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Introduction

The central aim of this thesis is the study of a Radner equilibrium model, also
known as equilibrium of plans, prices, and price expectations.

The modern theory of general economic equilibrium has its founder in Leon Wal-
ras [66] in 1874. Walras recognized the importance of dealing with models closer
to reality and provided a sequence of models, each taking into account more as-
pects of a real economy. This led him to introduce a suitable price-adjustment
mechanism to model the law of supply and demand. Subsequently, Arrow [4] and
after Debreu [18], enabled the theory of general economic equilibrium to be rein-
terpreted to cover the case of uncertainty about the availability of resources and
about consumption and production possibilities. Indeed, Debreu [19] presented,
in 1959, a unified treatment of time and uncertainty by introducing an economic
equilibrium model that evolves in a sequence of markets under uncertainty on fu-
ture conditions. The uncertainty is formalized by means of states of the world. In
this way, the elements in the market are distinguishable not only by their physical
characteristics and the location and dates of their availability and /or use, but also
for the state of the world. However, all trades are assumed to take place simulta-
neously, and before the uncertainty is revealed. Radner [51], in 1972, presented a
model of exchange, consumption, and production under time and uncertainty that
generalizes the Debreu equilibrium model to make the market institutions more
realistic. Indeed, Radner equilibrium is characterized by:

(i) the central role of information, progressively revealed in the market;

(ii) the possibility of agents to transfer wealth among all possible future times,
before the uncertainty is revealed;

(iii) the possibility to trade, at each possible time and in each possible state that
can occur, after the uncertainty is revealed and the market reopens.

We approach the study of this equilibrium model by means of variational inequali-
ties theory: introduced by Stampacchia and Fichera in 1964, it provides powerful
and handy tools to perform quantitative and qualitative studies in relation to
optimization problems, equilibrium problems, system of equations, etc. In the last
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two decades, this theory has been developed in order to capture also the uncertainty
and randomness involved in many applications, for instance in economics, mana-
gement, and finance. Stochastic variational inequalities are been introduced as a
natural extension of deterministic variational inequalities problems. In particular,
one-stage stochastic variational inequality problems have been studied and various
analytical formulations have been considered, in which, however, opportunities for
recourse decisions are not allowed. Nevertheless, in many real-life applications, the
decision-maker has to make sequential decisions, motivating the interest in stoc-
hastic variational inequalities problems of multistage nature. Indeed, to capture
the dynamics that are essential to stochastic decision processes in response to
an increasing level of information, in 2016 Rockafellar and Wets [59] introduced a
multistage extension of a stochastic variational problem. This formulation provides
innovative and flexible tools

(i) to study real-life problems complicated by time, uncertainty and risk;
(ii) to capture the role of information in the recursive decision processes;

(iii) to efficiently find the solution of large scale problems by means of parallel
algorithms.

Supported by these tools of variational inequalities theory, both in a deterministic
and stochastic framework, my contribution in this Ph.D. thesis has been to study
and to weak some mathematical aspects, linked to the Radner equilibrium problem,
to be as close as possible to the mechanisms governing real-world problems. In
particular, the questions we pose and at which I want to answer are:

1. What happens if the preferences of the agents cannot be represented by a util-
ity function?

We remind that if the agents’ preferences can be represented by means of a
utility function, then the preference maximization is equivalent to an opti-
mization problem of a real values function and, it is well known that it can be
studied by means of a variational inequality problem. Indeed, maximizing
a concave differentiable function f on a closed convex set is equivalent to
solving a variational inequality problem where the operator is the gradient
of f. If the function is not differentiable the gradient can be replaced by
the supergradient. In the setting of quasiconcave functions, necessary and
sufficient conditions include the normal cone to the superlevel set. However,
in real-world problems, the considered assumptions are not sufficient to gua-
rantee the existence of a utility function representing the preferences. So,
we can not apply the results known in the literature. Motivated by this fact,
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we overcame this occurrence by introducing an opportune operator which
involves the strictly upper counter set and the normal cone associated with
it. This formulation allows us to study the preference maximization problem
by means of a variational problem without representing the preferences by a
utility function. In force of theoretical results obtained, in terms of existence
and regularity of the solution map, we apply this formulation to study a
Radner equilibrium problem by means of a quasi-variational problem where
the agents’ preferences can be not representable by a utility function.

2. How to set the Radner equilibrium problem into a scenario framework to ex-
plicitly study how the increasing level of information influences the decision
process of agents during the evolution of the market? and, how to compute
efficiently the solution of these large scale problems complicated by time and
uncertainty?

In force of Rockafellar and Wets approach, we rewrite the uncertainty quan-
tity of the equilibrium model no more as vectors but as functions. This led
to the introduction of an opportune functional setting relative to a finite set
of final possible states and certain information fields. The key concept of this
approach is the presence of nonanticipativity constraints on the variables of
the problem. Variables are not based on the information not yet known, but
they are related to the information field up to the considered time. In addi-
tion, nonanticipativity constraints provide a powerful tool in both theoretical
and computational aspects as they can be dualized by multipliers, providing
a tool for a point-wise decomposition of the original stochastic variational
problem. The latter means that nonanticipativity formulation enables the
decomposition of the original stochastic variational problem into a separate
sub-problem for each scenario. In this way, we can provide a procedure to
compute the equilibrium solution using the Progressive Hedging Algorithm,
recently update [60] in this field of variational analysis. This procedure works
in parallel and, so, it allows us to efficiently compute the solution of large
scale problems.

3. Can be given a specific economic application in which to take advantage of
this stochastic variational approach, eventually complicated by future uncer-
tain occurrences which vary with continuity?

To this end, we study a deregulated electricity market introduced in [15].
Indeed, from 1996, in many countries, the electric power industry has under-
gone a transformation from a government-regulated to a competitive regime,
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motivating the grown interest in the development of electricity market mo-
dels. The main features are:

e the central role of information;

e the possibility of highly uncertain spot prices that causes volatility of pro-
fits and costs;

e the presence of tools to hedge against these risks, in terms of future mar-
kets, that is, forward contracts and options;

e a competitive regime in energy procurement.

We focus on the decision-making framework of large consumers, such as
petrochemical industries, aluminum production complex or vehicle-assembling
facilities, and set it in an economy with multiple trading dates and a conti-
nuum of states in order to be as much as close to the realistic case. Indeed,
most real-world phenomena, such as interest rate, inflation, natural events,
wind speed, etc, vary with continuity and affect the agents’ decision process.
We capture these dynamics by introducing in the formulation of the problem
the filtration, a particular o-algebra, relatively to which we constraint all the
variables. Also in this case, a central role is played by the nonanticipativity
constraints. The strength point of this approach is that, after a suitable
discretization, we could use the parallel procedure introduced to efficiently
perform qualitative studies.

Summarizing, the thesis is organized as follows. Chapter 1 and Chapter 2 are
devoted to recalling the main literature of support. In particular, Chapter 1 focus
on the introduction of the major historical developments of the general economic
equilibrium theory while in Chapter 2 we deal with the presentation of the va-
riational inequalities formulations, both a in deterministic and stochastic setting,
with the related problems, links and the main existence results available. On this
basis, Chapter 3, Chapter 4, and Chapter 5 are structured, respectively, to give
an exhaustive and organic answer to each questions posed before. They represent
the heart of this elaborate and my contribution in this Ph.d. Finally, in Chapter
6 possible future developments are proposed, in continuity with the research pre-
sented. At the end, in order to make the thesis self-contained, it is provided an
Appendix on basic concepts of the set-valued maps, the generalized monotonicity,
and the probability theory.
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Chapter 1

Economic Equilibrium Problems

The aim of this Chapter is to introduce the main historical developments of the
general economic equilibrium theory.

It was Leon Waras [66] who, in 1874, laid the fundamental ideas for the study
of the general equilibrium theory, providing a succession of models, each taking
into account more aspects of the real economy. It was in order to link his equili-
brium model to the real world that Walras’s writings developed the tatonnement
process, which is a way to model the law of supply and demand. This law is a
central condition in economic theory and it states that the price of a commodity
will increase when the demand for that commodity exceeds supply and that the
price will decrease if supply exceeds demand. From a mathematical point of view,
Walras "solved" it by writing a system of n equations in n unknowns, which he
calls the equations of exchange, and a solution to this system is an equilibrium for
this exchange economy. However, he does not prove the existence of solutions and
so, for more than half a century, the equality of the number of equations and of the
unknowns of his system remained the only remark made in favor of the existence
of a competitive equilibrium.

The first rigorous results for the equilibrium existence, for a model of production
and a model of exchange, are due to Wald [65]. Thereafter, mostly in the 1950s
and 1960s, McKenzie [48], Arrow and Debreu [5], Gale [29], and other authors
obtained several equilibrium existence results which are more general and with
simpler proof than Wald’s. In particular, Arrow and Debreu give a rigorous exi-
stence proof based on Nash’s 1950 result on the existence of equilibria in N-person
games that, in turn, based on Kakutani’s 1941 Fixed Point theorem. Moreover, in
the same years, firstly Arrow [4] and after Debreu [18], enabled the theory of gene-
ral economic equilibrium to be reinterpreted to cover the case of uncertainty about
the availability of resources and about consumption and production possibilities.
Indeed, Debreu [19] presented, in 1959, a unified treatment of time and uncer-
tainty by introducing an economic equilibrium model that evolves in a sequence
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of markets under uncertainty on future conditions. The uncertainty is formalized
by means of states of the world and the key idea is the contingency commodity: a
commodity whose delivery is conditioned on the realized state of the world. In this
way, the Debreu model can be seen as a Walrasian equilibrium in which contingent
commodities are traded.

If from one side Debreu setting provides a remarkable illustration of the power of
general equilibrium theory, from the other side it is hardly realistic since it assumes
that all trades take place simultaneously and before the uncertainty is revealed.
In reality, trade is not a "one-shot affair", but it takes place to a large extent
sequentially over time and frequently as a consequence of information disclosures.
These dynamics were captured by Radner [51] who, in 1972, generalized the De-
breu equilibrium model: he introduced the possibility of agents to transfer wealth
among all possible future times and to trade at each possible contingency after the
uncertainty is revealed and the market reopens. Two different market structures,
forward and spot markets, are so considered. This results in a significant reduction
in the number of ex-ante markets that must operate. By staring from this model,
subsequent studies are been performed by other scholars, such as Cass, McKenzie,
Duffie, Hart, Kreps, Sharf, Geanakopolos, Grossman, etc, mostly in the 1970s and
1980s. They give rigorous existence results in terms of Fixed Point arguments.
The Chapter is organized as follows. Section 1.1 is devoted to the introduction of
a Walrasian equilibrium problem for a pure exchange market economy. On this
basis, the connection with a Debreu model, which involves time and uncertainty,
is considered in Section 1.2. Finally, in Section 1.3 a Radner equilibrium model of
plans, prices, and price expectations is described: this is the equilibrium problem
on which all the thesis is focus on.

1.1 Walrasian Equilibrium Problem

We introduce a marketplace consisting of H different commodities and I agents
and we denote by H :={1...,h...,H} and Z := {1,...,4,..., 1}, respectively,
the sets of commodities and agents. The notation just introduced will hold also
for all the other models that will be introduced in the Chapter.

In the economy, only consumption and pure exchanges are assumed: the only
activities of each agent are to trade his own commodities with each other agent
and to consume. Each agent ¢ is equipped with a nonnegative commodity vector
e; such that

ei=(el,...,el ... ey eRY

7
where e? represents her endowment of the commodity h, that is, the amount of
commodity h that she can consume or trade with other agents. The consumption
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plan of the agent ¢ is denoted by the nonnegative vector x; such that
zi=(z),..., 2l ) e RY

where 2! represents the quantity of commodity h consumed by i. At each com-
modity h € H is associated a nonnegative price p and the price vector is denoted
by

pi=(p'....p" . ...p") e RY\ {04} .

The price p is equal for all agents.
Agent’s preferences for consuming different commodities are represented by a util-
ity function

u; Rf — R.
The aim of each agent 7 is to maximize her utility by performing pure exchange of
the given commodities under the natural budget constraints at the current price
p: the value of the consumption plan of agent i at current price p, (p, z;)y, cannot
exceed her wealth (p,e;)y, that is, the value of her endowment. So, denote by
M;(p) the set of the consumption vector available to agent ¢ at current price p:

M;(p) == {z; e RY : (p, i)y < (p,ei)m}

We denote by € := (u;, €;)iez the economy and we can formalize the equilibrium
conditions.

Definition 1 (See [66]). A Walasian equilibrium for the economy & is a vector
(Z,p) € [Lieg Mi(p) x RY\ {0} such that

(i) for anyi € Z:
max u;(z;) = u;(T;)
st. x; € M;(p)
(ii) for any h € H.:

zh < el and (Z(fz —€),p)n =0

1€l 1€T 1€T

In Definition 1, we have introduced a free-disposal equilibrium. It relies on the
fact that the prices are assumed to be nonnegative. At the equilibrium, if the total
supply of some commodity h € H in the market exceeds its total demand, then
the corresponding price p" is zero. This means that it is allowed the excess supply
of some commodities provided that they are free.
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Prices Normalization

It is possible to manipulate in opportune manner prices and still have the equi-
librium. Indeed, without loss of generality, one can perform such operations to
limit the variability of prices, providing several mathematical advantages. This
possibility of normalizing prices derives, as we are going to see, from the structure
of the economic market in question.

1. Nonnegative prices: p € ]Rf . We observe that if we multiply prices by a
positive constant still have an equilibrium. Then, without loss of generality,
we can consider the equilibrium problem where the prices are in the simplex

set:
A::{pGRf:thzl}.
heH

Indeed:

e If (z,p), with p € A, is an equilibrium, then (Z,p), where p € R¥. is an
equilibrium, with p = ap for all @ > 0.
Since
(p,x—e)g = {(ap,x —e)yy = a(p,x —e)g

for all a > 0, one has
(p,r—eyy <0 - (p,x—e)y <0,

Hence, (Z,p) is an equilibrium if and only if (Z,p) is an equilibrium.

o If (Z,p), with p € ]Rf , is an equilibrium, then there exist a > 0 and
P € A such that p:= ap and (Z,p) is an equilibrium.
One can pose

ﬁzﬁth—Hﬁh: ﬁh L) =ap
Yowen?" 5 \nen?"

where

a:ZﬁL>O and p= eA.

_P
heH 2 nen P
so that, since M;(p) = M;(p), it follows that (Z,p) is an equilibrium.

