), (11.11), it is a solution
to the following convex optimization problem

min — {u’ F(u*) | u € D},

and due to Proposition 11.5 (ii), there exists a point v* € V' = R such that
(u*,v*) is a saddle point of the function L(u,v) = u” F(u*)+ 31", v fi(u).
Now the left inequality in (11.7) with L = L implies the second inequality
in (11.16), whereas the right inequality in (11.7) with L = L implies that
u* is a solution to the following convex optimization problem:

min — {ul F(u*) + vaf,-(u) | ue U},
i=1

which is equivalent to the first relation in (11.16) due to Theorem 11.1.
Therefore, (u*,v*) is a solution to (11.1), (11.15). O

We can specialize the above results for various kinds of constraints. For
instance, we establish similar results for the case when all the constraint
functions are affine. Let us consider the problem of finding u* € D = DB
such that

(u—u)T'F(u*) >0 YueD, (11.17)

where F': R — R! is a continuous mapping, D is the same as in (11.10),
(11.11),

B={uecR |hu)=0 i=1,...,k}, (11.18)
hi:R' - R, i=1,...,k are continuous functions.

Proposition 11.7. Suppose f; and h; are affine, i.e. f;(u) = (a*)Tu — oy
fori=1,....m, and h;(u) = (b)Tu—B; fori=1,... k.
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(i) If z* = (u*,v*,w*) is a solution to (11.1) with
X = UxR} xR,
G(z) = G(u,v,w) (11.19)
F(u) + Y via’ + Z?:l w;b’
= —f(u) ;
—h(u)

h(u) = (hi(u),..., hi(u))T, then u* is a solution to problem (11.17),
(11.18), (11.10), (11.11).

(i) If u* is a solution to problem (11.17), (11.18), (11.10), (11.11),
then there exist points v* € R and w* € R* such that (u*,v*,w*) is a
solution to (11.1), (11.19).

This result can be deduced rather easily from Proposition 11.6.
Exercise 11.1. Prove the assertion of Proposition 11.7.

These results can be extended in several directions. Together with the
saddle point problem and the problem of solving a zero-sum two-person
game we can consider the general case of an m-person noncooperative game.
Recall that such a game consists of m players, each of which has a strategy
set X; C R™ and a utility function f; : X — R, where

X=X x...xX,,.

A point z* = (uf,...,u},)T € X is said to be a Nash equilibrium point for
this game, if
f’i(uy{7 ER UZ{717'UIL', ur+1’ e ’utn) S fz('r*) (1120)

Vo, € Xiyt=1,...,m;
see e.g. Aubin (1998). Set

\I’(I’,y) = — Zfi(ul, e ,ui_l,vi,ui_,_l, e ,um), (1121)
=1
z=(ut,...,um) y = (vi,...,0m)7,

m
with n = Y n; and
i=1

P(z,y) = ¥(z,y) — ¥(z,2), (11.22)
then the Nash equilibrium problem (11.20) becomes equivalent to the gen-

eral equilibrium problem (EP for short) which is the problem of finding a
point z* € X such that

d(z*,y) >0 VyeX. (11.23)
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Exercise 11.2. Prove the equivalence of problems (11.21) — (11.23) and
(11.20).

Let us define the mapping G : R® — R"™ as follows:
G(z) = Vy®(z,y)|

From Theorem 11.1 we also obtain the equivalence result.

(11.24)

y=z '

Corollary 11.2. Suppose that ®(xz,x) = 0 and ®(z,-) is conver and dif-
ferentiable for each x € X. Then problems (11.23) and (11.1), (11.24) are
equivalent.

So, the Nash equilibrium problem can be replaced with a suitable VI.
We now give a sufficient condition for monotonicity of the mapping G
defined in (11.24), which is due to R.T. Rockafellar and S.P. Uryas’yev.

Proposition 11.8. Let & : R® x R"™ — R be a bifunction such that
O(x,x) =0 for every x € X. Suppose that ®(x,-) and —P(-,y) are convex
and differentiable for all x,y € X. If G is defined by (11.24), then it is

monotone on X.

Proof. Fix xz,y € X. Take any a € (0,1) and set o, = ax+ (1 — a)y. It is
clear that z, € X since X is convex. Due to concavity of ®(-, z,), we have

0=®(zq,2a) 2 a®(z,20) + (1 — @) ®(y, za)
or equivalently,
al[®(z,zq) = ®(z,2)] < (1 - ) [2(y,y) — (Y, 2a)] - (11.25)
On the other hand, by definition and Proposition 11.4, we obtain
O(z,20) — O(x,7) > (4 — )T G(2)

and
Oy, wa) = D(y,y) = (za —y) G(y).
Using these inequalities together with (11.25) yields
oz, — )T G(x) a[®(z,xq) — P(z, )]
(1 - Oé) [(I)(yv ) - (D(yvxa)}
(1-a)y —za)"G(y).
Since o, — 2= (1 —a)(y — ) and y — x4 = a(y — x), it follows that
a(l —a)(y —2)"G(z) < a(l - a)(y — 2)"G(y),

or equivalently,

INIA A

(y — 2)"[G(y) - G(2)] = 0.

Hence, G is monotone on X. O
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It is clear that the saddle point problem (11.7) is a particular case of
EP (11.23) if we set

q)(mvy) = L(U/,'U) - L(u,v/),x = (U,U)T,y = (u/avl)T'

If L: R xR™ — R is (strictly, strongly) convex in u and (strictly, strongly)
concave in v, then the bifunction ® will be (strictly, strongly) concave-
convex. It means that Corollary 11.1 may be deduced from Corollary 11.2.
Moreover, we obtain easily the monotonicity of the mapping G in (11.8)
associated with the saddle point problem.

Corollary 11.3. If L : R! x R™ — R is a differentiable convex-concave
bifunction, then the mapping G in (11.8) is monotone.

It follows that G in (11.13) is monotone, if f; : R' —= R, i =0,...,m
are convex differentiable functions.

Let us now consider another generalization of the primal-dual system
(11.1), (11.15), or equivalently, (11.16), where U is defined in (11.11), and
V' is a convex closed subset of R’?. The problem is to find a pair (uv*,v*) €
U x V such that

(u— )T [F (u >+Z§L:v Vhiu)] >0 Vuel,
)= F(u*)

(v—v)Tbw*) = f(u*)] >0 Yvev, (11.26)

where b : R — R™ is a continuous mapping. It is equivalent to VI (11.1)
with X =U x V,

G(z) = G(u,v) = < Fw) ;r(%zi}?(}gf”(“) > : (11.27)

Proposition 11.9. Suppose that f; : Rb — R, i = 1,...,m are conver
differentiable functions. If the mappings F : U — R! and b:V — R™ are
(strictly, strongly) monotone, then the mapping G in (11.27) is (strictly,
strongly) monotone on X =U x V.

Proof. Choose arbitrary points = (u,v) € X and y = (v/,v") € X. Then
(z = y)T[G(z) = Gy)] = (u— )" [F(u) — F(u)]

(u—u) ZUZsz ZUVfZ

+(v—v )T[b(’v) —b(v)] + (v — ) [f (') = f(u)).
By Proposition 11.4, we obtain

(u—u/)TVfi( ) > fi(u) — fi(u')
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and
(u—u)TVfi(u') < filu) = fid),
Therefore,
(@ —y)'[G(x) - CGy)] = (u—u)[F(u) - Fu)]
(v — )T b(v) — ()],
and monotonicity of G follows from monotonicity of F' and b. The (strict,
strong) monotonicity of G can be deduced similarly. O

Note that we have also a monotonicity criterion for G in (11.15) if we
set b(v) =0 in (11.27).
Exercise 11.3. Prove the assertion of Proposition 11.9 for the strictly and

strongly monotone cases.

It follows from Proposition 11.6 that this problem also solves (11.16),
(11.11) with perturbations of the right-hand side of constraints, i.e. it
depends on the optimal value of the dual variables.

Proposition 11.10. Ifz* = (u*,v*) is a solution to (11.16), (11.11) with
V =R, then u* is a solution to the problem of finding u* € D such that

(u—u)"Fu*) >0 YueD, (11.28)

D={uelU]| fi(u) <b(w*) i=1,...,m},
U is the same as in (11.11).

By definition, problem (11.28) belongs to so-called implicit VI’s. Under
certain additional assumptions, it can be converted into a saddle point
problem. In fact, let us consider problem (11.7) where

L(u,v) = fo(u) + Zvifi(“) —p(v) (11.29)

and suppose that F'(u) = V fo(u), b(v) = Ve(v) and that ¢ : R — R and
fi:RE—=R,i=0,...,m are convex differentiable functions.

Exercise 11.4. Show that the saddle point problem (11.7), (11.29) is
equivalent to the system (11.26), (11.11) with F(u) = Vfo(u), b(v) =
V(v) under the above assumptions.

The main motivation for studying this extended primal-dual system
(11.26), (11.11) stems from the fact that it contains formulations of many
equilibrium type problems described in Part I. However, this problem may
be investigated as a usual VI and both the theory and solution methods of
VT’s are applicable for all these equilibrium problems.
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11.2 Existence and uniqueness results

Most existence results of solutions for VI’s are proved by using various
fixed-point theorems. We will also use the famous Brouwer fixed-point
theorem; e.g. see Nikaido (1968), Chapter 1, Theorem 4.3.

Proposition 11.11. Every continuous mapping T which maps a nonempty
convex and compact set X into itself has a fixed point.

In order to apply this result to VI's we need several properties of the
projection mapping. Given a point z and a set X in E, we denote by mx (z)
the projection of x onto X:

mx(x) € X, ||z — 7mx (2)|| = min ||z — y]|.
yeX

Proposition 11.12. Suppose Y is a nonempty convex closed set in E, and
x 15 an arbitrary point in E. Then:

(i) There exists the unique projection p = my (x) of any point x onto
the set Y.

(i) A point p € Y is a projection of x onto Y if and only if

(p—2)"(y—p) >0 VyeY. (11.30)
(#ii) The projection mapping Ty (+) is non-expansive and

(@ — ') [my (2") — my (a')]

> |y () — 7y ()2 Ve',a" € E. (11.31)

Proof. Tt is clear that the point p = 7y (x) is a solution of the following
convex optimization problem:

min — {p(y) | y € Y},

where ¢(y) = 0.5|ly —z||?>. Due to Theorem 11.1, this problem is equivalent
to the variational inequality (11.30), i.e., assertion (ii) holds. Moreover, this
problem is equivalent to the following optimization problem:

min — {p(y) |y €Y, |ly — z| <},

Where
] f > “.
r> ly||y Jj” 5

which is solvable due to the well-known Weierstrass theorem. Take arbi-
trary points 2/, 2/ € F and set p’ = 7y (a'), p” = my(2”). Applying (11.30)
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withx =2/, p=p', y =p"” and with x = 2", p=p”, y = p/, respectively,
gives

P =) —1p)>0
and

(p// _ I/,)T(p, _p//) > 0.

Adding these inequalities and applying the Cauchy-Schwarz inequality, we
obtain

(p// 7p/)T(pl/ 7pl) S (.’EI/ _ x/)T(p// 7p/) g ||IE,/ _ 93/””1)// *P/H,
i.e., (11.31) holds, moreover,
I = o/l < o = o/

Therefore, the mapping 7y (+) is non-expansive. This property yields the
uniqueness of the projection, i.e. assertion (i) is also true. O

Note that assertion (iii) implies that the mapping 7y () is continuous.
We now obtain an equivalent fixed-point formulation of VI (11.1).

Proposition 11.13. Let X be a nonempty, closed and convex subset of a
finite - dimensional Euclidean space E. A point z* € X solves VI (11.1)
if and only if

¥ =7x[z* — 0G(z")] (11.32)
for some 6 > 0.

Proof. If (11.32) holds, then, applying (11.30) with p = z*, z = z* —
0G(z*), and X =Y, gives

(¢" = [2" = 0G(="))T(y —2") 20 VyeX,

hence z* € X*. Conversely, let * € X*, but z* # & = nx(z* — 0G(z")).
Using (11.30) with p = %, x = 2* — 0G(x*), y = 2*, and Y = X, we have

(& — [o" = 0G (@) (2" — &) > 0,

or
(@ =) "0G(")] < —[7 — 2| <0,

ie. z* ¢ X* a contradiction. O

We are now ready to establish an existence result for VI (11.1) by simple
combining Propositions 11.11 and 11.13.
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Theorem 11.2. Let X be a nonempty, conver and compact subset of a
finite - dimensional Fuclidean space E and let G : X — E be a continuous
mapping. Then VI (11.1) is solvable.

For obtaining existence results on unbounded sets, we have to utilize a
coercivity condition.

Theorem 11.3. Let X be a nonempty, conver and closed subset of a finite
- dimensional Fuclidean space E and let G : X — FE be a continuous
mapping. Suppose that there exists a monempty bounded subset Y of X
such that for every x € X\Y there isy € Y with

(x —y)TG(z) > 0.
Then VI (11.1) has a solution.

Proof. Tt suffices to consider only the unbounded case. Let B, denote the
closed ball (under the norm) of E with center at 0 and radius r > 0.
Choose r large enough so that r > ||y| for every y € Y. Then Theorem
11.2 guarantees the existence of a solution x, € X N B, for the following
VI:

(z—2.)TG(z,) >0 Vze XNB,.

Moreover, we must have ||z,|| < r due to the coercivity condition. Take
an arbitrary € X. Then there exists € > 0 small enough such that
x, +e(x —x,) € X N B,. It follows that

[z, +e(x — z,) — 2]  G(x,) > 0.
Dividing € on both sides of the above inequality, we obtain
(x —z,.)TG(x,) >0,
which shows that .. is the solution to VI (11.1) and the result follows. O

In general, VI can have more than one solution. We now recall a simple
condition which provide the uniqueness of a solution for VI (11.1).

Proposition 11.14. If G is strictly monotone, then VI (11.1) has at most
one solution.

Proof. Suppose that there exist at least two solutions z’ and x” of VI
(11.1). Then, by definition,

(x// _ {L'I)TG(.’E/) Z 0
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and
(x/ _ x//)TG(x//) > 0.

Adding these inequalities gives
(" — 2)T[G(z") — G(2")] > 0.
Since G is strictly monotone, it follows that =’ = x”. O

Monotonicity properties enable us to specialize coercivity conditions.
For instance, the strong monotonicity provides the existence and unique-
ness result.

Theorem 11.4. Let X be a nonempty, convexr and closed subset of a finite
- dimensional Euclidean space E and let G : X — E be a strongly monotone
and continuous mapping. Then VI (11.1) has a unique solution.

Proof. Due to Proposition 11.14 and Theorem 11.2, it suffices to show that
VI (11.1) is solvable if X is unbounded. Fix a point & € X. Then, for each
x € X, we have

(x — JE)TG(:B) > (z— :TU)TG(a?) + 7l — 9~c||2 — 400

as ||z — Z||* — +oo. Therefore, the coercivity condition in Theorem 11.3
holds, i.e. VI (11.1) is solvable. O

In view of Theorem 11.1 and Proposition 11.3, the above properties
yield similar existence and uniqueness results for the optimization problem
(11.5) where f is differentiable and strictly (strongly) convex. However,
these results remain valid without differentiability.

Proposition 11.15. Let X be a nonempty, conver and closed subset of a
finite - dimensional Euclidean space E.
(i) If f : X — R is strictly convex, then (11.5) has at most one solution.
(i) If f : X — R is strongly convex and continuous, then (11.5) has a
unique solution.

Proof. In case (i), suppose that there exist at least two distinct solutions o’
and z” of (11.5). Then f(z') = f(2”) = f*, and, by setting £ = 0.5(z’ +a")
and using the strict convexity, we have

f(#) <05f(2) +0.5f(2") = f7,

which is a contradiction.
In case (ii), it suffices to show that (11.5) is solvable in the case when
X is unbounded because of (i). Fix z € X and take an arbitrary sequence
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{x*} C X such that ||z¥|| — oo as k — oo. Set 2 = apa® + (1 — ay)z with
ap = ||z* — z|| 7%, then ||2¥ — 2|| = 1 and f(2*) — f(2) > v > —o0 because
of continuity of f. Since f is strongly convex, we have

F(5) < arf(ah) + (1= ar) f(2) = 0.5ak(1 — ap)rla® — 2|

a F(ER) = f(2)] +0.5(1 — ag) T
oty +0.5(1 — ag)rag 2 — +oo

=

8

e

!

=

N

S~—"

IV IV

as k — oo. It follows that the level set
Liz)={re X | f(z) < f(2)}

is bounded. The existence of a solution of (11.5) follows from the Weier-
strass theorem. This proves assertion (ii). O
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Chapter 12

Applications

In this chapter, we consider applications of the theory of variational in-
equalities from the previous chapter to equilibrium models described in
Part 1.

12.1 Cassel-Wald equilibrium models

The model was described in Section 5.1. Recall that the corresponding
economic system deals in n commodities and m pure factors of production.
Let ¢, denote the price of the k-th commodity, b; the total inventory of
the i-th factor, and a;; the consumption rate of the i-th factor which is
required for producing one unit of the j-th commodity. Also, let z; denote
the output of the j-th commodity. Set ¢ = (c1,...,¢,)T, 2 = (z1,...,2,)T
b= (b1,...,bn)T, and A = (a;;)mxn and assume that prices are dependent
of outputs, i.e. there exists a mapping ¢ : R’} — R’'. Then (see (5.2)), the
equilibrium point solves VI: Find z* € D such that

)

(z* —z)Te(x*) >0 VreD, (12.1)

where
D={zeR"| Az < b,z > 0}.

