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Abstract

Our main goal in this paper is to provide conditions under which the solution sets to a maximal problem and to a
generalized variational inequality problem coincide and are nonempty. We use the obtained results to get a proof of
existence of equilibria in an exchange economy model. Finally we compare the results obtained in our analysis with
those which are available in the variational inequality and economic literature.
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1 Introduction

In the present work, we provide conditions under which the solution sets to a maximal problem and to a generalized
variational inequality problem coincide and are nonempty. We then use the above results to get a proof of existence of
equilibria in an exchange economy model.

In choice theory, individual actors are assumed to have preferences on a set of alternatives, i.e., a binary relation on a
choice set. Individuals choose a subset of the choice set using such preferences!. The preference relation is often assumed
to be transitive and complete - where completeness means the individual is able to compare any pair of alternatives. In
that case, the individual will look for an element in the choice set which is preferred to any other element in the set,
i.e., a maximum element.

It is indeed analytically convenient to describe preferences by a real valued function defined on the choice set. Transitivity
and completeness are necessary, but not sufficient conditions to accomplish such task.? Debreu [12] showed that further
assumptions on the preference relation (and the choice set) are required.

At the other end of the spectrum, many authors have questioned the realism of both completeness and transitivity.
Indeed, completeness fails to acknowledge the possibility of being unable to choose between two alternatives, basically
for lack of information. To see why transitivity may be fail in a very simple manner, observe what follows. Transitivity
of preferences implies transitivity of the associated indifference relation. On the other, making a long chain of almost
identical and therefore indifferent elements may clearly violate transitivity: “I am indifferent between a cup of coffee
with no sugar and a cup of coffee with one grain of sugar and a cup of coffee with two grains of sugar and so on; on the
other hand, I am not indifferent between a cup of coffee with no sugar and a cup with 10 spoons of sugar”?. In the case
of preferences without completeness and transitivity, the individual will look for an element in the choice set which is
not strictly preferred by any other element in the set, i.e., a maximal element.

In the present work, the way we use to find maximal elements is to follow a variational inequality approach. The theory
of variational inequalities was introduced in the seventies by Stampacchia [30], inspired by work of Fichera [15], as an
innovative and effective method to solve equilibrium problems arising in mathematical physics. Starting from 1985, this
theory was applied to find solutions to optimization problems and system of equations. Different problems arising from
the economic, financial and engineering fields (see e.g. [6],[7],[11],[13],[29] and references therein) can be modeled by
means of variational and quasi-variational inequalities and can be studied by using this theory, providing existence of
solutions, well posedness and iterative schemes for computational purposes.

At the best of our knowledge, our results about the maximal problem is a strict generalization of any corresponding
result in the Variational Inequality literature applied to Euclidean space (see [4] and [27] and references there). The
result about existence of equilibria in exchange economies is strictly more general than any work in the Variational
Inequality literature and still less general than the results obtained in the economic literature. Our future research aims
to fill this last gap.

The paper is organized as follows. In Section 2, we present the maximal problem, the Variational Inequality problem
and our main results. In Section 3, we compare the above results with the ones available in the Variational Inequality
literature. In Section 4, we apply the result obtained above to show existence of equilibria in a general equilibrium

IFormal definitions and statements of what said below are presented in Section 2.

2See, for example, [21], p.46, for a standard example of a preference relation which is transitive, complete (and satisfies also some other
“reasonable” conditions) which cannot be represented by a utility function.

3See also [24]



model of an exchange economy. In Section 5, we make the corresponding literature comparison. The Appendix contains
results used in the analysis of the above sections.

2 Existence of a Maximal element and an associated Variational Inequal-
ity problem

We start our analysis presenting first some terminology about preference relations.

Definition 1 A binary relation on the set X is a subset R of the Cartesian product X x X. If X is a choice set, we
call R a preference relation. For any x,y € X, we write (x,y) € R as x = y, which we read as “r is at least as good as
y” or “x is weakly preferred to y”.

Definition 2 The strict preference relation, denoted by >, is defined as follows
Ty =y but noty = x.
and x >y is read as “r is preferred to y”.

Remark 3 The definition of strict preference we presented above is the one most followed in the literature - see, for
example, [21], page 6. Some authors give the following definition x = y < not y = = - see, for example, [23], page 9.

Definition 4 The indifference relation, denoted by ~, is defined as follows
r~ySrryandy = x.
and x ~ y is read as “r is indifferent to y”.

Definition 5 The preference relation = on a set X is

complete if for any x,y € X, either x =y ory = x;

transitive if for any x,y,z € X, if x = y and y > z, then x = z;

continuous if X is a topological space and for any x € X, both {y € X : y = x} and {y € X : x > y} are closed set in X.

Definition 6 z,y € X are not comparable if
notx =y A not y = x.

Definition 7 Given a preference relation = on a set X, we say that
x is mazimum (for = on X ) if x € X and for anyy € X, x = y;
x is mazimal (for = on X ) if x € X and for any y € X, not (y > x).

Remark 8 x is a mazimal if x € X and for any y € X, either x > y or x,y are not comparable, as verified below.
Given x,y € X, then the following cases are possible.

y=x noty>=x
Ty 1 2
notx =y 3 4

r>=y andy =z, i.e,xr~Y;

>y andnoty >z, i.e., T > Y;

notx >y andy>x, ie,y>x;

4. notx >y andnoty > x, i.e., x and y are not comparable.

The above observation suggests that if a preference relation is not complete, then a reasonable choice for an individual
would be a maximal element.

oo~

Definition 9 A function u : X — R is an utility function representing the preference relation > if
Yo,y e X, 1y e ule) > uly).

Proposition 10 (See [12], page 56) If X is a connected subset of R™, and the preference relation = is complete,
transitive and continuous, then there exists a continuous utility function representing the preference relation >.

Definition 11 The strictly preference set-valued map P : X = X, is defined as follows.
Plx)={z€X: z»u}.

The set P(x) of all vectors z that are strictly preferred to x is called strict upper contour set.



Given the above definitions, we can now present our choice problem analysis. We are interested in preference relations
which are neither complete nor transitive. We consider an individual described by a choice set X C RY, with C € N,
a constraint set K C X and a set valued function P : X = X. An usual economic interpretation of the above objects
goes as follows. The individual is a consumer or household who has to choose a vector of C' existing commodities or
goods. X is the set of commodities the household can consume on the basis of biological and physical considerations;
K is the set of commodities the household can afford on the basis of economic constraints depending on her wealth and
existing prices; P describes preferences or tastes of the household.

Definition 12 T € X is a mazimal element for P on K if T € K and P (T)NK = &. In that case, we say that T solves
problem M (K, P).

Remark 13 The above definition is consistent with Definition 7. Indeed,

reK N (ye K=y¢P(x))
=
reK AN (KNP(z)=2)

18 equivalent to
(Jy € X such thaty € K Ny € P (x))
=
(Jy € X such that y € K NP (z)),

which is obviously true.
Remark 14 IfP(z) ={2' € X : u(2') > u(x)}, then T € X defined above is a solution to the problem

maxu (z).

The main goal of this section is to provide conditions under which the solution sets to M (K, P) and to a well chosen
Generalized Variational Inequality problem defined below - see Definition 30 - do coincide and are not empty. That goal
is achieved in Proposition 31 and Proposition 36.

In what follows, we present needed assumptions on X, K and P, some preliminary definitions and facts.

Definition 15 For any y € R¢ and any r € R , the open RC ball centered at y of radius v is denoted and defined as

follows.
B(yr)={zeR: |ly—z| <r},

the unit sphere of RC centered at zero as
5(0,1) = {z e RY : ||z =1}
Definition 16 Given K C R,
Intge (K) = {z € K : 3r € R4 such that B (z,7) C K},

KL:{ZERC:Vx,yEK,<Z,x—y>:0},

aff(K) = {x eRY:3ImeN, (Ni)ir, €R™, al,...,a™ € A such that v = Z)\Z—ai and Z/\Z- = 1} ,

i=1 i=1

conv(K) = {x eRY :3m e N, (Ni)it, € R, a,...,a™ € A such that x = Z)\iai and Z)‘i = 1} .

i=1 i=1
Definition 17 Given z,y € R such that x # 1y, the closed segment from x to y is denoted and defined as follows
[z,y] = {2 € RY:3 € X€[0,1] such that z= (1 —\)z+ \y}.
Similar definition applies to half open segments [x,y).

Definition 18 A set valued function P : X = X is lower semicontinuous at x € X if P (x) # @ and for every sequence
(Tn),eny € X such* that x, — x, and for every y € P (x), there exists a sequence (Yn)pen € X such that ¥V n € N,
yn € P(x,) and y, — y. P is lower semicontinuous if it is lower semicontinuous at every x € X.

4Qiven a set S, S denotes the set of sequences with elements in S.



Definition 19 P : X = X is RC open valued a x € X if P(z) is RS open. P is X open valued at x € X, if there
exists 1 € Ry such that B(y,r)NX C P (x).

Assumptions
i.1) K is convex;

1.2) K+ = {0};
i.2%) K # @
1.2**) K C Intge (X);

i.3) K is compact;

ii) P is lower semicontinuous;

iv) P is convex valued;

v) (Irreflexivity) For any z € X, x ¢ P (x);

vi) (Global NonSatiation) P is non-empty valued;
vii) For any x € X, Intgc P (z) # .

(
(
(
(
(
(
(iii) (Openness like assumption) For any « € X, for any y € P (z) and for any z € X\ {y}, we have [z,y) N P (z) # &;
(
(
(
(
(vii*) For any x € X, there exists y € P (x) such that for any z € R\ {y}, [z,9) N P (z) # &;

(

viii) (Local NonSatiation) For any x € X and any r > 0, there exists y € X such that y € P (z) N B(x,r).

Remark 20 1. P is Locally NonSatiated < For any T € RY, & € Clge (P (7)), where Cl denotes the Closure of a set
(with respect to the Fuclidean topology of R ).

2. Assumption (i.2) = Assumption (i.2%);

Indeed, K+ = {0} & aff (K) =R and if K = @, then aff (K) = Cl (aff (9)) = @ # R
3. Assumption (viii) = Assumption (vi).

