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Abstract Hatfield, Kominers, Nichifor, Ostrovsky, and Westkamp showed the exis-
tence of stable outcomes and competitive equilibria in a model of trading networks
under the assumption that all agents’ preferences satisfy a condition called the full
substitutes condition. In this paper, we extend their model by using discrete concave
utility functions called twisted M“-concave functions. We show that a valuation func-
tion of an agent is twisted M*-concave if and only if the agent’s preference satisfies the
generalized variant of the full substitutes condition. We also show that under the gener-
alized full substitutes condition, there exist stable outcomes and competitive equilibria
in the extended model and the set of competitive equilibrium price vectors forms a
lattice. In addition, we discuss the connection among competitive equilibria, stability,
and efficiency. Finally, we investigate the relationship among stability, strong group
stability, and chain stability and verify these three stability concepts are equivalent as
long as valuation functions of all agents are twisted M“-concave.
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1 Introduction

The two-sided market model is well known and well studied, with many known results
and extensions in such fields as economics, computer science, operations research, and
so on. It has also been successfully applied to many real world problems.

All variants and extensions of the two-sided market model stem from two basic
models: the stable matching model due to Gale and Shapley [5], and the assignment
model due to Shapley and Shubik [21]. These two models differ in that the assignment
model allows commodity prices, while the stable matching model does not. There
are many extensions and generalizations of these two models, not all of which can be
clearly classified as being based on which one; indeed, many can be viewed as common
generalizations, and results on one model have been successfully interpreted into
results on the other. As our model can be regarded as an extension in the “assignment
direction” we will introduce notable generalizations, with emphasis on those based on
the assignment model.

We first introduce the stable matching model and extensions which are related to
our model. The stable matching model was proposed in 1962 by Gale and Shapley [5].
They introduced the deferred acceptance algorithm by which they proved the existence
of stable matchings. Hatfield and Milgrom [11] introduced the concept of contracts,
which allows discrete prices to be implicitly considered. They showed that under
the condition called the substitutes condition, stable outcomes always exist and that
they form a lattice structure. Ostrovsky [19] further generalized the Hatfield-Milgrom
model by extending the two-sidedness to general acyclic digraphs, and introduced
two new conditions, which he called same side substitutability (SSS) and cross side
complementarity (CSC). He showed the existence of chain stable allocations when
these conditions are satisfied.

‘We now turn to the assignment model and its extensions. The assignment model was
proposed by Shapley and Shubik [21] in a game-theoretic setting. They proved the non-
emptiness of the core and showed that the core has a lattice structure. Sotomayor [23]
extended this result to the multiple-partners assignment model. Kelso and Crawford
[13] showed the existence of core allocations in the two-sided job matching model, if
preferences of firms satisfy the so-called gross substitutes condition.! The gross sub-
stitutes condition, which is a well known and often prerequisite in economics, says that
when the salary of some worker increases, no firms can fire the workers whose salaries
do not change. Gul and Stacchetti [6] showed that the gross substitutes condition is

1 The gross substitutes condition also appears in auction theory. Gul and Stacchetti [7] proposed an

ascending auction, which converges to the smallest Walrasian equilibrium prices under the gross substitutes
condition. Sun and Yang [24,25] introduced the gross substitutability and complementarity (GSC) condition,
which is a generalization of the gross substitutes condition. They showed that there exists a Walrasian
equilibrium in the auction model under the GSC condition.
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equivalent to each of the two conditions called the single improvement condition and
the no complementarity condition. In the same way as Ostrovsky [19] extended the
two-sided stable matching model to acyclic digraphs, Hatfield et al. [10] generalized
the assignment model to general networks. They defined the full substitutes condi-
tion and showed that there exists a competitive equilibrium when preferences of all
agents satisfy the full substitutes condition. They also studied the relationship between
stability and competitive equilibria.

These above models basically consider single-unit trades, that is, all trades are
restricted to one unit of commodity. In the stable matching model, trades can be gen-
eralized to multi-units by creating duplicate trades, however, as the assignment model
explicitly considers commodity prices, this technique does not work. The motivation
of our paper is to generalize the model of Hatfield et al. [10] (we call this model the
single-unit trading network model) to multi-units. To accomplish this, we believe that
the most useful tool at present is discrete convex analysis due to Murota [15,16].

Discrete convex analysis, which is centered on M’ and L”-convexity, has been
successfully utilized in various economic models, e.g. [1-3,14]. In particular, M2
concavity has many nice properties. For example, Fujishige and Yang [4] showed
the equivalence of the gross substitutes condition and M?-concavity for the unit-trade
case. Ikebe and Tamura [12] showed that twisted M?-concave functions (a variant of
MP-concave functions) satisfy the SSS and CSC conditions proposed by Ostrovsky
[19]. Recently, Shioura and Yang [22] considered the auction model, and introduced
the generalized gross substitutes and complements (GGSC) condition, which is a
generalization of the GSC condition introduced by Sun and Yang [24,25]. They showed
that the GGSC condition is equivalent to twisted M"-concavity and that under the
GGSC condition, a Lyapunov function is a generalized L°-convex function and the set
of Walrasian equilibrium price vectors forms a generalized lattice.

In this paper, we introduce the multi-unit trading network model which is a gener-
alization of the single-unit trading network model of Hatfield et al. [10]. In our model,
valuation functions of each agent are twisted M?-concave functions defined on the set
of integer vectors. This allows us to consider multiple units of contracts, which cannot
be handled in the single-unit trading network model. We also introduce the general-
ized full substitutes condition and show that this condition is equivalent to twisted
ME-concavity.

Our main results concern the existence and lattice structure of competitive equi-
libria. We show that there exists a competitive equilibrium under the generalized full
substitutes condition and that the set of competitive equilibrium price vectors forms a
lattice. We also consider the relationship among competitive equilibria, stability, and
efficiency. Although these concepts are not equivalent, we prove that a competitive
equilibrium is stable, and a competitive equilibrium trade vector is efficient. Moreover,
we show that we can construct a competitive equilibrium from a stable outcome by
changing the price vector. Unlike the single-unit trading network model, there is an
obvious gap between competitive equilibria and stable outcomes with respect to price
vectors in our model.

We further discuss the relation between the three stability concepts: stability, strong
group stability, and chain stability. While these concepts are not equivalent in general,
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we show that these concepts are equivalent under the generalized full substitutes
condition.

The rest of this paper is organized as follows. In Sect. 2, we introduce the multi-
unit trading network model and give some preliminaries. In Sect. 3, we review the
results on the single-unit trading network model introduced by Hatfield et al. [10].
We define the generalized full substitutes condition in Sect. 4. In Sect. 5, we explain
twisted MP-concave functions and prove that the generalized full substitutes condition
is equivalent to twisted M“-concavity. In Sect. 6, we discuss the existence and lattice
structure of competitive equilibria. In Sect. 7, we consider the relationship among
competitive equilibria, stability, and efficiency. In Sect. 8, we consider three stability
concepts under the generalized full substitutes condition, and in Sect. 9, we give the
proofs of the results in Sects. 7 and 8.

2 The multi-unit trading network model

In this section, we introduce our multi-unit trading network model as an extension of
the (single-unit) trading network model introduced in [10]. We denote by R the set of
reals and by Z the set of integers. We also denote by R the set of nonnegative reals
and by Z the set of nonnegative integers.

Let I and £2, respectively, be finite sets of agents and trades. Each agent plays as a
buyer or seller in some trades. Each trade ¢ is associated with two agents b(¢) and s(¢)
in I, called the buyer and the seller, respectively. The relationship among the agents
can be represented by a directed graph, where each node corresponds to an agent and
each arc corresponds to a trade ¢ and goes from the buyer b(¢) to the seller s(¢). We
denote by w; € Z, the number of units of 7, and by p; € R the unit price for ¢. Let
o= (w |t e)Ee Zf andp =(p; |t € 2) € R* be a trade vector and a price
vector, respectively. A pair (w, p) is called an outcome. For w € Z*?, we define

suppt(w) = {t € 2 : w, > 0}.

Fori € I, we define

Q2 ={teR:bt)=i}, i, ={teR:s50t)=1i}, £2;=802_;U0R .

For a subset T C £2, ag(T) represents the set of agents who are involved in trades
in T, thatis, ag(T) = (J,c7 (b(1), s(1)}.

Each agent i € [ has a valuation function u; : 72 — R U {—o0}. We define the
effective domain of u; by

domu; = {w € Z* : u;(w) # —o0).