It means that the optimal outputs yield the maximal value of income sub-
ject to resource constraints when the prices are fixed at these outputs.
Clearly, (12.1) is a particular case of VI (11.1). Moreover, the set D is
clearly convex and closed. Also, it is nonempty if A and b contain only
non-negative entries.

Exercise 12.1. Prove that D is bounded if A and b contain only non-
negative entries and there is no zero column in A.

149
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Then D is nonempty, convex, and compact, and, due to Theorem 11.1,
VI (12.1) is solvable if ¢ is continuous.

Also, we can write the optimality condition for (12.1) in the form of a
system of primal-dual VIs: Find z* > 0 and p* > 0 such that

(z* —z)Te(x*) + (Az — Az*)Tp* >0 Va > 0;

(p—pH)T(b—Az*) >0 Vp>0; (12.2)

or equivalently, in the form of a system of CPs (see (5.1)). Here p =
(p1,...,pm)T is the vector of factors prices. Due to Proposition 11.6, we
conclude that solvability of (12.1) implies the solvability of (12.2), more-
over, p* then gives the equilibrium factor prices.

It is rather natural to suppose that increase of outputs (supply) leads
to decrease of prices. It means that the mapping —c will be monotone
in general and even its strengthened monotonicity properties may be de-
rived. As to the primal-dual VI (12.2), its cost mapping then may be only
monotone because b is constant; see Proposition 11.9. Thus, the general
theory appears useful for the Cassel-Wald models.

12.2 Walrasian equilibrium models and their
modifications

Let us now consider economic models based on equilibrium relations be-
tween supply and demand depending on prices. Such models were sug-
gested by L. Walras and are usually formulated as CP; see (5.3). More
precisely, the economy with perfect competition deals in n commodities.
Given a price vector p = (p1,...,p,)" € R%, the producers (sectors) deter-
mine their total supply S(p) € R™, whereas the consumers determine their
total demand D(p) € R™. For simplicity, both the mappings S and D are
supposed to be single-valued. Then we can define the excess demand

Recall that a vector p* is said to be an equilibrium price if it satisfies the
following conditions:

p*ERY, —Ep)eR}, (p)TE(@P*)=0; (12.3)

which obviously coincide with the usual CP with the cost mapping G = —F
and the basic cone X = R’; see (11.2).  Due to Proposition 7.1, it is
equivalent to the following VI: Find p* € R} such that

(P —p)"E(P*) >0 VpeR:. (12.4)
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Observe that many popular Walrasian type equilibrium models utilize order
monotonicity properties, some of them were presented in Part II. Moreover,
their excess demand mapping does not possess the continuity properties
over the set R’ ; this causes the necessity of developing certain special
techniques for their substantiation; see e.g. Arrow and Hahn (1971), Mor-
ishima (1964), and Nikaido (1968). Nevertheless, we intend to first present
examples of some other models that admit the techniques presented in
Chapter 11.

Let us consider the supply mapping. Usually, the supply of a sepa-
rate producer is represented as a solution set of the following optimization
problem:

max — pTy (12.5)

subject to
yey,

where Y is the technology set, which is assumed to be nonempty, convex,
and compact. Then problem (12.5) is solvable, but we introduce an addi-
tional condition, which ensures the uniqueness of its solution, for the sake
of simplicity of exposition.

The set Y is said to be strictly conver, if for each pair of points z,y € Y
and for each number « € (0,1), the point ax + (1 — )y lies in int Y.

Proposition 12.1. If the set Y is nonempty, strictly conver and compact
and p # 0, then (12.5) has a unique solution.

Exercise 12.2. Prove the assertion of Proposition 12.1.
Moreover, then the supply mapping possesses other useful properties.

Proposition 12.2. If the set Y is nonempty, strictly convex and compact,
then the supply mapping p — y(p) is continuous, positively homogeneous of
degree 0, and monotone on R’} \ {0}.

Exercise 12.3. Prove the assertion of Proposition 12.2.

Observe that the mapping p — y(p) maintains in fact certain basic
useful properties at 0, but it simply becomes multi-valued. Since all the
properties given in Propositions 12.1 and 12.2 are additive, they remain
the same for the arbitrary number of producers, hence the total supply
mapping p — S(p) will possess these properties.

We now consider similar properties of demand. Each consumer’s de-
mand may be represented as a mapping p — x(p), where z(p) solves the
optimization problem

max — p(z) (12.6)
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subject to
ple<wzeX;

where ¢ is the utility function, X is a convex cone representing the set
of possible collections of commodities, and w > 0 is the value of his/her
budget, which is assumed to be fixed. Then we have a useful representa-
tion of the demand mapping; its substantiation is taken from the book by
Polterovich (1990), Chapter 3, Lemma 1.

Lemma 12.1. Suppose that

(a) ¢ : X — R is positively homogeneous of degree o > 0;

(b) there is © € X such that p(x) > 0.

Then, the point x(p) solves problem (12.6) if and only if it solves the
problem

max — = In o(x) —pla (12.7)
a

subject to
z e X.

Proof. From condition (a) it follows that p”x(p) = w. Suppose that there
exists a point € X such that f(Z) > f(z(p)), where f(z) = £Inp(z) —
pTx. Then p(Z) > 0, hence p”'Z > 0, otherwise the cost function in (12.6)
is not bounded above. Set y(7) = Ta(p) for 7 > 0, then the function

Fu@) = i) - ()
= wlnt+ glmp(x(p)) —Tw
attains its maximum at 7 = 1. Hence,
F@) > f[w'p" @)z (p)]
which is equivalent to
¢ [wp"2)7'7] > p(2(p)),
thus contradicting the definition of x(p), since the point y = w(p?’2) ™12

satisfies all the constraints of problem (12.6). Conversely, let Z solve prob-
lem (12.7). If pT'% < 0, then each point 77 is feasible if 7 > 0 and

JrE) = Zhnfrop@)] -’

= wlnt+ Elncp(fé) —7plE — +oo
a
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as 7 — 400, thus contradicting the fact that it attains its maximum at
7 = 1. Hence, pT# > 0, but the above expression attains its unique
maximum at 7 = w/p’ % and we obtain p’# = w. Take any x such that
pTx <w,z € X. Then

f@) = Smp@) —w > @) 2 “hp@) - w.

If o(x) > 0, then ¢(Z) > (). This means that & is a solution of (12.6).
Therefore, the assertion is true. O

This property yields the monotonicity of the mapping p — —z(p).

Proposition 12.3. If the assumptions of Lemma 12.1 are fulfilled and ¢
is strictly convezx, then the mapping p — —x(p) defined by (12.6) is single-
valued and monotone.

Proof. Note that strict convexity of ¢ ensures the uniqueness of a solution
for (12.6). Take any p’,p” € R%} and set 2’ = z(p’), 2" = x(p”). Then, by
Lemma 12.1, we have

w w

—lnp(z) = (p) 72" > = Inp(a") - ()" 2"

@ @
and w w

hadl hlgO(l‘”) _ (p”)TZ‘N Z el 1n<p(a:’) _ (p”)Tx’.

@ «a
Adding these inequalities yields

W'~ p) (" ") 20,

i.e., the mapping p — —z(p) is monotone. O

Exercise 12.4. Prove that the mapping p — x(p) is continuous on R’} \

{0}

Again, since these properties are additive, they are the same for each
finite number of consumers and the total demand mapping p — D(p) will
also possess these properties. Therefore, the mapping p — —FE(p) will
be continuous and monotone on R \ {0}. In general, it is sufficient for
applying the results of Chapter 11 to this equilibrium model. However,
in order to provide the correctness of such a result, we should somewhat
modify the basic problem. In fact, instead of CP (12.3) or VI (12.4) we
then introduce the slightly modified VI: Find p* € P such that

(P —p)"E@)>0 VpeP, (12.8)
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where
P={peR"|p;>p,>0 fori=1,...,n}.

Thus, we obtain an equilibrium model with lower positive restrictions on
prices; see also Sections 8.2 and 10.1. Then the cost mapping becomes
well-defined, monotone and continuous over the feasible set.

There exist some other models of supply and demand which differ from
those in (12.5) and (12.6). For instance, another demand mapping is pre-
sented in extended Scarf’s equilibrium model described in Section 5.2; see
(5.5) and (5.6). The equilibrium in this model is represented by a pair
(p*, x*) such that

p* ZO,T+ATI*—D(p*) 207
0

(»*)"[r + AT2* — D(p*)] = 0; (12.9)

a* > 0,¢(z*) — Ap* > 0, (2)T[e(z*) — Ap*] = 0
where © = (z1,...,2;)7 is the activity level vector of [ producers, the j-
th row a’ of the | x n technology matrix A gives the output of the j-th
producer with the unit activity level, c(z) = (ci(z1),...,c(x;))T is the
marginal cost vector of producers, and r = (ry,...,7,)T > 0 is the total

endowment vector of consumers. It means that the supply is defined by
S(p) = ATa +r,

and that the third row in (12.9) gives the optimal levels of activity under
the prices p*, whereas the first and second rows in (12.9) represent a spe-
cialization of the equilibrium conditions (12.3). Since (12.9) is a system
of CPs, it can be equivalently rewritten as the system of VIs: Find a pair
(p*,z*) € R x RY such that

(p—p")'[r—Dp*)+AT2*] >0 VpeRY,

(x —2*)T[e(z*) — Ap*] > 0, Vo cRL; (12.10)

which is clearly a particular case of the extended primal-dual VI (11.26);
see also (4.11). Note that the case of zero marginal cost used in the initial
model also leads to positive homogeneity of degree 0 of supply.

By construction, the marginal cost mapping ¢(z) is monotone and di-
agonal, i.e. there exists a continuous convex function

l
flx) = ij(xj) with  fi(z;) = cj(x;);

see also (5.4). Next, if we suppose that behavior of consumers is represented
by the model (12.6) with fixed budgets, then, by Proposition 12.3, the map-
ping —D(p) is monotone and in fact the gradientmap of a convex function
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¥ (p). By Proposition 11.9, system (12.10) is then a monotone VI, and it is
also equivalent to the saddle point problem: Find (p*,z*) € R? x R such
that

L(p*,x) < L(p*,a*) < L(p,z*) Vp e R}, Ve e R,

where
L(p, CL’) = er + w(P) + Az — f(CL'),

which is convex-concave. If the model involves additional restrictions on
prices and activity levels (see (12.8)), then they can be handled easily by
replacing R’} and Rﬁr with the corresponding feasible sets P C R’} and
X C Rﬂ_. Thus, most results of the general theory can be applied to this
model.

It has been mentioned that the extended Scarf model is written as the
primal-dual system (4.11) or (4.12), which is a particular case of the sys-
tem (11.26) with the affine constraint functions. Therefore, all the models
formulated as system (4.11): Find a pair (z*,y*) such that

z* >0, y* =20
ATy* —c(x*) >0, b(y*) — Az* > 0; (12.11)
(@) ATy —e(@)] =0, (y)"[b(y") — Az*] = 0;

can be investigated and solved by using the results of Chapter 11. Several
examples of such models are given in Part I. They include all the spatial
price equilibrium models from Section 5.3 and the multicommodity formu-
lation of the network equilibrium model from Section 6.1.

Let us now consider some other economic equilibrium model which
seems intermediate between Cassel-Wald and Scarf ones; such kinds of
models can be found in the books by Ahn (1979) and by Arrow, Hurwicz,
and Uzawa (1958), Chapter 15. The model describes an n-commodity mar-
ket and includes consumption and production with linear technology. The
consumption sector is described by its demand mapping d : R} — R™.
The production sector is described with the help of the m x [ industry con-
sumption matrix A and n x [ industry output matrix @Q; i.e. it is similar to
that in the model from Section 3.2. It means that, given an activity levels
vector of technologies = (x1,...,2;)T, the resource consumption is Az
and the output is Qx. Moreover, if ¢ = (c1,...,¢)T is the costs of unit
level technologies, the total cost is given by ¢’ 2. Therefore, the model can
be rewritten as the implicit optimization problem:

min — ¢’z (12.12)
subject to

Az < b,
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where b € R™ is the vector of resource endowments, p* € R’} is the (un-
known) price equilibrium vector. This means that the production sector
seeks to the optimal plan of activity levels, which minimizes pure produc-
tion expenses subject to resource constraints so that the supply values can
not be less than the equilibrium demand ones. To make the sense of this
problem more explicit, we fix p* temporarily, i.e. set d = d(p*). Then
(12.12) becomes a linear programming problem. By using the optimality
conditions for this problem (see Theorems 4.3 and 4.4), we see that (12.12)
is then equivalent to the problem of finding (z*,u*,v*) € R™ x R™ x R™
such that

¥ >0,c+ ATu* —QTv* >0, (") (c+ ATu* — QTv*) = 0;

u* >0,b— Az* >0, (u*)" (b — Az*) = 0; (12.13)

v* >0,Qz* —d>0,(v")T(Qz* —d) = 0;
with adding the equilibrium condition p* = v* and d = d(p*). If we set
¢ = ¢ — QTv*, the same optimality conditions imply that the first and
second rows in (12.13) are equivalent to the optimization problem

min — & x
subject to
Az < b,x > 0;

or equivalently,
(x— 29 (c—Q"v*) >0 VreD,
where
D={zeR} | Az <b}. (12.14)

In this problem, the production sector simply minimizes its total loss sub-
ject to the resource constraints. Moreover, since Qz* = S(p*) is the indus-
trial demand, the third row in (12.13) is nothing but the usual equilibrium
conditions (12.3). Combining all these properties, we conclude that the ini-
tial model is written as the system of VI’s: Find a pair (p*,z*) € R} x D
such that

(p—p)T(Qz* —d(p*)) >0 VpeRY,
(x—2)(c—QTp") >0 Ve D; (12.15)

which is also a particular case of the system (11.26).
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12.3 Existence results in Walrasian equilibrium
models

We now return to the problem of establishing existence results in economic
equilibrium models formulated as CP (12.3) in the case when the excess
demand mapping F does not possess continuity properties on R7}. In sev-
eral previous models, F is not defined at 0, in some other models, described
in Chapters 8 and 10, it is not defined on the boundary of R}. Then we
can not apply directly the results of Chapter 11. However, under certain
natural assumptions, these results may be adjusted to CP (12.3) without
continuity on R’ .
Our considerations are based on the following simple property.

Lemma 12.2. Suppose that
(a) E : R} \ {0} — R™ is positively homogeneous of degree 0, i.e.
E(Ap) = E(p) for all A >0 and p € R \ {0}.
(b) The Walras law holds, i.e.
pE(p) =0 VpeRY\ {0},
Then CP (12.3) is equivalent to the following VI: Find p* € Q such that

(P —p)"E@P)>0 Vpeq, (12.16)

where

Q={p€Ri

i=1

in the sense that Q* = P*(Q, where P* and Q* denote the solution sets
of CP (12.83) and VI (12.16), respectively.

Proof. Let p* # 0 solve CP (12.3), then p = (>_ p;)~!p* € Q and is also a
i=1

solution of CP (12.3), hence it solves VI (12.4) due to Proposition 7.1. We
see that p also solves (12.16) and P*(Q C Q*. Conversely, if p* solves
(12.16), then (b) yields

pTE(P) <0 VpeQ.
Denote by e’ the i-th coordinate vector in R”, i.e.
1 =]
T 00 if g
Then, setting p to be e!, we obtain E;(p*) <0 for i = 1,...,n. Therefore
p* solves CP (12.3) and Q* C P*(N Q. O
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Observe that both conditions (a) and (b) are usual for most Walrasian
equilibrium models presented in Parts I and II.

Theorem 12.1. Suppose that the excess demand mapping E : R \ {0} —
R™ is continuous on R’} \{0}, positive homogeneous of degree 0, and satisfies
the Walras law. Then CP (12.3) has a solution.

Proof. From Theorem 11.2 it follows that VI (12.16) is solvable, but Lemma
12.2 shows that each its solution also solves CP (12.3), as desired. O

We now consider the case when E is undefined on the boundary of R}.

Theorem 12.2. Suppose that the excess demand mapping E : Rt — R" is
continuous and positive homogeneous of degree 0 on ntR" , and the Walras
law holds on intR"}. Suppose also that, for any sequence {p*} C intR’}
converging to p, it holds that

oky ) — o0 if pi=0,
E’(p){20>—oo if p;i >0,

as k — oo. Then CP (12.3) has a solution, which also solves the problem
E(p*) =0, p* > 0. (12.17)

Proof. For any p > 0, set

Qo={peQl|pi>p fori=1,...,n}.

Then E is continuous on @, and the problem of finding p(p) € @, such
that

(p(p) —p)"E(p(p)) =0 VpeEQ, (12.18)

has a solution due to Theorem 11.2. We proceed to show that there exists
p’ > 0 small enough such that p;(p’) > p’ for i = 1,...,n. On the contrary,
suppose that {¢"} — ¢’ € Q\ intR" where ¢* = p(p;,) for some sequence
{px} — 0. Then we take p = (1,...,1)T and (12.18) together with the
Walras law yield

a contradiction. Set p* = p(p’) and choose an arbitrary point p € Q. If
p € Qp, then (12.16) holds. If p ¢ Q,, there exists u € (0,1) such that
up+ (1 — p)p* € Q, and (12.18) now gives

" —up — (1 — p)p*]" E(p*) >0,
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B (p* —p)"E(p*) > 0.