4. P is RC open and non-empty valued = (vii) = (vii*) = (vi).

5. P is X open valued = Assumption (iii).

6. Assumption (viii) = Assumption (vi).

7. Intge (K) # @ = (i.2) (see Proposition 60 in the Appendiz).

8. o 7é K g IHtRC (X) Ead Il’ltRC (K) # I

indeed, it is enough to take X = R?H and K = {(E S R?Hr 1T+ Ty = 1}

9. @ # K C Intge (X) < Intge (K) # 2.

10. Assumption (ii) = Assumption (vi).

Remark 21 All the assumptions listed above have been used extensively in the literature apart from Assumptions (iii)
and (vii*). To the best of our knowledge, [9], page 133, was the first author to introduce Assumption (iii). We introduced
Assumption (vii*). That assumption is more general than “For any x € X, P () contains an RY internal point”, where
y € P (x) is an RC internal point if for any z € RE\ {y}, there evists t, € Ry, such that for any t € [0,t.], we have
y+tz € P(z).

Proposition 22 Define = on R as follows: for any x,y € R, y = x if y € [x,x + 1).
1. = is a. neither transitive, b. nor complete;

2. P(z)={yeR:iy>z}=(rv,x+1);

3. P satisfies Assumptions from (ii) to (viii).

Proof. Define
P,:R—>—>R, P,(z)=[z,xz+1).

Therefore, y = z if and only if y € P, ().
l.a. 2.5 > 1.5 and 1.5 > 1.1 but it is not the case that 2.5 > 1.1. b. Neither 1 = 3 nor 3 > 1.



2. We have to check that y =z & y € (x,z + 1).

y>=z<yr-xandnot x >y &
y € Py () and not = € P, (y) =
yelr,e+) Az élyy+1) <

yelr,z+1)A(x € (—o0,y) V z€y+1,40)) <

yelr,o+)AN(x<y Va>y+1) &
yer,c+)A(y>zV y<ax—1) =3
yez,z+1)A(y € (z,400) U (—o0,z —1]) &
y € (z,x+1)

3. It is easy to check P satisfies any of the assumptions we listed about P. m

Remark 23 If we consider the maximization problem described in Remark 14 and u is continuous and (quasi-concave
and Locally NonSatiated) or (semistrictly quasi-concave and Globally NonSatiated), then the set-valued function P :
X2R Px)={r € X: u(@)>u(x)} does satisfied the Assumption listed above.

Definition 24 The normal cone to P (z) at x € X is denoted and defined as follows.

N> (z)={heRY:Vz€ P(z), (h,z—x)<0}.

Remark 25 The normal cone to a convex set is a closed convexr cone - see, for example, Proposition 2.10, page 42, in

/28],
Proposition 26 If P satisfies Assumptions (iv),(v) and (vi), then
Vee X, N~ (z)\{0} #2.

Proof. From Assumptions (iv),(v) and (vi), ¢ P (x) and P is convex and nonempty valued. We can then apply the
Separation Theorem 62 in the Appendix and conclude that there exists

h#0 (1)
such that for any z € P (z), (h,z — ) <0, i.e., from Definition 24,
h e N~ (x). (2)
(1) and (2) are the desired results. m
Remark 27 We are going to use the next result in Proposition 36 below.
Proposition 28 If P satisfies Assumption (ii), then the set-valued map N~ : X = X, x v N~ (z) is closed.

Proof. Let (z1),cy € X and(yr),eny € X be sequences such for any k& € N, yp € N7 (zp) and such that
limg 100 7y = @ and limg_, 4o yx = y. We have to prove that y € N~ (z), that is, for any z € P (z), we have
(y,z —x) <0. Since P is lower semicontinuous, then, taken z € P (z), there exists a sequence (2 ),y such that for any
k €N, z; € P(zg) and limy_, 1 oo 2 = 2. From the facts that z € P(xy) and y, € N~ (ay), it follows (yg, zx — %) < 0.
Taking limits we get (y,z —x) <0, i.e.,, y € N7 (), as desired. m

Definition 29
G:X =R, G (z) = conv (N~ (z) N S (0,1))

Definition 30 Given a set K C RC and a set-valued function P : X —— X, we define the Problem GVI(K,P) as
follows.
Find T € K such that 3 h € G (T) such thatVx € K, (h,z —T) >0 (3)



Proposition 31

1. T solves GVI(K,P) and = T solves M (K, P);
either a. Assumptions (i), (i), (v), (vii*), (i.2),
or b. Assumptions (iii), (iv), (v), (vi), (i.2%%)
hold true
2. T solves GVI(K, P) < T solves M (K, P) and
Assumptions (i.1), (i.2%), (iv), (viii)
hold true.

To prove Proposition 31, we need some preliminary results.
Definition 32 A cone K C R is pointed if K N (—K) = {0}.

Proposition 33 1. If Assumption (vii*) hold true, then for any T € X, we have that N~ (T) is a pointed cone.
2. If Assumption (iii) holds true and @ # P (T) N K C Intge (X), then N~ (T) is a pointed cone.

Proof. 1.
Suppose otherwise, i.e., there exists h € R“\ {0} such that h € N~ (z) N (—~N> (T)), or

3h € RE\ {0} such that h,—h € N> (Z).

From Assumption (vii*), we have that there exists y € P (%) such that for any z € R\ {y}, [z,y) N P (T) # @. Since
y € P(Z) and h,—h € N~ (Z), we have that (h,y —Z) <0 and (—h,y —7) <0, ie.,

(h,y —T) = 0. (4)

Since h # 0, then y + h # y and from Assumption (vii*), identifying * € X,y € P (x),z € R\ {y} with T € X,y €
P (7),y +h € RO\ {y}, we have that [y + h,y) N P (T) # @, i.e.,

Ja € (0,1] such that y +a@h € P (). (5)

Then,
def. N> (@), (5)
02 hyrah-m) = g3+ alnl® Cala)’ > o,
the desired contradiction.
2. (The proof is similar to the proof of 1. above)

Suppose otherwise, i.e.,
Jh € R\ {0} such that h, —h € N> (z).

Since by assumption @ # P (Z) N K C Intge (X), we can take z € P (Z) N K C Intge (X). Then, since z € P (T) and
h,—h € N> (z), we have that (h,z — %) <0 and (—h,z — =) <0, i.e.,
(h,z —T) = 0. (6)

Since h # 0, then z + h # z and since z € Intge (X), then there exists ap, € Ry such that z + aph € X\ {z}. Then,
from Assumption (iii), identifying z € X,y € P(z),z € X\{y} with T € X, z € P(T), z + aph € X\ {2}, we get
[z 4+ aph,z) N P (Z) # @. Then

Ja € (0, ap] such that y +ah € P (7). (7)
Then,

def. N> (%), (7)
> by +ah-7) = (hg-7) +alb)> Lalnl® > o,

the desired contradiction. m

Proposition 34 If Assumptions (iv), (v) and (vi) hold true, then for any x € X, there exists h' # 0 such that
e G (x).

Proof. Since Assumptions (iv), (v) and (vi) hold true, then we can use Proposition 26 and take h € N~ (z)\ {0}.
Then, by definition of N~ (z), we have that

Yy € P(z), (h,y—x)<0.



Since h # 0, we can define b’ = ﬁ Then,

1
Vy € P(z), <h’,y*w>:m (h,y —x) <0,

ie., b’ € N> (z) and moreover h' := ﬁ € 5(0,1). Therefore

B #0and K € N7 ()NS5 (0,1) C conv (N~ (z) NS (0,1)) := G (z).

Proposition 35 If

x€K and P(x)NK # &, and

either Assumptions (iv), (v), and (vii*) hold true,

or Assumptions (i), (), (v), (vi), (i.2%*) hold true,

then
0¢G(x).

Proof. Since @ # P (z) N K C K, if (i.2**) holds true, then we have @ # P () N K C K C Intge (X).
Then, under the assumptions of the present Proposition, both sets of assumptions of Proposition 33 hold true and we
can conclude that N~ (x) is a pointed cone. Then,

NZ (z) N (=N~ (z)) = {0}. (8)

Now, suppose our claim is false, i.e.,

0 € conv (N~ (z)NS(0,1)).
Since Assumptions (iv), (v), (vi) hold true (recall that (vii*) implies (vi) ), we can apply Proposition 34. There-
fore, there exists A’ # 0 such that /' € G (x) := conv (N~ () N S(0,1)). Then since 0,h € G (x) and h # 0, then

dimconv (N~ (z) N S(0,1)) :=r > 1. From Caratheodory’s theorem - see Theorem 2.2.4, page 55, Webster (1994) - we
have that there exist

r+1
A= ()\Z);’;rll S AT+1 = {(E S R:jrl : le = 1}
i=1
and
{U17...,Ui7...7vr+1} §N> (a:)ﬂS(O,l) (9)

such that
r+1

i=1

Since A € A,41, then there exists s € {1,...,r + 1} such that As > 0. Then, from (10), we have

9) i
N> (z) 3 vy = — > o (11)
ie{l,..,r+1\{s} ~°

Observe that since r > 1, then {1,...,7 + 1} \ {s} # @. Recall that A is a convex cone if and only if for any a,b € A
and any scalar A, 1 > 0, Aa + ub € A - see Proposition 63 in the Appendix. Then, since for any ¢ € {1,...,r + 1} \ {r},
i‘—: > 0, we have
g
= Z 3V €N~ (x). (12)
i€{1,...,r+13\{s}
Since from (9), vs € S(0,1), we also have
v, # 0. (13)

(11), (12) and (13) contradict (8). m
Proof. of Proposition 31.
Before proving statements 1.a. and 1.b, we present some preliminary observations.

1.
Since by assumption Z solves GVI (K, P), then

T € K and 3h € G (T) such that Vo € K, (h,z —T) > 0. (14)



Then,
h € G (Z) :=conv (N~ ()N S5(0,1)) C conv (N~ (Z)) = N~ (2), (15)

where last equality follows from Remark 25 and the fact that we assumed (iv).
Now assume our claim is false, i.e., since from (14), 7 € K,

TeKand P(T)NK # 2. (16)

Then, from (16), and since Assumptions (iv), (v) and (vii*) hold true, or Assumptions (iii), (iv), (v), (vi) and (i.2**)
hold true, we can apply Proposition 35. Therefore, 0 ¢ G (%) and since h € G (T), we have that

h# 0. (17)

From (15) and (17), we have that
he N~ (z)\{0}. (18)

Since h € N~ (T), we have that
Vwe P(z), (hyw—T)<0. (19)

a.
Since by Assumption (i.2), K+ = {0} and from (17) h # 0, then h ¢ K, i.e., there exists y € K such that (h,y — T) # 0.
From (14),

Jy € K such that (h,y —T) > 0. (20)

From (16), there exists x € X such that
x€P(T)NK. (21)

Now observe that y # x. Indeed, if y = x, then from (20), we would have (h,z —Z) > 0. Since from (21), we have
x € P (%) and h € N~ (T), we also have (h,z —T) < 0, a contradiction.

