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Abstract The aim of the paper is to study an evolutionary quasi-variational inequality,
which expresses the equilibrium conditions of a general oligopolistic market equilib-
rium model, and to present its inverse formulation.
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1 Introduction

The paper is devoted to study existence and regularity results for a general evolu-
tionary quasi-variational inequality, which expresses the generalized Cournot-Nash
equilibrium principle. Furthermore, an optimal control perspective on the equilibrium
problem is provided by introducing an inverse variational inequality.
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Quasi-variational inequalities were introduced by Bensoussan and Lions in a series
of papers [1-4] in connection with the study of impulse control problems and their
applications. Then, they have been extensively studied in several publications, mainly
from the point of the view of the existence of solutions (see [5—7] among others). In
the same years, an iterative scheme for a class of quasi-variational inequalities has
been introduced by Noor [8]. More recently, many scholars, as F. Facchinei, A. Khan,
A.G. Khan and K.I. Noor, have presented other efficient numerical iterative methods;
see [9—12]. Particularly, in the last decade a lot of problems considering a feasible set
depending on equilibrium solutions have been studied (see, e.g., [13-17]).

The class of quasi-variational inequalities, which we study in this paper, results to
be an effective tool to describe the dynamic oligopolistic market equilibrium model
in which both the production and demand functions depend on the expected equilib-
rium solution. This is a more realistic situation since the perception of the expected
equilibrium solution influences the choice of the economic market users. In fact, the
firms adjust their production commodity in relation of the commodity shipments in
order to reduce production excesses. On the other hand, the request of commodities
can be altered by the demand markets according to the equilibrium distribution. In this
perspective, the problem is called “elastic” or “with adaptive constraint set”. Further-
more, the presence of production excesses may be justified in periods of economic
crisis, while demand excesses may have origin from the request of fundamental goods.
Moreover, since the market model evolves in time, their simultaneous presence may be
a consequence of the evident limited physical transportation of commodities between
a firm and a demand market.

In [18,19], the pioneering model presented in [20] has been improved in a more
realistic way with the addition of production and demand excesses. Here, the important
question of finding some regularity properties for the solution has been answered.
Such regularity results are very helpful for the introduction of numerical schemes to
compute equilibrium solutions (see [21]). In [22,23] the analysis of the problem from
a producer’s perspective whose purpose is to maximize its own profit is abandoned. In
such papers the attention is focused on the policy-maker’s perspective whose aim is to
control the commodity exportations by means of the imposition of taxes or incentives.
The resulting optimization problem for the taxes and the commodity distribution is
formulated as an inverse variational inequality. Lately, in [24] the authors analyzed the
dynamic oligopolistic market equilibrium problem by considering only production as
a function effectively dependent on equilibrium solutions. Hence, the paper completes
the investigation on the dynamic oligopolistic market equilibrium model by including
also the demand excesses and the dependence of the demand function on the expected
equilibrium solution. Moreover, the possibility that control policies may be imposed
to regulate the amounts of exportation is analyzed. In particular, control policies take
place with the imposition of higher taxes or subsidies in order to restrict or encourage
the exportation (the control optimization problem).

The paper is organized as follows. In Sect. 2, we present the dynamic elas-
tic model and we formulate the equilibrium conditions by a suitable evolutionary
quasi-variational inequality. In Sect. 3, under quite general assumptions, we prove an
existence result. In Sect. 4, Kuratowski’s set convergence is presented because it is
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preliminary to obtain the continuity of the solution. Section 5 is devoted to the inverse
formulation of the problem. At last, in Sect. 6, we provide a numerical example.

2 Quasi-variational Inequalities in Dynamic Oligopolistic Markets

Let us introduce the dynamic oligopolistic market equilibrium model in which the
constraint set depends on the expected equilibrium solution. Let us consider m firms
P;i, i =1, ..., m,thatproduce ahomogeneous commodity and n demand markets Q ;,
j = 1,...,n, that are generally spatially separated. Assume that the homogeneous
commodity, produced by the m firms and consumed by the n markets, is involved
during a time interval [0, T'], T > 0. Let x;;(t),i = 1,...,m, j = 1,...,n, denote
the nonnegative commodity shipment between the supply market P; and the demand
market Q;, t € [0,T]. In particular, let us set x;(¥) = (x;;(¢));, i = 1,...,m,
t € [0, T], as the strategy vector for the firm P;, and x(¢) = (x;;(¢));j,t € [0, T]. Let
us suppose that x € Lz([O, T], Rﬁ"). Furthermore, we assume that the nonnegative
commodity shipment x;; between the producer P; and the demand market Q; has
to satisfy time-dependent constraints; namely, there exist two nonnegative functions
x, X € L%([0, T1,RY") such that 0 < x;;(1) < xij(1) < X;(0), Vi = 1,....m,
Vj=1,...,n,ae.in [0, T]. Let us consider