It means that p* solves VI (12.16), hence it solves CP (12.3), which is proved
along the lines of the second part of Lemma 12.2. However, p* € intR"!
and (12.3) now implies (12.17). O

Observe that many price equilibrium models described in Sections 8.2,
8.3, and 10.1, satisfy the above conditions.

12.4 Imperfect competition models

This model given in Section 5.4 describes an oligopolistic market involving
n firms supplying a homogeneous product and represents a non-cooperative
game, where the i-th player has the strategy set R and the utility function

fi(z) = zip(oz) — hi(zs), (12.19)

where © = (x1,...,2,), x; is the supply of the i-th firm, h; : Ry — R is
the cost function, p : Ry — R is the inverse demand (or price) function of

n
the market, and o, = > x; is the total supply in the market.

This problem is reélui:ed to the equivalent VI under rather general as-
sumptions; see Theorem 10.2 and Corollary 11.2. This is the case if the
i-th firm profit function f; is concave in x; for ¢ = 1,...,n. In order to
satisfy this condition we can suppose that the cost functions h; are con-
vex, the inverse demand function p is non-increasing, and that the industry
revenue function p(o) = op(o) is concave on Ry ; see Lemma 10.1. Under
the corresponding differentiability conditions on the functions p and h;, the
equivalent CP (9.2) (or VI) has the cost mapping G : R} — R™ defined by

Gi(z) = h(z;) —ploz) —xip'(02), i=1,...,m; (12.20)

see (10.9). In Section 10.2, various existence and uniqueness results for the
oligopolistic equilibrium problem were obtained by using order monotonic-
ity properties of the mapping G. They remain valid if there exist lower and
upper bounds for output levels, then each i-th player strategy set is the
segment [ay;, ;] with 0 < a; < 3; < 400 for i = 1,...,n and, by Corollary
11.2, the equilibrium problem becomes equivalent to VI (11.1), (12.20),
where the feasible set X is given in (7.4), or to MCP (see Proposition
7.2). However, the applied problem may contain additional restrictions on
outputs, which leads to more general VI (11.1), (12.20), where the order
monotonicity properties are not sufficient in general. For this reason, we
intend to investigate the usual monotonicity properties of the mapping G
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in (12.20). By definition, G is also defined by formula (11.24) where the
bifunction ® is defined by (11.21), (11.22), and (12.19). Therefore, we can
deduce the monotonicity of G from the assertion of Proposition 11.8. It
suffices to show that the bifunction

(x,y) = >ory [filw) = filwr, . i1,y Tigr, oo en)] (12.21)

is concave-convex. Clearly, ®(z,-) is convex since each function f;(x) is
concave in z;. The concavity of ®(-,y) requires an additional assumption.

Proposition 12.4. Under the assumptions above and the convexity of p :
Ry — R, the function ®(-,y) in (12.21) is concave for each y € R}.

This property can be deduced from the consideration of the separate
functions in (12.21), (12.19).

Exercise 12.5. Prove the assertion of Proposition 12.4.

Corollary 12.1. Under the above assumptions and the convezity of p :
Ry — R, the mapping G in (12.20) is monotone.

The result follows from Propositions 12.4 and 11.8.

In Section 5.4, the general equilibrium model for auction markets was
described and formulated as VI (5.28), (5.29). Hence, its analysis may be
based upon properties presented in Chapter 11.

Exercise 12.6. Establish monotonicity criteria of the cost mapping and
find existence and uniqueness results for VI (5.28), (5.29).

12.5 Network and migration equilibrium models

We now discuss applicability of the results of Chapter 11 to the models
described in Chapter 6. Although the multicommodity formulation of the
network equilibrium model is a particular case of the primal-dual system
(12.11), the path flow formulation (6.8) is a special case of VI (11.1). By
definition, its solution x* € X satisfies the variational inequality:

STRU)(fi— )20, f=Br, VreX, (12.22)
leA
where f* = Bx*,
X = HwEW X’LU’

Xy ={o| Sper, o = dunay 20p € Py}, (12.23)
we W;



12.5. NETWORK AND MIGRATION EQUILIBRIUM MODELS 161

f = (fi)iea is the vector of flow costs (delays), z = (z)pep, wew is the
vector of path flows, B is the arc-path incidence matrix, A is the set of arcs
in the transportation network, W is the set of origin-destination pairs of
nodes, P, is the set of paths joining pair w, d,, > 0 is the traffic demand
for this pair. Also, F; determines the cost for arc [, which depends on the
distribution of flows. Note that (12.22) may be rewritten as follows:

2. 2 Gpla™)(zp —xp)
wEW peP,, (12.24)
=(x—2)TBTF(Bz*)] >0 VzeX.

Clearly, the feasible set X in (12.23) is nonempty, convex, and compact. If
F is continuous, then problem (12.22), (12.23) is solvable due to Theorem
11.2.

Exercise 12.7. Prove that the monotonicity of F' implies the monotonicity
of G.

It should be noted that a similar assertion on strict (strong) monotonic-
ity is not true.

The migration equilibrium model (6.9), (6.12) is also a special case of VI
(11.1). Moreover, its feasible set is clearly nonempty, convex and closed,
but it is also bounded; see Exercise 6.2. Then the existence result for this
problem may be deduced from Theorem 11.2 under only continuity of the
utility and migration cost mappings.

We now show that equivalence between (6.9), (6.12) and (6.9)—(6.11)
follows from Proposition 11.7. For the sake of convenience, we rewrite (6.9),
(6.12) here. It is the problem of finding a pair (x*,h*) € H such that

(@) = wi)ui(x)

ieN

+ > (hij—h})ei;(h*) =0 V(x,h) € H,
i,jeN, i#j

where

J#i

H= {(x,h)

i =bi + Y hji— Y hij, WEN},
iFi i#i

x=(x;|i € N),h=(h;;|4,j € N,i+# j), and N is the set of nodes. From
Proposition 11.7 we obtain the following necessary and sufficient optimality
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conditions for the VI: Find (x*,h*, \, i) such that

—u;(x*) =X\ =0 i€eN;
hi >0,¢;( ™) =X+ X +p; >0,
R (cij( *) AitAj+p) =04, €N, i#j;

bri-z Zh*—O i € N;
i
i >0, Zh —b <0, (X hf; —b))=0 ieN.
J#i J#i
Setting A; = —u;(x*) in the second and third rows gives (6.10), whereas

the fourth and fifth rows give (6.9) and (6.11), respectively. Therefore, the
migration equilibrium conditions are represented by VI.

The monotonicity properties of the negative utility and migration cost
mappings seem very natural, but they imply the monotonicity of the prob-
lem (6.9), (6.12). Therefore, most results of the theory of VIs can be applied
to these equilibrium problems.



Chapter 13

Projection Type Methods

The role of iterative methods for equilibrium problems is twofold. First of
all, they are considered as a basis for construction of efficient computational
procedures of finding equilibrium points. However, they can also be treated
as models of dynamic processes in the systems under consideration, hence,
their convergence properties then describe stability of these systems and
enable us to evaluate efficiency of the control procedures. For this reason,
investigation of properties of some methods, which may be inefficient from
the computational point of view, but seem very natural dynamic processes,
may give non-trivial conclusions about behavior of real systems. In this
chapter, we consider the projection method and its extensions for VI (11.1),
which is very popular due to its simplicity, clarity, and likeness to natural
dynamical processes such as the Walras tatonnement (see Section 10.1). At
the same time, its convergence properties serve as a basis for understanding
more complicated methods. The detailed description of various solution
methods for VIs can be found in the books by Facchinei and Pang (2003),
Konnov (2001), and Patriksson (1999).

13.1 The classical projection method

Let us consider VI (11.1) where X is a nonempty, closed and convex subset
of a finite-dimensional Euclidean space F and G : X — E is a continuous
mapping. As before, X* denotes the solution set of this problem. In the
usual projection method, the iteration sequence is constructed in conformity
with the rule:

2" = 1x 2P — MG (M), Ak >0, (13.1)
where z* is the current iteration point, z° € X, and 7x (+) is the projection

mapping onto X; see also Figure 13.1. It follows now from Proposition

163
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11.12 that iteration (13.1) is well-defined, moreover, 2%+ is also the unique
solution of the following auxiliary VI: Find z**! € X such that

(. — TG R + A\ @M -2 >0 vz e X. (13.2)

Exercise 13.1. By using Proposition 11.12 (ii), prove the equivalence
between (13.1) and (13.2).

To obtain convergence results for the projection method, we need cer-
tain additional assumptions, together with those in Definition 11.1.

Definition 13.1. A mapping @ : X — FE is said to be
(a) Lipschitz continuous with constant L, if for each pair of points z,y €
X, we have

1Q(z) = Q) < Lilx —yl;

(b) co-coercive (or inverse strongly monotone) with constant p > 0, if
for each pair of points z,y € X, we have

(2= 9)7" Q) - Q)] = ulQ) — QW)I*.

One of the strongest convergence results for method (13.1) can be for-
mulated as follows.

Theorem 13.1. Suppose that G : X — E is strongly monotone with con-
stant T > 0 and Lipschitz continuous with constant L. If a sequence {x*}
is constructed by the projection method (13.1) with A, = A € (0,27/L?),
then it converges geometrically to the unique solution x* of VI (11.1), i.e.

le*+t — 2| < vl — 2], v e (0,1). (13.3)

Proof. First we note that VI (11.1) has now a unique solution because of
Theorem 11.4. Using Propositions 11.12 and 11.13, we have
2

ka—&-l —r* |
= ||rx[z¥ — MG (2F)] — mx [z — AkQG(ﬁf*)]HQ
< |[(2F — 2*) — X [G(2F) — G(z™)]|| (13.4)

=l — a*||* = 2An(a* ~2)T[G(a*) - G(a™)]
+ AR G@@") = Gla™)]*.
Now, using the assumptions of the theorem, we obtain

25— 2 )* < |la* —2*]) = 227t — 2

+)\2L2ka _ !L‘*”2

(1= A27 — AL?))|lz* — 27|

= V|a* — 2|
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From the definition of A it follows that v = /1 — A(27 — AL?) € (0,1),
hence (13.3) is fulfilled. O

However, the conditions of Theorem 13.1 may appear too strong for
applications (see Chapters 10-12) and we intend to prove similar results
under weaker assumptions. In fact, we can replace the above conditions
by co-coercivity of G. Observe that co-coercivity of G is equivalent to
strong monotonicity of the inverse mapping G~! and implies the Lipschitz
continuity of G with constant 1/u. Moreover, the conditions of Theorem
13.1 imply that G is co-coercive with constant p = 7/L?. At the same
time, a co-coercive mapping need not be even strictly monotone in general.

Exercise 13.2. Let G(z) = Ax + b, where A is a symmetric positive
semidefinite n X n matrix, b € R™. Prove that G is co-coercive.

Let us consider the auxiliary mapping
T(z) =z —7x [z — \G(x)]. (13.5)
Due to Proposition 11.13, its zeros coincide with X*.

Lemma 13.1. If G is co-coercive with constant y > 0, then T in (13.5) is
co-coercive with constant p/ =1 — ﬁ where X € (0,4p).

Proof. Choose arbitrary points ', 2” € X and set t' = T(2'), t" = T(z").
Then, using Proposition 11.12, we have

(@ = #) = @ = )" ([ = AGE)] — [ = AG"))

= (mx[a’ = AG(a)] — mx[e” — AG(")])"

< ([2" = AG(2')] - [2" — AG(2")])

—|lrx[z’ — AG(2))] — nx [z’ — AG(2")]||* > 0.
It follows that

(tl _ t”)T((E/ _ :,CH)

> [t = "|* + Mz’ = 2")T[G(2') — G(z")]

At = t")T[G(") - G(a")]

> [t = "] + Ml G(a") = G(=")|?

At = t")T[G(2) - G(a")]

A / 1012
= (1—@)Ilt — "

A , M / "
V;(t —t") =/ lG() — G(a")]

2 ’u/”t/ _ t”H27

2

+
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as desired. O

This property ensures the convergence result.

Theorem 13.2. Suppose that G : X — E is co-coercive with constant
u >0 and that VI (11.1) is solvable. If a sequence {x*} is constructed by
the projection method (13.1) with A, = X\ € (0,2u), it converges to a point
of X*.

Proof. Following (13.4) and using Lemma 13.1, we have

o541 — 2|2 = [|[o* = T(*)) - [ = T
= [lz* = 2*|* = 2(a* = ) T[T(2") = T(a")]
+H|T(2") = T(2))?

< IIw ot = 2 = DT (") - T(a)|?
=[] = @' = DT ("))?

< fla® = 272

for an arbitrary solution z* of VI (11.1) since
G —1=14+(1—2)—1>0
p—1= 2 :

It follows that the sequence {J:k} is bounded, hence it has limit points,
moreover,

lim T'(z%) = 0.

k—o0
Taking an arbitrary limit point & of {z*}, we now obtain T(Z) = 0 by
continuity of G and the projection mapping. Due to Proposition 11.13, it
means that £ € X*, i.e. we can replace * by Z in the above inequalities
and the monotone decrease of the distance ||z* — | yields

lim 2% = .
k—oo

O

We now present another way of weakening the conditions of Theorem
13.1. Let us consider the acute angle condition:

Voe X\ X*Va* € X*, (z—2")TG(z) > 0. (13.6)

In fact, it means that the angle between the vectors —G(z) and z* — x is
acute at each non-optimal point x, i.e. the ray {z | z = © — AG(2)} leads
to decrease of the distance to any optimal point x*; see Figure 13.1. A
proper choice of the stepsize then yields convergence of method (13.1), as
the following theorem states.
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Figure 13.1:

Theorem 13.3. Suppose that VI (11.1) is solvable and that (13.6) holds.
If a sequence {x*} is constructed by the projection method (13.1), where

A = ————) ap = 00, a;. < 00, 13.7
[Ee> 2o (13.7)

then it either converges to a point of X* or terminates at a point of X*.

Proof. Clearly, if G(zF) = 0, then ¥ € X*. Consider the case when
G(z%) # 0 for k=0,1,... Fix 2* € X*, then, by construction,

le* — a2 < mxle® - MG(b)] - mxla]|
< et — 2|2 - 20k - )T Glah)
X))
< Jlet - 2| + o

Due to (13.7), we see that the sequence {z*} is bounded, hence it has limit
points, moreover,

li F—a*|=d>0.
Jim [|2% =2 =d = (13.8)
In fact, the numerical sequence {6}, dx = ||z* —2*||?, also has limit points

due to its boundedness. If §’ and ¢” are two different limit points of {dx}
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and &' < §”, then we can choose n such that Y. af < (6" —¢')/4 and

k=n
N > n such that |05 — 6’| < (6” — 6’)/4. Then, by (13.7), for each k > N
we have

k-1 k—1
G < On+ Y. Al < oy -+ a? <& +0.5(8" 5
i=N =n

= 5" —05(" -5,

which is a contradiction since 6” is a limit point of {dy }. Therefore, 6’ = §”
and (13.8) holds.
Suppose that d > 0 and set py, = (2% — 2*)TG(2%)/||G(«*)|| > 0. If

we>p >0 for k=0,1,...,

then, by the above inequalities,

2 =2 |* < fla® — 2| - 200" + o}
k k
< 2 —2t))? - 2;/204,- —&-Za? <0
i=0 i=0

for sufficiently large k, a contradiction. Therefore, there exists a sequence
{ks} such that ur, — 0 as ks — +oo. Then, taking a subsequence, if
necessary, we obtain

0= lim pr, = lim [(xk —2TG((2*) /|G (zF)

ks—o00 ks—o00

= (@' =a)TGE)/|IGE],

]

where ' is the corresponding limit point of {z*:}. Tt follows now from
(13.6) that 2’ € X*. Since z* € X* was taken arbitrarily, we conclude that
d=0in (13.8), i.e.

lim ||z —2/| =0,
k—oo
and the result follows. O

Observe that condition (13.6) can be viewed as an extension of the
revealed preference condition (10.6), and the process (13.1), (13.7) is the
corresponding extension of the Walras tatonnement (cf. (10.4), (10.5)). It
is easy to see that strict monotonicity of G implies (13.6), however, co-
coercivity and the acute angle conditions do not imply each other. A more
detailed description of properties of the classical projection method and its
extensions under these conditions can be found in the book by Gol’shtein
and Tret’yakov (1989).
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Figure 13.2:
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It should be also observed that the projection method (13.1) does not
provide convergence in the case when G is a general monotone mapping;
see e.g. Konnov (2001), Example 1.2.1.

Example 13.1. Set E = X = R? G(z) = (z2, —71)T. Then G is clearly
monotone and X* = {(0,0)7}. For any A\ > 0, we have

o = MG@HP = (e = Mah)? + (ah + M)’
= (A > e

i.e., the distance to the solution may only increase regardless of the stepsize
rule; see Figure 13.2.

This property is caused by the fact that the angle between —G(x*) and
x* — ¥ need not be acute in the general monotone case (cf. (13.6)).

Exercise 13.3. Prove that assumption (13.6) is not fulfilled if G(z) =
Ax 4 b, where A is an arbitrary skew-symmetric matrix.

At the same time, many equilibrium problems are formulated as VIs
without strengthened monotonicity assumptions. Some methods ensuring
convergence for such VIs will be described in Chapters 15 and 16.
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13.2 The projection methods with linesearch

We now describe a way of constructing projection-based iterations (13.1)
with incorporation of a suitable linesearch procedure. This approach does
not require a priori knowledge of constants of G, such as Lipschitz continu-
ity, co-coercivity and strong monotonicity ones. However, such a linesearch
procedure requires a merit function. For this reason, we first consider the
case when G is integrable, i.e.