Since, from (21), € P (%) and y # x, we can use Assumption (iii), identifying z € X,y € P (x), 2z € X\ {y} there with
T e X,z € P(T),y € X\ {x} here, respectively to conclude that

ly,x) N P (T) # 2. (22)

For any A € (0, 1], define
z(AN)=(1-=Nz+ )y

Then
(hyxN)=T)y=(h, 1=Nax+dy—ZT+ AT —AT) = X{h,y—T)+ (1 = X)) (h,z —T) >0,

where the strict inequality follows from (20), (14) and the fact that A € (0,1]. Therefore, from (19), YA € (0,1],
z(\) & P(Z), ie.,
ly,z) N P(z) =2,

contradicting (22).
b.
From (16) and (14),
3z’ € P(z) N K C K such that (h,x — %) >0 (23)

and from (18),
h e N~ (z)\{0}. (24)

Since h € N~ (%) and since 2’ € P (T), we have (h,z’ — %) < 0, and therefore
(h,2' —T) = 0. (25)

From Assumption (i.2**) and from (23), we have that there exists ¢ > 0 such that B (z',¢) C X and therefore, since,
from (24) h # 0, there exists a > 0 such that 2’ + ah € X. Since, from (23), 2’ € P(Z) and T # 2/, we can use
Assumption (iii) to conclude that [2' + ah,2’) N P (T) # @, i.e., there exists a* € (0,«) such that 2’ + a*h € P (T).
Then, since h € N~ (Z), { h, (¢’ + a*h) — %) < 0. Finally,

0> (h, (2! +a"h) ~7) = ( ha' —7) + o 1> “2* 0" |n)? > 0,
the desired contradiction.
2.
By assumption
P@)NK =g, (26)



and by Assumptions (i.1), (1.2*), (iv) and (viii) - which implies (vi),
K and P (Z) are nonempty and convex.
Then, from the Separation Theorem 62 in the Appendix - we have that
3h € R\ {0} such that Vs € P (%) and Vt € K, (h,s) < (h,t) or (h,t —s) > 0. (27)

From Remark 20.1, and Assumptions (viii), we have that Z € Cl (P (Z)). Therefore, there exists (zx),cy € (P (%)™
such that zy — T. Then,

Jh € RE \ {0} suchthat Vke N, Vte€ K, (h,t —x3) >0,

Taking limits, we get
3h e R\ {0} such that Vt € K, (h,t—7)>0. (28)

From (27) and since Z € K - because by assumption, T solves GVI (K, P) - we have that

Jh € RE \ {0} such that Vs € P(z), (h,s—7) <0, (29)
ie.,
he N~ (7). (30)
From (28), we have that
an’ = ”—Z” # 0 such that vVt € K, (h/,t —T) > 0. (31)

Moreover, from Remark 25, N~ (Z) is a cone. Therefore, from (30), we do have

h' € N~ (z);
moreover,
h
hi=—¢€5(0,1).
2]
Finally,
KW €N~ (Z)NS(0,1) Cconv (N~ (z)NS(0,1)) =G (T). (32)

The fact that T € M (K) and therefore T € K, (31) and (32) are the desired result: T is a solution to Problem GVI
(K,P). m

Proposition 36 1. If Assumptions (i.1), (i.2%), (i.3), (ii), (iv), (v) and (vi) hold true, then
set of solutions to GVI (K, P) # &;

2.a. If Assumptions (i.1), (i.2%), (i.3), (ii), (i), (w), (v), and
( (vii*)® and (i.2) ) or ( (vi) and (i.2.%*) )
hold true, then
@ # set of solution to GVI (K, P) C set of solutions to M(K, P);

b. If in addition Assumptions (viii) holds true then
set of solution to GVI (K, P) = set of solutions to M(K, P) #+ @.

Proof. 1.

We want to use Proposition 77 in the Appendix, identifying C, F' with K, G respectively.

K is nonempty, compact and convex from Assumptions (i.1), (i.2*) and (i.3).To get the desired result we are left with
showing that G is nonempty valued, compact valued, convex valued, closed and upper semicontinuous on K. From
Proposition 34, which uses Assumptions (iv), (v) and (vi), G is nonempty valued. The other needed properties are
verified below - using Proposition 28 which uses Assumption (ii).

a. (convex valued) conv(N~ (z) NS (0,1)) is a convex set.

b. (compact valued) N~ (z) is closed by definition of normal cone and by continuity of inner product; S (0, 1) is compact.
Then, N> (z) N S (0,1) is compact as well (it is a closed subset of a compact space in RY). Finally, the desired result
follows from the fact that the convex hull of a compact set is compact - see Proposition 73 in the Appendix.

c. (upper semicontinuous) We want to use the following result: “if ¢ : X = Y is a set valued function which is closed
graph and if ¢ (X) is contained in a compact set, then ¢ is upper semicontinuous.” - see Proposition 75 in the appendix.
Step 1. For any x € X, G (x) C C1(B(0,1)).

5Recall that (vii*) = (vi).



Observe that N~ () NS (0,1) € .5(0,1) C C1(B(0,1)). Then,
G (z) C conv (C1(B(0,1))) = C1(B(0,1)).

Step 2. G is closed graph.
Assume that (), .y € (RC)OO is such that z, = T and Vn € N, v, € G (z,,) and v, — 7. We want to show that
v € G(T).
By assumption for any n > N, v, € G (z,,) = conv (N~ (z,) NS (0,1)). Now, from Caratheodory Theorem, Vn > N
there exist (Af)zc;l € Acyr = {(ai)icjll e R{H . ch:gl ;= 1} and

{ul,ud, o ug ) € (N7 (2,) NS (0,1)) (33)

(where the above points are not necessarily distinct) such that

C+1

Uy, = E Arul.
i=1

Since S (0, 1) is compact, up to a subsequence,

for any i € {1,...,C +1}, v 5 @; € S(0,1), (34)
Then we have that for any i € {1,...,C 4+ 1}, u? € N> (z,), v} -5 @; and, by assumption z, —» Z. Since from
Proposition 28, which uses Assumption (ii), the set valued function N~ is closed we do have

for any i € {1,...,C + 1}, vl S u; € N~ (T),

and, then from (34),
for any i € {1,...,C + 1}, ul* S u; € N~ ()N S(0,1). (35)

. . —\C+1
Since A¢ 41 is compact, up to a subsequence, we have that (/\”)iC:JE1 RAY ()\Z) * € Aot

i i=1
Then
C+1 C+1

Uy = Z )\Z"u? ﬁ) Z Xiﬂi =, (36)
i=1 =1

where the second equality follows from the assumption that v, ~% T and uniqueness of limit. From (36) and (35), we
have that ¥ € conv(N~ (Z) NS (0,1)) := G (T), as desired.

Conclusion 2.a follows from Proposition 31.1 and Conclusion 1 above.

Conclusion 2.b follows from Proposition 31.2., Conclusion 2a above. ®m

3 Comparison with the available Variational Inequality results

Several papers analyze the relationship between the solutions to problems M (K, P) and GVI(K, P) and conditions
under which a solution to any of them does exist - see for example, [4], [27] and the papers quoted there. Some of those
papers deal with the case in which X is Banach space; they usually also present a specification of those results in the
case X C RC.

In what follows, we compare our results with the most general available results in the case in which the choice set X is a
subset of R¢. The basic conclusions are as follows: our sufficient and necessary conditions are more general than those
available in the literature; our existence result in the case of compact K is more general than the same result available
in the literature. For the reader’s convenience, results used to support our statements are contained in Appendix 6.2
We divide the results available in the literature in two main sets: those dealing with preferences described by utility
functions and those by general (not necessarily complete or transitive) preferences.

3.1 Sufficient conditions for maximality
3.1.1 Results in terms of utility functions

Definition 37 Let A, B be subsets of R® and a function f: A — R be given. We say that f is radially continuous at
x € A with respect to B if for every v € B, limy_ o f (x + tv) = f (z).Results in terms of utility functions

The main results existing in the literature are presented in Proposition 5.16, page 196, and Proposition 5.14, pagel93 -
which is used in Proposition 5.16 - in [4]. The statement of Proposition 5.16, using our notation and a maximization,
not minimization, approach is as follows.
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Proposition 38 Let the function f : X C R — R be given. If
T solves GVI-cone (K, P) (60) and
1. f is quasiconcave;
2. f is radially continuous on X;
either 3.1. K C Int (X);
or 8.2. aff (K) = X or equivalently (i.2) K+ = {0},°.
4. T is not a global mazimum’ .
Then,
T  solves max;ck f ().

Our Propositions 80 in Appendix 6.2 says what follows. If T solves GVI (K, P) and either 1. Assumptions (i.2),
(iii),(iv), (v), (vi) or 2. Assumptions (1.2**), (iii), (iv), (v), (vi) are satisfied, then T solves M (K, P).

Therefore, from Proposition 79 in Appendix 6.2, our Proposition 80 is strictly more general in terms of assumptions
with respect to Proposition 38 (indeed radially continuous implies Assumption (iii) and not vice-versa) and strictly more
general in terms of conclusion, since it deals with a maximal and not a maximum result.

3.1.2 Results in terms of general preferences

The main paper on the topic is [27].% Conditions presented in Theorem 3b, page 884, are the following ones: K is convex,
K # @, K is closed and > is lower semicontinuous, i.e., for any z € X, P () is open.
In their proof, the following statement is not supported by their maintained assumptions:

1
Tp =2 +=-heU(T).
n

Indeed, by definition, U (Z) € X and 2’ + +h may not belong to X if, for example, ' belong to the boundary of X, but
h points outside the set. We do provide a similar argument, but we make an assumption that insures that x’ + %h does
belong to X: indeed that assumption is (i.2**) - see the proof of Proposition 1.19.b.