Di={x e L0 TLR™ : x;(1) < xij(0) = 1),
Vi=1,....m,Vj=1,...,n, ae.in[0, T]}.

We remark that D is a nonempty, compact and convex subset of L2([0, T], R™").
Let p;(t, x(t)),i = 1, ..., m, denote the nonnegative commodity output produced by
firm P;,t € [0, T]. Letg;(t,x(t)), j =1, ..., n, denote the nonnegative demand for
the commodity at demand market Q;, t € [0, T']. Here, unlike [24], we assume that
both production and demand functions may depend upon the entire production pattern.
With these assumptions we want to represent an actual situation in which a firm plans
its production taking into account the expected equilibrium distribution. As well as,
the expected equilibrium distribution influences the demand of the supply markets.
Lete;(¢),i = 1, ..., m, be the nonnegative production excess for the commodity of
the firm P;, t € [0, T]. Let 8;(¢), j = 1,..., n, be the nonnegative demand excess
for the commodity of the demand market Q;, r € [0, T']. The dependence of the
commodity shipment x on the unknown solution x* satisfies the following feasibility
conditions:

n T
inj(t)+€i(t)=%/ pi(t, x*()dr, i=1,....,m, ae.in[0,T], (1)
j=1 0
1

m T
in,-(z)Jra,-(z):T/ qj(t,x*(t)dr, j=1,...,n, ae.in[0,T]. (2)
i=1 0
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More precisely, condition (1) states that, given the unknown equilibrium solution,
the quantity produced by each firm P;, ¢ € [0, T'], must be equal to the commodity
shipments from that firm to all the demand markets plus the production excess, at
the same time ¢ € [0, T]. Moreover, conditions (2) states that, given the unknown
equilibrium solution, the quantity demanded by each demand market Q;, t € [0, T']
must be equal to the commodity shipments from all the firms to that demand market
plus the demand excess, at the same time ¢ € [0, T]. Making use of (1), (2) and the
nonnegativity of production and demand excesses, we obtain

n 1 T

inj(l) = ?/ pit,x*(r))dr, Vi=1,...,m, ae.in [0, T], 3)
, 0

j=1

m T

1
E xij(t) < ?/ qj(t,x*(t))dr, Vj=1,...,n, ae.in [0, T]. 4)
i=1 0

As a consequence, the set of feasible vectors x € L2([O, T1,R™) is defined by the
multivalued mapping K : D = L?([0, T1, R%") as

K(x*) = [x eD:
n 1 T
Zx,'j(t) < ?/ pit, x*(x)dr, Vi=1,...,m, ae.in [0,T],
. 0
j=1

m T

1
E xij (1) < 7/ qj(t,x*(t))dr, Vj=1,...,n, ae. in [0,T] ;.
i=1 0

(&)

Foreachi =1,...,mandt € [0, T], let us associate each firm P; with a production
cost f;(t, x(t)). Similarly, let us associate each demand market Q; with a demand
price for unity of the commodity d; (¢, x(¢)), j = 1,...,n,t € [0, T]. Let g; (¢, x(2)),
i =1,...,m,t € [0,T], denote the storage cost of the commodity produced by
the firm P;. Let ¢;;(t,x(t)),i = 1,...,m, j =1,...,n, t € [0,T], denote the
transaction cost, which includes the transportation cost associated with trading the

commodity between firm P; and demand market Q;. Let n;;(¢),i = 1,...,m, j =
I,...,n,t € [0, T], be the supply or resource tax imposed on supply market P; for
the transaction with the demand market Q;. Let A;;(¢),i =1,....,m, j =1,...,n,

t € [0, T], be the incentive pay imposed on supply market P; for the transaction with
the demand market Q. Let h;;(t),i =1,...,m, j =1,...,n,t € [0, T], be the
difference between the supply tax and the incentive pay for the transaction with the
demand market Q;, namely h;; (1) = n;;(t) — X;; (1), i =1,....m,j =1,...,n,
t € [0,T],t € [0, T]. Hence, the profit v; (¢, x(¢)),i = 1, ..., m, of the firm P;, at
the time ¢ € [0, T] is, then,