G(z) = Vf(z) (13.9)
for a function f : R™ — R, see Section 11.1. Let us consider the auxiliary
mapping

Z(x) =7nx[x — AV f(z)] (13.10)
for some A > 0.

The next lemma collects the basic properties of Z, which ensure con-
vergence of the gradient projection method.

Lemma 13.2. Let Z be defined by (13.10) and let (13.9) hold. Then:
(i) x — Z(x) is continuous;
(ii) o* € X* < oz* = Z(z*);
(i) * € X = (Z(x) — )TV f(z) < -\|Z(z) — z|)?.

Proof. The continuity of Z follows from the continuity of G and mx ().
Proposition 11.12 shows that (13.10) is equivalent to

Z(z) e X,

ly—Z(@)]" (V) + A" [Z(x)—a]) >0 VyeX (13.11)

(cf. (13.1) and (13.2)). Therefore, z* = Z(z*) gives z* € X* by definition.
Next, setting y = x in (13.11) yields

Az = Z(@))* > (Z(z) - 2)"V f(2),

i.e. (iii) holds true, and = # Z(z) implies z ¢ X*. Hence, (ii) is also
true. 0

We now describe the descent gradient projection algorithm for VI (11.1),
(13.9).

Algorithm (descent gradient projection). Choose a point 20 € X,
numbers § € (0,1), v € (0,1), A > 0, and set k = 0.



13.2. THE PROJECTION METHODS WITH LINESEARCH 171

At the k-th iteration, we have a point z* € X, compute ¥ = Z(z*)
and set d¥ = zF — 2%, If d* = 0, stop. Otherwise, find m as the smallest
non-negative integer such that

F@® +4md) < f(a*) + By™(dE)TV ("), (13.12)
set pp =™, 2"t = ok 4+ ppd®, and k =k + 1.

According to the description, the method finds a solution to VI in the
case of its finite termination, i.e. d* = 0 implies z*¥ € X* on account of
Lemma 13.2 (ii). For this reason, in what follows we shall consider only
the case of the infinite sequence {z*}. The convergence of this method can
be established under rather weak additional assumptions.

Theorem 13.4. Suppose that (13.9) holds and that the set Ly = {x €
X | f(z) < f(2%)} is bounded. Then the sequence {z*} generated by the
above algorithm is well-defined and have limit points, moreover, all these
limit points are solutions of VI (11.1), (13.9).

Proof. First we note that f is continuous due to (13.9), hence, by the
Weierstrass theorem, there exists a solution of the optimization problem
(11.5), and Theorem 11.1 now yields solvability of VI (11.1), (13.9). Next,
since f is differentiable, applying the Taylor formula gives

flx + pd®) = f(a*) = u(d) "V f(2*) + o(u)
for p > 0 and Lemma 13.2 (iii) yields (d*)TVf(z*) < 0. Hence, there
exists ¢/ > 0 such that

F(@* + pd) — f(a¥) < Bu(d) TV f(*)

for all u € (0,u') and the linesearch procedure with condition (13.12) is
well-defined. It follows that the sequence {f(z*)} is decreasing and that
the sequence {x*} is contained in the bounded set Lo, hence {z*} has limit
points. Suppose that hm d* # 0, then there exists a subsequence {us, }

such that {ug.} — 0 as {k } — +o00. Then, for k = k, large enough, we
have

F@ 4 (i /7)d*) = f(*) > Blur/7)(d*)V (")
or equivalently,
(/) [F(@* + (e /7)d*) = f@®)] > B(d)TV f(*).

Taking the limit £ = ks — 400 and a subsequence, if necessary, we obtain

d'V (&) > pdTV f(2),
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where & and d are the corresponding limit points of {#*} and {d*}, hence
d"Vf(Z) > 0. But d # 0 and & does not solve VI (11.1), (13.9), i.e.
dT'V f(#) < 0 because of Lemma 13.2, a contradiction. Therefore,

klim (Z(2%) — %) =0,

and Lemma 13.2 now gives that all the limit points of {z*} belong to
X, O

Theorem 13.4 shows that the integrability of the mapping G enables
us to construct a converging iteration sequence without any monotonicity
assumptions. However, the integrability seems too strong for many VIs
arising in economic equilibrium problems. In order to construct such a
descent method in the general case we need an artificial merit function and
certain strengthened monotonicity conditions for its convergence.

Let us consider VI (11.1) where G : X — R™ is a continuously differen-
tiable mapping. Observe that the so-called primal merit function

o(z) = sup(z — y)"G(z)
yeX

provides the equivalence between VI (11.1) and the optimization problem

min — ¢(z),
however, it is not so easy to find a suitable algorithm for the latter problem
due to the absence of convexity and differentiability of ¢. The regularized
merit function suggested by M. Fukushima possesses better differentiability
properties. It is defined as follows:

(@) = max {(z —9)" G) = (20" |lz |} (13.13)

for a fixed number A > 0.  Since the inner problem in (13.13) is a strongly
concave maximization one, it has a unique solution, which is denoted by
Zx(x). In fact, writing the necessary and sufficient condition of optimality
for this problem from Theorem 11.1, we see that Z)(x) € X and

(y — Zx(2)T(G(x) + A\ [2Zn(z) —2]) >0 Vye X, (13.14)
but Proposition 11.12 now gives
Zx(z) = mx[r — A\G(x)] (13.15)

(cf. (13.10)). Therefore, solving the inner problem in (13.13) is equiva-
lent to the projection iteration (13.15), hence the mapping x — Z)(x) is
continuous.

We now show that ) can serve as merit function for VI (11.1).
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Proposition 13.1. (i) px(z) >0 for allx € X.
(ii) The following statements are equivalent:
(a) ox(z*) =0 and z* € X,
(b) x* solves VI (11.1),
(c) x* = Z)(z*).
Proof. By definition,
ox(z) > (x—2)TG(x) — 2Nz —z|> =0 Vze X,

i.e. (i) is true. Next, the equivalence of (b) and (c) has been proven in
Proposition 11.13. Moreover, (c) clearly implies (a). Conversely, let (a)
hold true. Then, using (13.14) with z = y = 2*, we have

0 = oa2")

(" = Zx(a)"G(z*) — (20) o = Za(z")|?

(207 Hlz* = Za(@)]* > 0,

ie. * = Z)(z*) and (c) holds. The proof is complete. O

Y

Proposition 13.1 enables us to replace VI (11.1) by the optimization
problem

min — px(x). (13.16)

However, Theorem 13.4 says that the descent methods ensure convergence
only to solutions of the associated VI: Find z* € X such that

(y — ") Vor(z*) >0 VyecX. (13.17)

Under the above assumptions, @) is a differentiable function, and using the
formula for the derivative of max type functions (see e.g. Facchinei and
Pang (2003), Theorem 10.2.1), we have

Vor(z) = G(z) + [VG(z) = AT (x — Z)\(x)). (13.18)
We are now ready to obtain the equivalence result.

Proposition 13.2. If G is differentiable and VG(z) is positive definite for
each x € X, then problems (11.1), (13.16), and (13.17) are equivalent.

Proof. The equivalence of (11.1) and (13.16) has been proven in Proposition
13.1, moreover, Theorem 11.1 yields (13.16) = (13.17). Suppose that z*
solves (13.17), then

(Zx(2") — )TV%(w*)

= (Zx(z") —a") T G(a")

+(Z\(2") = 2*)TVG(a) T (a* — Zx(a))
AT 2" = Zx (@) = 0.

(13.19)
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Applying (13.14) with y = z*, 2 = *, we obtain
(Zn(z*) = 29)TVG(x*)T (z* — Zx(2z*)) > 0,
hence z* = Zx(z*) and x* solves (11.1) because of Proposition 13.1. O

Therefore, applying the usual gradient projection method with respect
to problem (13.17), i.e. replacing f by ¢, we can obtain an iterative
sequence converging to a solution of the initial VI (11.1) if VG(x) is positive
definite and the set Lo = {& € X | pa(z) < pa(z0)} is bounded. In fact,
the positive definiteness of VG(x) implies the strict monotonicity of G on
account of Proposition 11.1 (ii), i.e. the uniqueness of the solution of VI
(11.1) because of Proposition 11.14. Following Theorem 13.4, we conclude
that the iterative sequence converges to this unique solution. However,
(13.19) and (13.14) then imply

(Za(2) — )" Vipr(a) = (Za(2) — )G (x)
H(Za(2) — 2)TVG(2) (@ ~ Za(2)) + Al — Za()]2
< (Za(x) —2)" [G(2) + A1 (Za(a) — 2)] <0

if VG(z) is positive definite and Zy(z) # z, hence Z)(z) — x is also a
descent direction for ¢, at each non-optimal point x. Being based on this
observation, we can propose a descent projection algorithm.

Algorithm (descent projection). Choose a point #° € X, numbers
B€(0,1),v€ (0,1), A >0, and set k = 0.
At the k-th iteration, we have a point 2% € X, compute z¥ = Z,(z*)
and set d* = zF — zF. If d* = 0, stop. Otherwise, find m as the smallest
non-negative integer such that

pa(a” + 9™ d") < pa(a") + By (@) V() (13.20)

set p =™, 2Pt = 2% 4+ ppd®, and k =k + 1.

Since d* = 0 implies zF € X*, we shall consider only the case of the
infinite sequence {z*}. Taking into account Theorem 13.4 and the above
observations, we can obtain the following convergence property of this al-
gorithm.

Theorem 13.5. Suppose that the set Ly = {z € X | pa(z) < @a(20)} is
bounded and that VG(x) is positive definite at each point x of X. Then
the sequence {z*} generated by the above algorithm is well-defined and con-
verges to a unique solution of VI (11.1).

Exercise 13.4. Prove the assertion of Theorem 13.5.
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We see that the computation of the descent direction in the above al-
gorithm does not require the computation of the Jacobian VG(z), however
this is not the case for the verification of rule (13.20); see (13.18). Under
the strong monotonicity assumption, we can construct the modified descent
algorithm without computation of the Jacobian.

Algorithm (modified descent projection). Choose a point 2° € X,
numbers 3 € (0,1), v € (0,1), A > 0, and set k = 0.

At the k-th iteration, we have a point 2% € X, compute z¥ = Z, (%)
and set d* = 2¥ — zF. If d¥ = 0, stop. Otherwise, find m as the smallest
non-negative integer such that

oa(@" +4md") < pa(a®) — By™1dE 1P, (13.21)

set pp =™, 2Tt = 2F + ppd®, and k =k + 1.

First we establish the basic descent property similar to that in Lemma
13.2 (iii).

Lemma 13.3. If G is strongly monotone with constant T, then
(Zn(z) — 2)TVpr(z) < —7||Zx(z) — z||* V€ X. (13.22)
Proof. By definition,

(Zx(2) = 2)"Va() = (Zx(z) — )" G(2)
+(Za(2) = 2)'VG(@)" (2 — Zx(2))
AT |2 = Zx ()|

< (Za(z) — )" VG(@)" (2 — Zx(2))

< =7)Zx(2) - =%,

where the first inequality follows from (13.4) with y = z, and the second
inequality follows from Proposition 11.1 (iii). Therefore, (13.22) is true. O

We additionally establish the error bound using the merit function ¢,.

Lemma 13.4. If G is strongly monotone with constant T, then there exists
a number o > 0 such that

ox(x) > oz —2*||* VreX. (13.23)

where x* is the unique solution of VI (11.1).
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Proof. First we note that VI (11.1) has now the unique solution z* due to
Theorem 11.4. Choose o € (0,1) and an arbitrary point € X and set
Yo = az* + (1 — a)x. By definition, we have
pa@) > (2 -ya) G(@) = 2Nz — yal®
= alr—2")TG(x) — a?(2N) 7Yz — z*|?,

The strong monotonicity of G gives
(¢ —2")TG(z) > (z—2")TG(") + 7 — 2"
> 7l -2
hence
or(@) 2 a (r = a(2) ) [lr - |
for arbitrary a € (0, 1), i.e. (13.23) holds with
R (2Nt if T > 1)),
T T2 if 7<1/A
O

These results provide convergence of the above algorithm. Again, we
shall consider only the case of the infinite sequence {z*}.

Theorem 13.6. Suppose that the mapping G is continuously differentiable
and strongly monotone with constant T > 0. Then the sequence {x*} gen-
erated by the above algorithm with B < T is well-defined and converges to
a unique solution of VI (11.1).

Proof. Again, Theorem 11.4 yields the existence and uniqueness of the
solution of VI (11.1). Since @) is now differentiable, applying the Taylor
formula gives

ox(a" + pd®) — ox(a") = p(d*) " Vr(a*) + o(p)

for 1 > 0 and (13.22) yields (d*)T Vo, (2*) < —7||d*||?. Hence, there exists
1’ > 0 such that

(@ + pd®) — pa(2*) < —Bul|d*|?

for all p € (0,u') and the linesearch procedure with condition (13.21) is
always finite, i.e. the algorithm is well-defined. Rule (13.21) implies that
the sequence {py(z%)} is decreasing, but the set Ly = {z € X | pa(z) <
©(z%)} is bounded due to (13.23). Hence, the sequence {x*} has limit
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points. Suppose that klim d* # 0, then there exists a subsequence {3, } —
— 00

0 as {ks} — +o00. Then, for k = k, large enough, we have

ox(@® + (ue/7)d") = oa(@®) > =B /7)lld"|?
> Bux/v) 7 Hd") T Vr(zh)
due to (13.22), hence

(/) [oa(a® + (ui/7)d") — oa(a®)] > (8/7)( @) Vo (a").
Taking the limit £ = ks — 400 and a subsequence, if necessary, we obtain
(A)TVer(F) = (B/7)(d)"Vir(#),
where Z and d are the corresponding limit points of {z*} and {d*}, hence
(d)"Vr(E) > 0.

But d # 0 and (13.22) yields
()" V(@) < =7d]* <0,

a contradiction. Therefore, lim d* = 0 and, on account of the continuity

k—oo
of Z, each limit point of {#*} is a solution of VI (11.1). However, the
solution point is unique and {z*} must converge to this point. O

13.3 Modifications and extensions

The projection method described in the previous sections admits modifica-
tions and extensions in several directions. One of them consists in replacing
the simplest affine approximation of the mapping G at the current point
x¥ given in (13.2), by more general expressions. In fact, we can consider
the method where the next iteration point is a solution of the following
auxiliary VI: Find z¥*! € X such that

(x — PTG (2%) + NP AR (2P —2M)] >0 Vo e X, (13.24)

where Aj is an n X n matrix, so that the projection method corresponds
to the choice A = I. If Ay, is positive definite, then the mapping ék(x) =
G(z*) + A\, ' Ag(z — ) is strongly monotone and VI (13.24) has a unique
solution; see Theorem 11.4. Then the method becomes well-defined. For
instance, if G is strongly monotone, then, by Proposition 11.1 (iii), its
Jacobian VG(x) is positive definite and we can set 4, = VG(2*) and
obtain a version of the well-known Newton method, which possesses very
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fast local convergence. Therefore, taking Ay as a suitable approximation of
VG(x*), we can obtain a number of so-called quasi-Newton methods, whose
properties are intermediate between the projection and Newton methods.
Their convergence results are based partially on the techniques utilized
in the substantiation of the projection method, but construction of more
efficient versions requires a more complicated and deeper analysis. The
detailed description of such methods is presented in the books by Ortega
and Rheinboldt (1970), Patriksson (1999), and Facchinei and Pang (2003).

Another approach to extending the projection iteration (13.1) consists
in replacing the projection mapping 7x(-) with a somewhat more gen-
eral mapping possessing the properties indicated in Propositions 11.12 and
11.13. Then the corresponding extension of the projection method will
have similar convergence properties.

Let @ : X — R"™ be a monotone continuous mapping and let A > 0 be a
fixed number. Then, for each point z € R™, there exists a unique solution
of the following VI: Find P(z) € X such that

(y— P(2))" (QIP@)] + A" [P(x) —a]) 20 VyeX,  (13.25)

thus determining the so-called prozimal mapping x — P(x) with respect
to the mapping @Q; this mapping was first introduced by J.J. Moreau for
the case when @ is integrable. In fact, the mapping Q(z) + A~(z — )
is strongly monotone and continuous and the above assertion follows from
Theorem 11.4.

We now obtain the basic properties of the proximal mapping.

Proposition 13.3. Let P : R" — X be the proximal mapping with respect
to a monotone continuous mapping Q@ and A > 0. Then P is non-expansive
and continuous, and

e

Proof. Choose arbitrary points 2/, 2" € R™ and set p’ = P(2'), p” = P(a").
Then, by (13.25), we have

@ = )QW) + A7 )] 2 0
and
@ —P")TQREW") + X p" — ")) > 0.
Adding these inequalities gives
" —p)" (" —a')
>A@" = p)TQM") — QW + Ip" —1'|I?
> p" = '|1%

/!
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i.e. (13.26) holds true. Next, applying the Cauchy-Schwarz inequality in
(13.26) yields
l2" = 2[| = | P(2") — P(2)]],

i.e. P is non-expansive, which in turn implies the continuity of P. The
proof is complete. O

Now, let us consider the initial VI (11.1) and suppose that
G(z) = F(z) + Q(z), (13.27)

where @ : X — R" is a monotone continuous mapping and F' is a continu-
ous mapping. Then we can replace (13.1) by the following rule:

2F L = Pla* — XF(2%)], (13.28)

and, due to (13.25), (13.28) is then rewritten as follows: Find z**1 € X
such that

(y _ xk+1)T [F(mk) + Afl(karl _ xk)
+Q(z* )] >0 ye X;

cf. (13.2). Both rules (13.28) and (13.29) represent the same method,
which is explicit with respect to F' and implicit with respect to Q. It
is called the forward-backward splitting method and is due to P.L. Lions
and B. Mercier. Observe that setting @ = 0 in (13.27) and (13.29)
leads to the previous projection method since G = F. Thus, the splitting
method is an extension of the projection method, but its implementation
requires that the auxiliary problem (13.29) would be solved rather easily.
The next property shows that the initial VI (11.1) is equivalent to a fixed
point problem defined with the help of the proximal mapping.