An example in [4], page 197, shows a case in which

i. all the assumption of Theorem 3b in [27] are satisfied: K is nonempty, convex and closed; U () is open (and indeed
preferences can be represented by a continuous utility function);

ii. x solves the variational inequality problem, but it is not a maximal element.

Observe that example does not show that our Proposition is false, because that Proposition assumes either (i.2) or
(i.2**) and both those assumptions are violated in the example mentioned above. In the Appendix, we present a
detailed account of the above statements.

3.2 Necessary conditions for maximality
3.2.1 Results in terms of utility functions

The main results existing in the literature are presented in Proposition 5.18, page 198, in [4]. The statement of that
Proposition, using our notation and a maximization, not minimization, approach is as follows.

Proposition 39 Let the function f : X C RC = R be given. If
1. f is semistrictly quasiconcave;
2. f is continuous;
S Int({zeX:f(x)>f(@}) #£9
4. T is not a global maximum,
5. K is a convex set (and nonempty)
Then,
T solves maxgek f (z) = T solves GVI (K, P).

From Corollary 68 in Appendix 6.1, we can substitute Assumption 1. and 4. in the above Proposition with 2’.:f is
quasiconcave, and 4’.: i.e., f is locally nonsatiated. Therefore, an equivalent version Proposition 39 is the following one.

Proposition 40 Let the function f : X C R® — R be given. If
1°. f is quasiconcave;
2. f is continuous;

3 Int({zeX:fx)>f(@)))£92

6In Remark 5.2.b, page 197 of [4], the Author says also “An alternative hypothesis was investigated in [5]”. That assumption is exactly:
Cl(aff (K)) = X or equivalently K+ = {0}. Recall that in an Euclidean space, aff (K) is a closed set.

"That assumption is not written in the statement of the Proposition, but it is used in the proof, since the proof uses Proposition 5.14

8[26] is less general than [27]
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4’ f is locally nonsatiated;
5. K is a conver set (and nonempty).
Then,
T solves maxgei f () = T solves GVI (K, P).

Our Proposition is as follows.

Proposition 41 If the following assumptions are satisfied
(iv) P is convez valued;
(viii) (Local NonSatiation)
(i.1) K is conver;
(i.2%) K # @,
then
T solves M (K, P) and = T solves GVI (K, P).

Therefore our results is strictly stronger, simply because we do not need assumptions 2. or 3.

3.2.2 Results in terms of general preferences

The main paper on the topic is [27]. Theorem 3a is the same as ours. Keep in mind that x € Clge (P (z)) R 20 p g

locally non-satiated.

3.3 Existence conditions
3.3.1 Results in terms of utility functions

In the case of K compact, Corollary 4.4, page 10, in [5] says what follows.”

Proposition 42 If f : X — R satisfies the following assumptions
(i.1) K is conver;

(i.2) K+ = {0} = K # @;

(i.2%) K # &;

(i.3) K is compact;

1. f is quasiconcave;

2. f is radially continuous;

3. f is upper semicontinuous;

5. for every x € X which is not a global mazimum , @ #Int ({z € X : f(2) > f(z)})
6. T is not a global maximum,;
then

Prop. 76

{zeX:f(z)>f(@)}

maxgex f ()

has a solution.
Our result about existence of a maximal element is as follows.

Proposition 43 If

(i.1) K is conver;

(i.2) K+ = {0};

(i.2%) K #+ &;

(i..3) K is compact;

(iv) P is convex valued;

(ii) P is lower semicontinuous;

(iii) (Openness like assumption) For any x € X, y € P(x) and z € X\ {y}, we have [z,y) N P (z) # &;
(vii*) For any x € X, there exists y € P (x) such that for any z € RE\ {y}, [z,y) N P () # ;
(v) (Irreflexivity) For any x € X, « ¢ P (z);

(vi) (Global NonSatiation) P is non-empty valued;

then max,cx f (z) has a solution.

All our assumptions are more general that Assumptions 1-8; observe that Assumption 5. can be restated as Intgc P (z) #
&, which implies Assumption (vii*).

9In the quoted theorem, a coercivity condition replaces compactness of K.
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3.3.2 Results in terms of general preferences

The main paper on the topic is [27]. Conditions presented in Theorem 4, page 885, are the following ones:

K is convex, K # @, K is compact, > is upper semicontinuous, P is convex valued, for any = € X, = ¢ P (x)
Our result is more general because of Proposition 82 in Appendix 6.2, which says that our assumption on lower semi-
continuity of P is strictly more general than assumption of lower semicontinuity of > in [27].

10

4 Existence of equilibria in an exchange economy

4.1 Definition of equilibrium

We consider a pure exchange economy in which C' € N different commodities or goods, denoted by ¢ € C := {1,2,...,C},
are traded among H € N households or consumers, denoted by h € H :={1,2, ..., H}. Each consumer h € H is described
by a consumption space X C R, an endowment ej, € X}, and a set valued preference function Pp, : (XprenXp) = Xn,
where for any € Xp ey Xp, Pr () is interpreted as the set of consumption vectors in X}, strictly preferred to zj, for
given (xh/)h,eﬂ\{h}. We define X = (XpenXp), P = XpenPn and P as the set of all P.

We denote z§, € R and ej, € R as the consumption and the endowment of commodity ¢ of household £, respectively!!.
We define xj, = (2f)cec € Xn, © = (Tn)),cqy € X and similarly e, = (ef )cec € Xn, € = (enr))cqy € X. Moreover, we
denote by p¢ € R the price of commodity ¢ and p = (p©).ec € RE.

We define an economy as an element £ = (e, P) € X x P . All the analysis we present applies to any £ satisfying some
properties described below.

The budget constraint set valued function is defined as follows. For any h € H,

Brn:RE = Xp,  Br(p)={an € Xpn: (pan —en)c <0} (37)
Definition 44 A vector (Z,p) € X x R® is an equilibrium for the economy € € E if
1. Given £ € E and p € RY, for any h € H , %1, is a a mazimal element for Py on B4 (p), i.e.,

Tp € Br(p) and Pp(Z) N Br(p) = 9; (38)

2. T satisfies market clearing conditions, i.e.,

> (@ —en) =0. (39)

heH
Assumptions. For any h € H,
(i) X} is non-empty, closed, convex and bounded below!?;
(ii) P, is lower semicontinuous;
(iii) (Openness like assumption) For any x € X, yp € Py, (z) and zp, € Xp\ {yrn}, we have [z, yn) N Py, (z) # 2.
(iv) Py is convex valued.
(v) (Irreflexivity) For any x € X, xj, ¢ Py, (z).
(vi) (Global Nonsatiation) For any x € X, there exists yp, € Xp, such that y, € Py, (x).
(vii*) For any = € X, there exists y € P (z) such that for any z € RO\ {y}, [z,y) N P (z) # &;
(vii) ep, € Intge (Xp).
Define the so-called augmented preference set-valued function 13h as follows.

ﬁhZX:§Xh,

T =2 Uy, epu(z) (Tn,yn] = {(1 = A) @xp + Ayn : yn € Pr(x) and A € (0,1]}.

Remark 45 Augmented preferences were introduced in [16].

101 [27], assumption P nonempty valued is assumed; our proof can be easilty extended to their case.

N Given v, w € RV, we denote by v > w, v > w and v > w the standard binary relations between vectors. Also the definitions of the sets
Rf and RN+ are the common ones.

12X, C R is bounded below if there exists x, € RC such that for any x5 € X}, we have z;, > Tp,.

13



Proposition 46 For any h € H, if P), satisfies Assumptions (i) - (vii*), then b, satisfies the following properties.
(i) For any x € X, Py (z) C Py (z);
(ii) Py is lower semicontinuous;
(iii) (Openness like assumption) For any x € X, rj, € ﬁh (x) and zp, € Xp\ {rn}, we have [z, 71) N 13h (x) # @;
(iv) Py is convex valued on X ;
(v) (Irreflexivity) For any x € X, xp, ¢ Pp (x);
(vi) (Global Nonsatiation) For any x € X, yp € Xj, such that yy, € b, (z).
(vii) for any yn € Py (x), [yn@n) C Pr (2);
(viti) (Local Nonsatiation) For any x € X, € > 0, there exists yn, € B (zp,€) such that yj, € b, (z).
(vii*) For any x € X, there exists y € P (x) such that for any z € R\ {y}, [z,y) N P (x) # @;

Proof. For a detailed proof of (i) - (vii) see Proposition 4.1, page 27 in [1]. The proof of (viii) is obvious. The proof
of (vii*) is obvious as well, and we present it below just for completeness. We assume that For any x € X, there
exists y € P (x) such that for any z € R\ {y}, [2,4) N P (z) # @; we want to show that For any z € X, there exists

~ ~ (1) ~
y' € P (z) such that for any z € R\ {y'}, [2,4/) NP (z) # @. Take y’ =y € P (x) C P (x). Then, for any z € R\ {y},

(@) ~
& #[2y)NP @) C [2,y)N Pla).
It is easy to see that “equilibria in terms of P” are “equilibria for the true economy with preferences described by P”,
as formalized below.

Proposition 47 If (Z,p) is an equilibrium for the economy (6713), then (T,D) is an equilibrium for the economy (e, P).
Proof. We have to prove that for any h € H,
Ph(f) N 5h(§) =g,

which is obvious because, by assumption, R
Ph(%) ﬂﬂh(@ =g

and from Proposition 46.i, we have P, (%) C P,(Z). =
As a consequence of Proposition 47, to show existence of an equilibrium for an economy (e, P), it suffices to show

existence of an equilibrium for an economy (e, ]3) which is what is done in the remainder of the Section.

4.2 Definition of the budget set valued function and its properties

Using a standard trick, in this subsection we define a fictitious budget set-valued function in which, for any h € H, we
add the constraint xj, <1’ :=r+ M -1g where r:= ), ., (lef;| + |z},|) .cc and M > 0; we first show existence with the
“artificial bound r’” and then without it.

We restrict our search for equilibrium prices to the closed unit ball B := {p eRC : |p| < 1}. To avoid problems in
showing needed properties of the budget set-valued function, we further modify it adding the extra term 1 — ||p|| to the
right hand side of the inequality that defines it. Bergstrom was the first author to use this trick - see [9].