@ Springer



480 J Optim Theory Appl (2016) 170:476-492

Vi, x(1) = D d;(t, x(O)xij (1) — fit, x(1)) — gi(t, x (1))

=1
—Zcij(l,x(f))xij(l)—Zhij(f)xij(l), (6)
j=1 j=1

namely, it is equal to the price that the demand markets are disposed to pay minus the
production costs, the storage costs and the transportation costs and taxes.

Let us denote by Vpv = (al) . Let us assume the following assumptions:
Xij j
(1) vi(t, x(t)) is continuously differentiable for eachi =1, ...,m, a.e.in [0, T],

(i) Vpu isa Carathéodory function (namely, it is measurable in the first variable and
continuous with respect to the second one) such that

3h € L*(10, TD) : VD, x(t)llyy < 2 (@) (XDl » ae.in[0,T1, (7

(iii) v; (¢, x(¢)) is pseudoconcave with respect to the variables x;, i = 1,...,m, a.e.
in [0, T'], namely a.e. in [0, T]:
= v (t, x (1))
(VDvi(t, X1, .o Xiy ooy Xim), Xi — (i (0 =y () = 0
Jj=1 i

S VX s Xiy ooy X)) Z V(X eeey Vi ooy X))

In the model the m firms supply the commodity in a noncooperative fashion, accord-
ing to the dynamic elastic Cournot-Nash principle in the presence of excesses.

Definition 2.1 x* € K(x*) is a dynamic oligopolistic market equilibrium in the pres-

ence of excesses if and only if foreachi = 1, ..., m and a.e. in [0, T'] we have

vi (t, x*(1)) = vi(t, x; (), X' (1)), (3
where X/ (1) = (x{(),...,x}_ (1), x;“H(t), coxp(0), fori = 1,...,m, ae. in
[0, T].

Definition 2.1 states that each firm P; maximizes its own profit considered the
given optimal strategy x7(¢) of the other firms. The following result establishes the
equivalence between the equilibrium distribution and the solution of an evolutionary
quasi-variational inequality (for the proof see, for instance, [24], Theorem 2).

Theorem 2.1 Let us suppose that assumptions (i), (ii), (iii) are satisfied. Then, x* €
K(x*) is a dynamic oligopolistic market equilibrium according to Definition 2.1 if
and only if it satisfies the evolutionary quasi-variational inequality

/ (_ M) (i (1) = x5 ()i = 0, ¥x e KGx™).  (9)

0x;;
i=1 j=1 Y

@ Springer



J Optim Theory Appl (2016) 170:476-492 481

3 An Existence Theorem for Equilibrium Solutions

Thanks to the variational formulation of the equilibrium problem, we are able to show
our main result about the existence of equilibrium solutions.

Theorem 3.1 Let v € C'([0,T] x D,R™), let p € L*([0,T] x D,R™) and let
g € L%([0, T] x D, R") be such that

(I) Vpuv(t, x) is measurable in t, for every x € RT", continuous in x, a.e. in [0, T],

such that
Jy € L2([0, T1): [|[Vpu(t, x)|| <y (&) + |Ix|l, Yx € R™ a.e. in [0, T];

(II) p(t,x) is measurable in t, for every x € R, continuous in x, a.e. in [0, T],
such that
3¢ € L0, TD: |p@, x)|| < ¢ (1) + ||x||% Vx € R, a.e. in [0, T];

(III) q(t,x) is measurable in t, for every x € R"™", continuous in x, a.e. in [0, T],
such that
Iy e LY([0, TD: llg(t, x)|| < ¥ () + ||x||>, Vx € R™, a.e. in [0, T];

(IV) An(t) > 0, a.e. in [0, T], n € L*°([0, T)) such that
Ip(t, x1) — p@t, x2)|| < n®)llx; — x2|l, Vx1, x2 € RY", ace. in [0, T1;

(V) 30(t) = 0, a.e. in[0,T], 8 € L*®([0, T)) such that
llg(t, x1) —q(t, x2) || < O()[x1 — x2ll, Vx1, x2 € RY", ae. in [0, T].

