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Abstract In this paper, we generalize the Markowitz measure of the risk proposed
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risk with a memory term and show that this function is effective, namely an existence
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1 Introduction

In the previous papers [1-3], where the authors deal with the financial equilibrium
problem, they assume that significant utility functions there exist and provide the
properties they need to have in order to ensure the existence of solutions to the finan-
cial equilibrium problem. This paper aims at covering a lack providing the existence
of a significant evolutionary measure of the risk, which satisfies all the assumptions
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requested to ensure the existence of a solution to the financial equilibrium problem.
This evolutionary financial measure of the risk is obtained by generalizing the cele-
brated measure of the financial risk introduced by Markowitz in [4,5] in the stationary
setting. So this paper gives an example of an evolutionary risk measure which plays
in the evolutionary case the same role as the Markowitz risk measure plays in the
stationary case.

Then, such a concrete example of evolutionary risk measure of Markowitz type
allows us to be sure that in the previous papers [1-3], we are not working on empty
sets. Of course, the evolutionary measure is interesting in itself because we can see
how to pass from the stationary to the evolutionary case.

The measure of the risk due to Markowitz in the stationary case is a quadratic
form built starting from a variance—covariance matrix Q' which denotes the sector
i’s assessment of the standard deviation of prices for each instrument j. Markowitz’s
fundamental idea is that the variability of the prices is an index of the increase in risk.

The evolutionary Markowitz-type measure of the risk is a function constituted of
two terms: The first one is a quadratic form built starting from the variance—covariance
matrix Q', and the second one is a memory term, which expresses the influence of the
previous equilibrium solutions in the evolution of the risk. Here the evolutionary nature
of the new risk measure appears. The variance—covariance matrix Q' is calculated at a
certain instant which is called instant zero, taking into account the equilibrium prices
in a finite set of previous times. We note that without the memory term, the prices in the
period [0, A] would not have influence on the measure of the risk. Then, we consider
a financial equilibrium problem equipped with this risk measure and we show that the
new risk measure is effective, namely an existence theorem of equilibrium solution
holds true. Since we are in an infinite-dimensional setting, to prove the existence
theorem, we need to verify a lot of functional tools, as, for instance, we need to show
that the related utility function is Fan-hemicontinuous and so on, and these proofs are
demanding and very delicate.

Further, we make a comparison between the solution of the financial problems with
and without memory terms (see Remark 4.1) and we obtain that the model without
memory terms is the first approximation of the other one.

Here, it is not worth to spend many words on the importance of the memory term.
We only refer to the papers [6—8] for the interested readers.

In the general model, we are considering, using this new evolutionary Markowitz-
type measure of the risk, the amount of investments as assets and as liabilities is
assumed depending on the expected solutions, namely we require that the set of feasible
solutions is flexible and adaptive and this objective is achieved just assuming that
the equality constraints depend on the expected solution in an average manner. We
make such an assumption in order to take into account that when one chooses an
investment, he takes care of the expected forecasts of the market. This is realistic
because none invests without having an idea of the future behavior. Since our model
evolves in time, surely investors cannot have an evaluation instant by instant, but
they use a mean evaluation. This is the reason why imposing a dependence on the
mean value is not an ad hoc requirement, but it is what happens in real life. In many
fields of mathematical physics and engineering, the elastic or adaptive dependence
is a characterizing phenomenon. For the seminal work on elastic constraints, see the
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book [9]. We point out that we are able to derive a quasi-variational formulation of this
financial equilibrium problem with memory and adaptive constraints. For the previous
papers on the evolutionary financial model, see [10-24].

Of course many of the examined phenomena are affected by intrinsic randomness.
However, this paper is deterministic and can be extended to a stochastic financial model
where the used time variable can be replaced by a random variable. Some authors have
already presented papers in this field (see [25-27]).

In the evolutionary formulation and in the considered functional spaces L?, our
paper has common points with some consumption-based capital asset pricing model
studied, for instance, by Duffie and Zame (see [28]), who present the existence of
equilibria of the above problem. However, we have used a different methodology to
develop the research of existence.

Finally, it is worth remarking that the financial equilibrium problem equipped with
the evolutionary Markowitz measure of the risk turns out to be continuous. Indeed,
we show that, in a special but sufficiently general case, the obtained utility function
satisfies all the properties which lead to the continuity of the solution.

A similar methodology, based on variational inequalities, has been used in [29] (see
also [30]) and in the field of the Walras general equilibrium model of economy.

The paper is organized as follows. In Sect. 2, we present the financial model with
memory terms and adaptive constraints. In Sect. 3, we prove the main results of this
paper. In Sect. 4, we study two concrete examples of financial networks.