(13.29)

Proposition 13.4. If Q : X — R™ is a monotone continuous mapping,
then a point x* € X is a solution of VI (11.1), (18.27) if and only if

" = Pla* — A\F(z")]. (13.30)
Proof. 1f (13.30) holds, then (13.25) with x = z* — AF(z*) gives
(y—2")TQ(") + F(=")] 20 Vye X,

i.e. 2* is a solution of VI (11.1), (13.27). Conversely, the above inequality
implies

(y—2)7[QE") + A7 (@ — (@" = AF(2"))] 20 ye X,

i.e. z* = Plx* — AF(z*)] because of (13.25). O



180 13. PROJECTION TYPE METHODS

The above properties of the proximal mapping are similar to those of
the projection mapping in Propositions 11.12 and 11.13. Therefore, we can
obtain the convergence of the splitting method (13.28) (or (13.29)) with
fixed stepsize along the lines of Theorems 13.1 and 13.2.

Theorem 13.7. Suppose that (13.27) holds, where Q : X — R™ is contin-
uwous and monotone and F' : X — R" is Lipschitz continuous with constant
L and strongly monotone with constant 7. If a sequence {x*} is constructed
by the splitting method (13.28) with X € (0,27/L?), then it converges geo-
metrically to a unique solution of VI (11.1), (13.27).

Exercise 13.5. Prove the assertion of Theorem 13.7 along the lines of the
proof of Theorem 13.1.

Similarly, we can obtain convergence of the above method under the
co-coercivity of F.

Theorem 13.8. Suppose that (13.27) holds, where Q : X — R™ is contin-
uwous and monotone and F : X — R™ is co-coercive with constant p > 0,
and that VI (11.1), (13.27) is solvable. If a sequence {x*} is constructed by
the splitting method (13.28) with A € (0,2u), then it converges to a solution
of VI (11.1), (15.27).

Exercise 13.6. Prove the assertion of Theorem 13.8 along the lines of the
proofs of Theorem 13.2 and Lemma 13.1.

Observe that the splitting method enables us to weaken the conditions
on the part @ of the cost mapping G. Moreover, the same convergence
results can be obtained even for the case when () is a multi-valued monotone
mapping. The detailed description of various splitting methods and their
convergence properties is given e.g. in the books by Cottle, Pang, and
Stone (1992), Patriksson (1999), and Facchinei and Pang (2003).



Chapter 14

Applications of the Projection
Methods

In this chapter, we discuss possible applications of the projection type
methods to equilibrium problems described mostly in Part I. Some of them
have been presented in Chapter 10. Now our analysis are based on the
properties given in Chapters 11-13.

14.1 Applications to variational inequalities

We first consider the models that are formulated as the usual VI: Find
z* € X such that

(x —29)TG(z*) >0 VreX, (14.1)

where X is a nonempty, convex and closed subset in R", G: X — R" is a
continuous mapping. The application of the projection method (13.1) tac-
itly assumes that the projection onto X can be implemented rather easily.
Such equilibrium models were presented in Part I and analyzed in Chapter
12. Namely, the Cassel-Wald model (see (12.1)), the Walrasian type mod-
els (12.4) and (12.8), the oligopolistic model (11.1), (12.20), the path flow
formulation of the network equilibrium model (12.22), (12.23), and the mi-
gration equilibrium model (6.9), (6.12) reduce to VI (14.1) with the desired
properties of the feasible set X. Moreover, under rather natural assump-
tions, the corresponding cost mapping G then possesses the monotonicity
properties; see Chapter 12. Therefore, we can apply the projection method
(13.1) both for finding their solutions and for describing dynamic processes
in there models.
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For instance, in the Cassel-Wald model (12.1), z denotes the vector
of outputs of commodities, and G(z) = —c(x), where ¢(z) denotes the
price vector at x. Therefore, the (strengthened) monotonicity properties
of —c(z) seem very natural but they imply convergence of the projection
method. Since the feasible set is defined by the linear constraints, i.e.,

X ={zeR"| Az < b,z > 0},

the projection onto X is implementable in the sense that it can be always
computed in the finite number of operations.

If we consider the projection method (13.1) as a model of the dynamic
process, it can be interpreted as a process with reaction only on the current
state ¥ and its estimate G(2*). For the Cassel-Wald model, it means that
the change of the prices ¢ only depends on the current output z* without
taking into account the history of the system. The results of Chapter 13
describe the conditions of stability of this process.

Exercise 14.1. Give interpretations of the projection method for the Wal-
rasian type models (12.4) and (12.8), the oligopolistic model (11.1), (12.20),
the auction market model (5.28), (5.29), the path flow formulation of the
network equilibrium model (12.22), (12.23), and the migration equilibrium
model (6.9), (6.12).

Most convergence theorems for the projection method require the streng-
thened monotonicity properties of G. In general, if G is only monotone,
we should make use of some other methods described in the next chapters.
At the same time, Theorem 13.4 says that the monotonicity may be in
principle replaced by the integrability. For instance, this is the case if G is
diagonal, i.e.

G(z) = (Gi(x1),...,Gp(z )T, (14.2)
or GG is an affine mapping with symmetric matrix, i.e.

G(z) = Az +b, where

Ais a n X n symmetric matrix.

(14.3)

Exercise 14.2. Prove that both (14.2) and (14.3) imply (13.9), i.e. the
integrability of G.

For instance, if the price ¢; of the i-th commodity in the Cassel-Wald
model only depends on the output x; of just this commodity, then G(x) =
—c(z) is diagonal, and the convergence of the projection method in this
case follows from Theorem 13.4.
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Exercise 14.3. Give the interpretation of the diagonal property of the
cost mappings in the models indicated in Exercise 14.1.

Let us consider additionally the path flow formulation of the network
equilibrium model (12.22), (12.23). It was noticed in Section 12.5 that
(12.22) may be rewritten equivalently as VI (14.1), where

G(z) = BTF(Bx), (14.4)

B is the arc-path incidence matrix, « is the vector of path flows, F'(y) is the
vector value of flow costs depending on the arc flows y; also, X in (12.23) is
nonempty, convex, and compact; see (12.24). It is natural to suppose that
the mapping F is (strongly, strictly) monotone, but this is not the case for
G, however, G maintains both monotonicity and integrability of F. We
refer to Exercise 12.7 for the monotone case.

Exercise 14.4. Prove that the integrability of F' implies the integrability
of G in (14.4).

Let now F' be strongly monotone with constant 7 and Lipschitz con-
tinuous with constant L. Since B is not a square matrix and contains
zero entries, G in (14.4) need not be strongly monotone, but possesses
co-coercivity with constant

p=1/(LI|IB])*

In fact, fix 2’,2” € X and set v = Bz, y"” = Bx”. Then we have

(«' —2")T[G(z") - G(a")]

= —y")IF) - Fy")]

>y —y"I* = (r/L)|F(y') - F(y")|?

> (r/(LIB))IBTF(y') — BT F(y")|?

= ullG(2") - G(")|?,
as desired. In this case the convergence of the projection methods follows
from Theorem 13.2.

Let us now consider the Walrasian equilibrium model (12.8) with the
cost mapping G = —F, so as F represents the excess demand, i.e.

E(p) = D(p) — S(p),

and D(p) (respectively, S(p)) is the value of demand (respectively, sup-
ply) at the current price vector p. Suppose that each producer determines
its supply as a solution of problem (12.5), then, by Proposition 12.2, its
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supply mapping is monotone on P, and so is the total supply mapping
S, but it need not be strictly (strongly) monotone. Next, suppose that
the negative demand mapping —D is co-coercive, then the cost mapping
G(p) = —E(p) = S(p) — D(p) is clearly monotone, but may not be co-
coercive. Hence, the usual projection (tdtonnement) process, defined by

pFtl = ﬂp[pk + )\kE(pk)], A >0,

does not ensure convergence in general. Nevertheless, Theorem 13.8 says
that the splitting method, where the next iteration p**1 € P satisfies the
auxiliary VI:

PFT[S(ph k1 k
(p— * ) Ei’gl))] * 2) v E(P+ p") (14.5)

generates the sequence {p*} converging to an equilibrium price vector. Ob-
serve that (14.5) may be interpreted as a modified version of the cobweb
process and involves different velocities for supply and demand. It means
that the price adjustment is slow for demand whereas it is immediate(rapid)
for supply, but this dynamic process is stable. Conversely, in the same
Walrasian model (12.8), we can apply the other splitting method, where
pFtl € P satisfies the auxiliary VI:

(p—p"TISE") + AP = p") = DEFTH] >0
Vp € P,

which corresponds to the slow price reaction for supply and the rapid price
reaction for demand and may be useful if the total supply of producers is at
least co-coercive. Therefore, the slow price reaction requires strengthened
monotonicity for ensuring the stability of the dynamic process.

14.2 Applications to systems of variational
inequalities

Many equilibrium problems considered in Part I are formulated as exten-
sions of the primal-dual system of VI's given in (4.11). In fact, this is the
case for the extended Scarf model (5.5), (5.6), for the spatial price equilib-
rium models from Section 5.3, and for the multicommodity formulation of
the network equilibrium problem from Section 6.1. Moreover, if we intend
to remove complicated constraints determining the feasible set of VI, we can
replace this VI by the primal -dual formulation, which leads to the system
of VIs with simple constraints on variables. This approach can be applied
to the linear programming problems (see (4.9)), to the Cassel-Wald model
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(see (5.1)), and to the migration equilibrium model from Section 6.2. The
corresponding systems are also particular cases of (4.11). We now consider
a somewhat more general primal-dual system of VIs presented in (11.26).
The problem is to find a pair of points (u*,v*) € U x V such that

(u—u*)T[F(u*) + _iv;m(u*)] >0 Vuel,

(14.6)

(v—ov")T(v*) = f(u*)] >0 YveV,
where F : U — Rl and b : V — R™ are continuous mappings, f; : R —
R,i=1,...,m are convex differentiable functions,

f(u) = (fl(u)v'“vfm(u))Ta
U={ueR |u;>0 VjeJ}, JC{L,...,1},

V' is a nonempty, convex and closed subset of R™, for instance, we can
set V' = R’. Problem (14.6) covers the optimality conditions for con-
vex programming problems, which correspond to the case when b(v) = 0,
F(u) = Vfo(u) for a convex function f; : Rl — R (see Proposition 11.5);
the optimality conditions for constrained VIs, which correspond to the case
when b(v) = 0 (see Proposition 11.6); and the primal-dual system (4.11)
in the case when f;,7 = 1,...,m are affine functions. At the same time,
system (14.6) is equivalent to VI (14.1) where z = (u,v), X =U x V,

_( Fu)+ 3%, vV fi(u)
G(z) = ( by ) ) (14.7)

and we can apply the projection method (13.1) to find its solution. It can
be specialized as follows. Given the current iterate % = (u*,v*) € U x V,
the next iterate **! € U x V solves the auxiliary problem

(u o uk+1)T

F(u*) + > oV fi(u¥)
i=1
14.8
+ AW W) >0 Yuel, (148)
(v — VRO [b(v*) — f(uP) + A\ (WP =) >0 YoeV.
In case F(u) = Vfo(u), b(v) = 0, i.e. when (14.6) is the optimality
conditions for the optimization problem (11.9)—(11.11), this method was

proposed by K.J. Arrow and L. Hurwicz for finding saddle points of the
Lagrange functions; see Arrow, Hurwicz, and Uzawa (1958), Chapter 6.

Exercise 14.5. Write down method (14.8) for system (4.11), for the spatial
price equilibrium models from Section 5.3, and for the multicommodity
formulation of the network equilibrium problem form Section 6.1.
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If both the mappings F' and b are strongly (strictly) monotone, then so
is G in (14.7) due to Proposition 11.9 and, on account of Theorems 13.1,
13.3, 13.5, and 13.6, there exist rules for choice of Ay ensuring convergence
of the corresponding method to a solution of (14.6). Similarly, if F' and
b are co-coercive, then so is G and we can then apply Theorem 13.2 for
providing convergence.

Exercise 14.6. Give an interpretation of (strong, strict) monotonicity and
co-coercivity properties of F' and b for the models indicated in Exercise 14.5.

Observe that the mapping G in (14.7) can not be integrable, hence
Theorem 13.4 is not applicable. At the same time, we can replace the
projection method with the splitting one (see (13.29)), which is explicit
with respect to F' and b and ensures convergence under the same condition
on these mappings.

Exercise 14.7. Write down the indicated splitting method for system
(14.6).

If even at least one of the mappings F' or b does not possess strengthened
monotonicity properties, we can not guarantee these properties for G and
it becomes very difficult to obtain convergence of the projection method.
But this is case for system (12.15) and for primal-dual systems which are
optimality conditions for constrained problems, where we have b(v) = 0;
see Gol’shtein and Tret’yakov (1989), Chapter 6 for more details. However,
using the method with different iterations in the variables u and v, we can
obtain a suitable approach to finding solutions of the initial system (14.6).

Let us consider the case when F : U — R! is a strongly monotone
mapping with constant 7 > 0, and f : R — R™ is a Lipschitz continuous
mapping with constant Ly. Then, for each v € R'?, there exists the unique
solution u(v) € U of the VI in the primal variables

(u —u())T | F(u(v)) + ZlefZ(u(v)) >0 VueUl. (14.9)

Set
Qv) = —f(u(v)),

thus defining the mapping @ : R" — R™.

Proposition 14.1. Under the above assumptions the mapping Q is co-
coercive with constant =7/ Lfc.
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Proof. Fix v',v"” € R} and set v’ = u(v’),v"” = u(v”). Using (14.9), we
have

(u" — )T [F(u') + Z ViV fi(u
i=1

and

(u/ _ u”)T[F(u”) + Z'U;lvfi(uﬁ)] Z 0

i=1
Adding these inequalities gives
Zv (u" — )TV fi( Z (v — ")V fi(u")
i=1 i=1
> (" =)' [Fu") = F(u')]
> 7w’ — ||
Since the functions f;,i = 1,...,m, are convex, using Proposition 11.4 now
yields
(0" =) TQ(") — Q)]
= S ol ~ ]+ DD e - i)
i=1 i=1
> 7l = ||? > (r/LHIf (") = f()]?
= ullQ(") = Q)%
i.e. @ is co-coercive, as desired. O

Observe that system (14.6) is now equivalent to the following VI in the
dual variables: Fix v* € V such that

(v —v)Tb0*) + Q"] >0 YweV, (14.10)
as the following proposition states.

Proposition 14.2. Let the above assumptions hold. If (u*,v*) solves
(14.6), then v* solves (14.10) and u* = u(v*). Conversely, if v* solves
(14.10), then the pair (u*,v*), where u* = u(v*) solves (14.6).

Exercise 14.8. Prove the assertion of Proposition 14.2.

The projection method (13.1) applied to (14.10) consists in finding the
next iterate v**' € V from the VI

(v = *HT(R) + QUo¥) + AgH(0F 1 0] > 0

s (14.11)
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In case F(u) = Vfo(u), b(v) = 0, which corresponds to the optimality
conditions for optimization problems, this dual method was proposed by
H. Uzawa; see Arrow, Hurwicz, and Uzawa (1958), Chapter 7. We now
give a convergence result under the co-coercivity of b, note that this is the
case if b is a constant mapping.

Theorem 14.1. Suppose that all the above assumptions are fulfilled, sys-
tem (14.6) is solvable, and b : R — R™ is co-coercive with constant
i > 0. Then any sequence {v¥}, generated by method (14.11) with A\, =
A€ (0,2u), 1 = min{y, i}, converges to a point v* € V, and the sequence
{uk}, with u* = u(v¥), converges to a point u* € U such that u* solves
(14.10) and (u*,v*) solves (14.6).

Proof. For brevity, set H(v) = b(v) + Q(v). Then, for an arbitrary pair of
points v/, v” € V, we have

(v =v")T[H') — H")]
> llb(v") = b(")|? + 1l Q') — Q(v")|?
> || H ') = H(")|%,

i.e. H is co-coercive with constant x’. On account of Theorem 13.2, {v¥}
converges to a point v* which is a solution of VI (14.10). Since @ is co-
coercive, it is continuous, hence so is the mapping v +— u(v). Therefore,
the sequence {u*} with u* = u(v*) has limit points, but all these points
coincide with u* = u(v*), hence len;O u¥ = u*. By Proposition 14.2, (u*, v*)

is a solution of (14.6). O

It has been noticed that the equilibrium model (4.11), the extended
Scarf model (5.5)—(5.6), and system (12.15) are particular cases of system
(14.6). If we choose y as the dual variable in (4.11), then method (14.11)
will correspond to the tatonnement process due to (5.7) (cf. (10.4)). This
is also the case for systems (5.5)—(5.6), and (12.15) if we choose the prices
p as dual variables.

Exercise 14.9. Write down method (14.11) for systems (4.11), (5.5)—(5.6),
and (12.15) and establish its convergence properties.