Thanks to this fact, one can consider the prices in the simplex set.
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2. positive prices: p € Rf +- One can normalize the prices by considering the
price of one commodity, for instance commodity 1, to be 1. In this way, one

can select @ = < and multiply all prices by this constant. The normalized
p

prices of the first commodity, often called numerarie, become pll% = 1, while
all the others are set in terms of the first one.

The main problem with the numerarie price normalization is that it treats
commodities asymmetrically, which may not be very satisfactory from a
mathematical perspective.

As already quoted, Arrow and Debreu give a rigorous existence proof, by means
of fixed point theory, of the Walrasian equilibrium problem by requiring, for all
1 € Z, the following assumptions.

Assumptions A

(A.1) w; is continuous and semistrictly quasiconcave;

(A.2) w; is non-satiated: Vx; € X; 3%; € X; s.t. w;(Z;) > w;i(x;);

(A.3) survivability : e; € RY .

From an economic point of view, assumption (A.3) ensures that each agent is

endowed with each commodity h € H.

Theorem 1 (See [5], Th.1.1.5). For each i € Z, under assumptions A, there exists
a equilibrium vector for economy £.

1.2 Debreu Equilibrium Problem

In this Section, we consider a market economy under uncertainty introduced in
Ch.7 of [20]. In such an economy with uncertainty, commodities are to be distin-
guished not only by their physical characteristics and the location and dates of
their availability and/or use, but also by the state of the world in which they are
made available and/or used. This requires the introduction of a suitable setting
in which to operate.

Time and Uncertain structure

Let us suppose that the market starts at time ¢ = 0 and evolves in a finite sequence
of T future dates. The sets T :={1,...,T} and Ty := {0} T denote the sets of
time periods, respectively, without and with the initial date. At each time t € T
one or more than one situations are possible; at the final time T', S states of the
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world are possible. We can give a graphical representation of the evolution of the
market through an oriented graph G, consisting by a set of vertices = := =;U. . .U=p
and Zg 1= {§{} UE, with |Z;| = k; and |Z¢| = N, such that

e & is the root vertex: it represents the initial situation and it is the unique
vertex without immediate predecessor.

e For all t € T, the set Z; := {ftl,..., t’“} is a finite set of vertices and
represents all possible situations at time ¢. Each & has a unique immediate
predecessor in =;_1.

e = are the terminal nodes of the graph.

i &3
) 5422 &2
¢1 - £3
2 &3
$o &f .

B} » £
5-2<- £
8
3

t=0 t=1 t=2 t=3

Figure 1.1: Example: oriented graph G

Each node {f of the graph represents a contingency of the market structure, that
is, it identifies time and information. This leads to introducing the notion of a
vector that describes all the characteristics.

Definition 2. For every physical commodity h € H and contingency 5{ € =,
a unit of state-contingent commodity is a title to receive a unit of the physical
commodity h if and only if fg occurs. Accordingly, a state-contingent commodity
vector is specified by

Y= Yo, Yts- .- yr) € RP,

with y, := (Y(&0), - y(&), - (&) = W(E))eez, € RY y(&]) = (" (&)))nen €
R . If the component at contingency & is not included one has that y € RE.

Economy under time and uncertainty

Now, in this structure of time and uncertainty, we can opportunely set a mar-
ket economy. Every agent ¢ € Z at every point in time has access to the same
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information about the state of nature as has any other agent at that time. The
market opens only once, at date 0, before the beginning of the physical history of
the economic system. In this way, all market activities happen ex-ante, that is,
all accounts are settled before the history of the economy begins, and there is no
incentive to revise consumption plans, "reopen the market", or trade.

We set all elements introduced in Section 1.1 as state-contingency vectors. Ac-
cording to Definition 2:

- G . G
ZTi = (‘T’i07 Titly-oo s Lity - 7$iT> € R+0 , €= (ei(); €ily -5 €ty - oy eiT) S R+O

pi= (p07p17' <y Dty 7pT) € Rfo \ {OG'()} . (121)

Agent’s preferences for consuming different commodities are represented by a util-
ity function
u;  RIYV - R,

Moreover, the budget constraints set, at the current price p, must be considered
at each contingency & € Zg; then it becomes:

M; (p) = {a; € RYN : (p(&]), 2:(&))) i < (p(&]), es(§))n V€ € Eit € To}.

That is, for each contingency fi € =y, the value of the consumption plan of con-
sumer 7 at current price p(&]), (p(&]), #;(€])) i, cannot exceed his wealth (p(&]), e;(&])) &
We denote by € := (G, (u;, €;)iez) the economy and we can formalize the equili-
brium conditions.

Definition 3 (See [20], Ch.7). An Arrow-Debreu equilibrium for the economy &
is a vector (Z,p) € [[ier M;(p) x REN\ {Opn} such that

(i) for anyi € Z:
(1.2.2)

(i) for allt € Ty:
dom(e) <> ald) and O (@) —ed),pE)n =0 Vg €E.

€L 1€L 1€L

(1.2.3)

Prices Normalization

As in the previous section, since for each ftj € =y the budget constraint is ho-
mogenous of degree zero with respect to the prices, without loss of generality, we
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can limit the variability of the prices. So, with similar arguments of the previous
Section, we can consider the following simplex set:

A= ag = I (&) e ®? > ped) =1}

SN ¢lezo heH

Furthermore, since the Debreu model substantially is a Walrasian equilibrium
model in which contingent commodities are traded, at t=0, then it results only in
a growth of the dimensionality of the problem. Hence, the existence of a Debreu
equilibrium vector for the economy & is still guaranteed by Theorem 1.

1.3 Radner Equilibrium Problem

In this Section, we present a model of exchange and consumption under uncer-
tainty, introduced in [42] by Radner. As already stated, Radner generalized the
Debreu equilibrium model to make the market institutions more realistic. Indeed,
one of the major criticism posed by Radner to the Debreu model is that the latter
requires that the economic agents possess capabilities of imagination and calcula-
tion that exceed reality by many orders of magnitude. One can imagine situations
in which consumers may not be able to decide what commodities to consume many
periods from now.

By using the same notation of the previous Section, as far as times, contingencies,
agents, endowments and commodities and so on are concerned, now we introduce
an economy that is characterized by two market structures: spot and forward mar-
kets.

Spot market: it opens at each contingency 55 € = and agents consume or trade
a certain amount of commodities z;(£)) € R at prices p(&)); grouping in vectors,
one has z; € RIY and p € R¥N. Even if the vectors z; and p are defined as
(1.2.1), the main difference is from an economic point of view: each component
vector my = (2:(€2),..., (&) = (2:(€))ecz, € RU* represents the decisions
that must be made at time t and no ex-ante as in Debreu model.

Forward market: at ¢ = 0 a further market opens and offers participants the
opportunity to reduce their exposure to future risks and randomness without,
however, removing the incentive to trade and consume in the spot market that
opens at each time period after the uncertainty is revealed. Indeed, at time ¢ = 0,
agents sign these forward contracts which allow them to transfer wealth in terms
of commodity-1 among all future contingencies for immediate cash that will be
used for spot consumption or for future contracts in other contingencies: at each
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subsequent time ¢t € 7 when the uncertainty is resolved, the contingency is reveled
and contracts are executed. For each ¢ € Z, we set the forward contracts and the
relative prices vectors as follows

zi = (Zi1, 5 Zity - - - 2iT) € RN_la q:=(q, -G --,qr) € Rﬁ_l (1.3.1)

so that 2 1= (24(6D), ., 5(6)) = (5(6))ecs, € R and g := (a(&), .., a(€F)) =
(q(€))eez, € R™ | where (&) commodity-1 amount at & paid ¢(&)) at time 0.
So, forward price q(ff ) is not the price of commodity-1 at contingency & but it
represents the price of the contract z(&/) signed at t = 0 relatively to the delivery
or receipt of a certain amount of commodity-1 in the contingency ftj . Indeed, we
observe that the components of z; can be negative: if z (&) < 0, it is an amount
to be delivered by agent i at & and q(¢))z;(&]) represents an income at &y; while,
if 2(&) > 0, it is an amount to be received by agent i at & and q(¢))z(&])
represents an outcome at &. Furthermore, it is allowed the possibility of short
selling: z(€)) < —el(€]), namely at t = 0 consumer i can sell commodity-1,
available in the market, even if he does not own it.

Each consumer ¢ has a preference on the spot consumption which is expressed by
means of a utility function

U RN — R.
In this model, the budget constraints set at the current price system (p, ¢) becomes:
M (p,q) :={(ws, z:) € RYY x RM L
(P (&) wi (Co))py + (¢ 2) vy < (P (&) € (S0)) g
(p(&]), (&))< (P(&]), (&) + 1" () z(¢]) Ve € Byt e T

The first inequality represents the budget constraint at time 0 while, the second
inequality represents the expected budget constraints at each contingency §f , with
t € T. In particular, one can observe that forward contracts are signed -sold
or bought- at time ¢ = 0 at current price ¢; (g, zi)y_, represents the value of
these contracts. Furthermore, when each contingency is reveled and contracts
are executed, the relative value will be p'(&)z(&]), at current spot price p'(&)).
Furthermore, market-clearing conditions have to be satisfied: at each contingency
f, the total spot consumption must not exceed the total endowment while the
total forward contracts have to be zero. Indeed, since forward contracts are signed
between the agents participating in the market and no one of them has an initial
endowment of these contracts, then for each buyer there must be a seller. This
means that, for each possible contingency, the total quantity bought must be equal
to the total quantity sold.

We denote by £ the economy & := (g , (U, Gi)i€1'> and we can, now, formalize the

equilibrium conditions.
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Definition 4. [See [/2], Def.16.3] An equilibrium of plans, prices, and price ex-
pectations for the economy & is a vector ((xz, Zi)ieT, D q> € [Licr Mi (p, @) x RN x
RY™! such that

(i) for anyieZ:

max U;(z;) = U(T;)
(1.3.2)
s.t. (QTZ', ZZ) S Mz (ﬁ? Q)

(i) for allt € Ty: | |
SaE) <Y ald) ve ez (13.3)

€L 1€T

(1ii) for allt € T:

Y aE)=0  vgez. (1.3.4)

i€T
For all ¢ € Z, the following assumptions are introduced.

Assumptions B

U; is continuous and concave;

2) U; is non-satiated;

(B.1)

(B.2)

(B.3) survivability : e; € RYEY;
(B.4) U; is strictly increasing in the commodity-1: Vi;, &; € RYN with 7, > i,
then

) >alE) Y eZ, = UF) > Ux)

From an economic point of view, assumption (B.3) ensures that each agent is
endowed with each commodity h € H in each contingency gg € =. In Chapter 3
and Chapter 4, survival assumption will be always implicitly assumed, for brevity,
in the set-up of the models.

Proposition 1. For each i € Z, let U; be strictly increasing in commodity-] and
(T3, ) be maximal for Us in M;(p,q). Then, p'(&§)) > 0 for all § € Zq and
q(&)) > 0 for all & € Z.
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Proof. We suppose that there exists ft Zo such that p' (fg) = 0. We pose z;
such that ; (&) = ;(&]) for all & # & and

g JEE) + K
x’('g”_{f?(é{**) Vh#1

with K > 0. It results (%;,2;) € M; (p,q) and, since U; is strictly increasing in
commodity-1, one has U; (a:‘l) > U;(Z;) which contradicts the assumption.
The proof of q(gt) >0, & € Z, is closed to the latter. ]

Prices Normalization

Thanks to Proposition 1, without loss of generality, we can consider the prices in
the simplex-set:

Agy = ¢ (p(&0).q) € RfN x Rffl : th(fo) + Z Q(ff) =10

heH 5,{65

Ag = {p(&i) eRY Y pME) = 1} vl e 2.

heH

(1.3.5)

so that we pose A 1= Ag, X Hs{eE Az Indeed:

o If (7,2,p,9), with (p,q) € A, is an equilibrium, then (Z, %, p, q), where (p,q) €
REN x RN ! is an equilibrium, with (p(&),q) = (ae,5(&0), 2q), P(E]) = ozégp(f )
for all & € =y and Qg > 0. One can see that

(p(0)s i(§o) — €i(&0))m + (¢ zi)n—1 = (g, P(0), wi(§o) — €i(€0))m + (g, Qs zi)n—1 =

= g, ((P(&0), 7i(&o) — €i(&o))m + (T, zi)n-1)

P&, xi(&) — ei(&))w — P (&) z(E]) = (a g‘ﬁ(fg)a%(ff) — (&) — Oéggl_?l(fg)zi(fg) =

= ag ((p(E), w:(&]) — e —D'(E)ale])) Ve €=

for all gy > 0, with & € =, so that one has

@(fp)a 171(59) - 6i(§O)>H +(q, Z§>N—1‘§ 0 < <T?(§0)= QTz‘(§0) - €i(§0)>H + (4, ?z‘>N—} <0
(P(&),2i(&) — el ) — D' (=€) <0 & (D), (&) —ei(&))m — P (&)z(&) <0
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o If (z,%,p,9), with (p,q) € RN x RY™ is an equilibrium, then there exists
ag; > 0, for all ¢ € 2, and (7, ) € A such that (p(&),q) := ae, (Po, 7); Ds(&]) ==

aggﬁ(ﬁf ) for each & € =y and (7, Z,7,7) is an equilibrium. One can pose

D onen (&) + D gies q(£§)
D nen PM(€0) + 2= &)

OMUORDSECNCT 50)(?&_6: ) = oo

hEH gg c=

p(&) =p(&o)

- Zhe?—[p (S0) + X ¢ie ~Q(§g) _

Zhe?—[p (S0) + X gie=a(€ )
_ ~h a(g? q = g q
=)+ q<st>>(2h€ﬂ(£o) Yo =) =

heH gg €=

where ag, = >, 00, 0" (&0) + Zgg‘eg g(&) > 0 and

(3(60).T) = ( o) @ _Nj)e%.
D nen PM(€0) + 2oeie= 1(8) 2per PM(S0) + 2 gie= 4(&/)

., i\ el Znen () _ ( (] > o
In Slmlla’r way, p(£t> p(£t> Ehe’)—tﬁh(&i) Z (gt) Zhe’f—[p (gt) Oéé‘gp
where oy
0g = Y7 >0 ad pe) = D ea,
" hen Y onen PM(E) '
for each & € Z. Moreover, since M;(p,q) = M;(p,q), it follows that (Z,Zz,7,q) is

an equilibrium.
For all up to now see, we can consider the prices in the simplex set (1.3.5).

As already quoted, Radner gives an equilibrium existence proof by using fixed
point arguments and by requiring, for all ¢ € Z, the following assumptions.