Throughout this paper, we assume that

uj(w) = u;j () if w; = a); for all t € £2;. @))
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This assumption means that the value of u; depends only on trades in £2;.
We also assume that

Ocdomu; C{lweZ? :0<w <MVt e 2)) )

holds for some M € Z.. It follows from (2) that max{u; () : @ € Z**} always exists.
The utility function U : Z* x R — R U {—o00} associated with u; is defined by

U, p;ui) = uj(@)+ D o-pi— D, o pr

tef2i_, tef2_,;
The indirect utility function V : R — R associated with u; is defined by
V(p;ui) = max{U(w, p;u;) : w € ZQ}.
For a price vector p, we define i’s demand correspondence D(p; u;) by
D(p; u;) = argmax{U(w, p; u;) : w € ZQ}.

Moreover, for an outcome (w, p), we define i’s choice correspondence C (w, p; u;)
by

C(w, p; uj) = argmax{U (&', p; u;) 10 < w, o € Z%).

Since the model is determined by §2 and u; (i € I), we represent the model by the
pair (£2, {u; }ier), and call it an economy.

We next give definitions of stable outcomes and competitive equilibria. For this,
we introduce the concepts of individual rationality and blocking set.

Definition 2.1 An outcome (w, p) is said to be individually rational if v €
C(w, p;u;) foralli € I.

Individual rationality means that no agent has an incentive to cancel some trades
when taking w under the price p.

Definition 2.2 We say that a pair (z, p’) is a blocking set of (w, p) in an economy
(82, {u;}ier) if the following conditions hold:

1. z € Z£\{0}.

2. p' e R? and p| = Oforall € £2 with ¢ & supp™ (z).

3. foralli € ag(supp™(z)) and ' € C(w + z, p + p'; u;), we have ], = (0 + z);
forall ¢ € supp™(z) N £2;.

This definition means that when the number of available units of trade ¢ increases
by z; and the unit price for 7 changes from p; to p,; + p, forallz € supp™(z), each agent
i € ag(supp™(z)) strictly prefer taking (w + z); trades for all ¢ € supp™(z) N £2;, that
is, all agents in ag(supp™(z)) take all additional units of trades. Therefore we regard
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(w, p) as blocked by the pair (z, p’). The definition implies that if (z, p) is a blocking
set of (w, p), then

UW,p+piu)>U, p+pu)

holds for all @’ € C(w+z, p + p'; u;).
We now define stable outcomes and competitive equilibria in an economy
(82, {uilien).

Definition 2.3 An outcome (w, p) is stable in an economy (2, {u;};<) if the follow-
ing conditions hold:

1. (w, p) is individually rational.
2. (w, p) does not have any blocking sets.

Definition 2.4 An outcome (w, p) is said to be a competitive equilibrium in an econ-
omy (82, {ui}ics) if o € D(p;u;) for all i € I. The vectors w and p are called
a competitive equilibrium trade vector and a competitive equilibrium price vector,
respectively.

Finally, we give the definition of efficient trade vectors.

Definition 2.5 A trade vector w is efficient on {u;};cy if

Duiw) = D ui) (Yo' € Z9).

iel iel

Valuation functions are defined on Z** in the multi-unit trading network model
whereas they are defined on 2% in the single-unit trading network model introduced
by Hatfield et al. [10]. In the multi-unit trading network model, a vector whose elements
are 0 or 1 can be regarded as a subset of trades. In fact, if dom u; C {0, 1}9 for all
i € I, the multi-unit trading network model represents the single-unit trading network
model in [10] and the definitions of stable outcomes and competitive equilibria in [10]
coincide with the above definitions in the multi-unit trading network model.

3 A review of the previous works

As mentioned in the last paragraph in Sect. 2, if dom u; < {0, 1}'(2 foralli € I, we
regard the multi-unit trading network model as the single-unit trading network model.
In this section, we describe the results concerning the single-unit trading network
model which was shown by Hatfield et al. [10]. First, we explain the definition of the
full substitutes condition and the laws of aggregate supply and demand. Let y; be the
characteristic vector of ¢ € £2.

Definition 3.1 ([10]) A valuation function u; : {0, 1} — R U {—o0} of agent i
satisfies the full substitutes condition if the following conditions hold:
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1. For any p € R% 1 e 2i,w € D(p;ui),and § > 0, there exists T € D(p +
8x¢; u;) such that

wy > 15 (Vs € 2;,\{th), ;=71 (¥Vse2,).

2. Forany p € R te R, we€ D(p; u;), and § > 0, there exists t € D(p —
8xy; u;) such that

ws > 15 (Vs € 2.:\{t}), ws <15 (Vs € £2;).

The first condition in Definition 3.1 says that when the price of € £2;_, increases,
i’s supply of trades other than ¢ does not increase and i’s demand does not decrease.
Similarly, the second condition says that when the price of t € §2_,; decreases, i’s
supply does not decrease and i’s demand of trades other than ¢ does not increase. In
other words, agent i views trades in £2_,;(£2;_,) as substitutes, and a trade in 2_,;
and one in £2;_, as complements.

Definition 3.2 ([10]) A valuation function u; : {0, 1} — R U {—o0} of agent i
satisfies the law of aggregate supply if for every p € R® t € 2;_,,w € D(p; u;),
and § > 0, there exists T € D(p + 8 x;; u;) such that

Z Ts — z Ws = Z Ty — z ws.

SGQ,'% SE.Q,'% SEQ%I‘ SEQ%,'

Similarly, u; satisfies the law of aggregate demand if for every p € R¥ ¢ €
2,0 € D(p;u;),and § > 0, there exists T € D(p — §x;; u;) such that

Z Ts — Z s = Z Ty — Z ws.

SENR SENR i SENR;i SER;

The law of aggregate supply means that when the price of ¢+ € §2;_, increases,
the amount of increase of trades in §2_,; does not exceed that of increasing trades in
£2;_, . Similarly, the law of aggregate demand means that when the price of r € £2_,;
decreases, the amount of increase of trades in £2;_, does not exceed that of increasing
trades in £2_,;.

The laws of aggregate supply and demand were first introduced by Hatfield and
Kominers [9] and Hatfield et al. [10] applied these concepts to the single-unit trading
network model. For the above conditions, the following statement holds.

Theorem 3.1 ([10]) If u; satisfies the full substitutes condition it satisfies the laws of
aggregate supply and demand.

Under the full substitutes condition, there exists a competitive equilibrium in the
single-unit trading network model.

Theorem 3.2 ([10]) Assume that every u; : {0, 1}*> — R U {—o0} satisfies the full
substitutes condition. Then there exists a competitive equilibrium in the economy

(82, {uilicr).
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380 Y. T. Ikebe et al.

We now explain the relationship between competitive equilibria and efficiency of
trade vectors.

Theorem 3.3 ([10]) Let (w, p) be a competitive equilibrium in (2, {u;}ic). Then w
is efficient on {u;}icy, that is,

Duil@) = D ui(@) (Yo € {0, 1}).

iel iel

Theorem 3.4 ([10]) Suppose that every u; satisfies the full substitutes condition and
consider the economy (82, {u;}icr). Then for any competitive equilibrium (®, p) and
efficient trade vector ' on{u;}icy, (&', p) is also a competitive equilibrium. Moreover,
the set of competitive equilibrium price vectors forms a lattice, that is, if p and q are
competitive equilibrium price vectors, p Aq and p\ q are also competitive equilibrium
price vectors where

(pAq) =min{ps, qi}, (pVq) = max{p;, q;} (Vt € £2).

Finally, we describe the relationship between stable outcomes and competitive
equilibria in the single-unit trading network model.

Theorem 3.5 ([10]) Ifan outcome (w, p) is a competitive equilibriumin (82, {u;}icr),
then it is stable.

Theorem 3.6 ([10]) Suppose that every u; satisfies the full substitutes condition and
(w, p) is stable in ($2,{u;}icy). Then there exists q € R¥ such that (o, q) is a
competitive equilibrium and q, = p; for all t € supp™ (w).

Theorem 3.6 means that we can construct a competitive equilibrium from a stable
outcome by changing prices of trades which are not taken. We see that stable outcomes
and competitive equilibria are essentially equivalent in the single-unit trading network
model.

4 The generalized full substitutes condition

The full substitutes condition is defined for valuation functions whose effective
domains are included in {0, 1}*. In this section, we consider extending the full sub-
stitutes condition to the multi-unit trading network model.

We now introduce the generalized full substitutes condition as a generalization of
the full substitutes condition. For a nonempty finite set S € Z*, we say that S is a
discretely convex set if it satisfies

conv(S) NZ¥ = §,

where conv(S) is the convex hull of S.