2 The Financial Model

We consider a financial economy consisting of m sectors, for example households,
domestic businesses, banks and other financial institutions, as well as state and local
governments, with a typical sector denoted by i, and of n instruments, for example
mortgages, mutual funds, saving deposits, money market funds, with a typical financial
instrument denoted by j, in the time interval [0, A]. At time ¢, we denote the amount
of instrument ;j held as an asset in sector i’s portfolio by x;;(¢) and the amount of
instrument j held as a liability in sector i’s portfolio by y;; (t). The assets and liabilities
in all the sectors are grouped into the m x n matrices x(#) and y(¢). We denote the
price of instrument j held as an asset at time ¢ by r;(¢) and the price of instrument j
held as a liability at time ¢ by (1 + h;(#))r;(¢), where A is a nonnegative function
defined into [0, A] and belonging to L*°([0, A]). We introduce the term /2 ; (¢) not just
for mathematical generality, but because there are real-world effects that one fails to
capture by neglecting this. Indeed, as it is continuously shown by experience, the prices
of liabilities are generally greater than or equal to the prices of assets. A fundamental
reason for this is that these increments are necessary to pay the bank expenses, the
financial intermediation, the salaries, etc. We group the instrument prices held as assets
into the vector r(t) = [r1(1), ..., r,(¢)]" and the instrument prices held as liabilities

into the vector (1+h(1))r(t) = [(1 + hj(t)r; (t)]]T,=1 , - Inour problem, the prices

.....

of each instrument appear as unknown variables. Under the assumption of perfect
competition, each sector will behave as if it has no influence on the instrument prices
or on the behavior of the other sectors, but the equilibrium prices depend on the total
amount of investments and the liabilities of each sector.
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In order to express the time-dependent equilibrium conditions by means of an
evolutionary variational inequality, we choose as a functional setting the very general
Lebesgue space

A
L*([0, A],RP) = [f - [0, A] —> R? measurable:/ Lf @I de < +oo]
0

where

1
A 2
( /0 ||f(z>||$,dr) = I1f 220, a1,R7) -

To denote the norm in the Hilbert space L2([0, A], RP), we shall use the symbol
Il £1l;2 when there is no possibility of confusion. As it is well known, the dual space
of L2([0, A], RP) is still LZ([O, A], R?) and we define the canonical bilinear form in
L*([0, A],R?) x L%([0, A], R?) as

A
(G, N =/0 (G@), f(O)di,  f e L2([0, AL RP),

where (G (t), f(t)) denotes the scalar product in R”.

Now let us define the feasible set for each sectori = 1, ..., m. Let s;(¢) and [; (¢)
denote the total financial volume held by sector i at time ¢ as assets and let /; (¢) as
liabilities, respectively. We assume that the total financial volumes s; and /; depend
besides on time also on the expected solution w*(¢), in an average way, namely by

Ji& w*(s)ds, sos; is given by s; (t, s w*(s)ds) and; is given by I; (z, s w*(s)ds).
Then, in order to define the constraint set, let us introduce the set

E = {w= 0, y0,r() € L0, ALR™™") : (1) 2 0,
y() =0, r() <r() <7() ae.in[0, Al},

with0 < r(¢) < 7(t) € L%([0, A], R"). We denote by 7(¢)  the ceiling price associated
with instrument j and by r; the nonnegative floor price associated with instrument
Jj. The meaning of the constraint r j (t) < rj() ae.in [0, A] is that to each investor,
a minimal price r; for the assets held in instrument j is guaranteed, whereas each
investor is requested to pay for the liabilities not less than the minimal price (1+A)r ;.
Analogously each investor cannot obtain for an asset a price greater than r; and as
a liability the price cannot exceed the maximum price (1 + & ;)7 ;. Let us group the
instrument ceiling prices 7; into the column vector 7(t) = [F((), ..., 7, (O]7, the
instrument floor prices r; into the column vector r(¢) = [r;(?), ..., 1, o17.

It is easy to verify that E is a convex, bounded and closed subset of L2([O, Al,
RZmn—&-n)_

If K : E = 2F is the set-valued map defined as

n A
K" = [w=<x<r),y<r>,r(r))e E: S w0 =s (r/ w*(s)ds),
0

j=1
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n A
> i) =1; (r/ w*(s)ds) a.e.in[O,A],i:l,...,n], (1)
j=1 0

then K (w*) is the feasible set for every w* € E.

As itis well known, the governments impose some taxes on the financial operations
and the reason is that the state wants to ensure a certain welfare. In our situation, the
state control can be formulated by means of a given tax rate »;; levied on sector i’s
net yield on financial instrument j. We group the tax rates into the matrix n(¢) € R™".
Assume that the tax rates lie in the interval [0, 1) and belong to L°°([0, A]). Therefore,
the government in this model has the flexibility of levying a distinct tax rate across
both sectors and instruments.