Then, the evolutionary quasi-variational inequality (9) admits a solution.

Proof Firstly, let us observe that under assumptions (I), (I) and (III) and if x* €
L2([0, T1,R"™™), it results that ¢t + Vpu(t,x*(t)) € L*(0,T],R™), t >
pt, x*(t)) € L'(0, TT,RT), t — q(t,x*()) € L'([0, T], R%). Moreover, by (D),
(IT) and (I1) it follows that Vpv, p and g belong to the class of Nemytskii operators.

In order to show that K(x*) is a closed multifunction, we fix two arbitrary sequences
{x*} and {y*} such that x* — x and y* — y in L2([0, T'], R™"), with y¥ € K(x%),
Vk € N, and we prove y € K(x). Since yk e K(x¥), we have X, (1) < yl(‘j ) <Xxi;(),
fori =1,...,m,j=1,...,nand ae. in [0, T]. The convergence of the sequence
{ yk} in L2 ([0, T1, R™") implies that also y satisfies the capacity constraints. Moreover,
the following relationships hold:

n T

1
E i) < ?/0 pi(t,xN(x)de, i=1,...,m, ae.in[0, T,
j=1

m T

1 .
nyj(;)g 7/0 qj(t,x*(t)de, j=1,....n, ae in[0,T].
i=1

n
The left-hand sides converge almost everywhere to Z vij (t); the right-hand sides,

j=1
meanwhile, fori = 1,...,m and j = 1,...,n, respectively, for (IV) and (V), it
follows
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sup

T
< lnllz=o.1y / (1) — x(0)dx,
[0,T] 0

T
| [ en = peexcen]ar

T
< 16012071 / 14 (r) — x(0) .
0

T
| a5 o0 —qu.x@n s

sup
[0,7]

Since the convergence of {(xK} in L2([0, T, R™) implies the convergence even in

T T
L([0, T1, R™"), we get that [l/ pi(t,xk(t))dr] and [l/ qj(t,xk(r))dr]
T Jo T Jo

17 1T
converge uniformly to T / pi(t, x(r))dr and T / qj(t,x(r))drin LY([0, T],R™),
0 0

respectively.

Let us show the lower semicontinuity of the multifunction K. To this aim we fix an
arbitrary sequence {x¥} such that x* — x, in L2([0, T'], R”"), and an arbitrary y €
K(x), we prove that there exists a sequence { ykY such that y* — y,in L2([0, T, R™™),
withyk € ]K(xk),‘v’k € N. Letus note that, fori = 1,...,m,j=1,...,nandk € N,
and if

T T
af‘,-(r>=y,-,-(z>—£,-j<r)+i[ / pi(t, x(v))dt — / p,-(r,xk(r»dr]
nT [Jo 0

1 T T
b (1) =yij(l)—£,-j(l)+ﬁ[/0 Q,/(l,x(f))df—/o qj(t,xk(t))df]

1 T
we obtain, by virtue of the uniform convergence of I? / pit, xk(r))dr] to
I ’
T / pi(t, x(7))dr in L' ([0, T], R™) and the uniform convergence of
0

T T
[i/ qj(t, xk(t))dr] to l/ qj(t,x(7))dr in L1([0, T], R"), that
T Jo T Jo

. k .
klgli-looaij(t) = yij (1) — L‘j(l) >0, ae.in[0,T],
. k _ . _ .
kEI—iI-loo b (1) = yij(t) — x;;(1) =0, a.e.in[0,T].
As a consequence, there exists an index vy such that for k > vy it results afj () =0,
Vi=1,...,m,Vj =1,...,n,ae.in [0, T], and there exists an index v, such that

for k > v, we have bf.‘j(t) >0,Vi=1,....m,¥Yj =1,...,n,a.e.in [0, T]. Then,

let v = max {vy, v2}, let us define the sequence {yk} as:

—fork>v,Vi=1,....m,Vj=1,...,n,

Y1) = x5 () + min{T; (1) = x;;(1), af; (). b5 (D), ae.in[0, 7],
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—fork <v,Vi=1,....m,Vj=1,...,n,
y{‘j([) = Pgkyyij(t), ae.in[0,T],

where P ek (+) denotes the Hilbertian projection on K(x5).