Proposition 48 For any h € H, the set-valued function
By :B— X, B, ={zneXn:(p,xn—en)c <1—|pl| and xp < 7'}
18
1. nonempty valued and convex valued;
closed;
compact valued;

lower semicontinuous;

AR

upper semicontinuous.
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Proof. 1.

For any p € B, take xj, = e, . Convexity follows from the fact that the constraint functions are affine and X}, is convex.

2.

Let (pn)nen € B be a sequence such that lirf pn = p and let (z4), .y € (X1)™ be such that zp,, € B (pn) and
n—-+oo

lirf ZTh,n = Tp. We want to show that x;, € §}, (p). First of all, observe that since X, is closed from Assumption (i),
n——+00

then x;, € Xj,. Moreover, we have that for any n € N,

Th, <7

<p7l7 Thn — €}L>C S 1- ||pn||

Then, all the functions involved in the left hand sides of the above inequalities are continuous and taking limits we get
that x5, € B, (p), as desired.

3.
For any p € B, f3},(p) is closed because defined in terms of continuous functions and weak inequalities. 3}, (p) is bounded
below by Assumption (i) and bounded above by r'.

4.

To prove the lower semicontinuity of 3}, we define the set-valued function

;{:B:KX}L,

W) ={rn € Xp oy eInt (Xp), xp <<, and (p,xp —en)c <1—|p|.}

First of all, let’s show that
By is non-empty valued. (40)

If p = 0, then e, € Int (X},), from Assumption (vii), en <, cqy ((l€5:])cc) << and 0= (p,en—en)c < 1—|pll = 1.
Now suppose that p # 0; observe that there exists e > 0 such that B(ep,e) C X}, because e, € Int(X}3), from
Assumption (vii). Define z}; = (2}°) . such that

ej — % if p°>0,
=< e it p¢=0,
e if p® <0,

|=

c
h
nt

n

with n € N large enough so that z} € B(ep,e) C X, and =), << 1’ . Then, z} € Int (X},), =}, << 1/, and

1
,Tp — = —— ‘l<0<1— .
(p,xn —en)c nCEZCh? | > lIpll

Now to show that £ is lower semicontinuous, we go through 3 steps. Step 1. (3 is the closure of 5;/. Step 2. 5} is
lower semicontinuous. Step 3. Desired result.
Step 1. 3, = C1(B}).
We go through three substeps: i. for any p € B
(40)

Int (8, (p)) = By () # @ (41)
ii. Cl(Int(5}, (p))) = CL(By (p));

iii. desired result.
i
7 (p) C Int(8,")
By definition, 85 (p) C B}, (p) and then Int(8} (p)) € Int(8y, (p)). Since B} (p) is an open set, then 5} (p) = Int(8), (p)).
Hence 8 (p) € Tut(5), (p)).
- nt(8) C 1.
Take Zj, € Int(f;, (p)). Then, there exists § > 0 such that B (z5,0) C 3}, (p) € X, and then Zp, € Int (X3). Suppose now
our desired result does not hold true, i.e., T, ¢ 3; (p) , i.e., it is not the case that

<< or  (p,Zp —ep)e <1—|p|.

Since zp, € Int(8), (p)) C B}, (p), we have that either 3 ¢ € C such that z§, = ()¢ or (p,zp —en)c =1 —||p||.
If 3 ¢ € C such that z§, = (1), then take Zj, such that

< (r)*

l’h:

' if ¢ #ec,

(re+ 1 if d=c
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Since Ty, € Int(B}, (p)), for n large enough, %h € 35, (p); but ;?Z > (r")°, contradicting the definition of 3.
If (p,zy, — enye = 1 — ||p||, we get a contradiction as well. Indeed, if p = 0, then we get 0 = 1. If p # 0, then take
T + % (sign p°).cc, which for n large enough belongs to B (Z,d) C 8;,(p). Then,

~ 1, . L.
L=lpll = (p,Zn + — ((sign p°)cec) —en)e =1 = [Ipl + > — 11> 1= lpll,
ceC

a contradiction.

ii.

It follows from Proposition 61 in the Appendix.

iii.

Observe that g}, (p) is closed (recall that X, is closed) and that §(p) is open valued because defined in Int (X}) and in
terms of strict inequalities. Then

(41)
2 # Intp,(p) = B (p) = Int (B}, (p)) - (42)

Then, we can apply again apply the result mentioned in ii. above to get

c1 ) 2 1 ms; () Y By(p),

where (1) follows from the fact that /3 (p) is closed.
Step 2. B} is lower semicontinuous
+(p) is not empty from (41). For every sequence (py,)nen such that liIJIrl pn = p let 2, € B} (p). Then,
—+o0

n

tim (42— ende — (1= Ipall) = (.20 — ende = (1= ) <0,
n—-+oo
and
lim zp —r' =2 -7 <<0,
n—-+4oo
Therefore, there exists v € N such that for all n > v, we have xj, € 5}/ (pn). Then, we can choose the sequence (1 )nen
as xp,,, = rpand we can conclude that 8 is lower semicontinuous.
Step 3. B, is lower semicontinuous.
Since 3, is the closure of a lower semicontinuous set valued function, then the desired result follows from Proposition
69 in the Appendix.
5.
It follows from the four results above and Proposition 71 in the Appendix. =

4.3 The Variational Inequality problem

In this section we introduce the variational inequality problem which allows us to show existence of equilibria.
First of all, consider the set-valued function

Gp : Xp = Xy, Gr(xp) ZCO’I’LU<Nh>(J?h)ﬂS(O,1)>

where S(0,1) = {z € RY : ||lz[|c = 1} is the unit sphere of R and N; (z5,) is the normal cone to P, (z). Define also
the set valued map ' = Xpeuf),
We introduce the following variational problem

Find (z,p) € 8'(p) x B and g = (gn)hen € XnhenGn(Zr) such that

(43)
for any (z,p) € 5'(p) x B, Yonen (=9 th = Zn)o + pen(@n —en)), (p—p)))c < 0.
Remark 49 (z,p) € 8’ (p) X B is a solution to (43) if and only if, each of the following statements holds true,.
1. for any h € H, there exists Ty, € B},(p) and gn € Gi(Th,) such that
(=gn,zn —Tn)g <0 Vau € B,(D); (44)
2.
(Y @n—en),(p—p))c <0, VpeB. (45)

heH
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In our analysis, we are going to us the following Variational Inequality problem and the related existence result presented
in Theorem 78 in the Appendix.
A Generalized Quasi-Variational Inequality associated with K, F, denoted by GQVI, is the following problem:

“Find T € K(T) and @ € F(Z) such that for any z € K(z), (u,x —%) > 0.” (46)
Theorem 50 The variational problem (43) admits at least one solution.

Proof. To get the desired result, we apply Theorem 78 . We define C, K and F' and we check the desired assumptions
are satisfied.
o C := conv(B'(B)) x BCRH x RY := R! is nonempty, convex and compact.
B is nonempty and compact; from Proposition 48, we have that 8 is nonempty, convex and compact valued, closed and
lower semicontinuous and upper semicontinuous on B and conv(f’(B) is (nonempty) convex and compact as well. In
the above argument, we use Propositions 70, 71 and 72 in the Appendix.
o The set-valued function

K:C= RO xR K(z,p) = 8'(p) x B.

18 nonempty, conver, compact valued, closed, lower semicontinuous and upper semicontinuous.
It follows from what said above.
o The set-valued function

F:C= RO XRE,  F(x,p) = xpen(Gh(zn) x { > (- eh))}.
heH

18 nonempty, convexr, compact valued, closed and upper semicontinuous.

The set-valued function G, is basically equal to the set-valued function G, presented in Definition 29: the fact that the
domain of P, is X and not X} does not change of the results obtained there. Observe that P, satisfies all the properties
listed in Proposition 46. Moreover, e;, € S5 (p) N (Intge (Xp)). Then, from the proof of Proposition 36, we have that
for any h € H, G}, is nonempty, convex, compact valued, closed and upper semicontinuous. Furthermore the other
components of F' are continuous functions. Then all assumptions of Theorem 78 are satisfied and we can conclude that

3 (Z,p)eB () x B and (9,7) € Xnen(Gn(@n) ¥ {= Y pep(@n —en))}
such that

V(m,p) ep (15) x B, <(§7;ﬂ’)7($,p)_(57ﬁ)> >0,

or
dpeB and YheH Tz f (p) and g€ Xpen(Gh(Th)

such that
Vpe B, YheHVx, €B), (D) Ynenlgnzh —Th)c + (=D pen(@n —en)), (p—p)))c >0,

i.e., the Variational Inequality problem (43) admits at least a solution. m

4.4 Existence of equilibrium
Theorem 51 Let
(@,0,9) € B'(P) x B x (Xnen(Gn(@n))

be a solution to the Variational Inequality Problem (43). Then, the following results hold true.
1. for any h € H, Ty, is optimal in B}, (D), i.e.,

izh € 5, ((p) and

B(@) N B, ((p) = 25 (47)

2. Zhe’i—t (fh — eh) = O,‘
3. Budget constraints hold true as equalities, i.e., for any h € H

D, xn —en)o=1—|p|,
4- llpll = 1.

Proof. 1.

By assumption and from Remark 49 for any h € H, there exists Z, € S, (p) and gn, € Gp(Z}) such that for any
xp € B, (p), we have (—gp,,xn — Tn)e < 0. Moreover, from (41), we have that for any p € B, Intg}, (p) # @ and
therefore from Proposition 60 in the Appendix, we have (5, (f)“))L = {0}. From Proposition 48, 3} (p) is nonempty,
convex and compact. Summarizing 3} (p) satisfies assumptions (i.1), (i.2), (i.2*), (i.3), and from Proposition 46, P,
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satisfies assumptions (ii), (iii), (iv), (v), (vii*): therefore, we can apply Proposition 36.2.a, identifying K, P there with
B, (D) ,]3h here to conclude that zj is a solution to M (B,’l (), ﬁh), as desired.