Definition 4.1 A valuation function u; : Z* — R U {—oo} of agent i satisfies the
generalized full substitutes condition if the following conditions hold:
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1. D(p; u;) is a discretely convex set for all p € R,
2. For any p € R? ¢ € 2,0 € D(p;u;i),and § > 0, there exists T € D(p +
8x¢; u;) such that

ws > 15 (Vs € £2;5\(t}), ws <15 (Vs € £2_,;), 3)
PIREED IR I D IS “)
SE.Q,'_, SEQ,'_> SE.Q_”' SE.Q_”'

3. Forany p € R teR.,,we€ D(p; u;), and 6§ > 0, there exists t € D(p —
8 x5 u;) such that

wg >t (Vs € 25\ {th), oy =<7 (Vs €8i), (5)
Y- Yoz Ya- Y o ©
SEQ_”' SEQ_>I' SEQI'_> SEQ,'_>

The first condition is equivalent to the condition that u; is concave-extensible, that
is, there exists a concave function g : R¥? > RU {—o0} such that g(w) = u;(w) for
all w € Z*. We see from Definition 4.1 that the generalized full substitutes condition
is a natural combination of the full substitutes condition in Sect. 3 and the laws of
aggregate supply and demand in Sect. 3.

Obviously, the generalized full substitutes condition implies the full substitutes
condition. On the other hand, the converse does not hold in general, while it turns out
that the converse holds true for a valuation function u; with dom u; < {0, 1}¥.

5 Twisted M"-concave functions

In this section, we introduce twisted M?-concave functions and describe some of their
properties. Moreover, we show that a valuation function satisfies the generalized full
substitutes condition if and only if it is a twisted M"-concave function.

The class of twisted M?-concave functions is a variant of the class of M?-concave
functions introduced by Murota and Shioura [17]. The concept of twisted M?-concave
functions was first introduced by Sun and Yang [24] as GM-concave functions and
applied to the single-unit auction model where goods are substitutable or complemen-
tary. The resultin [24] is extended to the multi-unit auction model by Shioura and Yang
[22]. Ikebe and Tamura [12] showed that a twisted M"-concave function satisfies the
SSS and CSC conditions.

Let N = {1, ..., n}. For a vector w € ZV, we define
suppt (@) ={t e N 1w, >0}, supp (w) ={t e N :w, <O0)}.
For a function u : Z¥ — R U {—o0}, we define the effective domain dom u by

dom u = {w € ZV : u(w) # —o0}.
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382 Y. T. Ikebe et al.

Let x; € {0, 1} be the characteristic vector of # € N, that is,

1 if s=rt,
(Xt)s = {

0  otherwise.

We also consider an element 0(¢ N) and define xo = 0. M?-concave functions are
defined as follows.

Definition 5.1 (Murota and Shioura [17]) A function u : ZV¥ — R U {—o0} with
domu # @ is an M”-concavefunction if forallw, T € domu and s € supp+ (w—1),
there exists ¢t € supp™ (w — 7) U {0} such that

u(w) +u(t) <u(®— x5+ x0) +u(®+ x5 — xo)-
Let W be a subset of N. We define twist(w; W) € ZN as

w; if t¢Ww,

twist(w; W)); =
(twist(e:; W)); —w, iftew.

Definition 5.2 Let W be a subset of N. Then a function u : Z¥ — R U {—o0} is
a W-twisted M®-concave function if there exists an M"-concave function & : ZV —
R U {—o00} such that

u(w) = i(twist(w; W) (Yo € ZV).

Note that if W is empty, a W-twisted M?-concave function is an M“-concave
function. Therefore the class of twisted M"-concave functions contains the class of
M®-concave functions.

Twisted M"-concave functions are closely related to the full substitutes condition.
In fact, Ikebe and Tamura [12] showed that if domu; < {0, 1}¥?, an £2;_, -twisted
MP-concave function satisfies the full substitutes condition. In this paper, we prove a
stronger result.

Theorem 5.1 A valuation function u; : Z% — R U {—o0} of agent i satisfies the
generalized full substitutes condition if and only if it is an $2;_, -twisted M"-concave
function.

Recall that a valuation function u; satisfies (1). Therefore if u; is an £2;_, -twisted
MP-concave function it is also an A-twisted M?-concave function where 2, CAC
£2\$2_,;. From here, a valuation function of agent i is simply said to be a twisted
MP-concave function if it is an £2;_ -twisted MP-concave function.

The generalized full substitutes condition is closely related to the generalized gross
substitutes and complements (GGSC) condition which was defined by Shioura and
Yang [22] in auction theory. They showed that a valuation function satisfies the GGSC
condition if and only if it is twisted M"-concave. In the proof they used the following
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property, (GGS=). Let ii; : Z*i — R U {—oo} be a function whose effective domain
is bounded.

(GGS1)

1. Forall p € R%i [)(p; u;) is a discretely convex set where

D(p: i) = argmax 1 i (@) = D ps - w; : 0 € ZP
SES2;

2. LetpeR% §>0,andw € l~)(p; uA,-Z.
(a) Forallt € £2;_,, there exists T € D(p + §x;; 11;) such that

Tz (s e\, D n< ) o

SE.Q,‘ SE.Q,'
(b) Forallt € £2_,;, there exists T € D(p — 8 x;¢; ;) such that

Ty < ws (Vs € £2;\{t}), Z Ts = Z Wy .

SE.Q,‘ SE.Q,'

Theorem 5.2 (Shioura and Yang [22]) A function u; : 7% - RU {—o0} whose
effective domain is bounded satisfies (GGS%) condition if and only if it is an M*-
concave function.

By Theorem 5.2, we can easily verify that Theorem 5.1 holds.
Finally, we describe some properties of W-twisted M"-concave functions. These
properties are used in the proofs in this paper.

Proposition 5.1 (Murota [16]) Letu : ZV — RU{—00} be a W-twisted M°-concave
function. Then the following statements hold:

1. The sum of a W -twisted M"-concave function and a linear function is W -twisted
MP-concave, that is, for p € RV,

w(@) + D pi- o

teN

is W-twisted M-concave.
2. Fora,b e (Z U {+oo)N witha < b,

u(w) ifa <w; <b, forallt €N,

—00 otherwise,

Ufg,p)(w) = H

is W-twisted M-concave.
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3. For A C N, define u® : Z* — R U {—0c0} as
A _ . _ N
u” (o) =supf{u(w) : wy =0 ¥Vt € A), w € Z" }.

Ifu (o) < +oo forall o € ZA, u” is (W N A)-twisted M*-concave.

6 Existence and lattice structure of competitive equilibria

In this section, we show the existence of competitive equilibria and discuss the structure
of the set of competitive equilibrium price vectors under the generalized full substitutes
condition for each u;, which is equivalent to twisted M?-concavity by Theorem 5.1.
Since the concept of twisted M?-concave function is a variant of M?-concave function,
the existing results for M-concave function in discrete convex analysis can be applied
to derive the results in this section.

First, we show the existence of competitive equilibria.

Theorem 6.1 Suppose that every u; satisfies the generalized full substitutes condi-
tion, that is, u; is twisted M°-concave for all i € I. Then there exists a competitive
equilibrium in the economy (§2, {u;}icr).

To prove Theorem 6.1, we use the following property of the sum of M?-concave
functions.

Theorem 6.2 (Murota [16]) For M*-concave functions f1, f> : 7Z¥ - RU {—o0}
and w* € dom f; Ndom f;, we have

fi(@) + (@) = fi(w) + fr(w)

forall w € ZV if and only if there exists p* € RN such that

fl(w*)—zwf'l?,* > f1(a))—Za),~p;k (Vo € ZM),

teN teN
fr(@®) + Zw;k - pf = fr(w) + Zw, pf (Yo eZV).
teN teN

We now prove Theorem 6.1.

Proof First, we split each trade ¢ € §2 into two trades #;, and 7, and define

Q=) Qi=in:1e.)Ulh:1eRin) (e,
te?

Since there are exactly one buyer and one seller for each trade 1 € £2, it follows
that 2, N2 =0if j # k.
Fori € I, we construct a function i; : Z*% — R U {—o0} which satisfies

i (@) = uj(T,(@) (Vo € Z),
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where T; (®) € Z* is defined by

(Z)tb 1f t e Q*)i,
(Ti (@) = | —a, if te.,
arbitrary if 1 & £2;.

By~(1), u; is well defined. By its definition, i; is an M?-concave function. Let
u: Z* — R U {—00} be defined by

u@) =D u@%) @ez?), ™

iel

where &% is the restriction of & on £2;. As .Q N2 = Bforall j, k € I with j # k, u
is also an M®-concave function. We further define f : 72 > RU {—o0} by

0 if @ v, =0 foralltr € £2,
f(&)) _ { I wy, —.{—a)ts or a. S (8)
—00 otherwise.

It is easy to check that f is an M-concave function.
Since 0 € dom uNdom f and dom u is bounded, there exists a maximizer of u + f.

Let ®* be such a maximizer. By Theorem 6.2, there exists p* € R such that

W@ = > af i = u@ — > oy Yo e Z9), )
kes2 kes2

F@+ D i = f@) + D ax- i (Yo eZ9). (10)
kes2 kes?

=%k

By the definition of f, we have w; + @; = 0 forall 7 € £2. We claim p; = pf
forallr € £2.1f p; > p; for some ¢ € 2, we have

F@ + X, = X)) + D@ + xi, = i)k Pr > [@5) + D @ - pr-
kes2 kes?