It is easy to verify that yk e K(x%), Vk € N. Moreover, {y*} converges to y in
L2([0, T], R™™). Finally, it is simple to show that K(x) is a closed, bounded and
convex subset of D and since the space D is compact, K(x), Vx € D, is compact too.
As a consequence, all the assumptions of Tan’s Theorem (see [7]) are satisfied and the
existence of at least one solution is guaranteed. O

4 Regularity and Sensitivity Results for Equilibrium Solutions

The section is devoted to show continuity and sensitivity results for solutions to
the evolutionary quasi-variational inequality which expresses the dynamic elastic
Cournot-Nash principle in the presence of excesses.

4.1 Set Convergence

The Kuratowski’s set convergence (see [25]) has an important role in order to establish
regularity results.
Let {K,,} be a sequence of subsets of a metric space (X, d). Recall that

d —1im,K, = {x € X : 3{x,} eventually in K,, such that x, —d> x},

d —1lim,K, = {x € X : 3{x,} frequently in K, such that x,, —d> x},

where eventually means that there exists 6 € N such that x,, € K, for any n > § and
[frequently means that there exists an infinite subset N C N such that x,, € K, for any
neN.

We say that {K,,} converges to some subset K € X in Kuratowski’s sense, and we
briefly write K, — K if d — lim, K, = d — lim, K, = K.

In order to verify that K,, — K, it suffices to check that

(K1) for any x € K, there exists a sequence {x,} converging to x € X such that x,
liesin K, foralln € N,

(K2) for any subsequence {x,} converging to x € X such that x, lies in K, for all
n € N, then the limit x belongs to K.

The following lemma ensures that the feasible set of the model satisfies the property
of Kuratowski’s set convergence.

Lemmad4.1 Let x, X € C°([0, T],R7"), let p € C°([0, T] x R7™", R™) be such
that3¢ € CO([0, T1, R): lp(t, Il < ¢ +Iy[1% lerg € CO(10, TIxRY", RY) be
such that Iy € c'(o, 71, Ry): gt I <¢@)+ ||y||2, and let {t;} be a sequence
such that ty — t, witht € [0, T], as k — +00. Then, the set sequence
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K(tg, x*) = ix(tk) e R™ 1 x;; () < xij (k) < %ij (1),

Vi=1,...,m, Vj=1,...,n,

S =g [ pt @ V=1,
N 0
j=1

E Xij(tx) < 7/ qj(tx, x*(v))dr, Vj = 1n]
: 0
i=1

Vk € N, converges to

K, x*) = {x(t) €R™ : x; (1) < x5 () <xi5(0),

Vi=1,....m,Vj=1,...,n,

n l T

> i) < 7/ pi(t, x*(v)dr, Vi=1,....m,
; 0

j=1

zxij(t)ff/ qjt, x*(t)dr, Vj=1,....,n¢,
i=1 0

as k — 400, in Kuratowski’s sense.

Proof In the first part, we prove condition (K1). Let {#} be a sequence such that
tx — t, witht € [0,T], as k — 4o0. Using the assumptions, we obtain that
lp(t, x*(@)Il, llgt, x*(T))| € L' ([0, T]). Moreover, by virtue of the continuity of p
and ¢ with respect to the first variable and making use of a well-known generalization
of Lebesgue’s Theorem, we have

T T
im [ pl, x*()de =/ p(t, x*(D)dr, Vx* e L2([0, T], R™),
n——+00 0 0
T T
lim q(t,, x*(1))dr =/ q(t, x*(r))dr, Vx* e L*([0, T), R™).
n—-+0o Jo 0

Let us fix x(¢) € K(¢) and let us set

m [} pite, x*(©)dt +n [ q; (0, x*(1)de
mnT

m J pite, x*(@)dt +n [ g, x*(0)de

mnT ’

aij(tr) = xij(t) — x;; (%) +

it results

kETooaij(tk) = x;j(t) — x;;(t) = 0.
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As a consequence, there exists an index v; such that, for k > vy, we get a;;(#%) > 0,
Vi=1,...,m,Vj=1,...,n. Weremark