In order to determine for each sector i the optimal composition of instruments held
as assets and as liabilities, we consider, as usual, the influence due to risk-aversion and
the process of optimization of each sector in the financial economy, namely the desire
to maximize the value of the asset holdings and to minimize the value of liabilities.
Then, for each sector i, we introduce the utility function:

Ui(xi (1), yi (1), 7 (1))

=u;(t, x; (1), yi (@) + er(t)(l = nij ) xij () — (L + hj(@)yij ()],

j=1

where the term —u; (x; (¢), y; (t)) represents a measure of the risk of the financial agent
and 7 (£)(1 — n;; () [x; (t) — (1 + hj(t))y;(t)] represents the value of the difference
between the asset holdings and the liabilities.

In this paper, as we said, we consider a particular but significant example of utility
function u; (x; (¢), y; (t)), namely:

T t T
xi (1) i| xi (@) / xi(t — 2) i| Xt —2)
+ dz. 2
[yia)} ¢ [y,-(r) o Lyt =] @ [ya—2) @
In order to determine the equilibrium prices, we establish the equilibrium condition
which expresses the equilibration of the total assets, the total liabilities and the portion
of financial transactions per unit F'; employed to cover the expenses of the financial

institutions including possible dividends, as in [ 1-3]. Hence, the equilibrium condition
for the price r; of instrument j is the following:

D=y O) [0 = L+ k)35 0] + Fio)

i=1
>0 if (D) = ;1)
=0if r;(0) < r;.*(t) < 7). 3)
<0 if rin) =7,(1)

Now, we can give different but equivalent equilibrium conditions, each of which is
useful to illustrate particular features of the equilibrium. To this end, let us recall that
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we have:
Z)u (x, y) T T
e =2len]) xl(t>+2[Q21] 20
[ (2en] mw+2[en]] o )ar @
8u (x, y) T

ayij Z[sz]j yl(t)"'z[le] - x; (1)
( Q22 yz(r)+2[Q12] x,'(r))dr. 5)

The aim of the financial sectors is to maximize the utility function, namely to maxi-
mize the assets and to minimize the risk and the liabilities, simultaneously. Such an
optimization is obtained using some necessary and sufficient conditions expressed by
the following equilibrium conditions by means of the Lagrange multipliers.

Definition 2.1 A vector of sector assets, liabilities and instrument prices w* =
(x*(@), y*(¢), r*(t)) € K(w™) is an equilibrium of the dynamic financial model if

andonlyifVi =1,...,m,Vj =1,...,n, and a.e. in [0, A], it satisfies the system
of inequalities
oui(x*, y*)
—— o = (=)0 = w0 2 0, ©6)
xij
du; (x*, y*)
— oy A= O A+ O (0 = u () = 0, @)
ij

and equalities

* Au; (x*, y*) - woy (D .
g0 = = a0 -] =0 ®
9 ; *7 * . B
o[ - % + (L= )+ )0 = 0] =0, ©)
Xij
and "
> (x50 = A+ h0)50) + Fi0) = 0
o (10)
[(x50 = A+ 10050) + F0] rf0) =0, 7 € R,
i=1
where u(l)*(t) ,u(z)*(t) e L%([0, A)) are Lagrange functions, and verify conditions

(3)a.e.in [0, A] and u; is given by (2).

Let us explain the meaning of the above conditions. To each financial volume s; and
/; held by sector i, we associate the functions ulgl) (1), ,ul(z) (1), related, respectively, to
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the assets and to the liabilities and which represent the “equilibrium disutilities” per
unit of sector i. Then, (6) and (8) mean that the financial volume invested in instrument

J as assets xl.*j is greater than or equal to zero if the jth component —%Z}*) -
(1 = 0 (1)r (1) of the disutility is equal to " (r), whereas if _ngTjw (1 -

nij (t))r;‘(t) > Mgl)(t), then x;kl. (t) = 0. The same occurs for the liabilities and (3)

represents the equilibrium of prices.

Using the same technique as in [3] and [1] (see Theorem 2.1), it is possible to
prove the following theorem which shows the equivalence between Definition 2.1 and
a quasi-variational inequality.

Theorem 2.1 A vector (x*, y*,r*) € K(w™) is a dynamic financial equilibrium if
and only if it satisfies the following quasi-variational inequality

< [ < du; (xF (1), yi(t
> [~ M o]t o - o
i=1 j=1

0x;j
" u; (xF (1), yF(t
- QD3O iyt + hio)]
= dyij
(1D
iy () — (t)]]dt

n A m
+Z/O > [(1 —nij (1)) [x,.*j(t) —(1+ h,-(r))y;;(t)] + Fj(t)]
j=1 i=1

XIVJ () —7r;‘-‘(t)]dt >0, V(x,y,r)eKw".