2. Define
zZ= Z (%h — eh) .
heH
Then, from (45),
for anyper <pvg>c'§<ﬁvg>§H(1_Hﬁll)? (48)

where last inequality follows from the fact that for any h € H, Z,, € 5’ (D).
Now suppose our claim is false, i.e., z % 0. Then,

z ~ 7
forany p € B, (p, m)o < (p, m%

i.e., p € B solves the problem

for given — € B, ma i
Iz || PRl
From Cauchy-Schwarz inequality,p % IIp|l - ‘ ﬁ ) <1 and ﬁ . ﬁ =1 ; then, we have p = % and ||p]| = 1. Then,
from (48),
- ~ zZ . ~
0= (1= 7D = (5.3) = { 57.%) = IE1 >0
which is the desired contradiction.
3.
Suppose our claim is false and there exists h € H such that
(p,Tn —en)e <1—|pll- (49)

By Assumption (viii), i.e., Local NonSatiation, there exists x, € X} such that [xp,Zs) C ﬁh (Z). From (49), we can

choose z}, € [xp,Zp) such that x}, € B} (p). Then z}, € 5; (p) N P, (%), contradicting part 1. above.
4.
0 2. aiovei)fg& agove . (1 _ Hfﬁ”) 7

as desired. m

Theorem 52 For any economy (e, ﬁ) with the upper bound r', there exists an equilibrium vector

(z,p) € B'(p) x B.

Proof. From Theorem 51, T satisfies market clearing and since ||p]] = 1 also the the budget constraints of each
households. =

Proposition 53 Under Assumption from (i) to (vii), and (vii**), for any economy (e, P) € X x P an equilibrium
exists.

Proof. We are going to show that (7,p) is an equilibrium (without bound). Indeed, we are left with showing that for
any h € H,
Zp € Bn(D) ={an € Xp : (p,xn —en)e <0} and Pn(Z) N PL(D) = 5 (50)

Below we present a proof using the variational inequality problem; a proof can be also provided directly in terms of the
maximal problem M (K, P).
First of all, observe that z, € 8}, (p) € By (p). For any h € H, by assumptions, we have that 3 g, € G}, (T5,) such that

Ve, € 6,(),  (—gn,xn — Tn)o < 0. (51)

We want to prove that
Vap € B (P),  (—9n,xn — Tn)c < 0.

Suppose otherwise, i.e., 3z, € 5, (p) such that
<—gh,xh — §h>C > 0, (52)
and therefore

Ip 75 Eh (53)

18



Since xp, € By, (p), and By, is convex, then VA € (0,1), we have Tp, = (1 — ) Zp, + Azp, € Bp, (p). Moreover,

(=9n:Tn — Tn)c = X—gn,xn — Tn)c > 0. (54)
Now, for any 6 > 0, ||Zp, — Zp|| = M|z —Zn|| < & A < m Then, choosing A < min {1, m}, we have that
Zn € B(p) N B (zh,9). (55)

Recall that
52 (@ = ﬂh((ﬁ) n [zhvr/] ) (56)

where z;, is the lower bound for Xj,. Moreover, from market clearing, Tp = Y,/ cy €n — Zh/eﬂ\{h} T <Y pen Ch —
ZMGH\ (ny T << r’, where last inequality follows from the definition of #/. Then,

there exists 6 > 0 such that B (Zp,d) N X, C [z,,7']. (57)
Then
N Br(P)EXn _ (57) 1 (56) o
Ar(p) VB (Zn,6) S Bu(p) NB(Zn,6) N Xp S Br(P) N zp, ] =" Br(p)- (58)
From (55) and (58),
Zn, € Br(D)- (59)

Then (54) and (59) contradict (51). m

5 Comparison with the available exchange economy results

5.1 Variational Inequality literature
5.1.1 Results in terms of utility functions

To the best of our knowledge, the most general result on existence of equilibria for an exchange economy using a
Variational Inequality approach is the one contained in [14]'3. Using our notation, the existence result presented there
is as follows.

Theorem 54 Assume that preferences of consumer h € H are represented by an utility function uy : X — R and that
for any h € H,

0. X}, is a closed, convex, bounded below subset of RC,

1. up s continuous,

2. up, has no global mazximum,

3. up 1s semistrictly quasi concave,

Assumption (i) and (vii) hold true.

Then an equilibrium exists.

Indeed, their proof quotes a result in [6] in which X;, = R®. In any case, from Proposition 83, our result is more general
than the above one.

5.1.2 Results in terms of general preferences

The main paper on the topic is [27].14
The assumptions of Theorem 8 in [27] are what follows:
for any h € H

(i) X =RE;
(ii) >p, is lower and upper semicontinuous;
)

(iv) > is convex valued.

(v) (Irreflexivity) For any x € X, xp, ¢ Py, (x).

13Indeed, they analyze a model with production, an extension which can be analyzed using the approach we follow.
14[25] is less general than [27].
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(vi) (Global Nonsatiation) For any x € X, there exists yp € X}, such that y, € P, (x).
(vii) xp, € Clge (P (xp)), i.e., local nonsatiation.
The Assumptions in Proposition 36 are what follows:
For any h € H,
(i) X} is non-empty, closed, convex and bounded below;
(ii) Py is lower semicontinuous;

(iii) (Openness like assumption) For any x € X, yj, € P, (z) and z, € X3\ {yn}, we have [z, yn) N Py, (x) # 2.

(v

(vi) (Global Nonsatiation) For any x € X, there exists yp € X, such that yp € Py, (x).

(Irreflexivity) For any x € X, xp, ¢ P ().

)

)

)

(iv) Py is convex valued.

)

)

(vii*) For any = € X, there exists y € P () such that for any z € R\ {y}, [z,y) N P (z) # &;

(vii) ep, € Intge (Xp,).

In [27] assumption (vii) is not assumed, but it refer to [25] and [26], in which assumption (vii) is made. In any case, our
proof is strictly more general than their proof because of the following facts.

1. Lower semicontinuity of >, i.e., P is open valued, implies Assumption (iii), but not viceversa - see Proposition 84
in Appendix 6.2.

2. Upper semicontinuity of > implies Assumption (ii), but not viceversa - see Proposition 82 in Appendix 6.2

3. Our assumption (i) implies their assumption (i) and not viceversa.

4. We do not assume local nonsatiation.

5. Theorem 8 of [27] does not contain Assumption (i.2**) which should be used to get statement z,, = 2’ + Lh € U(2),
as we observed in Section 3.2.

5.2 FEconomic literature

Below we present the statements of some general existence results which are available in the economic literature and we
compare those results with ours.

Proposition 55 (/8]) An equilibrium exists if the following Assumptions are satisfied.
For any h € H,

(i) X} is non-empty, closed, convex and bounded below;

(iii B) For any z € X, P~ ! (z):= {2’ € X : x € P (a’)} is open.

(vi) (Global Nonsatiation) For any x € X, there exists y;, € X}, such that y, € P, (x).

)
)
(iv new) For any = € X, zj, ¢conv(Py (z)) .
)
(vii) ep, € Intge (Xp).

From Proposition 84 in Appendix 6.2 our result and Bergstrom’s are independent.

Proposition 56 ([16] and [17]) An equilibrium exists if the following Assumptions are satisfied.
For any h € H,

(i) X} is non-empty, closed, convex and bounded below!?;
(ii) Py is lower semicontinuous;
(iii minus) (Openness assumption) Py is open valued;
(iv) Py is convex valued.

(v) (Irreflexivity) For any x € X, x5, ¢ Py, (x).

15X, C R is bounded below if there exists xy, € RC such that for any z, € X},, we have xj, > zy, -
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(vi) (Global Nonsatiation) For any x € X, there exists yp € X}, such that y, € P, (x).
(Vii) en € Intge (Xh)

Remark 57 The above result is strictly less general than ours because (i1 minus) implies (i) and (vii*) - and not vice
versa.

Proposition 58 (/18]) An equilibrium exists if the following Assumptions are satisfied.

For any h € H,

(i) X is non-empty, closed, convex and bounded below;

(ii) P, is lower semicontinuous;

(iii) (Openness like assumption) For any x € X, yp € Py, (z) and zp, € Xp\ {yrn}, we have [z, yn) N Py, (z) # @.

(iv new) For any = € X, x; ¢conv(Py (2)).
(vi) (Global Nonsatiation) For any = € X, there exists y;, € X}, such that yj, € Py, (x).
(vii) ep, € Intge (Xp).

Remark 59 The above result is strictly more general than ours because (iv) and (v) imply (iv new) - and not vice
versa.

6 Appendix.
6.1 Some needed results on convexity and set valued functions
Proposition 60 Intgc (K) # @ = K+ = {0}.

Proof. We want to show that if 2 € R\ {0}, then z ¢ K=, i.e., there exist z,y € K such that z (v —y) # 0. By
assumption, there exists z* € K and r > 0 such that B (z*,r) C K. Then there exists A > 0 and sufficiently small such
that x := 2* + Az and y := 2* — Az belong to B (z*,r) C K. Then,

(z,x —y) = (z,2" + Xz — (" — A2)) = 2\(z,2) > 0,
as desired. m

Proposition 61 (Corollary 2.5.9, page 64, in [32])If K is a convex subset of R™ such that Int (K) # &, then Cl (Int K) =
Cl K.

Proposition 62 (Theorem 2.4.10, page 70 in [32]) Let A and B be nonempty convex sets in RC. If AN B = @, then
there exists h € R\ {0} such that
Vae A, Ybe B, (h,a) < (h,b).

Proposition 63 (Corollary 2.5.5, page 76 in [32]) Let A be a nonempty set of RC. A is a convex cone if and only if
for any a,b € A and any scalar A\, > 0, a + pb € A.

Proposition 64 If ¢ : X =Y is non-empty valued and is open graph, i.e.,
graph ¢ :={(z,y) € X xY 1y € p(2)} is ((X,d) x (Y,d')) -open,
then ¢ is lower semicontinuous.

Proof. We are going to show that for any 2 € X and for every sequence (z,),cy € X such that x, — x, and
for every y € ¢ (), there exists a sequence (y,),cy € Y such that Vv n € N, y, € ¢ (2,) and y, — y. Since by
assumption y € ¢ (z), we have that (z,y) € graph ¢. Therefore, still by assumption there exist r;,r, € R4y such
that Bx.a) (z,72) X By,ar) (y,7y) € graph . Then, since x, — x, there exists N, € N such that for any n > N,
Tp € B(x,q) (z,72). Take n’ > max {n, %} Then, for n > n', 2, € Bx,q) (z,7,) and By, q) (y, %) C Bey,ay (y,ry) and
also B(x,q) (%,72) X Bey,ar (y, %) C graph ¢. . Therefore,

1
Vn >n', there exists y,, € Y such that y, € B(y,q) (y, > and y, € ¢ (x,),
n

as desired. m
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Proposition 65 If ¢ : X = Y is non-empty valued and

foranyyeY, o' (y):={xreX:ycp(x) is open,
then ¢ is lower semicontinuous.