Theorem 2 (See [51]). For each i € Z, under assumptions B, there exists a equi-
librium vector of plans, prices and price expectations for economy £.



Chapter 2

Variational Inequalities Problems

Variational inequality theory has its origins in the calculus of variations associated
with the minimization of infinite-dimensional functionals. The starting point was
in the early 1960s by Fichera [27| and Stampacchia [62] in connection with partial
differential equations to study equilibrium problems arising from elasticity and
plasticity theory and from mechanics. Thereafter, its power was soon recognized
in relation to the study of several equilibrium problems in optimization theory.
Indeed, variational inequalities are tools for formulating and qualitatively analy-
zing several equilibrium problems in terms of existence and uniqueness of solutions,
stability and sensitivity analysis, and tools for computational purposes throughout
the usage of suitable algorithms. Furthermore, several well-known problems from
mathematical programming, such as systems of nonlinear equations, optimization
problems, complementary problems, and fixed point problems, can be written in
terms of a variational problem. Nowadays, the variational theory unifies a large
range of applications arising in economics, finance, physics, game theory, control
theory, operations research, and several branches of engineering sciences. However,
although some practical problems involve only deterministic data, in mostly of real-
world applications there are many important examples where problem data contain
some uncertainty and randomness. Consequently, to reflect and capture these
aspects, stochastic variational inequality problems are been recently introduced
and studied as a natural extension of deterministic variational inequality models.
The Chapter is organized as follows. Section 2.1 is devoted to the introduction
of basic concepts and formulation of variational inequality problems. On this
basis, it will be quoted the main results available in literature which make an
explicit connection of it with the principal problems that we will be analyzed
and studied in this thesis. In Section 2.2, we recall the main existence results,
under different assumptions, of the solution to a variational and quasi-variational
problem. Finally, in Section 2.3 stochastic variational problems are introduced.

19
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2.1 Variational Inequalities

We start by considering variational inequalities in a finite dimensional Euclidean
space RC.

Definition 5 (Stampacchia [62]). Let K C R be a nonempty, closed, and convex
set and F : K — RC be a function. A variational inequality, associated with F
and K, denoted by VI(F, K), consists in the the following problem:

Find z € K such that (F(Z),x —Z)g >0 VrekK (2.1.1)

Geometrically, a vector Z € K is a solution to (2.1.1) if and only if F(Z) forms
a nonobtuse angle with all the feasible vectors emanating from z. Equivalently,
z € K is a solution to VI(F, K) if and only if —F(z) € Nk (z), where

Ng(@)={deR: ({dx—2)¢ <0 VzeK}

is the normal cone to K at the point Z.

Figure 2.1: Geometric interpretation

In order to model complex phenomena, Definition 5 has been generalized! by Chan
and Pang.

Definition 6 (Chan and Pang [12]). Let K C RY be a nonempty, closed, and
conver set. Let ® : K=RY and S : K=K be two set-valued maps. A ge-

neralized quasi-variational inequality, associated with F', S and K, denoted by
GQVI(P, S, K), consists in the following problem:

Find 7 € S(Z) such that Jp € ®(Z) with (p,x—T)c >0 Ve S(z) (2.1.2)

1See Appendix for concepts related to set-valued maps.
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In particular, one has that

e when S(z) = K for each x € K, the problem (2.1.2) reduces to the genera-
lized Variational inequality GV I1(®, K):

Find z € K such that Jp € &(z) with (p,z —Z)c >0 Vre K ;

e when @ is single-valued, the problem (2.1.2) reduces to the Quasi- Variational
inequality QVI(F, S, K):

Find z € S(z) such that (F(z),x —Z)g >0 Ve S(T);

e when both ®(z) is a singleton and S(z) = K, for each € K, the problem
(2.1.2) reduces to the Variational inequality VI(F, K).

Related Problems

One of the strengths of variational inequalities is the flexibility and the adapta-
bility with which they can be used to the study of several different mathematical
problems.
Firstly, if we consider the following problem

min f(x) (2.1.3)

zeK

then, we can link it with a specific variational problem under suitable assumptions
on f.

Proposition 2 (See [40], Prop.5.1). Let K C RY be a nonempty, closed, convex
set and f: K — R be a continuously differentiable function. If T is a solution of
the minimum problem (2.1.3), then T is a solution to VI(V f, K).

We point out that Proposition 2 gives only a necessary condition, that is, it allows
us to associate the constrained minimization problem (2.1.3) with a variational
problem (2.1.1). In general, the converse does not hold. Indeed:

Example 1. Let f : [-1,1] — R be a function such that for each x € [—1,1]
one has f(x) = x3. If one consider Vf evaluates at v = 0, then it follows that
V£(0) =0 and thus x = 0 is a solution to (2.1.1). However, x = 0 is not a local
minimum of f on [—1,1].

The condition becomes sufficient when the function f is convex.
Now, let f be a convex function and df : K=R® be the subdifferential map such
that

vee K 0f(x)={heRS: f(y) ~ f(x) = (hy— ) VyeK)

where h € RY is called subgradient of f at .
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Proposition 3 (See [3|, Prop.8.3). Let K C RY be a nonempty, closed, convex
set and f : K — R be a convex function. Then, T is a solution of the minimum
problem (2.1.3) if and only if T is a solution to GVI(Jf, K).

In this thesis, we will consider another broader class of functions for which ne-
cessary and sufficient optimality conditions can be obtained by replacing gradient
or subgradient of the function by an opportune normal operator. We refer to the
class of quasiconvex functions®. This class plays a central role in mathematical
economics since it describes important features of the utility of agents.

For any o € R, we denote by S, and S5 the sublevel set and the strictly sublevel
set, respectively, associated with f and a:

So={yeK:fly)<a}, Ss={yeK:fly<a}. (2.1.4)

Definition 7 (See [2], Def.5.3). Let f : K C R® — R be any function. To any
element x € dom f is associated the adjusted sublevel set S$(x) defined by

St N F(Sf(w), pe)  if x ¢ argming f
SH(x) =
Sf(x) if x € argming f.

where p, = dist(z, S7,)) = infyesf( : |z —y|| for any x € dom f\ argming f and
E(ij(w),pw) = {z € K : dist(z,55,)) < p$}.

Proposition 4 (See [2]|, Prop.5.11). A function f is quasiconvez if and only if the
adjusted sublevel set Sjﬁ(x) 1s nonempty convex, for each x € dom f.

Let N* : K=RY be the normal cone to S%, then one introduces the set-valued
map G : RE=RE such that, for all € R,

conv (N*(x)N S(0,1)) if x ¢ argminge f
G(z):=4q

B(0,1) if x € argminge f.

where B(0,1) = {z € RY : ||z|| < 1} and 5(0,1) = {z € R® : ||z]| = 1}.

If f is quasiconvex, since S¢(x) is convex from Proposition 4, then N coincides
with the normal cone to S$(z) at z, that is, for all ¥+ € dom f one has that
N®(x) = Nga(x) is a convex cone.

Remark 1. Let us denote by N(x) and N<(x), respectively, the normal operator
to Sy and ij(x). Since one has:

ij(x) C S4(x) € Spwy Vo €dom f

2See Appendix for concepts related to quasiconvexity and quasimonotonicity.
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it follows that
N(z) C N*(xz) C N<(z) Vzedomf

Moreover, if f is semistrictly quasiconvex, for all z € dom f\ argminy f, one has:

St = 8%x) = Siy = N(z)=N(z)=N<(z).

a

F @) prmmmmmmmm

a = f(x)

1 e e e e

au

=

— , _
Px S = SF(®) =S¢z

Si@ € SF(®) € Speay

Figure 2.2: Example

Proposition 5 (See [7], Prop.4.1). Let f: K — R be any function.

(i) If [ is quasiconvex, then G is non trivial on dom f \ argminge f, that is,
G(z) doesn’t reduce to {0}.

(i1) If f is continuous, semistrictly quasiconvex and K is nonempty convex then
z € K is a solution to the previous GVI(G, K) if and only if T is a solution
to the optimization problem (2.1.3).

Remark 2. Up to now, we focused on the connection between the minimization
problem (2.1.3) and a suitable variational inequality problem, under different as-
sumptions. We could do the same by considering the following constraint maxi-
maization problem:

max f(z) = min(—f(z)) (2.1.5)

zeK zeK
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In this case, in Proposition 2, Proposition 3 and Proposition 5 we should pose,

respectively, ' =V (—f), F = J(—f) and Sty

Now, let us go back to problem (2.1.1). If Z is a solution to VI(F, K) and Z € intK,
then F'(z) = 0. Indeed, since & belong to the interior of K, there exists a 7 > 0
sufficiently small such that one can consider x = z — 7F(Z) € K and, from (2.1.1),
one has:

(F(z),~F(@)c20 = —[F@| 20 = F(@)=0c.

In force of this fact, one can link a variational inequality problem with the solution
of systems of nonlinear equations when the function is defined on all the space RY.
Furthermore, another important application arises in connection with fixed point
theory. Let K C R® be a nonempty set and 7 : K — K be a function. A fized
point problem is:

Find z € K such that T(z) = z. (2.1.6)

If one pose F(z) = x — T'(x) for each z € K, then VI(F, K) coincides with the
fixed point problem (2.1.6).

The following result, based on fixed point arguments, gives the basis of many
computational methods based on the projection operator.

Proposition 6 (See [40], Th.2.3). Let K C RY be a nonempty, closed, and convex
set. An element T € K is a solution to VI(F, K) if and only if for any v > 0,
18 a fized point of the mapping

Px(I —~vF): K - K

that is, T = Pk (z — vF(Z)), where Px(Z — vF(Z)) denotes the projection of (T —
yF(Z)) in K.

2.2 Existence Results

Now, we study under which assumptions a variational inequality problem admits
solutions. We devote this Section to recall the main results in the literature on the
existence for a variational and quasi-variational problem under different assump-
tions.

Variational Inequalities and Generalized Variational Inequalities

Theorem 3 (See [40], Th.2.3). Let K C R be a nonempty, compact, and convex
set and F : K — RY be a continuous function. Then, the VI(F, K) admits at
least one solution.
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The next theorem gives a necessary and sufficient condition for the existence of
a solution of a variational inequality. The study of variational inequalities over
unbounded domains is usually based on coercivity conditions.

Theorem 4 (See [40], Th.4.2). Let K C RY be a nonempty, closed, and convex
set and F : K — RY be a continuous function. The VI(F, K) admits at least one
solution if and only if there exist r > 0 and a solution of the following problem:

Find z, € K, .= KN B(0,r) such that (F(Z.),x —Z,)¢6>0 VrekK,.

Corollary 1 (See [40], Cor.4.3). Let K C RY be a nonempty, closed, and convex
set and F': K — R be a continuous function such that

(F(x) — F(xg),x — x0)
|z — |

— 00 as |z|| o0, z€K

for some xy € K. Then, the VI(F, K) admits at least one solution.

Monotone functions and their generalizations play an important role in the theory
of variational inequalities.

Theorem 5 (See [3], Prop.4.6). Let K C R be a nonempty set and F : K — R®
be strictly monotone. Then, the solution to VI(F, K) is unique, if it exists.

However, we observe that the strictly monotonicity does not ensure the existence
of a solution to VI(F, K). Indeed:

Example 2. Let K = {z € R: 2 >0} and F(x) = —e ® — 1. Since for each
x € K one has —e™* — 1 < 0, then it follows that

(e =1)(z—2)<0 VreK st x>z
Hence, there is no & € K such that VI(F, K) holds.

Theorem 6 (See [3], Th.5.6). Let K C RY be a nonempty, closed, and convex set
and F : K — R be a continuous function. If F is strongly monotone, then there
exists a unique solution to VI(F, K).

When F' is a set-valued map, the next result, due to Chang and Pang [12], gives
the existence of a solution to GV I(®, K).

Theorem 7 (See [12], Cor.3.1). Let K C RY be a compact set and let ® : K = R®
an upper semicontinuous set-valued map on K with compact and convex values.
Then, the GVI(®, K) admits at least one solution.
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Quasi-Variational Inequalities and Generalized Quasi-Variational In-
equalities

In contrast to the case of variational inequality problems, for which there exists rich
literature dealing with the existence of a solution, there are only a few contributes
for quasi-variational inequality problems. This is due to the fact that in a quasi-
variational inequality problem the constraint set depends on the solution, making
all more difficult, both from a theoretical and computational point of view.

Now, we are going to recall the main results available in the literature, distingui-
shing them on the basis of the different assumptions required. Firstly, we quote
the result due to Tan.

Theorem 8 (See [64], Th.2). Let K C R® be a convex, compact, and nonempty
set and ® : K=RE and S : K=K be two set-valued maps. Let us suppose that
the following properties hold:

(i) ® is upper semicontinuous with nonempty, convex, and compact values;

(ii) S is closed, lower semicontinuous, and with nonempty, convez, and compact
values.

Then, the GQVI(®, S, K) admits at least a solution.

One of the main assumptions of Theorem 8 is the upper semicontinuity of .
However, this requirement can be replaced with weaker continuity conditions and
quasimonotonicity on ®, as proved by Aussel and Cotrina in [7].

Another important result is due to Kien, Wong and Yao. They proved the existence
of a solution to GV I (P, S, K) without requiring any monotonicity and continuity
assumption on ® but that the set of the fixed points of S is closed.

Theorem 9 (See [39], Th.3.1). Let K C R be a nonempty, compact, convex set
and S : K=K and ® : K=RE be two set-valued maps. Let us suppose that the
following properties hold:

(i) S is lower semicontinuous with convex values and the set M = {x € K :
x € S(z)} is closed.

(i) The set ®(x) is nonempty, compact for each x € K and convex for each
x e M.

(iii) For eachy € K, the set {x € K :inf.cow) (2,2 —y)e < 0} is closed.

Then, the GQVI(®, S, K) admits at least a solution.



2.2. EXISTENCE RESULTS 27

Another important result, due to Harker, derives, under suitable assumptions, the
existence of the solution to a quasi-variational inequality by that of an opportune
variational inequality.

Theorem 10 (See [36], Th.3). Let F' and S be respectively a function and a set-
valued map from RY into itself. Suppose that there exists a nonempty, convex, and
compact set K C RE such that

(i) S(z) C K forallx € K;
(i) x € S(x) for all x € K.

Then any solution to the wvariational inequality VI(F, K) is a solution to the
QVI(F, S, K).

The key assumption of Theorem 10 is the condition (ii), which states that the
graph of the mapping S contains the diagonal. This assumption rules out, for
instance, mappings which are projections onto a proper subset of K.