) 1 "o i noo.T .
ki“foo T ]Z_;‘/o q;j(te, x*(7))dr —JZ_:‘/O qj(t, x*(v))dt — € (1)
=—¢g() <0, Vi=1,...,m,

where ¢ is the production excess function. Then, there exists an index v; such that for
k >vywehave,Vi=1,...,m,

1| <& T noor
T Z/O qjuk,x*(r))df_z/o 450 2N dT | — ) <0,
j=1 i

Moreover, it results

. 1 c r * c r *
ki“foo{n_r[;/o pi (i, x (r))dr—l;/() pilt, x (r))dr—a,-(t)”
=-6;(t) <0, Vj=1,...,n,

where § is the demand excess function. Hence, there exists an index v3 such that for
k > v3wehave,Vj=1,...,n,

1 m T m T
— z;/o pi(te, x*(1))dt — ;/0 pi(t, x*(x)dr | = 8;(1) < 0.
Hence, we can consider a sequence {x(f;)} such that:
— fork > v =max{v;, vy, 3}, Vi=1,...,m,Vj=1,...,n,
xij (k) = x5 () + minfxj (1) — x;; (), Xij (1) — x5 (1), aij ()}
—fork <v,Vi=1,....m,Vj=1,...,n,
Xij (%) = PRy Xij (1).

It is easy to verify that x (#;) € K(#, x*), Vk € Nand that x(#;) — x(¢),as k — +o0.
Then, condition (K1) is shown. Finally, it is simple to check condition (K2). O

4.2 Continuity of Solutions to Quasi-variational Inequalities
In [26,27] some continuity results for quasi-variational inequalities in infinite-

dimensional spaces have been proved. It is worth to remark that similar results have
been obtained for weighted quasi-variational inequalities in nonpivot Hilbert spaces

@ Springer



486 J Optim Theory Appl (2016) 170:476-492

(see [13]). In the following, making use Theorem 8 in [27] and Lemma 4.1, we can
show the continuity theorem for dynamic elastic oligopolistic market equilibrium
solutions in the presence of excesses.

Theorem 4.1 Let x,x € C° ([0, T1,R?"), let p € C°([0, T] x R%™, R) be such
that, in [0, T]:

3¢ € CO(10, TD: Ip(t, )|l < ¢ (@) + Ix|%, Vx € R™,

In € €10, T1, Ry): || pt, x1) — p(t, x) || < nllx1 — x2ll, Vi, x2 € R™,
letq € CcO([0, T x R™", R%) be such that, in [0, T]:

3y € CO10, TD: g, Il < ¥ (@) + [Ix|* Vx € R™,

36 € CO[0, T1, Ry): llg(t, x1) — q(t, x)|| < 6lx1 — x2, ¥x1, x2 € R™.
Moreover; let Vpv € CO([0, T] x R™, RY) be an operator satisfying the following
conditions, in [0, T]:

3y € CO0, TD: [Vpu(t, )|l < y () + lIx], Vx € R™,

3u > 0: (=Vpu(t,x) + Vpu(t, y). x — y) = pllx =yl Vx, y € R™.

Then, the dynamic elastic market equilibrium distribution in the presence of excesses
x* e K(x*) is continuous in [0, T].

4.3 A Sensitivity Result

Now, a sensitivity theorem is shown in order to clarify the behavior of solutions when
some change in data occur (for the proof see, for instance, [24], Theorem 8).

Theorem 4.2 Let us assume that the profit function changes from v(-) to the perturbed
function v(-) and let us denote by x* and X the correspondent solutions of the cor-
responding quasi-variational inequalities. Let Vpv be a Carathéodory function such
that

3 € L2(0, TD: [Vpu(t, x()lln < h(®) + 15l aee. in [0, T,

do >0: <K< —Vpuv(x)+ Vpuv(y),x —y>>alx — ylli2 , Vx,ye K.
Then, it follows that

~ 1 ~~
" =7l = 4 =907 + Tua)

5 The Policy-Maker’s Point of View: Inverse Formulation

The policy-maker has an important role to understand the problems derived from the
economic world. For this reason, we want to analyze control policies in the dynamic
elastic oligopolistic market equilibrium problem in the presence of excesses. Let us

I We recall that in the Hilbert space L2([O, T],Rk) we define the canonical bilinear form on
L2([0, T1, R¥) x L2([0, T], R¥) given by

< ¢, w>i=el (o), wn))dr,

where ¢ € L2([0, T], R¥).
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denote by the variable 4 the difference between the supply tax n and the incentive pay
A for transactions. In this new perspective the optimal control equilibrium conditions
will be introduced.