Proof. Again, we are going to show that for any » € X and for every sequence (,),y € X> such that z,, — =,
and for every y € ¢ (z), there exists a sequence (y,),cy € Y such that Vn € N, y, € ¢ (z,) and y, — y. Since
by assumption ¢ is not empty-valued, then we can take y € ¢ (r) and therefore z € =1 (y). Since ¢! (y) is open by
assumption, then there exists N € N such that for any n > N, z,, € ¢! (y), i.e., for any n > N, y € ¢ (z,,). Then, for
any n > N, take y, = y, and the proof is concluded.

Definition 66 A function f: X CR"™ — R, with X convez, is said to be
(1) quasiconcave iff for any z,y € X and A € [0,1] one has
fOa + (1= Ny) = min{f(2), f(y)};
(#) semistrictly quasiconcave iff for any x,y € X such that f(x) # f(y), one has
fQz+ (1= XNy) >min{f(z), f(y)}, VYA€ (0,1);
Definition 67 Given a function f: X CR™ — R, we say that f is
- Locally NonSatiated if Vx € X and Ve > 0, 3z’ € B (z,¢) such that f (2') > f (z);
- (Globally) NonSatiated if Vo € X 32’ € X such that f (2') > f (z).

Proposition 68 If X is a conver metric space and f : X — R is continuous, then
[ is semistrictly quasiconcave and NonSatiated if and only if f is quasiconcave and Locally NonSatiated.

Proposition 69 (Proposition 2.38, page 50 in [22]) If a set-valued function ¢ : X =Y is lower semicontinuous if and
only if Cl(yp) is.

Proposition 70 (Proposition 3, page 24 in [20]) If a set-valued function ¢ : X =Y is upper semicontinuous and
compact valued, and A C X is a compact set, then ¢ (A) is compact.

Proposition 71 (Proposition 4, page 25 in [20]) For any i € {1,...,n}, let the the set-valued functions p; : X =Y be
compact valued and upper semicontinuous at © € X. Then, the set-valued function ¢ : X = Y™, ¢ (z) = xI_ 0, (z) is
compact valued and upper semicontinuous at x.

Proposition 72 (Proposition 8, page 27 in [20]) For any i € {1,...,n}, let the the set-valued functions ¢; : X =Y be
lower semicontinuous at x € X. Then, the set-valued function ¢ : X 3 Y™, p(x) = X1 p; (z) is lower semicontinuous
at x.

Proposition 73 (Theorem 2.2.6, page 57 in [32]) If C C R™ is compact, then conv(C) is compact.

Proposition 74 (Lemma 1, page 33, in [20]) If a set-valued function ¢ of a metric space in R™ is non-empty valued,
compact valued, convez valued, closed and lower semicontinuous. Then ¢ is upper semicontinuous.

Proposition 75 (/20], bottom page 23) If ¢ : X =Y is a set valued function which is closed graph and if ¢ (X) is
contained in a compact set, then ¢ is upper semicontinuous.

n
Proposition 76 ([10])If f is upper semicontinuous, quasiconcave and Int ({x € X : f (z) > f(Z)}) # &, then
Vee X,({re X f(x)> [ @ =Tnt({ze X f(x)>[@}).

Proposition 77 (Theorem 8.1, page 231 in [2]) If

1. C is a nonempty, compact and convex subset of X CR", and

2. F: X CR = R is nonempty valued, compact valued, convex valued and upper semicontinuous on C,
then there exists a solution (T,w) to the following Generalized Variational Inequality Problem.

“FindT € C andu € F (T) such thatVz € C, (u,z—7T)>0".

Theorem 78 ([31])If 1. C is a nonempty, compact and convex subset of X C R,

2. K : X =3 R is nonempty, compact, convex valued, closed and lower semicontinuous on C,
2. K (C)CC,

3. F: X = R is nonempty, compact, convex valued and upper semicontinuous on C,

then the GQVI Problem (46) admits at least a solution.
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6.2 Results to relate our work with the one available in the literature

Proposition 79 1. f: X CRY — R is quasiconcave if and only if for any v € X, P (x) is convez.
2. If f : X CRY — R is radially continuous on X with respect to X, then P satisfies Assumption (iii).
3. The opposite implication of the one presented in 2. is false

Proof. 1. Obvious.

2. We want to show that for any z € X, y € P(z) and z € X\ {y}, we have [z,y) N P (z) # &, i.e., in terms of the
function f, for any € X, y € X such that f (y) > f () and z € X\ {y}, we have that there exists w € [z,y) such that
fw) > f(x).

If f(z) > f(x), then z € P(x). If f(z) < f(z), then proceed as follows. Consider the segment [z,y] and observe
that by assumption f(z) < f(z) < f(y). Define the function g : [0,1] — R, g(¢) = f((1 —¢)z+ ty) and observe
that g (0) = f(2) < f(x) < f(y) = g (1); moreover, since f is radially continuous, then g is continuous. Then from
the intermediate value Theorem for continuous functions applied to g, we have that there exists t,, € (0,1) such that
g (tw) > f(x), i.e., there exists w := (1 —t,,) z + t,y such that g (¢t,) = f(w) > f(x). In other words, there exists
w € (z,y) such that f (w) > f(z).

3.Let the following function be given.'6

e 0
1) 2+ (22)2 I T 7é
f : RQ — Ra f(xlaxQ) = o) ()

f admits directional derivatives in zero in any direction and therefore it is radially continuous in zero (f is not
continuous in zero). Now take (y1,y2) € R? such that (yi,y2) € P(0). ie., such that y; > 0 and arbitrary
(21,22) € R®\ {(y1,y2)} . Then taken y () := (1 — X) (21,22) + A (y1,y2) with A € (0,1] and sufficiently close to zero,
since f is continuous in (y1,y2), we have that y (\) € P (0), as desired. m

Proposition 80 If T solves
(GVI-cone (K, P)) Find T € K such that 3 h € N> (z)\ {0} such thatVz € K, (h,z—7)>0, (60)

and either 1. Assumptions (i.2), (iii), (iv), (v), (vi) or 2.Assumptions (1.2%%), (iii), (w), (v), (vi) are satisfied, then T solves
M (K, P).

Proof. The proof below is similar to the proof of Proposition 31.1.

1.

From Remark 25 and Assumption (iv), we know that N~ (z) is a convex cone. Now assume our claim is false, i.e., while
from (60), T € K, we have that T ¢ M (K, P), i.e.,

P@)NK +#a. (61)
From (60), we have that
he N~ (z)\{0}. (62)
Since h € N~ (T), we have that
Ywe P(z), (h,w—17) <0. (63)

By assumption (i.2), K+ = {0}. From (62) h # 0, then h ¢ K+, i.e., there exists y € K such that (h,y — T) # 0. From
(60),
Jy € K such that (h,y —Z) > 0. (64)

From (61), there exists € X such that
reP(T)NK. (65)

Now observe that y # x. Indeed, if y = z, then from (64), we would have (h,x —Z) > 0. Since from (65), we have
x € P(Z) and h € N~ (Z), we also have (h,x —T) < 0, a contradiction.

Since, from (65), z € P (%) and y # z, we can use Assumption (iii), identifying € X,y € P (z),z € X\ {y} there with
Te X,z € P(T),y € K\{z} C X\ {x} here, respectively to conclude that

ly,x) N P (T) # 2. (66)

For any A € (0, 1], define
x(AN)=(0=Nz+\y.

16The example below is a textbook example of the fact that the existence of directional derivative in a point in any direction does not
imply continuity in that point —see [3], page 345.
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Then

(hyza W) =Ty =(h, A =Nz+ Xy —T+XT—-XT) =X{h,y—T)+ (1 = X)(h,z =) >0,
where the strict inequality follows from (64), (60) and the fact that A € (0,1]. Therefore, from (63), VA € (0,1],
z(\) ¢ P(T), ie.,

[y, z) N P (z) =2,

contradicting (66).
2.
Suppose otherwise, i.e., since T € K, then

there exists 2’ € K such that 2/ € P (Z). (67)
Then, from Assumption (60), we have
he N” (z)\{0} and (h,2' —7T)>0. (68)
Since h € N~ (%) and since 2’ € P (T), we have (h,2’ — %) < 0, and therefore
(h,o' —T) = 0. (69)

From Assumption (i.2**) and from (67), we have that there exists € > 0 such that B (2’,e) C X and therefore, since
h # 0, there exists a > 0 such that 2’ + ah € X. Since, from (67), 2’ € P (Z) and T # z’, we can use Assumption (iii) to
conclude that [z’ + ah,z’) NP (T) # &, i.e., there exists a* € (0, «) such that ' +«*h € P (T). Then, since h € N~ (T),
( h, (' + a*h) —T) < 0. Finally,

69)

0> (h, (2 +a'h)—7) = ( ha' —=7) + " []> E o 1] > 0,

the desired contradiction. =

Proposition 81 If f is upper semicontinuous at x and x is not a global maximum for f, then P is lower semicontinuous
at .

Proof. Recall that f: X — R is upper semicontinuous at T if
VYA> f(Z), 36 >0 suchthat ze€ B(T,0)=X> f(x).

We want to show that P is lower semicontinuous at » € X, i.e., P (x) # @ and for every sequence (z,,),y € X> such
that x, — x, and for every y € P () there exists a sequence (yn ),y € X such that Vn € N, y, € P (z,,) and y, — y.
Nonemptyness follows from the fact x is not a global maximum for f. Since y € P (z), then f (y) > f (x). Since f is
upper semicontinuous at Z, then (identified f (y) with A), we have that 30 > 0 such that for any z € B (z, ), we have
f(y) > f(z). Since z,, — x, then there exists N € N such that Vn > N, x,, € B (z,§) and therefore f (y) > f (z,), i.e.,
for any n > N, y € P (x,). Taking y,, = y for any n > N concludes the proof. m

Proposition 82 1. If > is upper semicontinuous, then P is lower semicontinuous;
2. The opposite implication is false.