By using the other theorems from Chapter 13, we can obtain several
convergence results for method (14.11) under the other assumptions on b.

Exercise 14.10. Prove similar convergence results for method (14.11) for
the cases when b is strongly monotone and strictly monotone.
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We can somewhat weaken the assumptions for convergence by using
the splitting method (13.29). This method applied to (14.10) consists in
finding the next iterate v**! € V from the VI

(’U _ vk—i—l)T[b(Uk—i-l)

Jr)\,;l(vk“ — ")+ QMM >0 WweV, (14.12)

i.e. it is implicit with respect to b and explicit with respect to Q. If
b(v) = b, (14.12) clearly coincides with (14.11). Combining Theorem 13.8
and Propositions 14.1 and 14.2, we can obtain the convergence theorem for
this method.

Exercise 14.11. Write down method (14.12) for systems (4.11), (5.5)—
(5.6), and (12.15).

Theorem 14.2. Suppose that all the assumptions above are fulfilled, sys-
tem (14.6) is solvable, and b : R* — R™ is monotone. Then any sequence
{v*F} generated by the method (14.12) with A\ = X € (0,2u), converges to
a point v* € V, and the sequence {u*}, with u¥ = u(v¥), converges to a
point u* € U such that v* solves (14.10), and (u*,v*) solves (14.6).

Exercise 14.12. Prove the assertion of Theorem 14.2.
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Chapter 15

Regularization Methods

In was noticed in Chapter 13 that the projection method (13.1) does not
ensure convergence to a solution of VI in the case when its cost mapping is
only monotone, but does not possess strengthened monotonicity properties;
see Example 13.1 and Exercise 13.3. At the same time, these strengthened
properties do not hold in many equilibrium models; see Chapter 12. More-
over, the corresponding cost mappings are not integrable, thus preventing
the application of the descent approach described in Theorem 13.4. There-
fore, we should present iterative methods for the general monotone case,
which can be also regarded as more stable dynamic processes in comparison
with those in Chapters 13-14.

Throughout this and the next chapter, we shall consider the following
VI: Find a point * € X such that

(x —2")TG(z*) >0 VreX, (15.1)

where X is a nonempty, convex, and closed subset in R", G : X — R”
is a continuous monotone mapping. As before, X* denotes the solution
set of this problem. First we consider regularization type methods which
replace the initial monotone VI (15.1) with a sequence of auxiliary VI’s
with strengthened monotonicity properties.

15.1 The classical regularization method and its
modifications

The most popular and simple regularization method was proposed by
A.N. Tikhonov; see Tikhonov and Arsenin (1977). This method consists
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in replacing VI (15.1) by a sequence of auxiliary VI's of the form: Find
2 € X such that

(x —2°)[G(z°) + 2] >0 Vz € X, (15.2)

where ¢ > 0 is a parameter. Since G is monotone, G + €I is strongly
monotone and, by Theorem 11.4, (15.2) has a unique solution, which can
be found by one of the versions of the projection method from Chapter 13
within a given accuracy. The basic approximation property of the sequence
{zf} is formulated as follows.

Theorem 15.1. If VI (15.1) is solvable, the sequence {x**} obtained from
(15.2) with {e} — 0 converges to the solution x} of (15.1) nearest to
origin.

Proof. Take an arbitrary solution * of VI (15.1). Then, by definition, we
have
(25 — 297G (2%) > (2 — ") TG(2*) > 0

and
(z* — 2%)T[G(2°) + 2] > 0.

Adding these inequalities gives (z*)Tz® > ||2¢|?, i.e.
lz*|| > ||z°]] Vz* e X™. (15.3)

It follows that the sequence {z°*} is bounded, hence it has limit points.
Taking the limit & — oo in (15.2), we obtain that each limit point of {z°*}
belongs to X*. At the same time, the monotonicity of G implies that, for
all x € X, we have

(x —2)TG(x) >0 Va* € X*.

Hence X* is convex and closed, and, by Proposition 11.12, there exists the
unique projection z} of origin onto X*. Applying (15.3) now gives

el = 1], 2" € X~

for an arbitrary limit point 2’ of {z°#}, i.e. all these limit points coincide
with z},. O

Thus, combining the approximate solution of perturbed problems (15.2),
which possess the strong monotonicity, with driving the regularization pa-
rameter € to zero, we can obtain a solution of the initial monotone VI.
Therefore, the dynamic processes with reactions on the perturbed map-
ping appears more stable in comparison with the processes without such
perturbations.
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The regularization approach admits various modifications. One of them
was proposed by A.B. Bakushinskii and B.T. Polyak and is called the it-
erative reqularization. The idea of this approach consists in simultaneous
changes of the regularization parameters and the stepsizes of an approx-
imation method. If we take the projection method (13.1) as a basis, the
corresponding iterative procedure can be described as follows:

2" = mx (2F — M [G(@F) + epa®]), er >0, A\ > 0; (15.4)
where

khm e =0, 1im ()\k/ak) =0,

. €k+1 Z (15.5)
1 m —
k1—>oo )\ki‘fk 0 5k/\k

Proposition 15.1. (see Bakushinskii and Goncharskii (1989), Theorem
3.1) If there exists a constant L such that

IG@@)| < LA+ lzl)) Ve e X,

then any sequence {x*} generated in conformity with rules (15.4) — (15.5)
converges to the point .

Observe that the conditions in (15.5) are fulfilled if we set

Ak = (k+ 1)71/276k' = (k+ 1)7T,7' c (0,1/2)

15.2 The proximal point method

The proximal point method represents some other way of constructing a
sequence of perturbed problems, where the regularization parameter may
be fixed. This method was first proposed by B. Martinet. Observe that
the projection method does not ensure convergence for the initial monotone
VI (15.1), hence its convergence may be very slow if it is applied to the
perturbed VI (15.2) where ¢ is small enough, but tending & to zero is
necessary for convergence of the regularization method. Therefore, the
fixed regularization parameter yields certain advantages.

The proximal mapping has been considered in Section 13.3. We now
recall its properties with respect to GG, i.e. we consider the case when
F =0 in (13.27). Given a point € R"™, there exists a unique solution of
the following VI: Find P(x) € X such

(v~ P(x)" (GLP()] + A~ [P(a) —2]) 20 Wy e X. (15.6)
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where A > 0 is a fixed number, since GG is monotone and continuous. The
proximal method consists in generating a sequence {z*} as follows:

ah = P(zh). (15.7)

Its convergence properties can be deduced from Theorem 13.8, but we give
some other proof for the clarity of exposition. First we recall the properties
of the proximal mapping obtained in Propositions 13.3 and 13.4.

Lemma 15.1. (i) The mapping P is non-expansive and continuous and
(" — 2T [P(2') — P(2")] > |P(z') — P(z")||* Va',2” € R™.
(ii) A point x* € X is a solution of VI (15.1) if and only if x* = P(x*).
For each point z € R”, set
H(z) = A"z — P(z)],

thus defining the mapping H : R™ — R™. We intend to show that H is
co-coercive with constant .

Lemma 15.2. For each pair of points 2, 2" € R™, it holds that
(«" — ") [H(«") = H(a")] > | H(2") — H(z")||*.

Proof. Fix x’,x”. Then, using Lemma 15.1 (i), we have

(" —a")T [H(a") — H(z")]

= AH(z") = H(2")|"[H(z") — H(a")]

+[P(2") = P(a")]"[H (2") — H(z')

= N[H(z") — H(a")|”

Jr)\fl [(IH . :C/)T P(

> A|H(2") — H(a2")|

8

") = P(a')] = | P(2") = P(z)|]
‘2

and the result follows. O
We now observe that (15.7) coincides with the simple iteration
aF T = ab — NH (2") (15.8)
applied to finding a solution of the equation
H(z*)=0. (15.9)

Theorem 15.2. Any sequence {xk} satisfying (15.7) converges to a solu-
tion of VI (15.1) for an arbitrary X > 0.
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Proof. 1f {z*} is generated in conformity with (15.7), we obtain (15.8)
by definition. Taking into account Lemma 15.2, we conclude that {z*}
converges to a solution z* of equation (15.9) due to Theorem 13.2. It
follows now from Lemma 15.1 (ii) that z* is a solution of VI (15.1). O

Thus, the proximal point method involves a solution of the auxiliary
strongly monotone VI (15.6) for = 2* at each iteration. The exact
solution of this problem may be too hard in implementation but it then can
be replaced by an inexact solution within certain prescribed accuracy. Such
inexact versions maintain the basic convergence properties; see Gol’shtein
and Tret’yakov (1989) and Facchinei and Pang (2003) for more details.
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Chapter 16

Direct Iterative Methods for
Monotone Variational
Inequalities

In this chapter, we also consider iterative solution methods for VI (15.1)
with the monotone and continuous cost mapping G. These methods are
based on modifying direction finding procedures, i.e. unlike the regulariza-
tion methods, they do not utilize perturbations of the initial problem.

16.1 Extrapolation methods

It was noticed in Chapter 13 that the projection method, which represents
a dynamic process with reactions on the current state of the system, does
not ensure convergence to a solution of VI (15.1) under the above general
assumptions. In particular, this is the case for its specialization (14.8),
which is known as the Arrow-Hurwicz method, when F and b in (14.6) are
only monotone, see Example 13.1 and Exercise 13.3. Clearly, this is also
the case for the primal-dual system (4.9) related to linear programming
problems. However, if we replace method (14.8) with the reaction on the
current state by a method with the reaction on the extrapolated state,
then it can ensure convergence to a solution. This property was noticed
by T. Kose and modified and extended by K.J. Arrow and R. Solow; see
Arrow, Hurwicz, and Uzawa (1958), Chapter 11, for more details. For the
general VI of form (15.1) such a method was proposed by G.M. Korpelevich
and it is called the extragradient method. Its iteration is as follows:

aF = mx 2P — NG (yP)],
y* = mx[z? — MG (2F)], A > 0.

197

(16.1)
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The convergence property of method (16.1) for the monotone VI (15.1) is
based on the fact that the angle between —G(y*) and z* — x* can be made
acute for any z* € X*, so that the iteration process (16.1), under a suitable
choice of the stepsize A, becomes convergent to a solution of VI (15.1).
Observe that the extragradient method involves the same stepsize for both
steps in (16.1). For instance, we can set A\, = A € (0,1/L), where L is the
Lipschitz constant for G or utilize a linesearch procedure: see Gol’shtein
and Tret’yakov (1989), Chapter 5 and Facchinei and Pang (2003), Chapter
12 for more details.

We now consider another way of providing convergence via extrapola-
tion steps, which was proposed by the author of this book and called the
combined relaxation method. In this method, the first part of each iter-
ation serves for computing parameters of a hyperplane separating strictly
the current iterate and the solution set X*, whereas the second part con-
sists in making the projections on this hyperplane and on the feasible set,
if necessary. As a result, we obtain the monotone decrease of the distance
to all solutions. The first part of the iteration may be in principle based on
an iteration on most relaxation methods, but now we present the simplest
projection-based iteration which is close to the extragradient method; see
Konnov (2001), Facchinei and Pang (2003), and references therein.

Algorithm (feasible combined relaxation). Choose a point z° € X,
numbers « € (0,1), 8 € (0,1), v € (0,2), A > 0, and set k = 0.

Step 1 (Auziliary procedure): Compute zF = 7x[z* — G(2*)] and set
pF = 2k — 2k If p* = 0, stop. Otherwise determine m as the smallest

non-negative integer such that
(P G(a® + 57p") < a(ph) TG ("), (16.2)

set O, = B, y* = 2F + 0pp”. If G(y*) = 0, stop.
Step 2 (Main iteration): Set

9" = GyF),wr = (¢F)T (aF — "),

N P N I Y (16:3)

k=k+1 and go to Step 1.

According to the description, the algorithm finds a solution to VI in the
case of its finite termination. Therefore, in what follows we shall consider
only the case of the infinite sequence {z*}.

The basic properties of the algorithm are collected in the next lemma.

Lemma 16.1. (i) The linesearch procedure in Step 1 is always finite.
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(i1) It holds that
(") (=" — 2%) > wp > af A7 PF)P > 0 (16.4)
and
2"+ — 2|2 < fla® = 2|2 = (2 =) (we/llg" 1) (16.5)
for each z* € X*.

Proof. Tf we suppose that the linesearch procedure is infinite, then (16.2)
holds for m — oo, hence, by continuity of G,

(1—a)z* —2MTGr) <o.
On the other hand, by Proposition 11.12,
(y— )7 [G*) + A7 F —ah)] 20 wye X, (16.6)
hence
(e — )T [O(h) + AT (2 — ah)] > 0,
and
(zF — 2T G(2%) > A7 2P — 27|12 (16.7)

It now follows that 2* = 2z*, which contradicts the construction of the
algorithm. Hence, (i) is true.

Next, by using (16.2), (16.3), and (16.7) and the monotonicity of G, we
have

(g")" (2" — =)

= (@ =TGN + (v — )T G(YY)

=wp+ (W —2)"GY") > wi (16.8)
= O (2" — 2T G (YY)

> aby(z* — 2M)TG(2*) > ahp 7|2k — 27|12,

ie. (16.4

~—

is also true. By (16.4) and the projection properties, we have
2 = 2* |2 < 2 = y(wn/llg"7)g" — 2*|?

= [la* = 2*[” = 2y(wr/llg"]1*) (¢") " (&* — =)

+(vmen/1g°(1)?

<l = 2¥|* = 2y(2 = ) (wr/llg* D,

i.e. (16.5) is fulfilled, as desired. O
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Figure 16.1:

Thus, the above algorithm is well-defined and relation (16.4) says that
the vector g* and the number wy, > 0 determines the family of hyperplanes

Hy(v) = {y eR" | (¢")" (=" —y) = ywr}

such that Hj (1) separates #* and X*. Moreover, the point #*+! = zF —
v(wr/|lg¥]1?)g* is nothing but the projection of z* onto Hy(7), hence the
distance from #F*! to each point X* decreases and the same assertion is
true for x5! due to (16.5); see Figure 16.1. This result yields immediately
very useful properties of {x*}.

Lemma 16.2. Suppose that a sequence {x*} is generated by the above
algorithm. Then:
(i) {x*} is bounded.

(ii) kZ_:O(wk/Hng)Q < oo,
(iii) For each limit point x* of {x*} such that z* € X* we have

lim zF = z*.

k—o0

We are now ready to obtain convergence of the algorithm.
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Theorem 16.1. If a sequence {z*} is generated by the above algorithm,
then

lim z* = 2* € X*.

k—oo
Proof. By Lemma 16.2 (i), {z*} is bounded, hence so are {z*} and {y*}
because of (16.7). Let us consider two possible cases.
Case 1: klinolo 0, = 0.
Set % = ¥ + (0,/8)p*, then (p*)TG(F*) > a(p*)TG(z*). Select conver-
gent subsequences {z*1} — 2’ and {z%¢} — 2/, then {g*¢} — 2’ since {z*}
and {z*} are bounded. By continuity, we have

(1)’ - #')YG') >0,
but taking the same limit in (16.7) gives
(o'~ #)7C) 2 A ol — P,
ie., 2’ =2 and (16.6) now yields
(y—2)T'G@') >0 VyeX, (16.9)

ie, 2’ € X*. )
Case 2: limsup 6, > 6 > 0.
k—o0
It means that there exists a subsequence {0, } such that 6, > 6 > 0.
Combining this property with Lemma 16.2 (ii) and (16.8) gives

lim ||z* — zFa|| = 0.
g—o0

Without loss of generality we can suppose that {z%¢} — 2’ and {zF1} — 2/,
then 2’ = 2/. Again, taking the corresponding limit in (16.6) yields (16.9),
ie. 2/ € X*. The assertion of the theorem follows from Lemma 16.2
(iii). O

Combined relaxation methods may utilize iterations of various algo-
rithms as bases of the auxiliary procedure for computing the parameters of
the separating hyperplane and different rules for determining this hyper-
plane. To illustrate this assertion, we present now some other combined
relaxation method.

Algorithm (infeasible combined relaxation). Choose a point 20 €
R™, numbers « € (0,1), 8 € (0,1), v € (0,2), A > 0, and a sequence of
of mappings {F ) . R" — R"™} such that each F (%) is strongly monotone
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with constant 7/ > 0 and Lipschitz continuous with constant 7/ > 0 for
k=0,1,... Set k=0.

Step 1 (Auxiliary procedure): Find m as the smallest non-negative in-
teger such that

(a* = 22 TG(*) — G(=™)]
< (1 _ a)()\ﬁm)_l(x _ Zk,m)T [F(k)(xk) _ F(k)(zk,m)] ;

where 2" is a solution of the auxiliary problem

(y = 25T (G*) + ()~ [P (Rm) = PO (R)]) > 0
Yy € X.

Set 0 = ™A, yF = & If 2F = yF or G(y*) = 0, stop.
Step 2 (Main iteration): Set

g G(y*) — Ga*) — 0, [FR (yF) — F) (F) ||
(") (aF — oF),
a* — y(wi/ 9" 9",

Wk
s

k=k+1 and go to Step 1.

Observe that we can set for example F*)(z) = Az, where Ay is a
positive definite matrix and the choice Ay = I in this algorithm leads to
the usual auxiliary projection iteration, but the algorithm utilizes some
other linesearch strategy and the rule for determining the parameters g*
and wy. Also, it involves the assumption that G is defined on the whole
space R", i.e. G : R™ — R™, then the iteration sequence {2*} is infeasible.
Nevertheless, the parameters ¢* and wy, also ensure the crucial property
that Hy(1) separates 2* and X*. As a result, the above algorithm has
similar convergence properties. This approach can be extended for various
classes of VlIs, including multi-valued and generalized monotone ones; see
Konnov (2001) for more details.