Recently, Aussel, Sultana and Vetrivel studied the solution to GQV I(®, S, K) with
non-self constraint map, that is, when S(K) € K, with the extreme situation when
S(K)N K # (). They introduced a new concept of solution.

Definition 8 (Projected solution, see [9], Def.2.1). Let K C RY be a nonempty
set, and ® : RE=RY and S : K=RY be two set-valued maps. A point & € K is
said to be a projected solution of GQVI(®, S, K) iff there exists yj € RY such that

(i) T is a projection of § on K;

(ii) § is a solution of the following variational problem QVI(®, S(z))
Find gy € S(z) for which 3y* € ®(z) s.t. (§*,z2—7)g >0 for all z € S(z).

The following result establishes the existence of projected solution to the quasi-
variational problem, where the constraint map is not necessarily self-map.

Theorem 11 (See [9], Th.3.3). Let K C RY be a nonempty set. Let ® : RE=RY
and S : K=RY be two set-valued maps, where S(K) is relatively compact. Then,
the GQVI(®, S, K) admits at least a projected solution if the following properties
hold:

(i) S is a closed, lower semicontinuous and convez-valued map with intS(x) # 0,
for all x € K;

(ii) ® is quasi-monotone, locally upper sign-continuous and dually lower semi-
continuous on convS(K).
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Furthermore, we want to remark that for each of the Theorems 8, and 9 is available
a corresponding result in infinite-dimensional spaces. In particular, now we quote
only the result due to Tan since it will be useful in the sequel of the elaborate. We
denote by X* the topological dual of X.

Theorem 12 (See [64], Cor.). Let X be a topological linear locally convex Haus-
dorff space, let K C X be a convex, compact, and nonempty set and ® : K= X*
and S : K=K be two set-valued maps. Let us suppose that the following properties
hold:

(i) ® is (norm-to-norm)upper semicontinuous with nonempty, convex, and com-
pact values;

(i) S is closed, lower semicontinuous, and with nonempty, convez, and compact
values.

Then, the GQVI(®, S, K) admits at least a solution.

2.3 Stochastic Variational Inequalities

Although variational inequality problems allow for capturing a wide class of pro-
blems, however in most practical settings the data of such problems are affected by
uncertainty. This allows us to examine a stochastic generalization of a variational
problem. In the last two decades, one-stage stochastic variational inequality pro-
blems have been studied and various analytical formulations have been introduced,
in which many of the challenges arise from computational aspects. Nevertheless,
in many real-life applications, the decision-maker has to make sequential decisions,
motivating the interest in stochastic variational inequality problems of multistage
nature. So, the aim of this Section is to briefly describe the main analytical
formulations of a stochastic variational problem, both of one-stage and multistage
nature, and compare them.

Single-Stage SVI: Expected-Value and Almost-Sure Formu-
lation
Let (2, F,IP) be a probability space. A first formulation (see, e.g. [13], [31],

[41], [68], |61], |63]) of a variational inequality in a stochastic environment is the
following.

Definition 9 (Expected-Valued Formulation [41]). Let K C R be a nonempty,
closed, and convex set, ( : Q — R be a random wvector defined on (Q, A, P)
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and F : RS x R — RS be a continuous function. A stochastic Variational i-
nequality in Expected-Valued Formulation, associated with F' and K, denoted by
SVIE[F], K), consists in the following problem:

Find & € K such that (E[F(Z;¢(w))], s —Z)¢ >0 VzeK.  (23.1)
Example 3. Let
F(z;¢(w)) =Vg(z,¢w))  so  that E[F(z;¢(w))] = VE[g(7;((w))]
then, SVI(E[F], K) corresponds to minimize E [g (z; ((w))] over K.

This formulation has been used to study several stochastic mathematical programs
with equilibrium constraints and various equilibrium problems involving, for ex-
ample, Stackelberg games [21] and Nash equilibrium games (see, e.g. [53],[52]).
When (2 is a discrete sample space, E [F] reduces to a finite summation of deter-
ministic functions. In this way, the stochastic variational problem (2.3.1) becomes
of deterministic type and numerical methods to deterministic variational inequa-
lity problems can be applied directly. It similarly occurs when €2 is a continuous
sample space and E[F] is available in closed-form. However, in most stochastic
regimes when 2 is continuous, it is difficult to evaluate exactly E [F] since this
evaluation relies on a multidimensional integration. In addition, the distribution
of ¢ could be not available. To overcome this difficulty, some works in the litera-
ture rely on computer simulations and/or past data to get a sample of (. So, also
thanks to the recent development of Monte Carlo sampling methods, we can find
in the literature suitable methodologies, based on sampling, to find the solution
to SVI(E[F], K).

Precursors of this approach have been King and Rockafellar [41]. Motivated by
the asymptotic analysis of statistical estimators in stochastic programming, they
studied the asymptotic behavior of the approximate solutions of stochastic gene-
ralized equations. Subsequently, Shapiro in [63] discussed the so called Sample
Awverage Approximation approach, SAA, for stochastic variational inequality pro-
blems: let {Cl, e ,CN} be a sampling of {, then SAA approach approxi-

mates E [F (z;C(w))] by means of FN(z) := * SN | F(x;¢"). Indeed, thanks to
the law of large number for random functions, it follows that £V (z) converge with
probability 1 to E[F (Z;({(w))] (see [61]) when the sampling is independent and
identically distributed. In this way, the problem SVI(E[F], K) is now replaced

by the following
Find z € K such that (F¥(z),z—%)¢ >0 VzekK. (2.3.2)

Another methodology based on sampling and used to approximate solutions to
SVI(E[F], K) is the so called Sample Path Solution, SPA, firstly introduced in
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this context in [31]. Through this approach, with simulations the expectation is
estimated by a vector-valued stochastic process { f,(z,((w)) :n=1,2,...}. The
resulting approximating problem is a deterministic problem and, if the simulation
run length is sufficiently long, it has a solution with probability 1.

Alternatively to the Expected Value formulation of Definition 9, the following
formulation has received widespread attention since it doesn’t rely on expectation.

Definition 10 (Almost-Sure Formulation [13]). Let K C R be a nonempty,
closed, and convex set and F : R® x R* — RY be a function. A stochastic Varia-
tional inequality in Almost-Sure Formulation, associated with F' and K, consists
wn the following problem:

Find € K st YweQ (F(zZ,((w)),z—T)c >0 Vre K(w)). (2.3.3)

In general, a single Z, which satisfy (2.3.3) simultaneously for all w € €, it can
not exist. For instance, if F'(Z,((w)) = Vg (Z,{(w)), we are looking for a Z which
minimizes ¢ (-, ((w)) over K(¢{(w)) simultaneously for each ((w). However, in ge-
neral, this is impracticable.

Also in this case, methods to look for an approximate solution, and no an exact
one, are been introduced in literature. One widely used approach is the so called
Expected Residual Method (see [1]), ERM. Assumed K(((w)) to be the positi-
ve orthant, the variational problem (2.3.3) reduces to the following stochastic
complementary problem:

Find 7 € R® st. F(z,((w) >0, >0, (F(7((w)),o)¢=0. (2.34)

Associated to the complementary problem (2.3.4), one consider the following av-
erage problem:

min Ef[[@(z, )], where ®(z,w) = (o(F1(2,0w)),21),.- - ¢(Fe (7,(w) , 76)) "

It has been built by using an opportune gap function ® that allows us to find a
surrogate solution of the problem by transforming the stochastic complementary
problem into a random minimization problem.

Single-Stage SVI: £P Formulation

In this Section, we are going to present another approach to single-stage stochastic
variational inequality problems, sometimes called random variational inequalities,
in the framework of Lebesgue Spaces £P, where 1 < p < oco. In comparison with
the Expected-Valued and Almost-Sure formulations introduced in the previous
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Section, this approach does not rely on sample approximation techniques to com-
pute the solution.

The first studies in this area date back to [24], in which the existence of a stoc-
hastic economic model is studied through a variational problem in (L, L)*, and
to [30]. However, the main work that opened the path to a lot of theoretical and
applicative developments is due to Gwinner[32], in which an existence and full dis-
cretization theory to study a class of variational inequalities in Separable Hilbert
spaces are proposed with a linear random operator and an application to a unilat-
eral boundary value problem arising from continuum mechanics is presented. In
the same functional setting, a first extension was given in [34], in which authors
have included randomness on the constraints.

Fixed p = 2, let (Q, F,P) be a probability space and £?(Q, F,P) be the Lebesgue
space of 2-summable random vectors = from Q to R“ such that

Ewwzémemw<m.

Throughout the expectation, the following bilinear form on £2(Q2, F,P)*x L*(Q, F,P)
is defined

<@mm=4@wwwmmmm

where € L2(Q, F,P)* = L*(Q, F,P), z € L*(Q,F,P) and (-, )¢ is the inner
product in R“. Let:

(i) F:QxRY — R be a Caratheodory function, that is F'(w, ) is measurable
in w for each fixed x and continuous in x for each fixed w;

(i) K :={x e L2 AP): 2(w) € K(w) a.e. we N}, with K(w) C RY anonempty,
convex, and closed set a.e. w € Q.

Then, the following problems are considered.

Problem 1
Find z € £ such that ((F(z),z —2))¢ >0 Vzek (2.3.5)
where F(Z) = F(-, 7).

Problem 2

Vw e Q find zZ(w) € K(w) s.t. (F(w,Z(w)),z(w)—Z(w))eg >0 Vr(w) € K(w) .

(2.3.6)
In a separable setting, it follows that the integral formulation (2.3.5) and the w-
formulation (2.3.6) are equivalent.
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In the last decade, subsequent works have been done by different authors to develop
further theoretical aspects in various directions (see, e.g. [10], [33], [26], [37]) to
capture and better fit with the problems that could arise in applications. Indeed,
this approach has opened to several different applications to nonlinear and genera-
lized random traffic equilibrium problems, stochastic Nash equilibrium problems,
such as Cournot Oligopoly, and market equilibrium problems (see, e.g. [16], [17],
[35], [38],). Both quantitative and qualitative aspects are investigated in terms
of measurability, existence, uniqueness and regularity results, with discretization-
based approximation procedures through which the stochastic variational inequali-
ty can be reduced to a deterministic variational inequality and thus the stochastic
variational inequality can numerically be solved. So, in contrast to the sampling
approach introduced in the previous Section, £P approach focus on functional ana-
lytic methods that allow us to obtain approximations of the random vector solution
together with approximations of statistical quantities such as the mean and the
variance of the random solution. However, as could be seen in [37] relatively to
two network models, sampling models yield solutions that are quite far from the
mean-value but are computational less expansive in comparison with the rigorous
LP approach, that so does not fit with large-scale models. Indeed, authors remark
that only developments and extensions of numerical methods, such for example in
the direction of parallelizations, could permit the treatment of problems with a
large number of random variables.

Multistage SVI: Nonanticipativity Formulation

In this Section, we describe an approach introduced by Rockafellar and Wets [59]
in 2016. This approach is able to study situations where the decisions have to
interact dynamically with the availability of information. Indeed, in contrast to
Expected-Value, Almost-Sure and £ formulations in which opportunities for re-
course decisions are not allowed, with this formulation it is possible to capture the
dynamics that are essential to stochastic decision processes in response to increas-
ing level of information.

The key concept of this new formulation turns out to be that relating to particular
constraints, called nonanticipativity, that have to be included in the formulation
of the problem in question. Nonanticipativity constraints go back to the founda-
tions of stochastic programming (see, e.g. [54|, [55]) and they are seen as explicit
constraints on stochastic processes. Moreover, nonanticipativity constraints can
be dualized by opportune multipliers.

Let T ={1,...,t,..., T} and 7o = {0}UT be the finite sets of stages, respectively,
without and with the initial stage. At each stage t € T, =; denote the finite set
of all uncertain situations that could occur, while &, represents the unique initial
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situation. In this way, we introduce the following sample space:

Q:={&} XE X+ XE X+ XEp sit.

—_

ws::(§Oa§1a"'7§t7"'7§T)€{§O}XEIX"'XEtx"'X:T‘

So, = {wi,...,ws,...,ws} is the finite set of all possible final occurrences on
the entire history, called scenarios, and P = (7(w)),eq a probability measure on
them.

At this point, we pose

x = (20, 21,..., T4, ..., 27) € RE xR x ... x RY x ...RET = RY

where G = Go+G1+...+G,+...+ Gy and we consider the following T + 1-stage
pattern:

gOa Zo , 51, L1y «ony ftv LTty ven sy €T7 xXT (237)

in which & € Z; stands for the information revealed at the t-th stage when the
decision x; has to be made. To opportunely formalize this recursive nature of the
decision processes, we introduce suitable information fields.

Definition 11. A family of information-partitions of Q is P 1= {F;},.s. where,
forallt € Ty, Fy := {Ftl, cee Ftkt} 1s a partition of ) such that

(1) Fo={Q};

(ii) for allt € T, Fiy1 C Fy, that is: if Ft]Jr1 € Fipy = Ft]-',-l C FF for some
Ftk € Ft;

(iii) Fr = .

For allt € Ty, the set th 18 called elementary event and the partition Fy is called
event.

Condition () means that at stage ¢ = 0 no uncertainty has resolved; condition (i7)
means that information, about the environment are progressively revealed, i.e one
has only partial information. Finally, (ii¢) tell us that all information are revealed
at stage T'.

To link time-uncertainty structure and the information partition, we can consider
the oriented graph G as an event-tree: each pair (w,t) identified in P corresponds
a node gg' and at each @f of the oriented graph G, we tie the elementary event Ft] ,
that is F/ = &/,
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Figure 2.3: Example: Event-Tree G

If two scenarios ws,w,. € () are in the same set th € F,, then they are indistin-
guishable at stage t on the basis of available information: because they share the
same path up to stage ¢, the known information are the same, that is

(")Sg (507 {7"'7§g7§f+17"'7€%) wcg (&)7 {7"'751{751&»17"'7&?’)‘

To study this time-uncertainty-information structure, authors introduced the fol-
lowing linear functional space

La(QP):=Lg= {the collection of all functions z: ) — ]RG} )

equipped with the following expectational inner product and the associated norm:
(w9 =E[(z,y)] = Y m(w)zw),y@)e |z = E[z,2)])2. (238)
weN

The structure (5.1.1) makes L a finite-dimensions Hilbert space. Moreover, one
has that Lo = Lg, X Loy X ... X Lg, X ... X L, where

L, = {the collection of all functions x;: ) — ]RGt} .