We want to stress that the variational inequality obtained from (11) setting r = r*,
namely:

m

Af N du; (xF (1), yi (1)) . )
;/0 [ = [_ 0w (L= nij(®)r; (f)][xij(t) — X[ (0]

n . [_ du; (x; (1), y/ (1))

By + (1= i )i + hj(t))]

j=1

Lyij (1) — y;‘,-(t)]]dt >0, Vix,y)eP

is equivalent to the maximization problem:

moeA
max > /0 {ui Cxi (0, yi () + (1= 0 ()™ (1) x [xi () = (1 = h(®)yi (1)1} dt,
i=1
(12)
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where
n A
= [(x(t),y(t)) e L*([0, A], R*"™) in,(r) = (r/ w*(s)ds),
0

j=1

n A
> i) =1; (t/ w*(s)ds), x(1), y(t) = 0, ae.in [0, A]}.
j=1 0

Then, variational inequality (11) expresses both the optimality conditions (12) and
the price equilibrium conditions (3).

Let us remark that, with the simple substitution t — z = 7, the memory term can
be rewritten in the following way:

/Ot (2[Q31] x+2[0h] yl(r>)

and

/0[( [sz] yz(f)+2[Q12]T xi(r))df

Hence, taking into account (4) and (5), our quasi-variational inequality, becomes:

/A m

i=1 j=1
+/0t (2[ "”]jT x; (t)+2[Q21] -y, (r))dr—(l—n,,(t))r (r)}

X [x,»j t) — x;*j (z)] dr

/ZZ[ sz] y,(t)+2[ ]-x;*(z)

i=1 j=1

n

[ [00] w0 +2[on] i

t
+/0 ( [0h] st +2[0h] x,-*(r))dr+(1—nij<z))r,7(t)(1+h,-(t))]
x [0 = v 0] ar
+Z/[ mj(t))[x,-*,-(t)—(1+h,~(t))y,-*,(t)]+F,~(t)]

x [0 = ;] dr 2 0,
Yw = (x,y,r) € K(w"). (13)

In compact form:

(A, W), w —w*)) >0 Yw=(x,y,r) € K(w*),
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where A : [0, A]x E — L?([0, A], R¥""+") is defined by the following components:

At w) = ([2 [Q"“]: xi(t) 42 [le]T (D)

J

4 . T . qT
+/O (2 o], -um+2[0h]. ~y,»(r))dr — (1= () rj(r)] o

2[en]) ww+2[n] mo+ [ (2] o
T
J

+2[ 00, -xi(r>)dr+(1—m,-<t>) 20 (1+hj(t))] ,

[Z (1 =nij @) [xij(®) = (1 + k(@) )’ij(t)]+Fj(l):| ) (14)
j=1,...n

i=1 .
J=1e

Let us assume that the following conditions are satisfied:
ASSUMPTIONS (@):
@l : Q' is symmetric and positive defined;
o2 :s;(t,x)and/; (¢, y) are continuous in ¢ w.r.t. the second variable;
a3 36 € Lz([O, A]) and 3c; € RT such that |s; (£, x)| < 81(¢t) + c1;
a4 38, € L2([0, A]) and 3¢, € R such that |1;(¢, y)| < 82(1) + ¢2;
o5 : the functions n;;, hj, F; € L*([0, A]) and n;; € [0, 1), Vi and V.

Let us remark that these assumptions are quite general, essential and minimal for
justifying the integral formulation.
Our aim is to prove the following existence theorem:

Theorem 2.2 (Existence) If Assumptions () are satisfied, then variational inequality
(13) admits a solution.

Now, we shall state the following regularity theorem, which holds true in the special

case when s; depend on x* and /; depend on y*, foralli = 1, ..., m, namely when
we choose:
n A
Kw*) = {w = (x(@), y(t),rt)) € E: Zx,-j(t) = (t,/ x*(s) ds) ,
j=1 0

n A
> i) =1 (r/ y*(s)ds) ae.in [0, Al,i = ln]
j=1 0

Under the assumptions (&), the functions

A A
s;(H) =s; (t,/ x*(s) ds) and [;(t) = ; (t,/ y*(s) ds) Yi=1,...,m,
0 0
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are continuous functions, and x*(s) and y*(s) are the first and the second component
of a solution w*(s) € L2([0, A], RZ"n+1) to problem (11), respectively.s

Theorem 2.3 Let all assumptions (&) be satisfied. Let (x*, y*, r*) be a solution to
problem (11). Assume that r(t), 7(t) € ([0, A], R"). Then, problem (11) admits
a continuous solution w*(s) such that x*(t) = x*(t), y*(t) = y*(t), whereas r*(t)
can be different than 7*(t).

3 Proof of Theorems 2.2 and 2.3

In order to prove Theorem 2.1, let us recall some definitions and a general existence
result (see [18,31]).
Let F : [0, Al x E — R2mn+1 e guch that the following conditions F’ are satisfied:

CONDITIONS F F is measurable _in tYw € R¥"+1 continuous in w a.e. in [0, A],
and there exists § € L2([O, A]) such that || F (¢, w)|| < 6(t) + |Jw]|
ae. in [0, A], w € R¥"+n,

Moreover, let us recall the definitions of a strongly monotone and a Fan-hemicon-
tinuous mapping.