16.2 The ellipsoid method

We also consider VI (15.1) with the monotone and continuous cost mapping
G. The idea of the ellipsoid method consists in construction of a sequence
of ellipsoids { F} }, such that each Ej contains a point of X*, with vol(Ej)
tending to zero as k — co. Here vol(Ej) denotes the volume of Ex. The
implementation of the method is based on the following observations.
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Let z be a point in R™ and let A be an n x n positive definite matrix.
Then one can define the ellipsoid ell(A, z) as follows:

ell(A,2) ={z eR" | (z — 2)T A (x — 2) < 1}.
It is clear that ell([,0) = {z € R™ | ||z|| < 1}.

Proposition 16.1. (Schrijver (1986), Theorem 13.1) The ellipsoid
ell(A’,2"), where
o 1 Agq
=z N
n oVt Ag (16.10)

. . 2 Aqqt AT
n2—1 n+1 ¢qTAq )’

has the minimal volume among all those containing the half-ellipsoid
ell(A, z) ﬂ{x eR” | (z—2)Tqg <0}

Moreover,

n—1
2\ T
vol| ell(A’,2")] _ ( n > 2 « ( n ) <e . (16.11)

vol[ ell(A, 2)) n?—1 n+1

Thus, the volume of the ellipsoid ell(A4’, 2’) will reduce if we make use
of (16.10) to find the next ellipsoid. Next, given a point z € R™, we can
choose the element ¢ in (16.10) as follows

1€ Q@)= { }S(EZ%RE" | (y—2)"p<0 VyeX} liff Zzzfgf
If ell(A, z) contains a point z* € X, then
z* € {z eR" | (x—z)TqSO}
hence x* € ell(A’, 2’). Taking these properties as a basis, we can construct

an iteration sequence.

Algorithm (ellipsoid). Choose a point 2° € R", a number A > 0 such
that [|z° — z*|| < X for some z* € X* and set Ag = A\?I. At the k-th
iteration, k = 0,1, ..., choose ¢* € Q(z"), set

O . 1 Arg® ’
P A
"y 2 Apg*(Apg®)T
n?—1 P T (¢")T Agq*

Ay =
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and k =k + 1.

To justify the above algorithm, it suffices to observe that the recurrence
(16.10) preserves the positive definiteness of Agy1. By description, E, =
ell(Ay, z%). Therefore, we must have z* € ell(Ay,2"), and, by (16.11),
vol ( ell(Ay,z*)) tends to zero in a linear rate. These properties yield the
convergence of the sequence {z*} to a solution.

Exercise 16.1. Find several first steps of the ellipsoid algorithm applied
to VI (15.1) where n = 2, G(z) = (22, —71)7,

X ={recR?| 2y >0,2; — 23>0},

utilizing the starting values 2z = (1,0)7, A\ = 2 and give their graphical
illustration.

Also, the ellipsoid algorithm admits extensions for multi-valued and
monotone VIs. It was first proposed by D.B. Yudin and A.S. Nemirovskii
and by N.Z. Shor for convex optimization problems. We refer to the books
by Polyak (1983), Schrijver (1986), and Konnov (2001) and to the bibli-
ography therein for a more detailed description of the properties of this
method.



Chapter 17

Solutions to Exercises

We consider here mostly exercises whose solution may cause certain theo-
retical difficulties.
Chapter 1

Exercise 1.1 Prove the equivalence of (1.7) and (1.8).

Let p* solve (1.7). Then, for each p € [p/,p"], we have

. <0 ifp*=p,
(p _p){ ZO ifp*:p".

Using (1.7), we see that

E(p*)(p* —p) >0,

/ /!

i.e. (1.8) holds. Conversely, let p* solve (1.8). Then p* € (p/,p”) implies
E(p*) = 0, similarly, p* = p’ (p* = p”) implies E(p*) <0 (E(p*) > 0) and
(1.7) holds. |

Exercise 1.2 Suppose that E is continuous and prove that (1.7) is solvable
if —oo < p' < p"” < 4o0. Find sufficient solvability conditions for (1.7) if
either p’ = —oo or p’’ = +o0.

If either E(p') < 0 or E(p”) > 0, then p* = p’ (respectively, p* = p”).
Otherwise we have E(p’) > 0 and E(p) < 0. Since E is continuous,
applying the mean value theorem we see that there exists p* € (p, p”) such
that E(p*) = 0.

205
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Next, if p’ = —oo and there exists p < p” such that E(p) > 0, then (1.7)
is solvable. In fact, E(p”) > 0 implies that p” solves (1.7). Otherwise we
have E(p”’) < 0 and by the mean value theorem, there exists p* € [p,p”]
such that E(p*) = 0. Similarly, if p” = 400 and there exists p > p’ such
that E(p) < 0, then (1.7) is solvable. |

Chapter 2

Exercise 2.2 Prove the assertion of Theorem 2.3 under condition (2.6).

Replacing A by its transpose A” in the proof of Theorem 2.3 and utilizing
(2.6) instead of (2.7), we obtain A4r < 1, but the matrices A and AT have
the same set of eigenvalues, hence A4 < 1 and the result follows. m|

Exercise 2.3 Prove the inequality Ay < 1 in Theorem 2.5.

By Theorem 2.4, x 4 is now positive. Hence, following the proof of Theorem
2.3, we see that the crucial inequality (2.8) holds in case (2.7’). Similarly,
we should replace A by its transpose A7 in case (2.6"). m]

Exercise 2.4 Prove that an n x n matriz A is indecomposable if, for each
pair (i,7), i # j, there exist indices i1,92,...,9s—1 such that a;,_,;, > 0 for
l=1,2,...,s, whereig =1, is = j.

We prove this assertion by contradiction. If A is decomposable, then there
exists an index set J C {1,...,n} such that ay; =0as k ¢ J, l € J. If we
take ig ¢ J,is € J, then there exists a pair (4;—1,%;) such that a;,_,; > 0,
but i;_1 ¢ J, i; € J, and the result follows. O

Exercise 2.5 Write down the extension of the input-output model for the
case (2.2).

The problem is to find z* € [2/,2"] such that
(x — )T (I - A)z* —y] >0 Vze 2]

In fact, if * solves this problem and 2’ < z* < 2’| then (I — A)z* —y =0
(cf. (2.2)). The more detailed consideration is given in Sections 7.1 and
8.1. O

Exercise 2.6 Prove that the solution set of problem (2.12) is a convex
cone.
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If 7 solves (2.12) (or equivalently, (2.12)), then so is Aw for any A > 0,
hence the solution set is a cone. Next, if 7’ and 7 are solutions of (2.12)
and « € (0,1), then

(I—A)(ar"+ (1 —a)r")
=al-A)r+(1-a)I—-A)rx" =0

and
art’ + (1 —a)r” >0,

ie. an’+(1—a)r” also solves (2.12), and the solution set is a convex cone.
O

Chapter 3

Exercise 3.1 Prove that the indecomposability of the set (A, I) is equiv-
alent to the indecomposability of the non-negative matrixz A.

By definition, the set (A,I) is indecomposable, if there are no nonempty
index subsets K C {1,...,n} and J C {1,...,n} such that

Zaij =0 foreachi¢ K,
j€J

where K (|J = () since B = I. But this is equivalent to the indecompos-
ability of the matrix A. m]

Chapter 4
Exercise 4.1 Prove the assertions of Theorems 4.1 and 4.2.

Combining (4.7) and (4.5) gives
e < bTy* =z YeeD

and }
by > cTa* =bTy* VWye D,

hence z* € D* and y* € D*, as desired.

Next, if the feasible set D is nonempty, then the cost function in (4.1)
can not be bounded from above due to (4.5). Similarly, if the feasible set
D is nonempty, then the cost function in (4.3) can not be bounded from
below due to (4.5). Therefore, the assertions are true. a
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Figure 17.1:

z* € [C, D]

227 + x5 =06

\ 7

Exercise 4.2 Find a solution to the following linear programming prob-

lem:

subject to

max — 2x1 + X9

3x1 + Txg < 21,
621 + 3x2 < 18,
8x1 + Ty < 28,
z1 2 0,22 > 0;

and a solution to its dual.

The primal problem can be solved by the graphical method (see Figure
17.1). The feasible set is represented by the polygon OABCD. The maximal
value of the cost function is attained at the each point of the segment [C, D],
where C' = (7/3,4/3)T, D = (3,0)T and results in 6. Let us consider the

dual problem:

subject to

min — 21y; + 18ys + 28ys

3y1 + 6y + 8yz > 2,
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Ty1 + 3y2 + Ty2 > 1,
y1 > 0,y2 > 0,y3 > 0.

Since 3z} + 7z} < 21, (4.8) yields yf = 0 and

6ys + 8y = 2,
3ys + Tys = 1.

This system has the unique solution y5 = 1/3, y5 = 0. Since y* is nonneg-
ative it has to be a solution to the dual problem. In fact,

21y7 + 18y; + 28y; =6

and (4.7) holds. a
Chapter 5

Exercise 5.1 By using the results of Section 11.2, find existence and
uniqueness conditions for the Cassel-Wald model.

The problem is to find * € D such that
(z* —x)Te(z*) >0 VreD,

where
D={zeR"| Az < b,z > 0}.

Since A is the consumption rates matrix and b is the endowments vector,
they contains only non-negative entries. Then D is clearly nonempty, con-
vex and closed. Moreover, it is natural to suppose that production of each
commodity requires some positive amount of at least one resource, i.e. the
matrix A has no zero column. Then D is bounded (see Exercise 12.1),
hence compact. If the price mapping ¢ is continuous on R”}, then, by The-
orem 11.2; the above problem has a solution, i.e. there exists at least one
equilibrium point. Moreover if we suppose additionally that —c is strictly
monotone, then, by Proposition 11.14, this solution is unique. O

Exercise 5.2 Derive the above optimality conditions for problem (5.4).
Setting ¢(a) = f;(a) — apTal, we can rewrite (5.4) as follows:

min — ¢(a),
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so that ¢'(a) = ¢;(a) — pTa?. Combining Theorem 11.1 and Proposition
7.1, we obtain the optimality conditions at x;:

zj; > 0,9 (x5) > 0,254 (2;) = 0;

and the result follows. O

Exercise 5.3 Show that the transportation problems are particular cases
of (4.1), (4.2") and (4.3"), (4.4).
We note that we have two linear programming problems:

l

max — Z dip; min — Z Z ¢ij fij

i=1 i= 17—
!
Dpj — Pi < Cj Z Zfngd
=1, i

pi >0 i=1,...,l; fi; >0 4,5=1,...,1
since all the cost and constraint functions are affine. Moreover, the basic re-
lationships between the numbers of variables and constraints, and between
the coefficients of the cost functions and right-hand sides of constraints are
fulfilled. Also, their basic constraints have opposite signs. The constraint
matrix A has the dimensionality (? x [, where the (4, j)-th row contains two

nonzero components ag;) ; = 1 and a(;;); = —1. But the transposed ma-
trix AT then determines the constraint coefficients of the second problem.
Therefore, the problems are mutually dual. O

Exercise 5.4 By using the results of Section 11.2, find existence and
uniqueness conditions for the model with fixed capacities.

Let us consider the variational inequality: Find f* € D such that

l l
ZZ iy = f5) 20 VfeD, (17.1)

where

l l
D= fE]Ri:d iji_z.fijzd’i 7,:1,,l
j=1 j=1
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If VI (17.1) has a solution f*, then, applying Proposition 11.6 (ii), we see
that there exists a point p* € Ri such that

1
ZZ (ciy(f) = v +pf) (fis — fi;) =0 Vf>0,

l
f]*i—Zfig—di (pi—pi) >0 Vp=>0;

i.e. the pair (f*,p*) is an equilibrium point for the model with fixed ca-
pacities. Let us turn to VI (17.1). The feasible set D is convex and closed.
It is natural to suppose that D is nonempty. Due to Proposition 11.14, if
¢ is strictly monotone, then VI (17.1) has at most one solution. Next, due
to Theorem 11.4, if ¢ is continuous and strongly monotone, then VI (17.1)
has a unique solution. O

Exercise 5.5 Let the functions p and h; be affine, i.e.,
plo) = a—pBo,a=0,8>0;
hi(zi) = ~iwi+0;,7% >0,6,>0 for di=1,...,n
Then,
fi(z) = zi(a — Boy) — viwi — &;.

Find the value of G(x) and show that the oligopolistic equilibrium model
becomes equivalent to the problem of minimizing a strongly convex quadratic
function subject to the nonnegativity constraints.

By definition,

Gi(x) = —plog) —xip/ (04) + hi(x;)
= —a+fo,+Bzi+v

n
fori=1,...,n, where o, = x;. Hence,
Jj=1

G(x) = B(Ax —b),

where
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b= (by,...,0n)T, b = (. —v;)/B for i = 1,...,n. From Corollary 11.2
it follows that the oligopolistic equilibrium problem is equivalent to the
following VI: Find x* > 0 such that

(x— Jc*)T(A:v* —b)>0 Vx>0,

however, Axr—b = Vp(z), where p(z) = 0.527 Az —27b since A is symmet-
ric. Moreover, A is positive definite and ¢ must be strongly convex. Due
to Theorem 11.1, the above VI is equivalent to the optimization problem

On account of Proposition 11.15 (ii) it has a unique solution. i

Exercise 5.6 Set n = 2,q;(p) = aps—i/p; — B, hi(t) = vt + 0 with
a,B,7,0 > 0 fori = 1,2 and find the equilibrium point via solution of
system (5.23).

By definition,

fi(p) = aps—i — Bpi — v (aps—i/pi — B) — 0

and
Gi(p) = B — ayps_i/p; for i=1,2.

System (5.23) is specialized as follows:

{ Bp; — ayps =0,
Bps — aypr = 0.

It has the unique solution p; = ps = a~vy/f. O

Exercise 5.7 By using the theorems of Section 11.2, find existence and
uniqueness results for problem (5.25).

The problem is to find * € X such that
(x —29)Tp(z*) >0 VzeX,

where

i=1

X:{QCERZLr

Clearly, X is a nonempty, convex, and compact set. If the mapping p is con-
tinuous on X, then, by Theorem 11.2, the problem is solvable. Moreover,
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if we suppose additionally that p is strictly monotone, then, by Proposition
11.14, its solution is unique. O

Exercise 5.8 Deduce the equivalence of (5.26) and (5.27) from Propo-
sition 11.7. By wusing the theorems of Section 11.2, find existence and
uniqueness results for problem (5.27).

From Proposition 11.7 we obtain the necessary and sufficient optimality
conditions for VI (5.27): (z*, ) € [a, 8] x R and

> i) =M@ —a7) >0 Vay € [, Bi], i=1,...,n;
i=1

< x?—b> (L=X2)>0 VpeR;
=1

where a = (ay,...,a,)T, 3= (B1,...,8:,)T. The first inequality is equiv-
alent to (5.26); see Proposition 7.2. At the same time, the second relation
n ~
is rewritten as > z] =b, i.e. z* € X.
i=1
_ Next, X is convex and compact. If X is nonempty and p is continuous on
X, then, by Theorem 11.2, VI (5.27) is solvable. If we suppose additionally
that p is strictly monotone, then, by Proposition 11.14, (5.27) has a unique
solution. O

Exercise 5.9 Find solutions of problem (5.26) when n = 2, aq = 1,
B1=2,aa=1, By =3, p1(x1) =221 — 1, pa(x2) = 0.525+1 for b =3 and
for b =175 and give their graphical illustration.

We first consider the reduced problem

pi(zf) =X i=1,2,
ri+ax5=>

and then check whether its solution satisfies the offer bounds.
In case b = 3 we have the system

207 — 1=,
0.525 + 1= A,
T+ x5 =3;

which has the unique solution z] = 1.4,25 = 1.6,A = 1.8. This point
satisfies the bounds and solves also the initial problem. Its graphical inter-
pretation is given in Figure 17.2.
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Figure 17.2:

T2

\ / 4x1 — x9 = 4 (equal price line)

/\ x1 + 29 = 3 (balance line)
l .

[z \ £

In case b = 5 we have the system

21 — 1=\,
0.5 + 1=\,
F1 4+ i = 5y

which has the unique solution z; = 1.8, Zo = 3.2, A = 2.6, but it is
infeasible for the second trader. We reduce its offer by setting x5 = 3, then
x} = 2. Observe that py(23) = 3 and pa(z5) = 2.5, hence we set A = 3 and
obtain p;(z}) < A, xf = §; for i = 1,2, and (5.26) is fulfilled. Figure 17.3
gives the graphical illustration. a

Exercise 5.10 By using the theorems of Section 11.2, find the general
existence result for problem (5.28), (5.29).

The feasible set Z, defined by (5.28), is nonempty, convex, and closed.
Since 0 € Z, we specialize Theorem 11.3 by setting y = 0 there. Suppose
that the price mappings g; and h; are continuous and that there exists a
bounded set Y C Z such that 0 € Y and

m

> gil@,y)ws = hy(w,y)y; >0 for every (z,y) € Z\Y.
=1

Jj=1
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Figure 17.3:

4x1 — x5 = 4 (equal price line)
x*
x1 + x2 = 5 (balance line)
© / |
" N —
] T
Then problem (5.28), (5.29) has a solution. O

Chapter 6

Exercise 6.1 By using the results of Section 11.2, find existence condi-
tions for the path flow formulation of the network equilibrium model.