Hence, for all w € Q we can consider z(w) = (2:(w))ieTs -

Definition 12. Given the information-partitions P := {F;},c7. of Q, let Fy € P;
we say that x € Lg is Fy-measurable with respect to P if for all j = 1,..., ks one
has:

Vs, w, € FY xy (ws) = x4 (we) Vt=0,...,t.
We say that x € Lg is measurable if it is Fy-measurable for all F; € P andt € T.



2.3. STOCHASTIC VARIATIONAL INEQUALITIES 35

On the basis of Definition 11 and Definition 12, we introduce the following subspace
N :={ye€Ls:xsis F, —measurable Vte Ty}.

It is called nonanticipativity constrains subspace and it plays a central role in the
following variational formulation.

Definition 13 (Basic Form, see [59]). Let K := {x € L5 : x(w) € K(w)}, with
K(w) a nonempty, closed, and convez set for each w € 0, and let F : Lo — Lg

be an operator. A stochastic variational inequality in basic form, associated with
F and KNN, denoted by SVI(F,KNN), consists in the following problem:

Find 2 € KON such that ((F,x—Z))g >0 Vee KNN.  (23.9)
We denote by M the following linear subspace
M:={peLls:{{y,p)ca=0 Yye N}. (2.3.10)

M= (N )L is called nonanticipativity multipliers subspace. In this way, the fol-
lowing formulation can be introduced.

Definition 14 (Extensive Form, see [59]). Let K := {z € L : x(w) € K(w)}, with
K(w) a nonempty, closed, and convex set for each w € §, and let F : Lo — L be
an operator. A stochastic variational inequality in extensive form consists in the
following problem:

Find & € N for which 3p € M such that
Vwe  (Flw,z(w)) +pw),z(w) —Z(w)eg >0 Vr(w) € K(w). (2.3.11)

We underline that the operator in (2.3.11) differs from that in the Almost-Sure
formulation (2.3.3) for the presence of the linear term of the nonanticipativity
multipliers p. This fact makes a huge difference since it can be seen as a correction
needed, under opportune assumptions, to ensure the existence of an exact solution
which otherwise would not be guaranteed following formulation (2.3.3).

Theorem 13 (Basic-extensive equivalence, see [59], Th.3.2). If & € Lg solves
(2.3.11), then T solves (2.3.9). Conversely, if & € Lg solves (2.3.9), then T is sure
also to solve (2.8.11) if

there exists some & € N such that (w) € ri K(w) for all w € Q.

This constraint qualification is superfluous if the sets K(w) are all polyhedral.
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The strength point of this approach is that the extensive formulation (2.3.11)
enables the decomposition of the original stochastic variational problem into a
separate problem for each scenario. This gives us the basis to apply one of the
most effective solution methods, the progressive hedging algorithm, recently update
to the variational analysis framework in [60]. This algorithm allows us to solve
efficiently and in parallel stochastic multistage problems with recourse also of
large-scale type.

Theorem 14 (See [59], Th.3.6). Let F : Lo — Lg be a continuous operator and
K={x¢€Ls:z(w) € K(w) Yw e N} be a nonempty, closed, and convex subspace
of La. The set of solutions to the multistage stochastic variational inequality

(F(@),z—2)g <0 VYreKknNN

is always closed. It is sure to be bounded and nonempty if KNN # 0 and the sets
K(w) are bounded. Furthermore, under monotonicity of F relatively to IC, the set
of solutions to SVI(F,KNN) is convez.

All up to now seen can be opportunely rewritten and generalized (see, e.g. [58])
in the more general framework of Lebesgue spaces LP, for p € [1, 00|, under the
usual duality pairing between L£P and L7, with % + % = 1. In Chapter 5, indeed,
a stochastic variational formulation in a Lebesgue space is introduced and studied
in connection to a specific equilibrium problem.



Chapter 3

Radner Equilibrium and Preference
Relations without Completeness: a
Variational Approach

The aim of this Chapter is to study the Radner equilibrium problem, introduced in
Chapter 1, by using a variational inequality approach to maximize the preferences
of individuals. The consumers’ preferences are described by a binary relation.
Debreu in [19] proved that a continuous preference relation can be represented by
means of a real function if and only if it is complete and transitive. The assumption
of completeness means that an agent should be able to compare any two possible
alternatives. One can imagine real-life situations in which this assumption does not
hold, for example, when the consumer is not able to rank his preferences between
two or more choices. This can occur when we are in uncertain conditions with
both a large number of alternatives to choose from and partial, non-exhaustive, or
of low quality information available.

This led us to consider an economic problem by dropping the assumptions of com-
pleteness and transitivity. However, the considered assumptions are not sufficient
to guarantee the existence of a utility function representing the preference rela-
tion. Hence, we cannot consider the known results to characterize the maximum
problem by means of a variational inequality. So, we reformulate the problem of
maximizing preferences by means of a variational inequality problem without rep-
resentation by a utility. A central role in this study is represented by the strictly
upper counter set and normal cone associated with it.

The Chapter is organized as follows. Section 3.1 is devoted to the introduction of
some preliminary definitions and tools to deal with the preference relations. Sec-
tion 3.2 is dedicated to studying a maximization problem of a preference relation
by using a variational approach. In particular, we prove that when the preference
relation is lower semicontinuous and semistrictly convex a maximal element of a

37
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compact and convex set can be characterized by means of a suitable variational i-
nequality. Additionally, a parametric variational inequality is introduced and some
regularity properties on the map of solutions are proved. Finally, in Section 3.3,
we make use of the theoretical results obtained in the previous section on a Radner
equilibrium model of plans, price, and price expectation.

3.1 Preference Relations

Let X C R", with X ## (), be the set of alternatives of an individual and = be the
binary relation which describes the preferences of him over the set X. We write
x > y and we read x is strictly preferred to y. When neither z > y or y > x we
say that = us incomparable to y and we denote by x <1 y. We recall some basic
properties of preference relations. For further details, we refer to [28, 46] and the
references therein.

Definition 15. Let > be a preference relation over X. We say that > s
1. irreflexive: x > x never;
2. transitive: if x =y and y = z, then x = z;
3. complete: forallxz, y e X, x =y ory » x;
4

. negatively transitive: iof x > y, then for any z € X, either x = z, or z =y,
or both;

5. non-satiated: for all x € X there exists y € X s.t. y = x;
6. semistrictly convex: if x > y then A\x + (1 — XN)y =y, for all A € (0,1).

Moreover, > is said to be a weak-order or a rational preference relation if and
only if it is complete and transitive.

The assumption that > is complete means that the individual has well-defined
preferences between any two possible alternatives.

Definition 16. Let > be a preference relation over X. We say that = is

e lower semicontinuous: if {z, }neny € X converges to x with x > y, then there
exists v € N such that x,, =y for alln > v;

e upper semicontinuous: if {z, }neny C X converges to x with y = x, then there
exists v € N such that y = x,, for alln > v;

e continuous: it is lower and upper semicontinuous.
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Definition 17. Given a preference relation >= on a set X, for all x € X, the strict
upper contour set U(x) is the set of all elements of X strictly preferred to x, that
18

Ulx)={ye X: y>=z}.

The set U(x) is open if and only if > is lower semicontinuous.
Definition 18. Let > be a preference relation over X. We say that > s

e locally non-satiated: for all x € X and every e > 0 there exists y € X such
that |ly — z|| <€ and y > x;

e non-satiated: for all x € X there exists y € X such that y = x;

e strictly increasing respect to component-1: for all z, y € X such that xy, > yp
forallk=1,...,n and x1 > y; one has x > y.

If the preference > is locally non satiated, then it is non-satiated.

Desirability is an important assumption in economic theory. Locally non-satiation
and non-satiation assumptions can be reformulated by means of the set U(x).

Proposition 7. Let = be a preference relation over X. Then, > is

e locally non-satiated: for all x € X and every e > 0 one has U(x) N B(x,€) #
0;

e non-satiated: for all x € X there exists y € X one has U(x) # 0.

Definition 19. A function u : X — R is a utility function representing preference
relation > if, for every z,y € X,

x =y if and only if u(x) > u(y).
If there exists u, we say that > is representable.

Debreu in [19] gave necessary and sufficient conditions to ensure that a preference
relation is representable.

Theorem 15. Let X finite or countably infinite and = be a preference relation
over X . It is representable if and only if = is a rational preference relation on X.

Theorem 16. Let X = R" and > be a preference relation over X. It is repre-
sentable if and only if = is a continuous rational preference relation on X.

Furthermore, we say that > is semistrictly convex if
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x>y then Az + (1 — \)y >y, for all A € (0,1).

This definition will play a central role in the following sections. Moreover, when >
is representable, semistrictly convexity of preference corresponds to the semistrictly
quasi-concavity of utility function u.

Proposition 8 (See [49], Th.2.1). Let > be a preference relation over X. If > is
non-satiated and semistrictly convex, then > is locally non-satiated.

3.2 A Variational Approach for Preference Rela-
tions

The aim of this Section is to study a problem of maximization of preferences by
means of a variational formulation. We introduce the following problem:

Problem 1 (Maximization of preference). Let K C X, K # (). Find T € K such
that ifx = = x¢ K.

A solution of Problem 1 is called a »=maximal element of K.

We observe that the definition of maximal element is more general than the defi-
nition of greatest element of K, which requires that x > x for all x € K. To find
a maximal element it makes sense also for no complete relations.

If > satisfies assumptions of Theorem 15 or 16 the preference relation is repre-
sentable by means of the utility u : X — R, and then Problem 1 can be reformu-
lated as the following:

r;lez}?(u(m) (3.2.1)

Moreover, if > is also semistrictly convex and continuous, problems 1 and (3.2.1)
are equivalent to a suitable generalized variational inequality, see Proposition 5.
Here, we want to operate in a setting where completeness and transitivity as-
sumptions are not satisfied. In this way, since the preference relation > is not
representable, we use a variational approach to study Problem 1 without using the
representation of utility.

To our aim, we introduce the map N : R” = R” such that for all x € X

N(z):={heR": (hyy—2), <0 VyeU(zx)}

and N(x) := (0 for all # ¢ X. Let B(0,1) = {z € R": ||z|| <1} and S(0,1) =
{z € R": ||z|]| = 1}. Let G : X = R" be the map such that for all z € X
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conv (N(z)n S(0,1)) iof U(x)#0,
G(z):=¢
B(0,1) if Ulx)=40.

We introduce the following generalized variational inequality, GVI(G, K):

Problem 2 (GVI). Find T € K s.t. there exists h € G(Z) and (h,x — T), >
0 Vze K.

Theorem 17. Let = be a lower semicontinuous preference relation over X.

(a) If = is semistrictly convex every solution to Problem 1 is a solution to Prob-
lem 2.

(b) Every solution to Problem 2 is a solution to Problem 1.

Proof. (a) Let Z be a solution to Problem 1.

If U(z) =0, then h=0¢€ G(z) and (h,x —Z), =0 Vze€ K.

Let U(Z) # 0, for any x € U(Z) one has x ¢ K. Hence, U(Z) N K = () and since
U(Z) is an open set from lower semicontinuity, it follows that intU(z) N K = (.
From Separation Theorem there exists h € R™ \ {0} such that

(hyr — 8), > VseU(z), Vr e K. (3.2.2)

If we replace r = Z in (3.2.2), it follows that (h,s — z), < 0 Vs € U(Z), hence
he N(z)\ {0} and h = % € G(z). From (3.2.2), it follows

(h,r—s) >0 VseU(x),VrekK. (3.2.3)

Being U(Z) # () there exists 2’ € X such that 2/ > Z. For all n € N, we pose

1
Un =N’ + (1= N)Z with 0< )\, <minq——— |1
n |’ — ]
Being > semistrictly convex, y, = Z, that is y, € U(Z), and from (3.2.3), one has
(h,7 — yn)n > 0 for all » € K. Passing to the limit, we get

(hr —2), >0 VrekK. (3.2.4)

Hence, from (3.2.4) and being h € G(Z), we can conclude that 7 is a solution to
Problem 2.

(b) Let = be a solution to Problem 2.

Clearly, if U(Z) = (), T is a solution to Problem 1. If U(Z) # (), we suppose that
there exists ' € K such that 2/ = Z. Since 2’ € K and 7 is a solution to Problem
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2 one has (h,2’ — z),, > 0. Moreover, being h € G(z) = conv (N(z) N S(0,1)) C
conv N(Z) = N(Z), one has h € N(z), with h # 0, and from definition of map N,
it follows that (h,z’ — z), < 0. Hence (h,2’ — ), = 0.

Now, for all n € N, we pose z,, := '+ —h; since z,, — T from lower semicontinuity

n
of > there exists v € N such that x,, > Z for all n > v. Hence, since z,, € U(Z),
one has (h,z, — z), < 0. Then

1 1
0> (hxy — T)n = (b, 2’ — T)y + 5||h||2 = 5||h||2 >0

this contradicts the fact that h # 0. O

Theorem 18. Let > be upper semicontinuous and let K be a compact and convex
set. Then, there exists & solution to Problem 2.

Proof. For all x € X there exists h € N(x) \ {0} (see, e.g., [8]), and being

h
h' = Tl € G(x), it follows that G is with nonempty values for all z € X.

Moreover, from definition, G is compact and with convex values. We prove that G
is a closed map. Let {z,} C X, {h,} C R" be such that h, € G(z,) and h, = h
and x, — x. We have to verify that h € G(z).

If U(x) = 0, being h,, € G(x,) C B(0,1), one has h € B(0,1) = G(x).

Let U(x) # 0, there exists 2’ € X such that 2’ > z and, from upper semicontinuity,
there exists v € N such that 2/ > x, for all n > v and then U(z,) # ) and

h,, € conv(N(x,) N S(0,1)). Since h, € conv(N(z,) N S(0,1)) there exists g~ €
n+1

N(z,)NS(0,1) with k=1,...,n+1, and \¥ > 0 such that Z)\flzl and h, =

k=1
n+1

Z)‘ngb- Since for all k =1,...,n+ 1, {g*} C S(0,1) one has g* — ¢g* € S(0,1).
k=1

Moreover g* € N(x); indeed, for all y € U(z) from upper semicontinuity, there
exists v € N such that y > z,, hence y € U(x,) and, since g¥ € N(z,) one has
(g% y—xn)n < 0. Passing to the limit it follows (g*, y —x),, < 0, that is g* € N(z).
Then, since b = >34 Mg with ¢* € N(2)NS(0,1), one has h € G(x); this proves
that G is a closed map.