Let x(h) = x(t, h) be the function of regulatory taxes. Let us assume that x (¢, ) isa
Carathéodory function and there exists y (¢) € L?([0, T1) such that || x(z, h() |l <
y (t) + [|h(#)||,un» a-€. in [0, T]. Let us introduce the set of feasible states

Q=1{we (0, T],R™): x;;(t) < wij(1) <%ij(1),
Vi=1,....m, Vj=1,...,n, ae.in[0,T] t,

and define the optimal regulatory tax as follows.

Definition 5.1 A vector h* € L>([0, T], R"™") is an optimal regulatory tax if and only
if x(1, h*) € Qand fori = 1,...,m, j=1,...,nand a.e. in [0, T'] the following
conditions hold:
xij(t, (1) = x;;(t) = hj; (1) <0,
x;; (1) < xi5(t, (1)) < X;5(1) = hj;(t) =0,
xij(t, h* (1)) = %;;(t) = hi; () = 0.

Definition 5.1 means that if 2* is the optimal regulatory tax, then the corresponding
state x (¢, h*) has to satisfy capacity constraints, namely x(z, h*) € Q. Moreover, if
one requires that x;; (¢, h* (1)) = x; j (), then the exportations must be promoted. If one
postulates that x;; (¢, h*(t)) = X;;(t), then the exportations must be reduced. Finally,
if one requires that x; i (1) < x;j(t, h*(t)) < X;;(1), taxes equal incentive pays. We are
able to show the inverse formulation of the model (see [22], Theorem 3.1):

Theorem 5.1 A regulatory tax h* € L*([0, T, R™") is an optimal regulatory tax if
and only if it solves the inverse variational inequality:

T m n

x(t,h*) e Q: / DD (wij() = xij (e, B* (1)) hf;(0de <0, VYo € Q. (10)
0

i=1 j=1

Let us note that only recently the strict connection between the classical variational
inequalities and inverse variational inequalities has been unveiled (see, for instance,
[28-30]). Also in this case, we are able to provide a classical variational inequality
formulation of the optimal equilibrium control problem. The advantage of such a
standard formulation lies in the fact we can have disposal of all the theoretical and
numerical advances in the theory of variational inequalities to treat fully the problem.

Theorem 5.2 Let W = L%([0, T],R™)x Q, F : [0, T]x W — L2([0, T], R™),
2(t) = (h(t), o()T, and F(t, 2(1)) = (w(t) — x(t, h(1)), —h(1))T. The evolution-
ary inverse variational inequality (10) is equivalent to the evolutionary variational
inequality
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T 2m n

Few: / D> Ry zF 1) (zlj(t) — z;*j(z)) dr >0, VzeWw. (1)
0

=1 j=1
Proof If (11) holds true, then we obtain easily that z* = (h*, ™) € W,

m

T n
/0 DD (@) (0) = xij (1, h* () (hij (1) — k(1)) | de

i=1 j=I

T m n
_/ Zzh;‘kj(t)(wij(t) — i) | dt >0 (12)

0 \i=1j=1

holds for every z = (h, w)” € W. Setting h(t) = h*(t) — w*(t) + x(¢t, h*(¢)) and
w(t) = w*(¢) in (12), we have

T m n
—/O DD (o) (6) = xij (1, h*(1)))*de > 0.

i=1 j=I

Hence, x(t, h* (1)) = w*(t), a.e. in [0, T]. Thus, x(¢, h*(t)) € Q and (12) indicates
that (10) holds. Conversely, if 2* € L2([0, T, R™") is a solution to (10), then z* =
(h*, x(t, h*))T € W is a solution to (11). In fact, it results

T m n
/0 DU i, () = xij (e, (1)) (hij (1) — b (0)de

i=1 j=1

=0

T m n
- /0 DD h (@i (0) = xij (1, h*(0))de = 0.

i=1 j=1

>0

6 A Numerical Example

Let us consider two firms and two demand markets, as in Fig. 1. More precisely, let
X, X € Lz([O, 1], R4) be the capacity constraints such that, a.e. in [0, 1],