Definition 3.1 Let F : [0, A] x E — R>""*"_We say that F is strongly monotone

in x and y and monotone in r if there exists v > 0:

(P, w1 (0) = Fwa @), wi(0) = wa0) 2 v [l = x2l3 + Iy = 1%,
Vwi(t) = (1), y1(1), ri(0), wa(t) = (x2(0), y2(0), r2(1)) € E.

Definition 3.2 Let F : [0, A] x E — R*""*" We say that F is Fan-hemicontinuous
if, Vv € E, the function

w— ((F(t,w),w—v))

is weakly lower semicontinuous on E.

Further, we make the following ASSUMPTIONS («):

— the functions s, | are Carathéodory functions, which means they are measurable
in t and continuous with respect to the second variable;

— 38(t) € L*([0, A]) and 3cy € R : ||s(t, x)|| < 81(t) + 1, Vx € R™;

— 385(1) € L*([0, A)) and ez € R ||I(t, x)|| < 82(t) + ¢2, Vy € R™.,

Now let us consider the following variational inequality:
Find w* € K(w*) : ((F(t, w*), w — w*)) >0 Yw=(x,y,r) € K(w*), (15)

where K (w*) is given by (1).
Then, the following existence theorem holds true (see [18], Theorem 2.2):
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Theorem 3.1 Let F : [0, A] x E — R*""*" be a bounded, strongly monotone in
x and y, monotone in r, Fan-hemicontinuous mapping and satisfying conditions (F)
and (o). Then, variational inequality (15) admits a solution.

Let us show that our operator A satisfies all the assumptions of Theorem 3.1.
First let us prove that A(¢, w) is strongly monotone with respect to x and y and
monotone with respect to r, namely that
512
2]’

22
L2

2l (1) — x2(1) ) de x xilj(t)—xizj(t)_ dt

(A1, wi) — A1, wa), wy — wa)) > v [Hx‘ _ 2|

We have:

2

L2+

(A, w) — Alt, w2), wy — wa)) > v [Hxl —xz‘
S VA
S AVEIEH|
i= 1/ 1+ 0 B -/
I r 9T
/ >\ [ 2fen]
i=1 j=1-/0 -
A m o 9T
/ /2 0|
i= 1] 1+ 0 B -/
/ xl(r) — x2(1)) dr x [y”(t)—ylj(t)] dr.
i= 1] 1+ _

Setting, fori =1,...,m,j=1,...,n

I‘l -

3@ = 32@) de x [vh 0 = o] | a

)

Vi) =y (r)) dr x :x}j (1) — 2% (t): dt
)
)

i
i
i
(o

t

. t .
vi(1) = /0 (v —x}@) dr. i) = /0 (vi@ = 3}@)dr

and denoting by [Q h k] the kth element of the jth column of Q! x> the memory terms
can be rewritten in the followmg way:

l n ) d l()
22/ [ Q11 k(t) J + [Q21] up (1) - vétt
Jj.k=1 Jj.k=1
l() n k l()
+ Z [QZZ] w0 —+ [012] v }dz
j.k=1 j.k=1 j
o kdu(n) - v kdu;;(t)-u".(z)
_Z/ [/ k=1 ]j ds j Jrjk=1[Q21]j dr :
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ko dut (t) ul, (t) ok dvi (1) - ul (1)
LA R [Q’]z] . k—J}dt

+ [Q 2] dr

J
n

:Z [[QU] vi(T) - 0" (T)+[Q21]kuk(T) v} (T)
i=1 jk=1
k

+[0h] b))+ [04] whr - (T)}

A 2 A 5
Ly — 22 d)+(/ Ly — 32 d) N
Y |:(/O (xl] (1) Xij (T)) T A (yl] (7) i (-[)) T >

Therefore, we have:
512
LZ

A 2 A 5
+u |:(/0 (Xilj(f) - xizj(f)) dr) + (/0 (yilj-(r) - y,»zj(r)) dr) :|

2 2
zv[“xl —x? 2 ],
L2 L2

namely we proved the strongly monotonicity with respect to x and y and the
monotonicity with respect to r.
Let us prove that A(¢, w) is Fan-hemicontinuous, that is:

st

(AG, w1) = A wa), w1 = w2)) = v [Hxl —

+[

((A(t, w), w — &)), where £ is fixed, is weakly lower semicontinuous.
We need to prove that:

lim inf ((A(t, wn), wp — &) = ({A@t, w), w = §)), V{wa}:wy = w.
We have:

((A@t, wp), wn — §))