Then, being K a compact set and G a map closed and with nonempty, compact,
and convex values, from Theorem 7 there exists at least a solution to Problem
2. [

Theorem 19. Let > be continuous and semistrictly convex. Then, there exists T
solution to Problem 1.
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Proof. Thesis follows from Theorems 17 and 18. [

Remark 3. If = is a non-satiated preference relation on X, for all x € X one
has that U(x) # 0 and then G(x) := conv (N(z) N S(0,1)).

Let L C R™ with L # () and K : L = R" be a set-valued map. Let us introduce
the following parametric variational inequality problem.

Problem 3 (Parametric VI). Fized | € L, find z € K(I) such that there exists
h € G(z) and (h,x — ), >0 Vx e K(l).

We introduce the set-valued map of solutions. Let S : L = R" be such that for
alll € L
S(l):={xz € K(l): Zis a solution to Problem 3} .

In the same way, we can introduce the parametric maximization problem

Problem 4 (Parametric). Fized | € L. Find & € K(l) such that if x = & =

x ¢ K(I).

Clearly, if > is lower semicontinuous and semistrictly convex, one has
S(l) ={z € K(I) : T is a solution to Problem 4} .

Theorem 20. Let > be irreflexive, negatively transitive, continuous, and semi-
strictly conver and let K be a closed, lower semicontinuous map with nonempty,
compact, and convex values and such that K(L) is a bounded set. Then the map
of solutions S is upper semicontinuous and with nonempty, convex, and compact
values.

Proof.  From Theorem 18, for all [ € L it follows that S(I) # () . We prove that
S is with convex values. For all [ € L, let 71,7 € S(I) and, for all A € (0,1),
let y = A\Z; + (1 — \)Z2. Being K with convex values, one has y € K(l). Firstly,
we observe that from Theorem 17 Z; and T, are solutions to Problem 1, hence
Ty > Ty. We suppose that there exists © € K(I) such that x > y; if we consider
x, y and Zp, since >~ is negatively transitive one has x > z; or z; > y. Being 7,
a maximal element of K(I), one has z; > y. Analogously one has z, > y. Hence,
Z1, To € U(y) and from semistrict convexity of >, we have y = Az1+(1—\)zy > vy,
which contradicts the assumption of irreflexivity. Hence, y is a maximal element of
K (1) and from Theorem 17 y € S(I); then it follows that S is with convex values.
We prove that S is with closed values. For all | € L, let {z,} C S(I) be a
sequence converging to z. For all n € N, there exists h, € G(z,) such that
(M, @ — Zp)p > 0 for all o € K(I); the sequence {h, } converges to h and, being G
a closed map (as proved in Theorem 18), h € G(x). Hence, passing to the limit
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one has (h,x — z), > 0 for all x € K(I), that is = € S(I).

Since for all [ € L, S(I) is a closed set and S(I) C K(I) which is a bounded set, it
follows that S(I) is compact.

We prove that S is closed. Let {l,} C L and {z,} C R™ be two sequences with
Z, € S(l,) and such that [,, — [ and z,, — z. Being K a closed map, = € K(I).
From lower semicontinuity of K, for all € K(I) there exists a sequence {z,}
converging to = such that x,, € K(l,,). Since for all n € N, z,, € S(l,,), there exists
h, € G(z,) such that (h,, ¥, — Z,)n» > 0 and moreover, since {h, } C B(0,1), one
has h,, — h with h € G(Z), being G a closed map. Hence, passing to the limit, we
get (h,z — Z), >0, that is & € S(I).

Finally, since S is closed and compact, S is upper semicontinuous. O

3.3 Radner Equilibrium

The aim of this Section is to apply the theoretical results of the previous Section to
the Radner equilibrium model, introduced in Chapter 1, without the representation

of the agent’s preferences by a utility function. Let & := <Q, (>, Gi)i€1'> be an

economy where for each agent >, is the preference relation over her consumption
set, without completeness and transitivity assumptions.

In the market the aim of each agent i is to choose a maximal element of M;(p, q)
respect to the preference relation >;. Hence, in this case, we have the following
mathematical formulation of equilibrium.

Definition 20. An equilibrium of plans, prices, and price expectations for the
economy & s a vector ((EZ, Zi)ieT, D, (j) € [Ler Mi(p,q) x REN x RY™, such that

(i) for any i € I, if x; =; T;, then for all z; € RN7Y (4, 2) ¢ M; (p,q);

(i) for allt € Ty: | | |
Sae) <Y ale) v es:

€L €L

(iii) for allt € T:

Y oaE) =0 vgez.

1€

Thanks to Proposition 1, without loss of generality, we can consider the prices in
the simplex-set A := Ag, X H Aﬁf’ defined as in (1.3.5).

gle=
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Our aim is to study the equilibrium by means of a suitable variational inequa-
lity problem without completeness or transitivity assumptions on the preference
relations of agents. For all i € Z, we denote by G; : RN = RYN the map
introduced in Section 3.2 deduced from the preference >;:

Gi(z) := conv(Ny(z) N S(0,1)) Vo € RIV.

G(x) :=[L;c7 Gi(z;) for all & = (2;);ez € R¥M and M(p, q) == M(p,q)NC, where

c= 1] [o,zzem] <1 |- el Y eleh)].

dezy L heH ieZ

ez i€ i€

We introduce the following generalized quasi-variational inequality:
Problem 5 (GQVI). Find (z,z,p,q) € M(ﬁ, q) X A such that there exists h =
(hi)iel c G(.f') and

D (hivwi =2y + (O (e =), = Y 2), (1) = (0,0 uvin— >0 (3.3.1)

i€l i€l i€l
V(:U,z,p,q) € M(paq_) X A.

Remark 4. The vector (Z, z,p, q) is a solution to (3.3.1) if and only if the following
mequalities simultaneously hold:

(i) for eachi € I, (Z;, %) is a solution to

—~

<hi7 Ti— Ei)HN >0 v (xiv zi) € M; (ﬁa (j> ) (332)
(ii) (p(&),q) is a solution to

—<(Z(fi(§0)—€i(§0))7 221)7 (p(&0), 9)—(P(&0); @) ryn—1 =0 V(p(6), q) € Ag,

(3.3.3)

(iii) for all & € 2, p(€]) is a solution to

—(Q_@(&) = ese)) p(&) —pE))w 20 Vp(e) €Dy (33.4)

€T

Indeed, let (z,Z, p, q) be a solution to (3.3.1). Fizedi* € T, we consider (x,z,p,q) €
M (p,q) x A such that (p,q) = (P, q), (75, 2:) = (Ti, Zi) for all i # i* and (24, 2;-)
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an element in M (P,q). We can replace (x,z,p,q) in (3.3.1) and we obtain con-

dition (3.53.2). Now, we consider (x,z,p,q) € M (p,q) X A such that (x,z) =

(z,2), p(&) = (&) for all &, with t # 0 and (p(&),q) € Ag,. By replacing
(x,2,p,q) in (3.3.1) we obtain (3.5.83). Finally, fized &., we consider (x,z,p,q) €

—~

M (5,9) X A such that (z,2) = (7, 2), (p(o),q) = (p(E0), @) » P(E]) = P& for all
& £, and p(&.) € Aﬁf*' By replacing (x, z,p,q) in (3.3.1) we obtain (3.3.4).
Viceversa, let (Z;, z;), (p(&),q) and (p(ﬁf))ggeg satisfy (3.3.2), (3.8.3) and (3.5.4),
then (3.3.1) is verified.

Next result characterizes the equilibrium by means of the variational problem
(3.3.1).

Theorem 21. Let £ be an economy such that for all 1 € I the preference relation
=, 18 semistrictly convex, lower semicontinuous, non-satiated, and strictly increas-
ing in commodity-1. If (Z,z,p,q) is a solution to the generalized quasi-variational
problem (5), then it is an equilibrium vector for the economy .

Proof.
Claim 1: From Remark 4 and Theorem 17 one has that for all ¢ € Z, Z; is maximal
for >, in M; (p, q).

Claim 2: " z(&]) <0 forall € Zand Y (7:(&) — ei(&])) < 0 for all & € Z,.
ieT i€
Since for all i € Z, (7, z;) € M; (p,G), one has
O (@i (&) —ei (&), P &)+ Oz v <0. (3.3.5)
ieT i€z
Hence, from (3.3.5) and (3.3.3), one has:
O (@i (&) — e (%) v po (C))m + O Ziahn-1 <0 V(po,q) € g, (3.3.6)
i€Z i€
Now, fixed h* € H we pose (P, G) such that:

~ Po
=0n_1 and =
N bo {ﬁgzo Vh £ b

SN

Being (po, §) € Ag,, by replacing it in (4.2.13) we obtain Z(jf (&) —el (&) <.
i€T
Fixed t* € T and j* =1,..., k;, we pose (po, ) such that:

QE)=1 t=t j5 =

po =0y and G := :
bo="n 1 {cj(fg) =0 otherwise
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Being (po, §) € Ag,, by replacing it in (4.2.13) we obtain Z Z(E0) <0

i€T
Moreover, from condition (3.3.4), from the second constraint of M;(p,q) and from
the above inequality, for all & € = one has:

(Z(ﬂ‘ci(ff)—ei(ﬁi)),p(ﬁﬁ)m < <Z(a‘?i(€5)—@(55))@(55)% (3.3.7)

< ME(YalEh) <0 vp(E) € Ay

i€T

Fixed & € Zand h* € H, we pose p(&]) € Afg such that p""(¢/) = 1 and p"(¢)) = 0
for all h # h*; by replacing p(€)) in (3.3.7) we get

Z( h*(gt) _6 (ft)) >
Clatm 3: For all i € 7 one has
(P(%0), 7:(0) — €i(&o)) yy + (G Zi)y_y = 0 (3.3.8)

<p ft ft — € ft >H )Zi (ft) Vfi c=,teT (3.3.9)

]
t
Indeed, if there exists i € Z such that <p( 0), Zi(&0) — €i(&0)) g + (T Zi) y_y <0, we
pose Z; € RYYN such that Z:(&)) = (&) for all € € = and

. _J 7o)+ K

6= { i) Vh#1
with

: 1 (P(&),Zi (%) —ei (&) y + (T 2y
0 < K <min —7h, — .
<ming (33 eh) ~h e }
We observe that, from Claim 2 and being 7; € RYY and e; € RYY, one has
0) <Y T &) <D eilb) < Y Y el&). (3.3.10)
ieT ieT heH i€l

Hence (#;,%;) € ]\Z(ﬁ, q) and, since >; is strictly increasing in commodity-1,
Z; »; T; which contradicts Claim 1.

Claim 4: For all i € T if z; »; T; then x; ¢ M;(p,q).

We suppose that there exists = € M;(p,q) such that z; >; T;. Since >; is
semistrictly convex, for all A € (0,1) one has m = Az} + (1 — \)Z; =; T;. Since
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M;(p,q) is a convex set m € M;(p,q). Moreover, from (3.3.10) there exists ¢ > 0

such that B(z,c) NRIY C C| hence, for all A € (O, % H) one has m € C.
XT; — T4

Hence, one has m € ]\Z(ﬁ, q) and m >; T; which contradicts Claim 1.
Claim 5: > z(&]) =0 for all ¢ € Z.
i€T
We suppose that there exists & € = such that Z zZ:(€)) < 0; since, from Proposi-

i€l
tion 1, g € RY N7, from Claims 2 and 3, it follows that

pOa Z xz() 67,0 <q7 Z > > 07

€T 1€

which contradicts Claim 2 since p, € Ay.

From Claims 1-5 we can conclude that (z, z, p, q) satisfies all equilibrium conditions
for the economy &. m

Lemma 1. For alli € T, the map M, : AZRIN < RN s closed, lower semi-
continuous and with nonempty, compact, and convex values.

Proof.

]\A/f,- 1s with nonempty, closed, and convex values.

Firstly, we observe that for all i € Z and (p,q) € A, since (e;,0n_1) € ]\Z(p, q) one
has ]\Z(p, q) is nonempty and, from definition, ]\Z(p, q) is a convex set.

Let {(Zin, Zin) }oen € ]\Z(p, q) such that (x;,, 2;n) = (2, 2;). For each n € N, one
has

0 < (p(&0), Zim(&0)) g < = (¢ (W), 2in (W) 1 + (P(&0), €i(€0))

} ) L (3311

0< <p(€t)7xzn<€t)> < <p(€t €i §t >H —l—p ft)zz n(gt) VE € =L
Since z;,, € Hg{eE [— dierer (&), doierer (gg)} it follows that {2;,}, . converges
to z;. Hence, from (3.3.11), one has that the sequence {;,}, y is bounded and

converges to z;. Then, (z;,z) € Mi(p, q).

]\A/[/i 15 a closed map.

Firstly, we observe that since {(pn,qn)} C A, one has that this sequence con-

neN
verges to (p,q). So, in similar way to the above Claim, one has (z;, z;) € M, (p,q),

that is M; is a closed map.
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]\A/fi 18 lower semicontinuous. .
Let {(Pn, @n) }hen © A be a sequence converging to (p, ¢); for all (z;, 2;) € M;(p, q),
we have to prove that there exists a sequence {(7, 2in)}, o converging to (z;, 2;)

and such that (z;,,2in) € ]\A/fi(pn, qn) for all n € N. If (z;, 2;) is such that

(p(&0), z:(&o) — €i(§0))m + (g, zi)n—1 <0,
(&), (&) — (&))< P (&) (&) Ve €S teT,

we can choose (%, zin,) = (2;, 2;) for all n, and, form the Theorem of sign perma-

(3.3.12)

nence (x;,2;) € ]\Z(pn, ¢n). We suppose that at least one inequality of (4.2.21) is
not satisfied. Let

Li Mi(pn, qn) == {(25, 2) (w5, 2) = im (war, 2i0), (@i zir) € M;(pr, @) eventually} .

From Proposition 8.2.1 by [45], one has that Li ]\Z(pn, dn) is a closed set; moreover,
being ¢;(&)) € RY, for all &/, for all (p, ¢) € A, there exists z; such that (z;,0n_1) €
int M;(p, q), then M;(p,q) = cl int M;(p,q). Hence, one has:

— —

M;(p, q) = clint Mi(p,q) C cl Li Mi(pn, @) = Li M;(pn, qn).

Then, we can conclude that ]\fZZ is lower semicontinuous. O
In the next Theorem we give the existence of equilibrium by means of the GQV'I
(3.3.1). The characteristics of our problem allow us to consider two variational
inequalities, instead of a single quasi-variational inequality. Firstly, we fix prices
(p,q) and we study the first part of inequality (3.3.1): this is a parametric varia-
tional problem and we can introduce the map of solutions. This map represents
the operator of the second part of the inequality and we can solve this variational
problem thanks to the properties of the solution map proven in Theorem 20. The
pair of solutions given by the two variational problems represent the solution to
(3.3.1).