This contradicts (10). Similarly, p;; < p; for some ¢ € £2 also leads to a contra-

diction. Therefore @}, + w; = 0and p;; = p; forall7 € £2.
We define w* € Z** and p* € R? by
of = &f (= —at), pf=pL (=5 (Ve

b
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Finally, we show that w* € D(p*; u;) for alli € I. Since QJ- N 2, = ¢ for all
distinct j, k € I, it holds that

S a@ =Y pp = (@@ - Y iy

iel ke iel ke
This fact and (9) imply that

5@ %) = > af - pr za@®) = > ax-pr (Viel &% ez%). (11)
kes2; kes2;

Moreover, foralli € [ and @ € Z“é we have
5@ = > o by = w(G@) + > G@) - pE— D (1@, - p
kes2; 1€82i, 1€92_,;

= U @), p*s u). (12)

From (11) and (12), it follows that
U@", p*iui) = Uw, p*iui) (Yo € Z9).
Thus w* € D(p*; u;) foralli € I, that is, (0*, p*) is a competitive equilibrium.
O

The next statement describes the structure of the set of competitive equilibrium
price vectors.

Theorem 6.3 Suppose that every u; satisfies the generalized full substitutes condition
and consider the economy (82, {u;}icr). Then the set of competitive equilibrium price
vectors forms a lattice.

To prove Theorem 6.3, we use the concept of polyhedral L-convex function.

Definition 6.1 (Murota and Shioura [18], Murota [16]) A function g : R¥ — R U
{00} is a polyhedral L*-convex function if it is a polyhedral convex function and
satisfies

g(p A g +al)+g((p—al)Vvg) <g(p)+g(q)
forall p, g € RN and @ € Ry, where 1 is the all-one vector.
Polyhedral L?-convex functions satisfy the following properties.

Proposition 6.1 (Murota[16]) Let gy, g> : ZV — RU{+00} be polyhedral L*-convex
functions. Then g + g» is a polyhedral L*-convex function.
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Proposition 6.2 (Murota and Shioura [18], Murota [16]) The set of minimizers of a
polyhedral L-convex function forms a lattice.

The concept of L?-convex function is deeply related to that of M"-concave function.

Theorem 6.4 (Murota and Shioura [18], Murota [16]) Let f : ZV — R U {—o0} be
an M"-concave function such that dom f is nonempty and bounded. Then, the function
g : RY — R U {—00} defined by

g(P)ISup{f(a))—Za);-p,:weZN]

teN

is a polyhedral L*-convex function.

We now prove Theorem 6.3. We roughly describe the idea of the proof. First, we
show that >, <1 V (:; u;) is a polyhedral L%-convex function (Proposition 6.3). Then
we prove that p is a competitive equilibrium price vector if and only if p is a minimizer
of >:c; V(-; u;) (Proposition 6.5). By using Propositions 6.2, 6.3, and 6.5, we obtain
Theorem 6.3.

Proposition 6.3 Suppose that u; is twisted M"-concave for all i € I. Then
>icr V(i up) is a polyhedral L*-convex function.

Proof Since the sum of polyhedral Lf-convex functions is also polyhedral L?-convex
(Proposition 6.1), it suffices to show that each V (-; u;) is a polyhedral L’-convex
function. It holds that

V(p; ui) = max{U(w, p;u;) : o € 2}

= max { u;(w) + Z Wt - pr — Z a),-pt:a)GZ‘Q

tesf2;_, tef2_,;

=max {ui(T;@) + D (L@ - pi— Y. (@) pr: @ € 2%

tef2;_, tef2_,;
_ 5 (G - s ez
= max 1 i; (®) — k- pr:w el ,
kefzi

where p;, = p;, = p; forall t € £ and #; is the function defined in the proof
of Theorem 6.1. Since i; is an M"-concave function, by Theorem 6.4, V(-; u;) is a
polyhedral L*-convex function. O

Proposition 6.4 For all p € R®, we have

D U, psui) = ) uilw).

iel iel
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Proof 1t follows that

DU, piu) =Y |uil@)+ D wo-pi— D wop

iel iel tef2;_, tef2_;
=Zui(a))+z Zwt'l’z— zwt'l’z
iel iel \tef2;_ 1€
= Z u;(w).
iel

m}

Proposition 6.5 Assume that there exists a competitive equilibrium. Then p is a com-
petitive equilibrium price vector if and only if p is a minimizer of 2", c; V (-3 u;).

Proof Let (w*, p*) be a competitive equilibrium and p € R%. By the definition of
V(-; u;j), we have

V(p*;uj) =U", p*5u;) (Vi el),
V(piui) = U(*, psu;) (Vi €l), (13)

from which follows that

D Vpiu) = D U@, piu)
iel iel
=D ui(w"
iel
=D U@", p*;u)
iel
= > V(p*iu), (14)

iel

where the first and second equalities are by Proposition 6.4. This shows that p* is a
minimizer of >, ; V(-5 u;).

We then assume that p is aminimizerof >_;; V (-; u;). Since p* is also a minimizer,
we have >, ; V(piu;i) = D ;c; V(p™; u;). Hence, the inequalities in (13) and (14)
hold with equality. This implies that o™ € D(p;u;) for all i € I, thatis, p is a
competitive equilibrium price vector. O

By Propositions 6.2, 6.3, and 6.5, the set of competitive equilibrium price vectors
forms a lattice. This concludes the proof of Theorem 6.3.
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7 Competitive equilibria, stability, and efficiency

In this section, we discuss the connection among competitive equilibria, stability, and
efficiency in the multi-unit trading network model. We generalize most of the results
in Sect. 3 concerning the single-unit trading network model, while Theorem 3.6 in
Sect. 3 does not admit a generalization, as explained below. Proofs of the results are
given in Sect. 9.

We first show a relationship between competitive equilibria and efficiency of trade
vectors. The statements of the following two theorems can be regarded as the first and
second welfare theorems of economics, respectively.

Theorem 7.1 Let (w, p) be a competitive equilibrium in (82, {u;}ic;). Then w is
efficient on {u;}icy.

Theorem 7.2 Let (w, p) be a competitive equilibrium in (§2, {u;}icr). For any effi-
cient trade vector ' on {u;}icy, (&', p) is also a competitive equilibrium.

Note that no assumptions are required for preferences of agents in the two theorems
above.
We next show that a competitive equilibrium is always stable.

Theorem 7.3 If an outcome (w, p) is a competitive equilibrium in ($2, {u;}icy), then
it is stable.

The converse of Theorem 7.3 does not hold, as shown in the following example.

Example 7.1 Consider an economy with two agents, a and b, and only one trade.
Agent a is the buyer and agent b is the seller. Valuation functions of each agent are
given in Table 1.

We can easily check that u, and uy, are twisted M-concave functions. Thus prefer-
ences of all agents satisfy the generalized full substitutes condition. In this example,
we can verify that (w, p) = (2, 2) is a stable outcome, while (2, 2) is not a competitive
equilibrium since

2 ¢ D(2;up) = {3}.

We see from Example 7.1 that a stable outcome is not a competitive equilibrium
in general, even if preferences of all agents satisfy the generalized full substitutes
condition. Moreover, Example 7.1 shows that the following statement, a generalization
of Theorem 3.6, does not hold in the multi-unit trading network model:

Table 1 The valuations of

agents in Example 7.1 © ta(@) up(@) Uw,2; ua) Ulw, 2; up)
0 0 0 0 0
1 4 —1 2 1
2 7 -2 3 2
3 0 -3 -6 3
4 —00 —00 —00 —00
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Table 2 The valuations of

agents in Example 7.2 (1, 12) Ua (") up () uc(-)

(0,0) 0 0 0
(1,0) 4 -1 0
0,1) 4 0 -1
1,1 0 —1 —1

Statement A Suppose that every u; satisfies the generalized full substitutes
condition. If an outcome (w, p) is stable in (£2, {u;}ics), then there exists
g € R¥ such that (w, ¢) is a competitive equilibrium and ¢, = p, for all
t € supp™(w).

This shows an obvious gap between competitive equilibria and stable outcomes with
respect to price vectors in the multi-unit trading network model.

On the other hand, it can be shown that stability of an outcome implies efficiency
of a trade vector.

Theorem 7.4 Suppose that every u; satisfies the generalized full substitutes condition.
If an outcome (w, p) is stable in (§2, {u;}icr), then w is efficient on {u;}icj.

By Theorems 7.2 and 7.4, we have the following weaker statement than Statement A.

Corollary 7.1 Suppose that every u; satisfies the generalized full substitutes condi-
tion. If an outcome (w, p) is stable in (2, {u;}icy), then there exists ¢ € R such that
(w, q) is a competitive equilibrium in ($2, {u;}icr).