—i—(/ot (2 [lez]/T Syt +2 [Qllz]jT ~x,-”(t)) d‘t)] X [y?j(t) - gz] dr
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m n A
+ZZ/O [(l—nij(r>)r;’<t)sl}dr
i=1 j=I1
m n A
—ZZ/ [(1 — i () () (14 hj(1)) éz}df
i=1 j=1"0
+Z / Fy 0 [rh — & dr 353 / [ ) x,,(r)&}
i=1 j=1
+ZZ / [ —nij(0) (1+h;(0)) y,ff,(t)&}dt. (16)
i=1 j=I
For the weak continuity:
A A
Jim A (l—mj(t))rf(t)éldtZ/O (1 —mij @) rj(0)&dt,
A
Jim [ = (U= @) @) (141 0) gt

A
2/0 = (L=nij@®) rj @) (1 + hj(0)) &dr,

A A

Jim [ Fono = [7Fonoa,
OA 0 A

Jim | — (1= nij(®) x; (&3 = /0 — (1= mij (1) xi(1)&3dr,
A

Jim | (1=ni; () (141 @®) ()&

A
_ /0 (1= ni;(0) (14 h;(0) yij (D&

The other terms in (16) are continuous functions with respect to w in L? and for the
assumption on Q are convex functions with respect w. In virtue of a theorem which
states that a convex and continuous function is also weakly lower semicontinuous, we
get:

1imninfii/0A [(Z[QQ,] X! (t)+2[Q21] -y (t)) [x;'j(z) —gl]]dz
i=1j=1
+§§1/0A [/Ot (2[Q"11] ! (t)+2[Q21] ] (t))dr x [+t (z)—gIH
+ii/; [(2 [Qéz] i (t)+2[Q12] "X (f)) x [yi"j(f) —%‘2}]&
i=1j=1
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m n AT ot ' '
+Z Z / / (2 [lez]T Syi(T) +2 [Qﬁz]T -xf(t)) dr x [yl”] (1) — 52] ]dt

i=1j=170 LJO j j

m n AT
+2. Z/o (1= nij®) r?(t)éﬁ]dt

i=1j=1 L

m n AT
_ZZ/O (1=n;;®) (1 +hj(t))$2:|dt

i=1j=1 -

n A m n A
+/§/0 |:Fl(l‘) [r;-l(l)_%@] }dt—;;/o [(l—ni./(t))xinj(f)&}dl

m n A
+2 Z/O [(1 —nij®) (1L +h; () y,-nj(f)€3:|dt

i=1j=1

= ZZ/OA [(2 [Qlll]/T - x; (1) +2[Q§1}: -yi(t)) x [xij(0) = Sl]]dl

m n AT st a7 o
+§j§/0 _/0 (2[ lll]j 4xi(1’)+2[Q'21]j -yi(r))dr X [xij(l‘)—é]]]dt
m n AT ) T ' .
+ZZ/O (2[Q’22]j .yi(t)+2[Q’12]j .xi(t)) x [yij (1) _gz]]dt
l_lj:1 =
mon o Ar - L
21 0! Vi 7| oi X d 1) — d
+§jz_1/0 _'/0 ( [sz]j yi(t) + [ 12]]' x(t)) T x [y (1) 52]} ¢
m n Ar
+ZZ/O (1 =nij®) rj(l)él]dt
i=1 j:l =
m n AT
_ZZ/O (1= @) rj@) (1+hj@) 52](1,
l_lj:l =
n A m n A
+z/0 [Fj(t) [y® _53]}“ - ZZ/O [(1 —1ij (1)) Xij(f)€3:|dt
=1 i=1j=1
m n A
+Zz/0 [(1 —1ij () (1+h;(®) yij(l)§3]dt.
i=1j=1

Then, the operator A, defined by (14), is Fan-hemicontinuous.

It is easy to show that the operator A is bounded, and hence, the existence of
solutions to the quasi-variational inequality (13) is ensured. O

Now let us prove Theorem 2.3. To this end, we recall that in Section 5 in [32] the
following generalized version of Theorem 1.1 in [33] has been proved.

Theorem 3.2 Let assumptions (@) be satisfied and let A € C°([0, A], RZ™+") pe
strongly monotone w.r.t. x and y and monotone w.r.t. r. Let s;, l; € CO([O, Al, Rfl'_),
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letr(t),7(t) € ([0, A], R ). Then, variational inequality (11) admits a continuous
solution.

Now we prove that all the assumptions of Theorem 3.2 are satisfied. It is easy
to see that the operator A(¢, x, y, r) with (x, y,r) € R2mn+1 g continuous W.r.t. 7.
Moreover, in Theorem 2.2 we proved that the operator A is strongly monotone w.r.t.
x and y and monotone w.r.t. . Since r(t), 7(¢) are continuous and all the assump-
tions (o) are satisfied, then the existence of a solution w*(s) = (X*(¢), y*(¢), 7*(t)) €
([0, A], R¥"n+1Y to variational inequality (11) follows from Theorem 3.2. More-
over, from the same Section 5 in [32], being the operator A strictly monotone w.r.t. x
and y, it derives that the solution to problem (11) w.r.t. x and y is unique, whereas there
is no uniqueness w.r.t. r. Then, x*(¢) and y*(¢) coincide, under the above assumptions,
with the first and the second component of any solution to variational inequality (11).