Theorem 22. Let £ be an economy such that for all © € I the preference relation
>—; 1s 1rreflexive, negatively transitive, semistrictly convex, continuous and strictly
increasing 1n commodity-1. Then there exists a equilibrium of plans, price and
price expectations for E.

Proof. For each i € Z and (p, q) € A, we consider the parametric GV I:

Find (;,%) € M;(p,q) such that there exists h; € Gi(%;) with
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We introduce the map of solutions S; : A = R¥N*N=1 gych that, for all (p, q) € A,
Si(p,q) = {(zi,z;) : (T4, Z;) is solution of (3.3.13)} .

From Lemma 1, being M;(A) C C and from Theorem 20 it follows that S; is upper
semicontinuous and with nonempty, convex, and compact values, hence the map
S+ A = RENTN=1 guch that S(p,q) = [[;cz Si(p,q) for all (p,q) € A has the
same properties. Now, we consider the following GVI

Find (p,q) € A such that there exists (%;,z;) € S(p,q) and

(O (e =), =Y 7). (p.q) — (5. D)) sinen—1 > 0 V(p.q) € A. (3.3.14)

1€l 1€l

From properties of the map S and being A a compact set, from Theorem 7 there
exists (p,q) € A and (7;,2;) € S(p,q) solution to (3.3.14). Then, from (3.3.13),
with (p,q), and (3.3.14) we get that (z,z,p,q) € ]\7(]3, q) x A is a solution to
the Problem 5. Hence, from Theorem 21, we can conclude that (z,z,p,q) €

M(p,q) x A is an equilibrium for £. O



Chapter 4

Radner Equilibrium: a Stochastic
Variational Approach

The aim of this Chapter is to study the Radner equilibrium problem, introduced
in Chapter 1, by means of a multistage stochastic variational formulation. This
new variational approach, introduced in Chapter 2, allows us to encompass multi-
stage models to capture the essential dynamics of stochastic decision processes in
response to an increasing level of information. Indeed, in the equilibrium model,
the market evolves in a finite sequence of time and, at each future date, different
states of the world are possible. At the beginning, agents do not know the possible
evolution of the market; the environment is progressively revealed, and, all infor-
mation is revealed at the final time. Agents have to make their decisions under
uncertain conditions. A central role in this study is represented by the concept
of scenario. The key point is so to consider the uncertain quantities of the equili-
brium problem as functions instead of vectors.

The Chapter is organized as follows. Section 4.1 is devoted to rewriting the Radner
equilibrium problem in a probabilistic setting throughout a finite set of scenarios
and information fields. This allows to investigate how the information influences
the choices of agents and how these evolve over time. Subsequently, in Section
4.2 we provide a new formulation of the equilibrium problem in terms of a suit-
able stochastic quasi-variational inequality, both in basic and extensive form, and,
by using variational tools, we give the existence of equilibrium. Finally, in Sec-
tion 4.3 a procedure to compute the equilibrium solution is provided by using the
Progressive Hedging Algorithm.

51
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4.1 Scenarios Formulation

In this Section, we study the Radner economic equilibrium problem in a stochastic
framework by means of a scenarios setting, following that introduced in Section
2.3. Indeed, we consider an economy which is characterized by the information-
partitions P of the set of scenario 2 and by a probability measure on elements
of , P = (7(w))weq. For each i € I, we suppose that x;,p,e; € Ly(r41) and
2i,q € Lv—1y(r+1)- In particular, since z; and ¢ represent a decision at time 0, one
has

zio(w) ERNTL zy(w) =0 Vt €T and qo(w) € Rf‘l, @w)=0VteT

Hence, thanks to the above remark, we can consider z;,q € Ly_1. Moreover, we
require that all vectors z;, p, e; and z;,q are measurable, that is for each th eP,
7y(w) and ey (w) are constants for all w € F}. From an economic viewpoint, for
all w € F}, x;(w) represents the bundle of spot consumption chosen by agent
1 at contingency 5? and e;;(w) represents the initial endowment in contingency

¢, Moreover, for any w € F/, p;(w) is the spot price at time ¢ and Z pr(w)

weF]
represents the spot price vector at contingency 5,{' = Ft] , see e.g. |11]. Hence, from
F/-measurability requirement, it follows that:

Vw € F} zin(w) = 7i(&) ,  eulw) =ei(§f) and Z pe(w) = p(&).
wEth

(4.1.1)
Furthermore, for each w € €2, z;(w) represents the N — 1 quantities sold or bought
at t = 0 of commodity-1 eventually to be delivered or received by agent ¢ in all
possible contingencies 51{ , witht € T and k = 1,...,k;. Although we allow the
decisions to depend on €2, then the use of measurability constraints restricts the
choice of z; to the linear subspace of functions that are constant for each w € €.
In this way, we pose that z;(w) = (zZFg)iez%kt for each w € Q. With similar

comments, for each w € Q, the vector ¢(w) = (qth )g;}kt represents the forward

: : o : , =1,....k
prices at time 0 and it is such that, if we consider ) ., q(w) = | (ng)ieT Y

this sum represents the forward price vector as defined in (1.3.1).
Summarizing, from Fy-measurability requirement, it follows that:

i=1,....k i=1,....k
VweQ  aw) =Gt =a and Y qw) =190 (a)iert =
weN

(4.1.2)
We point out that z; can’t really depend on w, but the requirement that z; € N
allows us to study the problem by events.
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We use following notations for the nonanticipativity sets: N! C Lyr+1) and
N? C Ln_; respectively the sets of commodities x and e and contracts z which
satisfies the first conditions (4.1.1) and (4.1.2); N* C Lyri1) and N? C Ly
the sets of prices p and ¢ which satisfies the second conditions (4.1.1) and (4.1.2).
Hence, for sake of simplicity, we pose C' = H(T'+ 1), D=H(T +1)+ N — 1 and

L := Ly X Lyn-1, N =N x N2, N =N x N2,

In this setting, we suppose that the utility function is represented by the expected
utility

Ui Lo =R U(x) =E[fu ()] = )7 (W) fu (21 (w)).
weN
where, for each w € , fi, : RY — R. Hence the economy is characterized by the

vector £ := (P,]P’, U;, ei)ig). The budget constraint space, at the price system
(p,q) € N, can be rewritten in the following form:

Bi(p,q) = {(zi,z) € L (w3 (w), 2 (w)) € B, (p,q) Vw € Q}

where, let R(w) = [[,cr [~ Sicreh(w), iz el (w)], for all w € Q one has

Bi, (p,q) :=={(7; (W), 2 (w)) € RY x R(w)
(po (W), @io (W) g + (g (W), 2 (W) y_y < (Po (W), €i0 (W)

(Pt (W), it (W) g < (pe (W), €0t (W) g + 1y (W) 2u(w) VEETH
(4.1.3)

The aim of each consumer is to maximize the expected utility on the set B; (p, ¢) N
N, which is a nonempty, closed, and convex set of £. Finally, we can reformulate
the equilibrium from a viewpoint of scenarios and, then, we can set the problem
in the space of function L.

Definition 21. An equilibrium of plans, prices, and price expectations for the
economy E = (P,IP’, (L{i,ei)ig> 18 a vector ((92’1-,21-)2.61,13, q) € [Lez(Bi (p,q) N
N) x N, such that

o foranyiel:
max B [fu (2)] = E[f (7) (4.1.4)

Y Zi(w) <) er(w); (4.1.5)

€L €L

o for any w € €2
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e for any w € €2

D zi(w) =0 (4.1.6)

i€

Conditions (4.1.5) and (4.1.6) can be rewritten in terms of components of the
vectors T; (w), €; (w) and Z; (w):

> Za(w) <D enlw) VEET, Yz =0 VF €P\F

i€T i€ i€
Remark 5. We introduce, for all i € T and w € ), the mazximization problem

oo fuo(@i(w) = fu(@(w): (4.1.7)

We observe that if &; € L¢ is such that, for allw € §, Z;(w) is a solution to (4.1.7)
and T; € N'', then Z; is a solution to (5.1.8).

The following proposition shows that the definitions in terms of contingencies and
in terms of scenarios are equivalent.

Proposition 9. The vector (z,%,p,q) € [Licz(Bi (. @) NN) x N is an equilibrium
according to Definition 21 if and only if it is an equilibrium according to Definition

4.

Proof. Since each pair (w, t) identifies the contingency §f , it follows that conditions
(20), (20) and (4.1.5), (4.1.6) are equivalent. Now, we have to prove that B; (p, ¢)N
N = M; (p,q). Let (x;,2;) € B; (p,q) NN For all w € Q one has:

(po (W), @i (W) g + (g (W), 2 (W) y_y < (Po (W), ei0(W))y -

Summing up w € ), it follows that:

Z <p0( sz + Z N 1= Z pO 610 )>

weN weN weN

Since (2, %) € N, (p,q) € N and e; measurable, from (4.1.1) and (4.1.2) we get

(P (80)s2i (§0)) i + (0, 2) vy < (P (&) ei (€0))

that is the first inequality of the constraint set M; (p, ). In similar way, we can
prove that all constraints of B; (p,7) NN hold if and only if constraints in M; (p, 7)
hold. We conclude that (z,z,p,q) € L is an equilibrium according to Definition
21 if and only if it is an equilibrium according to Definition 4. O]
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We introduce, for all ¢ € Z, the following assumptions.

Assumptions F

(F.1) fiw is C' and concave.

(F.2) fi is strictly increasing in commodity-1: VZ; (w) ,7; (w) € RY with ; (w) >
Z; (w), then

fvgt (w) > %th (w) for some t€Ty = fin (i) > fiw (%Z) )

(F.3) fi, is non-satiated: Vx; (w) € ]Rg 3z, (w) € ]Rg st fiw () > fiw (74).
Assumptions U

(U.1) U; is C' and concave.

(U.2) U, is strictly increasing in commodity-1: Vi;, &; € Lo with #; > #;, then

FH(w) > 7 (W) for some weQ = U (&) >U, (:%Z) :

)

(U.3) U; is non-satiated: V; € Lo IT; € Lo st U (T;) > U (x3).

Proposition 10. Let i € Z. If for each w € Q, f;, satisfies Assumptions F),
then the expected utility U; satisfies Assumptions U. Moreover, the gradient of U;
18 monotone.

Proof. Firstly, we introduce the gradient operator VU; : Lo — L, such that for
all z; € L associates the map VU, (z;), with

VU; (z;) :Q — RC
w—= Vi (z; (w)).

It follows that U; and VU; are continuous (see Section 4 in [59]). Moreover, since
for each w € 2 we have that f;, is concave, then

fiwAzi + (1= N)Zi) 2 Mio(2:) + (1 = A) fieo(24)
(W) fiw(Az; + (1 = N)&i) 2 7(w)(Miw(@:) + (1 = A) fio(33)) =
=A(m(W) fiw (i) + (1 = M)(7(w) fiuo (T3)).
For each z;, %; € L¢, it results that

UMz + (1= NE) = Y m(w) fu(Aay + (1= M) = Y [Miw(a) + (1= ) fiu(:)] =

weN weN

=AY 1) fuol) + (1= N Q_ 7(w) fiwo(@:)) = Ns(as) + (1 = NUs(&:)

we weN



4.1. SCENARIOS FORMULATION 56

The strict increase in commodity-1 of U; are immediate consequences of Assump-
tions (F.1) and (F.2). Furthermore, for all x;,Z; € L¢, since from Assumption
(F.1) fi, is concave, so V f;, is monotonic decreasing. For all w € €2 one has:

<szw($z) - Vflw(i'l),ilﬁl(UJ) - i’l(w))c 2 0 V:Bi(w), i’Z(W) € Rg .

Hence:

D @V fio(@) =V fio(F), 20(w) = Fi(w)) o = (VUi(2:) = VU(E:), 2= ) )0 = 0

we

that is VU; is a monotone operator. Now, we prove that I is non-satiated. Let
z; € Lo, w € Q and z;(0) € RY. From Assumption (F.3), there exists ;(w) € RY
such that fiy (Z;) > fin (z;). Let Z; € Lo be such that Z;(w) = z5(w) for all w # &
and (@) = #;(©). One has:

Ui(T;) = ZW(W)fiw (%z) = ZW(W)fiw (z:) + (@) fio (T3) >

we wH©
> Z w) fiw (z:) + (@) fiz (x:) = Z (W) fiw (:) = Ui(z;)
wWHD we

We observe that, in order to have the non-satiation assumption of ;, it is sufficient
that there exists at least one w such that f;, satisfies Assumption (F.3).

Thanks to the Proposition 1, without loss of generality, we can opportunely rewrite
the simplex set (1.3.5) in this probabilistic setting. For all w € Q and t € Ty, we
pose:

¢ AL (mle)alw) €RY X RIS g @)+ Y gy =

heH FJGP\FO
and Ag, = {(po,q) € L: (po(w),qw)) € A Vw e Q};

o Al { ) e R Zpt = j’ with F! CQ s.t. wGFtJ}
heH ¢ '
and Apy ={pmely: plw )GAZ Yw € F }.

Therefore, by considering A, := Hte% Al | the following simplex subspace is ob-
tained

A={p eN: ((po(w),q(W), (e (W))er) €Au  YweQ}  (4.1.8)
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4.2 A Stochastic Variational Formulation

In this Section, our aim is to reformulate the equilibrium problem as a suitable
stochastic quasi-variational problem (SQVI). We introduce the following problem:

Find (2, 2,p,q) € (B (p,q) NN) x A such that

D UVU () i — 7)o + (O (=€), Y 2), (0,9) — (9,0))p <0 (4.2.1)

€T €L €T
V(z,2,p,q) € (B(p,qnN)xA

Remark 6. The vector (z,z,p, q) is a solution of the SQV'I (4.2.1) if and only if
following inequalities simultaneously hold:

(i) for eachi € I, (Z;,%;) is a solution to
(i) (p,q) is a solution to

(S @—e). S 2. ha)— (.a)p <0 Vg ed (423)

i€ 1€
The following proposition will be useful to obtain the characterization.