Proof. Recall that

( > is upper semicontinuous) :=

< (Tn)peny € X0 — 2, Yy = x> = ( dv € N such that Vm > v, y > x,,)

( P is lower semicontinuous) :=

( @n)pen S X2 — 2, y =) = ( I(Yn),en € X such that i. for any n € N, y,, = @, and ii. y,, — y)

1.

Take y,+n, = y for any n € N and consider the sequence (y,4r)
Yotn = Typn and yp, —> y.

2.

Take P: Ry —— R,

nen+ Then, by assumption, since v +n > n, we have

{2} if xe€]l0,1],
P(z) =
[1,3]\ {2} if z>1.
P is lower semicontinuous
Indeed the only point to be checked is = 1 for which P (z) = {2}. If x,, — 1 with z,, < 1, take y,, = 2 for any n € N;
If ¢, — 1 with z,, > 1, take y, = —e~ 1 + 3 for any n € N.
> is not upper semicontinuous. Take z,, =1+ %, y = 2. Then, foranyn e N, 2 ¢ P(z,). =
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Proposition 83 Assume that f : X C RC — R has no global mazimum.

1. a. f continuous = (iii) and b. not vice versa;

2. a. [ continuous = (ii) and b. not vice versa.

3. [ continuous = (vii) = (vii*).

4a. f continuous and semistrictly quasi concave = f quasi concave and b. not vice versa.

Proof. 1la.

Observe that f continuous = P (z) open = (iii), where the first implication is obvious and the second one is verified
below.

If P is open valued and y € P (x), then there exists ¢ > 0 such that B (y,e) C P (z). Then for any z € X\ {y}, define
h=z-yeX\{0}and @ = sa- Lhen, for any o € [0,@], we have ||y — (y + ah)| = |lah| = a||h]] < TAT Rl < e,
and therefore y + ah € B (y,e) C P(x).

1b.

From Proposition 79, we have what follows

= =
f continuous f radially continuous Assumption (iii). (70)
& &

If our Claim were false, we would Assumption (iii) = f continuous and therefore f radially continuous, contradicting
(70).

2a. Since f continuous implies f upper semicontinuous, it is enough to show that f upper semicontinuous implies P is
lower semicontinuous, which is done in Proposition 81.

2b. Below we present an example of a function f : R — R which is not continuous and whose associated P is lower
semicontinuous. Define

1 if z<1
flx)y=4 2 if z=1
24z if 1<z

Then
[1,+00) if z€(—o0,1)
P(zx)=<¢ (1,400) if =1
(z,400) if =€ (1,+00)

is lower semicontinuous, the only points need a simple checking being x = 1.
3. obvious.

4a. Tt is the content of Proposition 4.16, page 154, in [19].

4b. Obvious. =

Proposition 84 (/8] and [33]) Given x € X, if P~1 (z) is open and P (z) # @, then P is lower semicontinuous at x.
The opposite implication is not true.

Proof. We want to use the following characterization of lower semicontinuity. A set valued function ¢ : X —— Y is
lower semicontinuous if for every openset V. in Y, {x € X : ¢ () NV # &} is open in X (see for example, my math
2 notes). Observe that

{reX p@NV#0}=Ueve™ (),
as verified below.
ze{reX p(x)NV # @} & there exists y € p (2) N V.
z € Uyevy ! (y) < there exists y € V such that z € ¢! (y) := {2’ € X : y € p(2')} & there exists y € V such that

y € ¢(2).
For the proof about the opposite implication, see Remark 4.1, page 237, in [33]. =

6.3 The counterexample in [4]

We proceed as follows.

1. Introduce the example presented by Aussel in [4] using our framework;

2. Show that in that example,

i. all the assumptions of theorem 3.b. in [27] are satisfied: K is nonempty, convex and closed; U (z) is open (and indeed
preferences can be represented by a continuous utility function);

ii. Z solves a GVI but it is not a maximal element (because there are no maximal elements).
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iii. Observe that example does not show that our Proposition 31 is false, because the example is such that Assumptions
(i.2) and (i.2**) are violated.
1.
Take X =Ry xR, K = {0} x Rand u: X — R, (z1,22) — z2. The maximization problem we want to analyze is the
following one.

MaxX(y, z,)er, xR T2 st x € {0} xR.

2.

(i)

K is nonempty, convex and closed; P (x) is open, and indeed preferences are represented by the continuous utility
function u : X — R, u(x1,22) = xa.

(ii.)

We want to show that it is false that
T € K solution to (GVI) 3h € G(Z) : (h,x —T) > 0,V € K =T € argmaxgex u (z).

Observe that, obviously, arg max,cx u () = &.
We are going to show that the set of solutions to GV is K.
First of all, we have to describe G. Indeed, we are going to show that G : Ry x R = R2,

{(0,-1)} if x>0,
G(x17x2) =
conv (-R3 NS5(0,1)) if a; =0.

That simple result from a geometrical viewpoint does require some work.
First of all, observe that for any 7 € X, y € P(Z) < y; > 0 and y2 > Tp. Since argmax,ep, xr ¢ (21, 22) = &, we do
have G (T) =conv(N~ (Z) NS (0,1)) and we have to compute

N> (z):={heR": Yy € U (T), (h,y —T) <0} =

(71)
= {(hl,hg) cR?: Yy, > 0,Vys > To, (hl,hg) (y1 —T1,Y2 — fg) < 0} .
Claim.
{0} x (-=Ry) if = >0,
N~ (7) =
—Ri if T =0.
Proof of the Claim.
Consider the main inequality in the definition of N~ (%):
(>0)
hl . (yl — fl) + h2 . (yg —fg) S 0 (72)

Subclaim. hy = 0.

Proof of the Subclaim. Suppose otherwise. Consistently with the description of N~ (T) presented in (71), the idea of
what follows is to find (y1,92) € R? such that y; > 0 and yo > Zo which violates inequality (72).

Case 1. h; > 0 and hy > 0.

(20) (>0)

(>0) (20)
—Z1)+ he - (y2 —T2) <O0.

hi - (p1
If y; > T4, then (72) is violated.
Case 2. h; > 0 and hy < 0.

0 (20) (<0) (>0)
hi - (1 —T1)+ h 2 (y2 —T2) <0.

If y; > Ty and sufficiently large, then (72) is violated.
Case 3. h1 < 0 and hy > 0.
(=0) (>0)

(<0) (20)
—Z1)+ hy - (Y2 —T2) <0

hy - (yl

If 0 < y; < Ty, then (72) is violated.
Case 4. h1 < 0 and hy <0.

<o) (20 (<00 (o)
hi - (y1 —Z1)+ h 2 (y2—T2) <0.
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Take y; =71 — % and yo = Ty + % with n,m € N. Observe that since T; > 0, by assumption of the case, there exists
mg € N such that for any m € N and m > mg, y1 =71 — % > 0. Then we want to show the following statement is false

(<0) 1 (<0 1
Jh1 < 0, hy < 0 such that Vn € N and Vm € N and m > mg, we have hy - - + hy - — <0,

ie.,
(<0) 1 (<0) 1
Vhy < 0,Yhy <0, In,m € N with m > mg such that hy - <> + hy -— >0,
m n
ie.,
(<0)
h
Vhy < 0,¥hs <0, 3n,m € N and m > mpg such that —2 < -,
(}<LO) m
1

which is true for n sufficiently large.
End of the proof of the Subclaim.
We are now left with showing that hy < 0. From the above Subclaim, we have that (72) becomes

(>0)
ha - (y2 —T2) <0,

which is certainly true for hy < 0, as desired.
We want to show that

N~ (f) = {(hl,hg) S R? :Vyl > O,Vyg > fz,hyl + ho (yg —fg) < O} = —Ri.

2]

Indeed,
(£0) >0y (£0) (>0)
hi - Y1+ hy - (y2—T2) <0

is certainly verified.

[€]

Suppose otherwise, i.e., either hy > 0 or hy > 0.
If h; > 0, then

>0) (s0) (20 (0
hi - g1+ ha - (y2—T2) <0

which is violated for large enough ;.
If ho > 0, then

(20) oy GO 0
hi -y + ha - (y2 —T2) <0

which is violated for y; = 0.
End of the proof of the Claim.
Summarizing, we have that G : R, x R —— R?,
{(0,-1)} if 71 #0,
G (T1,T2) = conv (N~ (Z) N S(0,1)) =
conv (-R2NS(0,1)) if z =0.

We can now rewrite problem GV'I as follows.

Find (71,72) € {0} X R such that 3 (hy, h2) € G (T1,T2) such that

V($171'2) S {0} X R, <(h1, hg) s ((El,xg) — (fl,fg» >0,

ie.
Find Z; € R such that 3 (hy, ho) € G (0,T3) = conv (—R% N S(0,1)) such that

Vg € R, <(h1, hz) R (O,LEQ) — (0,?2)) = ho (ZEQ — fg) >0,
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ie.,
Find 7, € R such that 3 (hy,h2) € conv (—~R% NS (0,1)) such that Vzy € R, hy (z2 — T2) > 0.

To have Vzg € R, ho (2o —T2) > 0, it has to be ho = 0 and then since (hi, hs) Gconv(—Ri NS (0, 1)), it must be
h1 = —1. Then, the set of solutions to (GVI) above is {0} x R, as desired.*
iii.
Recall that K = {0} x R.
Assumption (i.2) is violated.
Indeed,
K+ =Rx {0},

i.e., Kt is the horizontal axis, as verified below.
We want to show that

K+ :={2eR:Va,y e K,(z,2 —y) =0} = Rx {0}.

First proof.

[2]. We want to show that for any ¢ € R, (¢,0) € K+, i.e., we have for any (0, ¢), (0,0) € K, we have {(¢,0), (0,&) — (0,0)) =
0, which is obvious.

[C]. We want to show that if (21, 20) € K+, then 25 = 0. Indeed,

(21,22) e Kt = VE,0 €R, (21,22) (0,6 —6) =0.

Chosen £ =1 and § = 0, we have 0 = (21, 22) (0,1) = 22, as desired.
Second proof.
Observe that K+ = {0} if and only if aff (K) = R?; but

aff (K) :=aff ({0} xR) C span ({0} xR) = {0} xR

Assumption (1.2**) is violated.
It is clearly false that K C Intge (X).
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