Remark 7.1 We see from Theorem 7.4 that stability of an outcome implies efficiency
of a trade vector. The following example shows that the converse does not hold, that
is, an outcome (w, p) may have a blocking set, even if it is individually rational and
w is efficient on {u; };¢;.

Example 7.2 Leta, b, and ¢ be three agents, and 71 and ; be two types of trades such
that b(t;) = a,s(t;) = b,b(t) = a, and s(tp) = c. Valuation functions of each
agent are given in Table 2. Then (w, p) = ((1, 0), (3, 0)) has a blocking set (z, p’) =
(0, D), (0, 2)) while ((1,0), (3,0)) is individually rational and (#1, %) = (1,0) is
efficient on {u;};cy.

8 The relationship among three stability concepts

We extend the concepts of strong group stability and chain stability in the multi-unit
trading network model. While these stability concepts are different from the stability
defined in Sect. 2 in general, they are equivalent in the case where preferences of all
agents satisfy the generalized full substitutes condition. Proofs of the results are given
in Sect. 9.
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First, we consider the concept of strong group stability, originally introduced by
Hatfield et al. [10] in the single-unit trading network model, as a combination of strong
stability by Hatfield and Kominers [8] and group stability by Roth and Sotomayor [20].

For i € I, an outcome (w, p), z € Zf\{O}, and p’ € R we define

Az, p's ui, (@, p))
=max{U (o, p;u;): 0 <o +2z, 0, = (@+2); (t €suppt(2))}

+ D w- i —p)— D - (pj—p)—Ulw, piup).

tef2;, tef2_,;

The value A(z, p’; u;, (w, p)) can be understood as follows: when agent i takes z;
more trades with price p/ for all 1 € supp™ (z) (and may cancel some trades which are
not in supp™(z)) she/he can increase her/his utility by up to A(z, p’; u;, (w, p)). The
value A(z, p’; u;, (w, p)) admits an alternative formulation:

A(z, p's ui, (w, p))

:max[ui(a)/)—i- Z w, - pr— Z WP

tef2;_, tef2_,;

o <w+z, 0 =(@+2) (1€ Supp+(z))]

+ D w-pi—p)— D - (p;—p)— U, p;up).

tef2i_, 1€

We now extend the concept of strong group stability in the multi-unit trading net-
work model.

Definition 8.1 Let (w, p) be an outcome. A pair (z, p’) is a strong group blocking set
of (w, p) in (£2, {u;};cy) if the following conditions hold:

1. z € Z£\{0}.

2. p' e R? and p| = p, forall t € £2 with ¢ & supp™ (z).

3. foralli € ag(supp™(2)), A(z, p'; ui, (w, p)) > 0.

Definition 8.2 An outcome (w, p) is strong group stable in (£2, {u;}icy) if the fol-
lowing conditions hold:

1. (w, p) is individually rational.
2. (w, p) does not have any strong group blocking sets.

The strong group stability defined above coincides with the original strong group
stability in [10] when applied to the single-unit trading network model.
Strong group stability is a more restricted condition than stability.

Proposition 8.1 Let (w, p) be an outcome.

(1) If (w, p) has a blocking set, then it also has a strong group blocking set.
(i) If (w, p) is strong group stable, then it is stable.
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It is shown by Hatfield et al. [10] that the converse of Proposition 8.1 (ii) holds in
single-unit trading network model.

Proposition 8.2 (Hatfield et al. [10]) For the single-unit trading network model under
the full substitutes condition, strong group stability is equivalent to stability.

We show that the converse of Proposition 8.1 (ii) still holds in the multi-unit trading
network model under the generalized full substitutes condition.

Theorem 8.1 Suppose that every u; satisfies the generalized full substitutes condition.
Let (w, p) be an outcome.

(1) Suppose that (w, p) is individually rational. If (w, p) has a strong group blocking
set, then it also has a blocking set.
(i1) If (w, p) is stable, then it is strong group stable.

From Proposition 8.1 and Theorem 8.1, strong group stability and stability are equiv-
alent under the generalized full substitutes condition.

We now introduce chain stability in the multi-unit trading network model. This
concept was first introduced by Ostrovsky [19] on the supply chain network, then
extended to the single-unit trading network model by Hatfield et al. [10]. Our definition
of chain stability is similar to that in [10].

Definition 8.3 A trade vector z € {0, 1} is a chain if there exists an ordering
1, ..., t of elements in supp™ (z) such that s(#/41) = b(#) foralll = 1,... .k — 1,
where k = |supp™ (z)|. A blocking set (z, p’) is called a blocking chain if z is a chain.

Definition 8.4 An outcome (w, p) is chain stable in (52, {u;};cy) if the following
conditions hold:

1. (w, p) is individually rational.
2. (w, p) does not have any blocking chains.

Trivially, chain stability is a weaker condition than stability since a blocking chain
is a blocking set. The converse is also true under the generalized full substitutes
condition.

Theorem 8.2 Suppose that every u; satisfies the generalized full substitutes condition.
Let (w, p) be an outcome.

(1) Suppose that (w, p) is individually rational. If (w, p) has a blocking set, then it
has a blocking chain.
(i1) (w, p) is stable if and only if it is chain stable.

By Proposition 8.1 and Theorems 8.1 and 8.2, we obtain the equivalence among the
three stability concepts under the generalized full substitutes condition.

Corollary 8.1 Suppose that every u; satisfies the generalized full substitutes condi-
tion. Then stability, strong group stability, and chain stability are equivalent.
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9 Proofs
9.1 Proof of Theorem 7.1

Since (w, p) is a competitive equilibrium we have

wi@)+ D orpi— D, o p=U, piu)

tef2;_, tef2_,;
/
> U(o', p;ui)
_ / / /
=ui(@)+ z W - Ppr — z Wy - Pt
tef2i, tef2_,;

foralli € I and ' € Z*. Since {£2;_, :i € I} and {£2_,; : i € I} are partitions of
£2, by summing these inequalities over all i € I we have

D ui@) = D> ui(@) (Yo € Z9).

iel iel

9.2 Proof of Theorem 7.2

Since o’ is efficient on {u; };<;, by Proposition 6.4 we have

D U@, piu) =D ui(e)

iel iel
> > ui) = DU, p; up).
iel iel

On the other hand, since (w, p) is a competitive equilibrium it follows that
Ulw, pyui) > U, p; ui)
forall i € I. From these inequalities, we obtain
Ulw, p;ui) = U (@', pu;) (Vi € 1).

Therefore ' € D(p; u;) foralli € I, thatis, (o, p) is a competitive equilibrium.

9.3 Proof of Theorem 7.3

Suppose that (@, p) is not stable. To show that (w, p) is not a competitive equilibrium,
we prove that o ¢ D(p; u;) holds for some j € 1.
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First, we consider the case where (w, p) is not individually rational. Then, there
exists j € I such that w ¢ C(w, p; u;). This implies w ¢ D(p; u ;) since

U, psuj) >Uw, p;uj) (Yo' € C(w, p;u;)).
We next consider the case where (w, p) is individually rational and there exists
a blocking set (z, p’) of (w, p). Denote J = ag(supp*(z)). Fori € J and o' €
C(w+z, p+ p'; u;) we have
a); = (w+2z); (tesuppt(z) N ).
Therefore, we have w ¢ C(w + z, p + p’; u;) for all i € J, implying that

U, p+piu) <U@, p+piu) (Viel).

By summing these inequalities over all i € J, we obtain

D U@, p+piu) < D U@, p+piu. (15)

ieJ ieJ

As shown below, it holds that

D U@, p+piu) = U, p;up, (16)
iel iel
D U@, p+piu) =D U@, p;up). (17)
iel iel

By (15), (16), and (17) we have

D U, piui) < D U@, psup),

iel iel
implying that there exists j € J such that U(w/, p; uj) > U(w, p;uj). Hence,

w ¢ D(p;uj) holds and (w, p) is not a competitive equilibrium.
We now prove the Eq. (16). By Proposition 6.4, we have

D U, piui) = D uilw) = > U, p+p's ui). (18)

iel iel iel

Since p, = 0 forall 7 € £2\supp™ (z), it holds that

> Ulw, piu) = > Uw, p+psu). (19)

iel\J iel\J

The Eq. (16) follows from (18) and (19).
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We then prove the Eq. (17). We have co; = (w+2z); forall t € supp™(z) N £2; and
i € J,and p, = 0 forall 7 € 2\supp™ (z). Therefore, it holds that

SUH D o pi= D wl-p

ieJ \tef2;_, tef2_;
/ /
=> | D @+ip— D @+ p | =0
ieJ \tef2;_ tef2_;

Hence, we can obtain (17) as follows:

ZU(wi,p;ui)zz ui (') + Z o, pr — Z ] - pr

iel iel te;i_, teR_;

:Z ui(a)i)—|- Z wﬁ-pt— z a);..pt
iel 1€, te_;
2| 2 e 2 e

ieJ \tef2_ tef2_;

=D |wi@)+ D ol -(p+p)— D @ (p+p)
iel 1€, tef2_;

=D U@, p+piu.
ieJ

9.4 Proof of Theorem 7.4

Suppose that (@, p) is individually rational. We show that if @ is not efficient on
{u;}ier, then (w, p) has a blocking set.