The feasible set X, defined by (6.4), is nonempty, convex, and compact.
If we suppose that the cost mappings 7; in (6.5) are continuous, then, by
Theorem 11.2, problem (6.4)—(6.6), (6.8) has a solution. O

Exercise 6.2 Prove that H in (6.9) is bounded.

Due to the constraints

h >0, Zhij <,
i

the feasible flows h are bounded. Hence the population volumes

xi:bi+zhji_zhij7ie N,

i i
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have to be bounded and the result follows. O

Exercise 6.3 By using the results of Section 11.2, find existence condi-
tions for the migration equilibrium model.

By definition, the set H in (6.9) is nonempty, convex, and closed, moreover,
it is bounded due to Exercise 6.2. If the utility mappings u; and the mi-
gration cost mappings c¢;; are continuous, then, by Theorem 11.2, problem
(6.9), (6.12) has a solution. O

Chapter 7

Exercise 7.1 Prove that problem (7.3) is equivalent to CP (7.1) with
X =R".
+

Setting X = R in (7.1) and noticing that (R’})" =R’} , we obtain
z* > 0,G(z%) >0, (z*)TG(z*) = 0.

Since xfG;(z*) > 0, we see that the third equality is equivalent to the
sequence of equalities: x7G;(z*) =0 for i = 1,...,n. Therefore, the above
problem coincides with CP (7.3). O

Exercise 7.2 Prove the assertions of Proposition 7.2.
Obviously, for each ¢ = 1,...,n, the inequality

Gi(z*)(x; —a]) >0 Va; € [ay, ]
is rewritten equivalently as follows:

>0 if zf=q,
Gl(:Z?*) =0 if x; c (Oéi,ﬁi),
<0 if z7 =05

%

see also Exercise 1.1. Hence (i) and (ii) are equivalent. Next, if z* € X
satisfies the sequence of inequalities

Gl(a?*)(ajl — .’1?:) >0 Vx; € [Ozi,ﬁi], Yi=1,...,n;

then their summing gives that «* solves VI (7.2), (7.4). Conversely, if x*
solves VI (7.2), (7.4), for each k, we can take the point

~ * * * *
T=(x],..., T, Tk, Ty g, .-, 2) €X
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with any zj € [ag, Ok] and, setting z = Z in (7.2), we obtain
Gr(z")(zk —23) 20,

hence x* solves the above sequence of inequalities, and the result follows.
O

Exercise 7.4 Following the proof of Proposition 7.3, establish the result
of Proposition 7.4.

Clearly, (i) = (ii) for n = 1. Using induction, we suppose that this impli-
cation holds for n — 1 with n > 1 and that there exist a Py-matrix A and
a nonzero vector z € R™ such that

Zakakzj <0 for each k with z # 0.
j=1

If z; = 0 for some i, then there exists a principal submatrix A of A, which
is also a Py-matrix such that

> iz <0 for each k with Z # 0.
jeJ

and for a subvector Z of z, where J is the corresponding subset of indices.
Since this is a contradiction, no component of z is zero. Set

1< .
di:;Zaiij<0 for z:l,...,n

)

and define the diagonal matrix D with the diagonal entries dy,...,d,. It
follows that (A — D)z = 0, but the matrix A — D has to be nonsingular, a
contradiction, Hence, (i) = (ii).

Suppose that (ii) holds and choose an arbitrary real eigenvalue A of A
and an associate eigenvector z. The vector z must be nonzero and, as A is
real, we can take z to be real. By definition, Az = Az and there exists an
index k such that z; # 0 and

n
0< Zakakzj = \z7,
j=1
hence A > 0 and (ii)=- (iii).
Next, let (iii) hold. The determinant of A is equal to the product of
all its eigenvalues, but the complex eigenvalues of real matrices appear in
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conjugate pairs. It follows that A is a Py-matrix, i.e. (i) holds, and the
proof is complete. a

Exercise 7.6 Derive from Proposition 7.6 the feasibility of LCP (7.8)
with G(x) = Az + b, where A is a P-matriz.

By Proposition 7.6, there exists = > 0 such that Az > 0. For arbitrary b,
there exists A > 0 such that A(Az) +b > 0. Hence, the point & = Az is
feasible. |

Exercise 7.7 Define
D={z€eD |z <pfi=G(x)>0 Vi=1,...,n}

for MCP (7.2), (7.4) and show that the assertion of Theorem 7.2 remains
true if a; > —oo fori = 1,...,n and RY} is replaced with X. Make the
modification of the Jacobi algorithm which allows for obtaining the result
of Theorem 7.3.

Since D is then bounded below, we should follow the proofs of Lemmas
7.1, 7.2 and Theorem 7.2 in general. In the modified Jacobi algorithm,
we also compute the next iterate componentwise. For each index i =

1,...,n, we set xf“ = qy if Gi(:v’ii,ai) >0 and xf“ =G, if xf = (; and
Gi(z"*;,3;) < 0. Otherwise we set z¥1 to be the number in (ay, 2] such
that G;(z*,, z"1) = 0. O
Chapter 8

Exercise 8.1 Replace D in (8.4) by

D:{xGX

n
<z = x;,— Y ajx; —y; >0 for i:1,...,n}
i=1

and show that the assertion of Theorem 8.1 remains true for problem (8.5),

(8.5).

Since the cost mapping x +— (I — A)z — y is Z, follow the lines of Exercise
7.7. O

Exercise 8.2 Describe the modification of the Jacobi algorithm for MCP
(8.3), (8.5) and prove its convergence.

Follow the lines of the solution to Exercise 7.7. O
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Exercise 8.3 Prove the assertions of Theorem 8.3.

The result follows directly from Proposition 8.1 and Theorems 7.2 and 7.3.
O

Exercise 8.5 Prove formula (8.10).

Observe that z? is the unique solution of the optimization problem:

n

max — E o Inx;
Jj=1

subject to
ple < pTw® z > 0.
Clearly, if we set
;

1’] = —O',LJpT'LU(l) fOr j - ]-7 sy 1y
J

then z' is non-negative, moreover, the optimality conditions

T T, (i)

G—i.j—)\pj:() for j=1,...,n; pla'=plw

Z,
J

hold true with A = 1/pTw; see Proposition 11.7. Hence z* in (8.10)
solves the optimization problem. O

Exercise 8.6 Show that f; is concave in p; under the above assumptions.

By definition,

fi(p1, -+ pn)
= a;pi NP1, - - Pi1,Pit1s--->Pn)/Pi)" — Bibi
—ai7 NP1, -, Pie1, Pig1s - Pn) /0] + vilBi + 05,
where a; > 0, 3; > 0, K € (0,1], n : R"! — R, is a non-negative

differentiable function, which is non-decreasing in each variable. It follows
that the partial derivative

dfi(p)

o wayip; t [n(p—i)/pi)"™ + (1 — K)oy [n(p—i)/pil" — Bi
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with p_; = (p1,...,Pi—1,Pit1,--.,Pn) 1S NoN-increasing in p;, hence f; is
concave in p;. O
Chapter 9

Exercise 9.3 Let X be a set of form (7.4). Prove that G : X — R"
is a Py-(respectively, P-) mapping, if it is monotone (respectively, strictly
monotone), but the reverse assertions are not true.

Clearly, if the sum

is non-negative (positive), then so is the expression
(&} = #))[Gila") — Gila")
for at least one i. On the second part, see Exercise 7.3 and Example 7.1.0

Exercise 9.4 Suppose that G is of form (9.1). Prove that G is monotone
(respectively, strictly monotone) if and only if A is positive semidefinite
(respectively, positive definite).

If G(z) = Az + b, then
(I/ o Z,II)T[G(I/) o G(:C”)] — (I' o m”)TA(x/ o QZ”)
and the result follows from the definitions. O

Exercise 9.5 Prove the extensions of Theorems 9.1 and 9.2 for MCP
(7.2), (14).

The assertion of Theorem 9.1 remains true for the general MCP (7.2), (7.4)
with small modifications of the proof. Now we turn to Theorem 9.2 and
consider MCP (7.2), (7.4) under the following boundedness condition:

a; >—oc0 for i=1,...,n.

Next, set
J={i]| B = +oo}.
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Theorem 17.1. (i) If G : X — F is a continuous and monotone mapping
and there exists a point y € X such that G;(y) > 0 for ¢ € J, then MCP
(7.2), (7.4) has a solution.

(i) If G : X — R™ is a continuous and strictly monotone mapping and
there exists a point y € X such that G;(y) > 0 for ¢ € J, then MCP (7.2),
(7.4) has a unique solution.

Proof. The case J = () is trivial since the results follow from Theorem 11.2
and Proposition 11.14. Let J # 0. Take an arbitrary x € X. Then, by
monotonicity,

(x—y)'G(z) 2 2" G(y) —y" G(y).

Since G;(y) > 0 for all i € J, there exists a number v > 0 such that the
right-hand side of the above inequality is positive, if z € X\Y, where

i=1

Y:{JIEX

Assertion (i) follows now from Theorem 11.3.
In case (ii), it suffices to prove that the conditions of part (i) are fulfilled.
Fix a number v > 0 so that the set

n n
zZy,zzizzyz«w}
=1

i=1

K:{zeX

is nonempty. Since K is convex and compact, Theorem 11.2 with X = K
guarantees the existence of a solution Z € K for the following VI:

(z—2)T[G(#) -Gy)] >0 VzeK.
Since & # y, we have
(& —y)"[G(F) - G(y)] >0,

therefore,
(z—yTGE) - Gy)] >0 VzeK.

If we take z € K such that z; = y; for j € J, the above inequality gives
G;(Z) > 0 for all i € J and the result follows. O

Exercise 9.6 By using the projection properties, prove the formulas for
computation of y&* and y*(z).
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By definition, y®(x) solves the optimization problem

min — (20) "'z —y|* - (z — )" G(x),
yGRi

which can be replaced by VI (see Theorem 11.1):

(z =y (@) (¥*(2) =[x —aG(2)])) 20 Vz € RY.
Due to Proposition 11.12, this means that y*(z) = 7y[z — aG(x)]. On
account of (9.3), it can be computed componentwise, i.e. y& = max{0, z; —
aGi(z)}. O
Chapter 10

Exercise 10.2 Prove the assertion of Theorem 10.2.
Utilize Corollary 11.2, Lemma 10.1 and Exercise 11.2. O

Exercise 10.3 Extend Theorems 10.2-10.5 for the case of bounded out-
puts.

We should simply replace CP (9.2) by MCP (7.2), (10.9), with the bounded
feasible set

X =1[0,81] -+ x [0, Bn]-

Of course, the extension of Theorem 10.2 is trivial. Next, by Theorem 11.2,
this MCP is solvable and the conditions of Theorem 10.3 and 10.4 yield
also the uniqueness of this solution. O

Exercise 10.4 Give the sufficient conditions of convergence of the algo-
rithm of Section 9.2 for CP (9.2), (10.9).

Under the assumptions of either Proposition 10.4 (iii) or Proposition 10.5

(i), VG(z) is a P-matrix. If we suppose also that ¢, has bounded level
sets, then the algorithm ensures the convergence to a solution. O

Chapter 11
Exercise 11.1 Prove the assertion of Proposition 11.7.

Replacing each i-th equality h;(u) = 0 with two inequalities h;(u) < 0
and h;(u) > 0 and applying Proposition 11.6, we see that the optimality
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conditions are written as follows: Find (u*,v*,p*,¢*) € U x R x Rﬁ X ]Ri
such that

m k k
(u —u*)T F(u*)+20jai+2p;‘bj qu;bj >0
i=1 j=1 j=1

Yu € U,
(v— v*)T[—f(u*)] >0 YveRT,
(p—p)"[~h(w")] >0 VYpeRE,
(¢—¢)"[hw)] >0 vgeRL

Of course, it we set w = p — ¢ € RF and w* = p* — ¢* € R*, then the last
two inequalities become equivalent to the following

(w—w)[~h(u*)] >0 YweR",
and the system coincides with (11.1), (11.19). a

Exercise 11.2 Prove the equivalence of problems (11.21)-(11.23) and
(11.20).

Clearly, summation of the inequalities in (11.20) gives (11.23). Conversely,
if 2* = (uj,...,u},) solves (11.21)—(11.23), then setting

_ * * Lok
y= (ula'”vui—l?vlvui-l—lv'--7um)

in (11.23) for any v; € X; and for an arbitrary index ¢ gives (11.20). O

Exercise 11.4 Show that the saddle point problem (11.7), (11.29) is
equivalent to the system (11.26), (11.11) with F(u) = Vfo(u), b(v) =
Vp(v) under the above assumptions.

Apply Corollary 11.1. a
Chapter 12

Exercise 12.1 Prove that D is bounded if A and b contain only non-
negative entries and there is no zero column in A.

By definition,
D={zeR"| Az < b,z >0},
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and for each j there is ¢ such that a;; > 0. Hence

1
0<z; < — bi*Zaika < b;/ai;
i oy

and D is bounded. m|
Exercise 12.2 Prove the assertion of Proposition 12.1.

Since Y is nonempty and compact, problem (12.5) has a solution. Suppose

that 3 and 3" are two different solutions of (12.5), then p”'y’ = pTy” = u

and § = ay’ + (1 — «)y” is also a solution of (12.5) if @ € (0,1). But
7 € intY and there exists § > 0 such that §+dp/||p|| € Y. Then we obtain
a contradiction, since

p" (G + op/llpll) = p" G + ollpl1* = 1+ 8lp)* > p.

Exercise 12.3 Prove the assertion of Proposition 12.2.

Clearly, y(Ap) = y(p) for every A > 0, hence the mapping p — y(p) is
positively homogeneous of degree 0. Take any p’,p” € R \ {0} and set
y =y),y" =y("). Then we have

@) —y") >0 and (") (" —y) >0,

hence

@ -0 —=y") =0
and the mapping is monotone. Next, take a sequence {pF} — p € R\ {0}
and set y* = y(p*). Then y* € Y and

T (W —y) =0 Vyev.

Since {y*} is bounded, we can take the limit & — oo and a subsequence, if
necessary, and obtain

BT @—y) >0 Vyev,

where 7 is a limit point of {y*}. It follows that § € Y and § = y(p). Since
y(p) is determined uniquely, we have § = klim y* and the result follows.O
—00
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Exercise 12.4 Prove that the mapping p — x(p) is continuous on R} \

{0}.
Utilize Lemma 12.1 and follow the lines of the above proof. O
Exercise 12.5 Prove the assertion of Proposition 12.4.

Since each cost function h; is convex and each function

0i(z, i) = —yip | Y x5 +vi
J#i

is concave in z, it suffices to prove that the function p(z) = o.p(o,) is
concave. Since the industry revenue function p(o) = op(o) is concave, we
see that, for all 2/, 2" € R and for each A € (0, 1), it holds that

e\’ + (1 =N2") = pAow + (1= A)owr)

> Auloer) + (1= Np(ogr)
= (@) + (1 = Ne(a"),
i.e. ¢ is concave and the result follows. a

Exercise 12.6 FEstablish monotonicity criteria for the cost mapping and
find existence and uniqueness results for VI (5.28), (5.29).

Being based on Proposition 11.1, we can obtain directly the monotonicity
properties of the mapping

(l',y> = (g(x,y)v _h(xa y))

via consideration of positive (semi) definiteness of its Jacobian. The general
existence result for continuous mappings g and h is given in Exercise 5.10.
If the cost mapping is strictly monotone, then, by Proposition 11.14, VI
(5.28), (5.29) has at most one solution. If the cost mapping is continuous
and strongly monotone, then, by Theorem 11.4, the problem has a unique
solution. a

Exercise 12.7 Prove that the monotonicity of F implies the monotonicity

of G.

By definition,
G(x) = BTF(Bx).
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Choose 2/, 2" and set y' = Bx',y"” = Bx". Then

(x’ 2" [G(') - ( Bl

= (' —a")" [B"F(y') - B"F(y")]

=(y —y )T[F(y’)—F(y )] >0,
i.e. G is monotone. O
Chapter 13

Exercise 13.2 Let G(x) = Ax + b, where A is a symmetric positive
semidefinite n X n matriz, b € R™. Prove that G is co-coercive.

In this case, there exists a matrix Q such that A = QT Q and ||Q”||> = || A||.
Then, for arbitrary xz,y € R™, we have

(z—y)" [G(x) — G(y)]
=@—-y A@z-y) =Qx—y|?

T1-2110T Oz — u)|I2 — )2
> Q712107 QG ~ ) = Al - v
= TG - G

and the result follows. O

Exercise 13.3 Prove that assumption (15.6) is not fulfilled if G(x) =
Ax + b, where A is an arbitrary skew-symmetric matric.

If x* € X*, then for every z € X, we have

(z —2*)TG(x)

= (2 —2")[G(x) = G(a")] + (z — 2") " G(2")

=z —2")TA(x —2*) + (z — %) T G(z¥)

= (z —2")TG(z*).
Hence (13.6) does not hold if there is a point z € X such that (x —
2*)TG(z*) = 0. 0
Chapter 14

Exercise 14.2 Prove that both (14.2) and (14.8) imply (15.9), i.e. the
integrability of G.
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In case (14.2) we have

where f;(z;) = f G;(r)dr for i =1,...,n. In case (14.3) we have
0
f(x) =052 Az + 27D

O

Exercise 14.4 Prove that the integrability of F' implies the integrability
of G in (14.4).

If F(y) = Vp(y), then, by using the formula for the derivative of a com-
posite function, we have G(x) = V f(x), where f(z) = ¢(Bz). O
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