O

4 Numerical Examples

We consider an economy with two agents and two financial instruments and we choose
as the feasible set for assets, liabilities and prices:

Kw*) = [w = (x(1), (1), r(t)) € L*([0, 1], R") :

1 1
X11(t)+x12(t)=a/0 ri(s)ds+sB, le(t)+xzz(t)=a/0 ry(s)ds + B,

yir(@®) +yi2(t) =y, y21(¢) + y22(t) = ae. in [0, 1]
3
and 2r <rj(t) <3t, t <r(t) < Et a.e. in [0, 1]]

where «, B, y and § are positive parameters to be appropriately fixed. The variance—
covariance matrices of the two agents are:

1 0 —05 0 1 0 0 0
o 1 0 o >, |0 1 —050
Q= o950 1 o] ™M =1y o5 1 o

0 0 0 1 0 0 1

By applying the direct method (see [10,34]) to variational inequality (11) and by
choosing 7;; = 7 Vi, jand h; =1Vj, we get:

t

t 1
I =4xf,@) + 4/ x{j(dr — yf () — / yii@®dr — 2(x/ ri(s)ds
0 0 0

t 1 3 3
—Za/ / ri(s)drds —28 — 2Bt — —r{ + —r; (1)
0 Jo 4 4
t

' 1
D =4x3,() + 4/ x5, ) dt + y3,(t) + / (1) dr — 201/ ry(s)ds
0 0 0
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t 1 3 3
—20{/ / ry(s)ydrds —28 —2Bt —8 =3t + —rf — =ry(t)
0o Jo 4 4

t t 3 3
3 =4yf,@t)+4 / Y@ dr —xj, (@) —/ x{j(0)ydr =2y =2yt + Erf‘ - Eré‘
0 0
t t 3 3
Iy =4y5@) +4 / Vo, (1) AT + x5, (1) +/ x5, (r)dt — 28 — 28t — zri‘ + zr;‘
0 0
3 3 !
Is= 2 [xi"l(t) - Zyﬂ(t)] + 2 |:oz/ r3(s)ds — x5, + B —2(—y3, + 8)] + Fi
0

3 ! 3
I's = 1 [Ot/ ri(s)ds —xj + B — 2(=yj; + V)} +3 [x3,(1) = 2y5, ()] + Fa.
0

The solution to the variational inequality is given by solving the system:
N=hh=I3=0, I}4>0,,I5>0, Ix>0.
Since Iy > 0, I's > 0 and I > 0, the direct method ensures that
V=0, rf@O=r0) =2t 13 =r =t

Moreover, since

1 1 1 1
1
/rf(t)dt:/ 2tdt=1and/ ri"(r)dt:/ tdt = =,
0 0 0 0 2

conditions:
F1=F2=F3=0, F4>0,
yield:
7 2 7
) = —e ' + — dy) — —, 55 () =0,
Y1) 20¢ + 15 (@ +pB+4y) 20 V2o (1)
1 8 % 1
ES _ —t . s _
) =—5¢" + 33 (“+’3+4)+ 10’
x5 = 3 e’ + 1(a+2,3+8)— 3
TS 4 16
Further, I's > 0 and I's > 0 mean:
F 3179 -, 31 23ﬂ+98+14 79
>—|—€ — —0a— - — —y ——|,
"7 480 60% 30" T4° 715" " %0
E 3 9 _, 359 37,3 18-{-16 +79
>—|—-—€ ——a—=B— - — —
27 % %0 60" 30" T 2° T 157 T %o
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Let us observe that «, 8, §, y must satisfy the following conditions in [0, 1]:

0<xj () <B+a 0<yH =<y

1
0<x5()<p+ 79 0 < yi (1) <.

Ifwechoosea = 15,8 = 14,5 = 1, y = 11, these conditions are fulfilled. Replacing
these values in the equilibrium solution, we obtain a.e. in ¢ € [0, 1]:

‘) 1 . 511
X =—— —
H 10 30 - Loy 399
3 173 Xpt) =-75¢ A
() =—e + — 10 30
16 16 ‘) 3, N 171
X =— —e€ —
Vi) = et 4 203 and 72! 16 16 17)
20 60 'y = 7 ., 97
Vi) =0 == 55 60
ri(n) =2t ya (@) =1.
ryt) =t
Finally, conditions I's > 0 and I > O in [0, 1] yield:
Fo 3779 o 1669 nd B~ 37 79 o 4691
"= %4380 240 274|780 240

From the formulas related to the Lagrange multipliers associated with the price (see,
for instance, [1,3,17]), namely:

D=7 ) [0 = A+ b0 |+ Fo + 070 = 0), Vi

and

(2)*

P (1) =1} (0) =0, (O (@) —Fi() =0, Y,

we know that:

(2)* (2)

Fs+p 2 @) = p"* () and s+ p$7* (1) = pi* (1)

and

PV ) (1) = rF) =0 and pP*

PV () (ry (1) = (1)) =0 and  p}

O i) —7r1(2) =0,
()(r3 (1) — F2(1)) = 0.