To prove this, we define a new valuation function. For a nonempty A C £2 we
define the valuation function uiA(-; (w, p)) : Z* — R U {—o0} of agent i by

ul(t: (. p)) = max [ui(w’) + > wpi— D, op
1eQi\A 1€Q.:\A
cw, <o (t € 2\A), 0, =1, (t € A), a)/eZQ}.
For convenience, we define max{—oo} = —oo. By Proposition 5.1, uf(-; (w, p))

is (§2;_ N A)-twisted M?-concave. Function ulA(-; (w, p)) is helpful in investigat-

ing the relationship between efficiency and stability. Indeed, the following lemma
holds.

@ Springer



396 Y. T. Ikebe et al.

Lemma 9.1 Suppose that every u; is twisted M*-concave and (w, p) is individually
rationalin (2, {u;}icr). Then w? is not efficient on {ulA(~; (w, p))}ier forsome A C 2
if and only if there exists a blocking set of (w, p). Furthermore, if o™ is not efficient
on {uf‘(g (w, p))}ier, then there exists a blocking set (z, p') of (w, p) such that 7 €
{0, 1}*? and supp™ (z) C A.

If w is not efficient on {u; };cy, ®% (= ) is not efficient on {u?(-; (w, p))} (note that
ulg (; (w, p)) = u;). Therefore, Theorem 7.4 follows from Lemma 9.1. The proof of
Lemma 9.1 is given in Sect. 9.4.3.

Before showing Lemma 9.1, we discuss the inefficiency of trade vectors and some
properties of ulA(-; (w, p)) in Sects. 9.4.1 and 9.4.2.

9.4.1 Inefficiency of trade vectors

We discuss the inefficiency of trade vectors. We show in Lemma 9.3 that if o is
not efficient on {u;};cs, there exists @’ such that > ., u;(w) < > ;c;ui(w') and
maxeq |®] — wy| < 1. We define xr as the characteristic vector of T, that is,

(x7)s = 1 ifseT,
AT)s = 0  otherwise.

The sum of two MP-concave functions has the following property.

Lemma 9.2 (Murota [16]) Let fi, f>» : ZV — R U {—o00} be M"-concave functions
and w € dom f; Ndom fr. If o & argmax{ f; + fa} then there exist A, B C N such
that AN B =¥ and

fi() + falw) < fi(w+ xa — xB) + fa(@ + xa — xB)-

The next lemma follows from Lemma 9.2.

Lemma 9.3 Suppose that u; is twisted M*-concave for all i € I and w is not efficient
on{u;}icy. Then there exist A, B C §2 such that AN B = @, and

D ui(@) < D ui@+ xa — xa)-

iel iel

Proof Letu and f be functions defined by (7) and (8), respectively. It is easy to check
that

D ui@) =u(T (@) + f(T(@)) (Vo' €Z9), (20)

iel
where T (o) € 72 is defined by

(T (@), =), (T@)), =—0w; (V€ ).
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By (20), T(w) ¢ argmax{u + f}. Since u and f are MP-concave, by Lemma 9.2
there exist U, W C 2 such that

u(T (@) + f(T (@) < u(T (@) + xv — xw) + f(T (@) + xu — xw)-

This inequality implies, in particular, that f (T (w) + XU — Xxw) > —oo. By the
definition of f, for eacht € §2 we have 7, € U if and only if t;, € W, and 1, € W if
and only if z; € U. Let

A={te2 1, eU}, B={tef2:t,eU}.

By (20), we have

D uilw) < D uilw+ xa — xp)-

iel iel

9.4.2 Some properties of ulA

We next explain some properties of uiA (-; (w, p)) used in the proof of Lemma 9.1. Let

w? € Z4 and p* € R* be restrictions of @ and p on A, respectively. The follow-

ing propositions state the relation between two kinds of valuation functions, u; and
ulA(-; (w, p)). Note that U (-, -; uiA(-; (w, p))) denotes the utility function associated
with uf‘(-; (w, p)), that is,

U, q;ul (5 (@, p) =u (@ (@, p)+ D, w-a¢i— D> T-q. )

1€92;.NA 1€2_,;NA
Proposition 9.1 For v € Z* and q € R?, it holds that

Uz, q:u'(; (@, p)))
=max{U (o', q";u;) 1 0, <, (t € 2\A), 0, =7, (t € A), &' € Z9}, (22)

where q¢' € R¥ is the vector such that q] = q; (¥t € A) and q] = p,; (vt € 2\A).
Moreover, the following statements hold.

(1) Suppose that (z, p) is a blocking set of (w, p) in the economy (82, {u;}ier) and
define A = supp™ (2). Then, fori € ag(A) and T < w® + z4 witht # w* +z4,
it holds that

Ut, (p+ P4 ul (5 (@, p)) < U@ + 2%, (p + P ul (5 (w, p))).
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(1) If (w, p) is individually rational in (82, {u;}icy), then for all A C $2 we have

U®, p*;u (5 (0, p)) = Uw, p; up), (23)
D uit @ (@, p) =D ui(w). (24)
iel iel

@{i) If 2, N A = @, then U(-, -; ulA(g (w, p))) is a constant function. That is,
U(r,q; uf\(-; (w, p))) does not depend on t and q.

Proof The Eq. (22) follows immediately from the definitions of U and ulA(-; (w, p)).
Indeed, we have

U(t, q; uf (5 (@, p)))
=ul@ (@ p)+ D, Twea— D, Tt

reR;NA reR_iNA
/! U /!
:maxiui(w )+ E w; - pr— W] - Pr
tef2;i,\A tef2_,;\A

Lol <wr (e 2\A), o =7 (t € A), o € ZQ]

+ D> wea— D, Tea

tef2; . NA te2_iNA
/! /! /!
=max|ui(w)+ E w; - pr — E w; - Py
teR; L \A teR_,i\A
+ E T qr — E T qr
tef2; ,NA tef2_,iNA

tol <w (t € 2\A), o =7, (t € A), 0" € ZQ]

=max{U (&', q"; u;) : 0, < w; (t € 2\A),
o, =1 (teA), o el?.

The claim (i) follows from the fact that w, = (o + z); (V¢ € supp™(z) N £2;) for
all ' € C(w + z, p+ p'; u;) and the Eq. (22).

We next show the claim (ii). Suppose that (w, p) is individually rational in
(‘Qv {ui}iEI)» that iS,

w € Clw, p; uj) = argmax{U (&', p;u;) : & <o, o € Z%} (Vi € I).
Since

we{a)/EZQ:a);§a)t(te.Q\A),a);za),(teA)}g{a)/EZ'Q:w/fw},
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we have

o € argmax{U (&, p; u;) : o, < w; (t € 2\A),
W, =aw (t € A), o €ZP) (Viel).

Therefore

U, phul (5 (0, p)) = max{U (), p; u;) : o, < o (t € 2\A),
W, =w (t € A), o € Z%)

=U(w, p; u;).

Summing these equations over all i € I, we obtain from Proposition 6.4 that

> uf @t (@, p) =D U@, p*iul 5 (@, p)))

iel iel

=D U, p;u)

iel

= Zui(a)).

iel
We finally consider the case where £2; N A = ). By (21), it holds that
U LA _ A A
(‘Cv Q1ul‘ (',(a), p)))—u, (T,((l), p)) (VCI ER )

By the definition of ul’.“ (-; (w, p)) and the fact that the value of u; depends only on
trades in £2;, the claim (iii) holds. O

Proposition 9.2 Let A and A’ be subsets of 2 with A 2 A'. Then for all T € Z°
with T, < w; (Yt € 2\A") and g € R® with q; = p; (Yt € 2\A"), it holds that

Ut, g ui) < UG, g% ul G (@, p) < UGY, g% ul G (@, p)), (25)
D ui(r) = D ult i@, p) < D uf V. p). (26)

iel iel iel
Proof The Eq. (25) follows from the Eq. (22) in Proposition 9.1 and

te{w €2 0w <w (t € 2\A), 0, =1 (t € A)}

ClweZ 0w <w (te2\A), o, =1 cA))
forall A D A’. The Eq. (26) follows from (25) and Proposition 6.4. m]

The next statement shows a useful inequality for the value ) ; cl u;“ (+; (w, p)) under
the individual rationality.
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Lemma 9.4 Suppose that (o, p) is individually rational in (2, {u;}icy). Fort < w4,

we have
> uf(ri (@, p) < D uf @ (@, p)).
iel iel
Proof By Proposition 6.4 and the Eq. (22) in Proposition 9.1, we have

D uf i (@, p) =D U piul s (@, p)))

iel iel
= > max{U (@, piup) : o] < o (t € 2\A),
iel
/ / 2
w,=7(€A), o ecl”}
< > max{U@, prup) 0 < 0, o € Z7),
iel
where the last inequality follows from
{a)/EZQ :a);fa),(te.Q\A), wé:r,(teA)}g{a)/eZ‘Q:a)/fa)}.