2
0 gt t 4t
x(1) = CEo =1
0 -t 2

A=
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Fig. 1 Network structure of the Py P,
numerical dynamic spatial q
oligopoly problem

Q1 Q2

Let D = {x € L*([0, T], RY) : x;;(0) < xij (1) < Xij(1), Vi =1,2, Vj =1, 2}.
Furthermore, let p, g € L! ([0, 1] x D, Rz) be the production and demand functions,
defined as p(t) = (IOt +2x3,(1), 4t + 2x7, (1) + 2x;‘2(t))T and

q(t) = (6t + xi, (@) + x5 (1), 81 4+ 2x3; (t))T, a.e. in [0, 1]. The feasible set is

2 1
K(x*) = [x eD: inj(t) 5/ pi(t,x*(z))dr, Vi=1,2, a.e.in [0, 1],
j=1 0

2 1
inj(t)f/ q;j(t,x*(t))dr, Vj=1,2, ae.in [0,1]].
i=1 0

Let v € L2([0, 1] x D, R?) be the profit function given by, a.e. in [0, 1],

vi(t, x(1)) = =8x7 () — 2x35 (1) — 411 ()x12(8) + 8x11(1) + dex12(0),
va(t, x(1)) = —2x3,(1) — 63, (1) — 2x21 (1) x22(1) + 3tx21 (1) + S5tx22(1).

Hence, the operator —Vpv € L2([0, 11 x D, R4) is, a.e. in [0, 1],

_Vpu(t. x(1)) = (16)611(1‘) +4dx12(t) — 8t  4x1p(t) +4x11(r) — 4t )

4xa1(t) + 2x20(t) — 3t 12x2(1) + 2x21(1) — 5t

The dynamic oligopolistic market equilibrium distribution in the presence of excesses
is the solution to the evolutionary quasi-variational inequality:

2

/ZZ( a”’(;xx*(t)))(x,-j(z)—x;;(t))dtzo, Vi e K&e®).  (13)
ij

i=1 j=1

In order to compute the solution to (13) we make use of the direct method (see [31]).
We solve the following system, a.e. in [0, 1],

Ax] (1) +4x1, (1) —4t =0
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4x3, (1) 4+ 2x5,(1) — 3t =0
205, (1) + 12x3, (1) =56 =0

x* e K(x™*)
The system solution is

1 2
33

* —_—

rO=14 7
—1 —t
22 22

1
We observe that x* ¢ K(x*) because x3, (t) > Et. Now we consider the set
M7 (% * 1 :
K&x™) =1xeD: x5,(t) = Et’ a.e.in [0, 1],

2 1

E xij (1) 5/ pi(t, x*(r))dr, Vi = 1,2, a.e.in [0, 1],
! 0

J=1

2 1
inj(;) 5/ qj(t,x*(r))dr, Vj=1,2, ae.in [0, 1]]
i=1 0

and the system

16x7, (1) + 4x35(t) — 81 = 0
4xT (1) +4x],(t) —4t =0
205, (1) + 12235, (1) — 5t = 0
x* e K(x*)

We can observe that the system solution
=13

is an equilibrium solution, in [0, 1], since 4x3; (t) + 2x3,(t) — 3t < 0, a.e. in [0, 1].
We remark that

1 2 1
/ p1(t, x*(r))dr = 10t + 3 / pa(t, x*(r))dr =41 + 1,
0 0

1 1 1 1
/ q1(t, x*(v))dr =61 + -, / q2(t, x*(r))dt = 81 + —,
0 2 0 2
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, 27t +2 19146\
then the production and demand excesses are &(t) = 3 6 and
31043 14r4+1\"
() = (T+ T+) , respectively. We note that the adaptive constraints

allow us to analyze a more general model. Moreover, the presence of the excesses
influences the equilibrium distribution.

7 Conclusions

In the paper, we consider the dynamic oligopolistic market equilibrium problem in
which the production and demand functions depend on the forecasted equilibrium
commodity shipment. The equivalence between the dynamic elastic Cournot-Nash
equilibrium principle and an evolutionary quasi-variational inequality is obtained.
Thanks to the quasi-variational formulation, some existence and regularity results are
proved. Finally, the policy-maker optimization problem is presented.
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