(2)x
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Since ri(t) = r, (t), we obtain pfl)*(t) > 0 and pl(z)*(t) = 0; hence:

rs=p"*@0) > 0.

Analogously, since 75 (t) = r,(t), we obtain pél)*(t) > (0 and ,052)* (1) = 0; hence:

Ie=pi"* (1) > 0.

But p{l)*(t) and pél)*(t) are the deficit variables and are positive. So the economy is

in a phase of regression.

Now we would like to make a comparison between the solution to the same
problem but with and without considering the memory term in the utility func-
tion. To this end, we have the same matrices Q! and QZ2, but u; (x;(¢), y; (1)) =
—[xi() yi(O10 [xi(r) yi(H)]" . Now, the feasible set for assets, liabilities and
prices is:

K(w*) = [w = (x(1), y(1), r(t)) € L*([0, 1], R®) :

1

1
X11(l)+x12(f)=01/ ri(s)ds+p, X21(t)+X22(l)=06/ r5(s)ds + B,
0 0
y11(®) + y12(8) =y, y21(8) + y22(t) =6, ae.in [0, 1]
3
and 2t <rj(t) <3tandt <r(t) < Et a.e.in [0, 1]],

where «, 8 and § are positive parameters to be appropriately fixed.
Solving the associated variational inequality with the same technique (see [18]) and

1
choosing 7;; = 7 Vi, jand hj =1V, we find that the solution is given by:

ri(t) =r @) =2
ry(t) =ry(t) =1

. 1 7
@) = 5 Qo +28+8y) — —t

20
V3 (t) = 01 |
x{(0) = G Ba+88+2y)+ Et

L 3
x22(t) = Z (x+2B84+38) — Rt.

Further, I's > 0 and I'y > 0 mean:

gL 319, 31 23 90 1 -
>_ —_—— —_— — —_— — p— —
P74 780 T 60% 307 T4 T 15

3[79 59 37 1. 16
o PV Ly B B |
2= 4|:80t 60 30 "%t 15"}’ (19)
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provided that the following conditions are fulfilled:

0<xfj(1) <B+a 0<yjj() <y (20)
1
0<xh(t)<B+ 7 0 < y5(1) <6. Q1
Now we choose @« = 15, 8 = 14,8 = 1, y = 11 and it is easy to verify that

conditions (20) and (21) are fulfilled and, replacing these values in the equilibrium
solution, we obtain a.e. in [0, 1] :

254 1 181 1
ey 200 B = — g,
MW =15+t mO=33 "1
3 21 3
) =11 — —¢, () = — + —t,
22 (®) 6" and V=73 T 6 (22)
146 7 19 7
w0 Ly ok = 2 1,
MW =33 =50 W=+,
vy (1) =0, v =1.

Further, replacingo = 15,8 = 14,86 = 1,y = 11in(18) and (19), conditions I'5 > 0
and Iy > 0 mean, in [0, 1]:

3 79 179 379 308
Fil>-|—-——t——|and Fp, > - | —t — —|.
80 15
Then, we get:

Is=p"* ) >0 and Is=pi"* () > 0.

But ,0{1)* (t) and pél)* () are the deficit variables and are positive. So the economy is

in a phase of regression.

Remark 4.1 Now we can make the comparison between the solution to the model with
memory terms and the solutions to the one without memory terms. Specifically, we can
observe that both the solutions in (17) and in (22) are the same when ¢ = 0. Moreover,
when ¢ > 0, then the solutions in (17) and in (22) are increasing. In addition, we have
calculated the differences:

1
i) =27 (0) = 0 = 15 [e7 = A =0].
3
() = x35(1) =33 (1) = 7e(1 =1 =),
7 _
d3 (1) = y{T(0) — vy, () = pd-t—e h.

So, we derive that we can calculate the solutions in (22) as the first approximation of
the solutions in (17).
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5 Conclusions

In this paper, we have provided an evolutionary measure of the risk of Markowitz type
satisfying the assumptions which are necessary for ensuring the existence of a solution
to the financial equilibrium problem in the dynamic case. Such a function gives us
a continuous solution and future research could include the study of its Lipschitz
continuity under general assumptions.
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