By the individual rationality, Proposition 6.4, and (26) in Proposition 9.2, we have

> max{U(', piup): o) <0, 0 €29 =" Ulw. piuy)

iel iel

= > ui()

iel

< > uf@; (@, p)).

iel
Hence, we have

> uf(ri (@, p) < D uf @ (@, p)).

iel iel

9.4.3 Proof of Lemma 9.1

We now prove Lemma 9.1. First, we show the “if”” part of Lemma 9.1.

Proposition 9.3 If (w, p) has a blocking set, there exists A C 2 such that v is not
efficient on {u}} (-; (@, p))ier.

Proof Let (z, p’) be a blocking set of (w, p). We denote A = supp™(z). By the claim
(i) in Proposition 9.1, we have

@ Springer



Stability and competitive equilibria in multi-unit trading... 401

U@, (p+ ) ul (5 (0, p) < U@ +24, (p+ ) ul (5 (0, p)))  (27)

for all i € ag(A). Since §£2; N A = @ for each i € I\ag(A), by the claim (iii) in
Proposition 9.1, we have

U?, (p+ ) ud (5 (@, p) = U@ + 22, (p + )2 ul (5 (0, p))  (28)

for all i € I'\ag(A). By (27), (28), and Proposition 6.4, we obtain

> ut @t (@ p) =D U@ (p+ P ul ¢ (@, p)
iel iel
<D U@+ (p+ P uf (5 (@, p))
iel
= Zul-A(a)A + 7% (o, D).
iel

A

Hence, o is not efficient on {ulA(~; (w, p)lier- O

We then prove the “only if”” part of Lemma 9.1.

Proposition 9.4 Suppose that every u; is twisted M*-concave and (w, p) is individ-
ually rational in (82, {u;}icy)- Ifa)A is not efficient on {u?(ﬁ (w, p))}ier for some
A C £2, there exists a blocking set (z, p') of (w, p) with z € {0, 134,

Proof For A C 2, we define

A . A
A _ A . u(t; (w, p)) ifr €[00, 0” +1],
Ki (T) = i g a4y (T3 (@, ) = { ! otherwise.

We consider the economy (A, {uiA},-eI). By Proposition 5.1, ,ul.A is (£2, N A)-
twisted MP-concave. Therefore, by Lemma 9.3 there exist U, W C 24 such that
UNW =@ and

> uf@h)y =D ul @ (@, p)
iel iel
< Zu?(a)A + xv — xw; (w, p)) = ZM?((I)A T oxu — xw).

iel iel

This implies that w? is not efficient on {,uiA }ier. Let A* be a minimal subset of £2
such that " is not efficient on {uiA* }ier. Note that A* # (4. Since uf‘* is (£2;, NA™)-
twisted M?-concave, by Theorem 6.1, there exists a competitive equilibrium (t*, p*)
in the economy (A*, {,uf‘* Yiel).

We now describe the outline of the rest of the proof. We first show that t* is uniquely
givenby * = w”” +1. Then we introduce a new function it;, which is a perturbation of
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uf*, and show that there exists ¢ € R4" such that (t*, ¢) is a competitive equilibrium
in (A*, {it;};er). Finally, we construct a blocking set of (w, p) by using 7* and q.
We now show that t* = 04" + 1.
By Theorem 7.1, t* is efficient on {/LIA*}[G]. Since w
by assumption, it holds that

Dot @b < 3wt @ (29)

iel iel

A" is not efficient on {/,LZA*}[GI

Let A" ={r € A* : 1/ = w; + 1}. Note that A" # @ by Lemma 9.4. Since 7,* < o,
for all t € A*\ A’, by Proposition 9.2, we have

>oul@n = > ut . (30)

iel iel

Furthermore, by the Eq. (24) in Proposition 9.1, we have

S ut @) =S wi@ =S w0, (31)

iel iel iel

From (29), (30), and (31), it follows that

’ A/ A/ A/
Dol @) <D uf .
iel iel
That is, w®" is not efficient on {,ulf“,},'E 7. Due to the minimality of A*, we have
A’ = A*. Thus t* = 0" + 1.
We then define the new valuation function i; as

i) =pul ()-8 > w Gel),

teA*N8;

where § is a sufficiently small positive number. Since t* is the unique competitive
equilibrium trade vector in (A*, { ,uiA* }ier), T* is also the unique efficient trade vector
by Theorem 7.2. We assume that § is sufficiently small so that T* is the unique efficient
trade vector in (A*, {it;};cs). By Proposition 5.1, each i; is (£2;_, N A*)-twisted M*-
concave. Therefore, by Theorem 6.1 there exists a competitive equilibrium (v*, ¢) in
the economy (A*, {it;}ier). By Theorem 7.1, we have @* = t*.

Finally, we claim that (z, p") given by

= 1 if t € A*, r_Jar =1 if t € A*,
! 0 otherwise, ! 0 otherwise,

is a blocking set of (w, p). It suffices to show that for all j € ag(A*) and ¢ €
Cw+z,p+piuj),wehave ¢ = w; + 1 =1 forallr € A* N 2;.
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Since ¢; < w; and p; = 0 hold for all r € £2\ A*, by Proposition 9.2 we have
Ulg. p+psup) <UGY, (p+ )" 50 =U6"  ¢:uf). (32

Moreover, by the Eq. (22) in Proposition 9.1, there exists ¥ € Z* such that
Y <w+ zand

UG ;1) =UW, p+piuj). (33)
Since (t*, q) is a competitive equilibrium in (A*, {u;};cr), we have
UGt q; i) = U@, q;i)).
This can be rewritten as

U .qg:nf) =8 D =00 . qiut)-8 > ¢

teA*NG2; teA*N2;

which, together with (32) and (33), implies that

5 D> =t =U.p+piu)—UW, p+piuj) =0,
lEA*ﬁQj

where the last inequality follows from ¢ € C(w + z,p + p'su j)- Since q&A* <
ot 474" = 7*, we have ¢, = ¢ forall r € A* N £2;. Hence, (z, p) is a blocking
set of (w, p) and we complete the proof of Proposition 9.4. O

Lemma 9.1 follows from Propositions 9.3 and 9.4.

9.5 Proof of Proposition 8.1

We give a proof of the claim (i) of Proposition 8.1, from which the claim (ii) of
Proposition 8.1 follows immediately. Let (z, p") be a blocking set of (w, p) and define
J = ag(supp™(z)). Then fori € J and ' € C(w + z, p + p'; u;), we have o, =
(w+z2), forallt € suppt(z)N2;. Thus, U(w', p+ p’; u;) > U(w, p+ p'; u;) holds.
It follows from the definition of a utility function that

U, p+piu)—U,p+pu)

=ui@)+ D o (pi+p)— D o (pi+p)

€2 te_;

—wi@+ D o (pi+p)— D o (pi+p)

tef2;_, tef2_,;
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=u;j(@) —ui@) + D (@ —w) pit+ D u-p

tef2;_, tef2;_,

- D @ o) pi— D up; (34)

ZG.QH,' IEQ%,'

forall i € J. On the other hand, we obtain

Az, p+ plsui, (@, p)) = ui(@) + Z W pr— Z @ P

ZEQ,'_> l‘E.Q_),'
S T S
e, 1€
— | ui(w) + z Wt + Pt — z Wt Pr
IGQ,'A IGQ%,'
=u; (@) —ui@)+ D (@ —o)-p+ D, u-p
tef2;, tef2;,
- D @ —w)pi— D uep (35)
tef2_,; tef2_,;

for all i € J. By (34) and (35), we have
A, p+piui, (@, p)=U@,p+piu)—U, p+piu)>0 (Yiel).

This means (z, p + p’) is a strong group blocking set of (w, p).

9.6 Proof of Theorem 8.1

We give a proof of the claim (i) of Theorem 8.1, from which the claim (ii) of Theo-
rem 8.1 follows immediately. We assume that (w, p) is individually rational.

Let (z, p’) be a strong group blocking set of (w, p) and define A = supp™(z) and
J = ag(A). Then by the definition of A(z, p’; u;, (w, p)), the Eq. (22), and the claim
(ii) in Proposition 9.1, we have

A pliui (@, p) =U@* + 2% phul G (0. p) + Dz (pf = po)

lE.Q,'A,

— > = p) = U@, psup)

1€
= U + 24, pYul (5 (@, p)) — U?, pA; ul (5 (w, p)))
+ D - (pi=p)— D e (pr—po.

tes2;, tes2_,;
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Since A(z, p’; u;, (w, p)) > 0, we obtain

U + 2%, p*uf (5 (@, p)
> U@ phiul i@ p))+ D 2 =p) = D 2 (p—p). (36)

IEQ_H' IEQ,'_>
Moreover, it holds that
DSHUD w-wi=p)= Dz —p) | =0. (37)
ieJ \tef2_,; tef2;,

Hence, by (36) and (37) we have

D U@ +24 phul (@, p) > D U@, phiul G (@, p)). (38)

ieJ ieJ

On the other hand, £2; N A = ¢ holds for all i € I\J. Thus, by the claim (iii) in
Proposition 9.1 we have

U + 2% pAul (5 (@, p) = U@, pAu (5 (w, p))) (Vi e I\N)).  (39)
It follows from (38) and (39) that

> utt + 24 (0. p) = D U + 2% phiuf (: (0. p))

iel iel
> > U@, p*iul (@, p)))
iel
= > ul @ (@, p)).
iel

This inequality implies that w is not efficient on {ul’.“ (-; (w, p))}ier. Since each u;
is twisted M“-concave, by Lemma 9.1, (w, p) has a blocking set.

9.7 Proof of Theorem 8.2

We give a proof of the claim (i) of Theorem 8.2, from which the claim (ii) of Theo-
rem 8.2 follows immediately. We assume that (w, p) is individually rational.

By Lemma 9.1, there exists a blocking set (z, p’) of (w, p) with z € {0, 1}*. In
addition, we assume that supp™ (z) is minimal among all such blocking sets of (w, p).
We will show that z is a chain. Let A = supp™(z). By regarding each trade t € A as
a directed edge from seller s(¢) to buyer b(z), (ag(A), A) forms a directed graph with
vertex set ag(A) and edge set A. We note that the graph (ag(A), A) is connected by
the minimality of A.
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We first consider the case where
|2, NA| =12, NA| (Vi € ag(A)).

In this case, (ag(A), A) is an Eulerian graph, that is, z is a chain.
In the sequel, we deal only with the case where there exists k € ag(A) with

125k NA] < |£2k N A, (40)

because we can similarly show that z is a chain when [2_; N A| > [£2;— N A] for
some k € ag(A). We define U; : Z4 — R U {—o0} by

Ui(t) = Uz, (p+ pHA ul (5 (w, p)) @ € D).

By Proposition 5.1, U; is (£2;— N A)-twisted M"-concave. We then consider the
following algorithm, FIND_CHAIN, which always returns a chain z*. By showing
z = z*, we prove that z is a chain. Validity of the algorithm is shown by Propositions 9.6
and 9.8.

FIND_CHAIN

Step 1. Take k € ag(A) with (40) and ¢ € 24, N A with Ug(0?) < Up(0® + x1).
Set j :=b(r) and 2 := x; (2 € {0, 1}*).

Step 2. While U; (o) > U;(w” + %) do {
Take t € suppt(z4 —2) N £, so that Uj(a)A) < Uj(wA + Z + x;) holds,
and set j :=b(t)and Z := Z + ;.
).

Step 3. Setz; = Z; foreacht € A and zj = 0 foreach t & A, and return z*.

FIND_CHAIN terminates in a finite number of iterations because supp™ (z4 — 2) is
strictly reduced in each update of Z.

We first show that Step 1 works, where the following property of M“-concave
functions is used.

Proposition 9.5 ([17, Theorem 4.2] ) Let u : 7Z¥ - RU {—o0} be an M°-
concave function. For every w,t € domu with ZIEN wy < Z,eN T;, there exists
s € supp” (w — 1) such that

u(w) +u(t) < ulw+ xs) +u(t — xs).

By Proposition 9.5, the following statement holds.

Proposition 9.6 For k € ag(A) satisfying (40), there exists t € 2y N A such that
Ur(@") < Ur(@” + x0).

Proof Since Uy is (£2x— N A)-twisted M?-concave, there exists an M?-concave func-
tion Uy, such that
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Ui (t) = Uy (twist(t; 2k N A)) (V1 € Z4).
By (40), we have

> wist@® + 2t 2L NA)y < DD (wist(e?s 2 N A));.
seEANS2y SEANS2

Moreover, it holds that w?, w4 + z4 € dom Uy and
supp”~ (twist(a)A + zA; v NA)— twist(a)A; 2k NA)) =2, NA.
Therefore, by Proposition 9.5, there exists t € £2;x_, N A such that

Up (twist(w? + 275 2k N A)) + Ur(twist(0?; 2k N A))
< Ur(twist(@?® + 2% 2y N A) + x0) + Ur(twist(w?; 2k N A) — x1).

This implies that
Ur(@* + 2% + Ur@™) < Uk + 2% = ) + Uk @ + x0. (@41
By the claim (i) in Proposition 9.1, it holds that
U@ +2%) > U@ + 2% = x). (42)
Therefore, by (41) and (42), we have

Ur(@™) < Ur(@® + x1).

By Proposition 9.6, Step 1 works.
We next show that Step 2 works. The following proposition is a direct consequence
of the definition of twisted M*-concavity.

Proposition 9.7 Let T € Z* be an integer vector with o < t < w® + z4. Then for
anyt € suppt (@ +z4 —1)N2_,; there exists s € (supp™ (w4274 —1)N 2, )U{0}
such that

Ui + 2+ Ui(0) < Ui(@* + 2% — x5 —x) + Uit + x5 + x0). - (43)

Proof Since U is (£2;— NA)-twisted M’-concave, there exists an M?-concave function
U; such that

Ui (1) = Ui (twist(t; 2, NA)) (V1 € ZY).
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The Eq. (43) follows from the definition of M?-concavity and
supp™ (twist(w? + z%; 2i, N A) — twist(; 2i, N A)) N 2;
=suppt (0 + 24 — 1) N2,
supp~ (twist(w? + z4; 2, N A) — twist(t; 2;_, N A)) N 2;
= supp+(a)A +74 - T)N 2.

The following proposition guarantees that Step 2 works.
Proposition 9.8 FIND_CHAIN preserves the following properties:

(a) at the beginning of each while-loop of Step 2, if U; (™) > Uj (0™ + 2) there
exists t € suppT(zA —2) N 2, such that U; (0?) < U; (@ 42+ x0);
(b) at the end of Step 1 and each while-loop,

Ui(@") = Ui(@" +2) (Vi € I\ag(supp™ (2))), (44)

Ui(@") < Ui(@" +2) (¥i € ag(supp™ @)\ (/). (45)
Proof Since £2; Nsupp™(2) = ¥ for all i € I\ag(supp™(Z)), (44) always holds by
the claim (iii) in Proposition 9.1. At the end of Step 1, (45) holds because of the
definition of k and ag(supp™(2))\{j} = {k}. If property (a) is preserved, we obtain
(45). Therefore it suffices to show property (a).

We assume that U (0 >U b (w? + 2) and (45) holds before the last update of Z
and j.Let? € £2_, ; be the trade which is added to Z in the last update of Z; such ¢’
always exists. From the above assumption, it follows that

Uj*) < Uj(@™ + 2 — x). (46)

By Proposition 9.7, there exists € (supp™ (z — 2) N §2j_.) U {0} such that

Uj(@* + 2% + Uj(0* +2 — xv)
<Uj@* + 2% =y — x) + Uj(@* + 5+ x0). (47)

On the other hand, by the claim (i) in Proposition 9.1, we have
Uj(@? 4+ 2% > Uj(0* + 2% — o — x0)- (48)
By (46), (47), and (48), we have
Uj@") < Uj@" +2 = x) < Uj(@" + 2+ x0).
Since U; (™) > U, (wd 4+ 2),t # 0 must hold. O
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We now prove z* = z. At Step 3, it holds by Proposition 9.8 that

Ui(@™) = U;j((0 + 2)) (Vi € I\ag(supp™ (z"))), (49)
Ui(@?) < Ui((0 + 2 (Vi € ag(supp™(z¥))). (50)

We define A* = supp™(z*). Then we have

Z u" (" (0, p)) = z ul (w?; (o, p)) (by (ii) in Proposition 9.1)
iel iel
= Z Ui (™) (by Proposition 6.4)
iel
<D Ui+ (by (49) and (50))
iel
= z u (0 +29%; (@, p)) (by Proposition 6.4)
iel
< Z ul (@0 + 294" (. p)). (by Proposition 9.2)
iel

A

Therefore " is not efficient on {ufﬁ (-; (w, p)}ier- By Lemma 9.1, there exists

a blocking set (Z, p) of (w, p) such that 7 € {0, 1}** and supp™(Z) € A*. By the
minimality of A, we have supp™(7) = A* = A. Hence, z* = z.
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