Proposition 11. Let (7;,%;) € Bi(p,q) NN be a solution to (4.1.4). Then, for
each w € €2 one has:

{Po (W), Zio (w) — eio (W) g + (7 (w), 2 (W))y_1 =0, (4.2.4)
(P (W), Tt (W) g = (P (W) €t W) + Dt (W) s VEET. (4.2.5)
Proof. If there exists @ € Q such that (po (@) , Zio (©) — €0 (©)) gp+H(7 (@), 2 (@) y_1 <

0, from Fy-measurability the strict inequality holds for each w € Q. We define
Z; € L such that, for all w € Q:

. o jiO (U.)) -+ K@l
Ty (w) = {:Ez-t W) VieT (4.2.6)

with
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Since

one has that (Z;, z;) € B; (p,q) NN. Since U; is strictly increasing in commodity-1
and #; > T; we have that U; (#;) > U; (Z;), contradicting the fact that z; is a
maximum point of U; in B; (p,q) NN.

In similar way, we get relation (4.2.5). O

Remark 7. Let (T,%Z) = (T;, Z;)ier be such that (T;,Z;) is a solution to (4.1.4);
then from Proposition 11, summing up to i inequalities (4.2.4) and (4.2.5) one has

(o (W), ) (Tao () = ewo (@) + (G (@), ) % (W))n-1 =0, (4.2.7)

i€l €L

(Bt (), Y (Tt () = it (W) = By (W) Y Zp - (4.2.8)

i€l 1€l

Theorem 23. For alli € I, let £ be an economy which satisfies the Assumptions
U. Then, (,z,p,q) is a solution to the SQVI (4.2.1) if and only if it is an
equilibrium vector of plans, prices, and price expectations for E.

Proof. Claim 1 For all i € T, (Z;, %) is a solution of the maximization problem
(4.1.4) if and only if it is a solution of (4.2.2).

It follows from Proposition 10 and from Example 1 of Section 4 in [59]|, where
G=—-Uand C=B(p,q).

Claim 2 For allw € Q, Y, ;% (w) <0 and ), 7 (T; (w) — e; (w)) < 0.

Let Go= H+ N — 1 and G; = H for each t € T, from Remark 6, it follows that
the following inequalities simultaneously hold

(O (@0 — €)Y %), (p0,q) — (b0, D)) unv—1 <0V (po,q) € Ap,  (4.2.9)
i€l i€l
and for allt € T
(O (@it —ea) o =P O Vpi € Ay, (4.2.10)
i€

Since, for all i € Z, (z;,2;) € B; (p, ) NN, summing up i the inequalities of (5.1.7),
one has:
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<q Zzez (w>>N_1 + <]50 (W) ) Zz‘ez (jio (W) — €0 (W))>H <0 for all w €

(), that is
<Qa Z 2i>>N—1 + <<ﬁ07 Z (fio - 6i0)>>H <0 (4.2.11)
(i) (P (W), > ser (Tar (W) — ex (w))>H —pt (w) <ZieI Eith> <0forallte T and
w € (), that is

((Pr, Z (Tir — €at)))m <<Pt,z 7ng>>1 <0 (4.2.12)

1€T 1€T

From (4.2.9) and (4.2.11), we get

<<Q7.Zzi>>N_l + ((po, Z (Zio —€i0)))w <0 Y (po,q) € Ap,. (4.2.13)

For all h* € H, we pose (Po, §) € Ly+n—_1 such that

I "
_ fh=h -
Vw e Q: hw)y=4 @ " : = On-
w Dy (W) {0 Tk < B G(w) =0n_1

Being (po,G) € Ap,, we can replace it in (4.2.13) and since x; and e; are Fy-
measurable one has:

> ( @) (@) D, (7 (@) —ely (w))> = (ZW(W&) > (@ (W) ey () =

weN €T weN €T
_Z - 610 (w)) <0.
i€

Hence, it follows that

Z (Zfy (w) — €l (w)) <0 Vw € Q and Yh € H.

i€T
Further, fixed Ft], we pose (Po, ) € Lyiny—1 such that

&= if F} =F.
Vw € () : o(w) =0g , G(w) =<1 g e
Po(w) ) {0 VFI 4 FI

Being (po, ) € Apg,, we can replace it in (4.2.13) and from measurability of z; one
has:

Z(ﬂw)q(w)Zzi(w)) (Z ,Q,>ZW > %m0

wef) €L we 1€ 1€
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Moreover, from the previous result and from (4.2.12), we have for all t € T

(P, > (@ —ea)))w < (B, Zip) <O

ieT i€
so that by (4.2.10) we get for all t € T
((pt, Z (Zit — €i)))m <0 Vp: € Ath (4.2.14)
€T

Fixed a th, we pose p; € Ly such that
, = if h=h"
Vo e F, Pw) = < 171
0 Vh # h*

Being p; € AL;, we can replace it in (4.2.14) and since z; and e; are Fi-measurable
t
one has:

wGth €T wGFj €T
- Z - ezt ( )) <0.
i€l

Hence, it follows that for all ¢ € T and for all h € H

Z(fg(w)—e (W) <0 VweQ.

i€z
Claim 3 For allw € Q, ), ;% (w) = 0.
From Proposition 1 and Claim 2, for all w € €, we have g(w) > 0 and ), _; % (w)
0 for all , hence ({7, >,z Zi))n—1 < 0. If we suppose that (7 (w), >, Zi (w))
0 for some w € 2, from Proposition 11 one has

(o (w) Z (Zio (W) — €0 (w)))g >0

i€l

<
<

N-1

which, being py € Ap,, contradicts Claim 1.
Then, one has ({7, ;7 Z))n—1 = 0 and since g(w) > 0 for all w € Q, we get
Y ez Zi(w) =0 for all w € Q.

Then, thanks to Claim 1 2 and 3, and Remark 6 if (:f Z, D, cj) is a solution to SQVI

is satisfied. Then (Z, z, p, ¢) is a solution to (4.2.1). ]

5 (ﬂw)ﬁth@z* ) — et <w>>>: S e ‘ L) - e
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From theoretical and computational viewpoints, sometimes it will be useful to re-
lax the nonanticipativity constraints of the decision variables. In doing this, we
get the tools to formulate an equivalent problem allowing for point-wise optimiza-
tion. We pose M! = (N1)" and M2 = (NV2)" respectively the subspaces of the
nonanticipativity multipliers relative to x and z and we pose M := M! x M?, so
that p = (p', p?) € M.

Hence, for the Riesz orthogonal decomposition, one has Lo = N + (M) and
Lyn_1=N?+ (N?)", that is

Lo=N"+ M Ly_1=N?+ M (4.2.15)

We fix (p,q) € A and we introduce the following stochastic Variational inequality
in Eztensive Form

Find (Z;, z;) € N such that exists p; € M and for all w € Q one has
(Vfiw @) + i (@), 5} (W) s (@i (W), 21 (W) = (Fi (W) . 5 (w))), O (4.2.16)

V(7 (w), 2 (w)) € Biy, (P, Q)

Proposition 12. The stochastic variational problems (4.2.16) and (4.2.2) are
equivalent.

Proof. We suppose that (Z;, z;) is a solution to (4.2.16); for each w € Q, it follows
that

«vm@a+¢<>ﬁw»<<) i (W) = (@ (W), z (W))p =
=(Vfi (), 2: (W) = Ti (W)))o +«() i (W) =T (W)ot
+ (P} (W), 21 (W) = % (W))v-1 S0 V(25 (W), 2 (w)) € Biw (b, )

We multiply for 7(w) and we sum up to w; one has

(VU (), xi=3:)) o+ (b7, 2= T3) ) o+ (0], 2= Z))n1 <OV (23, 2) € Bi (p,q) -
(4.2.17)
Moreover, since pt € M! = (N')" and p2 € M2 = (N2)™, from (4.2.17) one has

Hence, (Z;, z;) is a solution to (4.2.2).
Being B, (p, q) a polyhedron for each w € €2, from Theorem 13, the converse still
holds. 0

Thanks to Proposition 12 we can characterize the equilibrium vector as a solution
to a variational problem in extensive form.
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Corollary 2. For alli € T and w € Q, let Assumptions F be satisfied. Then,
(z,2,p,q) € (B(p,q) NN) x A is a solution of the stochastic variational problem

Y (Vi (@) + 5} @), 57 (@) (@3 (W), 2 (W) = (& (W), 2 (), +

1€T

V(z; (w),z (w),p(w),qw)) € Bi, (P, q) X Ay

for all w € Q and for some (p*, p?) € M if and only if it is an equilibrium vector
of plans, prices, and price expectations for E.

Proof. From Proposition 12 condition (4.2.16) is equivalent to the variational prob-
lem (4.2.2) which is equivalent to the equilibrium conditions. O

Proposition 13. For each i € I, the set-valued map B; : A = L is lower semi-
continuous, closed and with nonempty, closed, and convexr values.

Proof. B; is with nonempty, closed, and convex values.

We fix (p,q) € A. Since (e;,0:) € B;(p,q), it follows that B;(p,q) is nonempty
and, from definition, B;(p, q) is a convex set.

Let {(@in, Zin)} ey € Bi(p, q) such that (v, 2i,) A (x;,2). For each n € N,
when (., zin) € Bi(p,q) one has (z;,(w), zin(w)) € Bi,(p,q) for each w € Q,
that is

0 < (po (W), Tion (W) gy < = (W), 2in (W) y_y + (P0 (W), €30 (W)
0 < (pr (W), @it (W) gy < (pe (W), €0t (W) + 1y (W) Zitm(w)  VEET.
Since z;, (w) € R(w) one has that, for all w € Q, {z;n(w)}, o converges to z; (w).

Hence, from (4.2.20), one has that the sequence {;,}, y is bounded and con-
verges to z;. Then (z;(w), z;(w)) € Biw(p,q), for all w € Q, and (24, 2;) € B;i(p, q).

(4.2.20)

B; is a closed map.

Firstly, we observe that since {(pn,qn)},en € A, one has, for each w € Q,
{(Pon(w), gn(W))},cny € A and {pea(w)}, oy € AL for each t € T; hence this
sequence converges to (p(w), g(w)). So, in similar way to the above Claim, one has
(x;,2z;) € Bi(p,q), that is B; is a closed map.

B; is lower semicontinuous.
Let {(Pn, @n) }reny € A be converging to (p, q); for all (4, 2;) € B;(p, q) we have to
prove that there exists {(Zin, zin)},cy € £ such that (T, 2in) € Bi(pn,¢n) and

(Tin, Zin) Y (x;,z;). Tt is clear that, for all w € €, we can consider (z;(w), z;(w))
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and it is sufficient to find (z; ,(w), 2in(w)) € Biw(Pn, gn) such that (z;,(w), z;n(w)) —
(z;(w), z;(w)). Fixed w € Q, if

(po (W), io (W) g + (g (W), 21 (W) y_y < (Po(W),ei0(W)y

(pr (W), 2 (W) < (P (W), e (W) gy ol W) zp(w) teT (4.2.21)

then

(Pon (W), Tio (W) i + (@n (W), 2 (W) y_1 < (PO (W) 5 €00 (W))
(P (W), it (W) g < (P (W) s €5t (W) gy + 01y (W) 2it(w)  tET,

Hence (z;(w), zi(w)) € Biw(pPn, ¢n) and then (z;(w), z;(w)) € LiBiw(pn, ¢n), Where
we identify with LiB;,(py, ¢,) the lower limit, in Kuratowski sense, of the sequence
Biw(Pnyqn)- If (z;(w), zi(w)) is such that at least one inequality (4.2.21) is not
satisfied, being e;(w) € RY,, there exists z;(w) € RY, such that (z;(w),0y_1)
belong to the relative interior in RY, x R (w), then By, (p,q) = cl int Bi,(p,q). It
follows that

Biw(pa Q> = Cl int Bz’w(pa Q> C Cl LiBiw(pm Qn) = LiBiw(pna Qn>‘

since the set LiBy,(pn,qn) is a closed set (see [45], Prop.8.2.1). Hence, we can
conclude that B; is lower semicontinuous. O

Theorem 24. For each w € Q and i € I, let Assumptions F be satisfied. There
exists an equilibrium vector of plans, prices, and price expectations for &£.

Proof. In order to prove the existence of equilibrium, thank to Theorem 23, we
prove that the SQVI (4.2.1) admits at least one solution. For each w € Q and
(p(w),q(w)) € Ay, we introduce the bounded set

Biw(p,q) N ( [0, Y eilw)+ M

1€T

Bus(p,q) =]

1€T

X RN‘1>] (4.2.22)

where M € R . We observe that from properties of map B, proved in Proposition
15, the map B, is lower semicontinuous, closed, and with nonempty, closed, and
convex values. We denote by SQVI(B) the variational problem (4.2.1) in the
convex set E(p, q).

There eists the solution of SQVI(B).

For each ¢ € Z and (p,q) € A, we consider the parametric stochastic Variational
inequality SQVI(p, q):

Find (Z;, %) € Bi(p,q) NN such that
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We introduce the map of solutions ®; : A = £ such that, for all (p,q) € A,
D,(p,q) :={(z4,z) : (Z;,2) is solution of SVI(p,q) (4.2.23)}

and we pose ®(p,q) := [[,.; ®i(p,q). From Proposition 10, it follows that oper-
ator VU; is continuous and monotone; moreover, since (e;,0) € éi(p, q), which is
measurable, we get B; (p,q) NN # ). Thanks to Theorem 14, it follows that for all
(p,q) € A ®;(p, q) is nonempty, bounded, closed, and convex. We prove that ®; is
closed. Let {(pn, )} € A and {(Zin, Zin) } € L be two sequences with (Z;,, Zin) €
®;(pn, qn), and such that (p,, g,) A (p,q) and (T, Zin) N (7, z), we have to prove
that (z;,z;) € ®;i(p,q). Since B, is a closed map then (%, %) € Ei(p, q). Being
B is lower semicontinuous, it follows that for each (x;,z) € Bi(p, q) there exists
a sequence {(in, zin)} converging to {(z:,2;)} such that {(zin, zin)} € Bi(Pn, qn)-
Since (Zin, Zin) € Pi(Pn, ¢n), then
((VU(Zin), Tin — Tin))c < 0 and passing to the limit ((VU;(Z;),z; — Z;))c < 0.

Hence (7;, Z;) € ®;(p, q). Hence, for each (p, q) € A, since ®(p, q) C ([0, Y oier€ilw) + ]Tﬂ) X

R, it follows that ®;(p, q) is also a compact map. Being ®;(p, ¢) a closed and com-
pact map, it is upper semicontinuous, and then ®(p, ¢) is upper semicontinuous.
Now, we consider the following stochastic generalized variational inequality:

Find (p,q) € A such that there exists (7, z) € ®(p, ) and
ieT €T
From properties of A and ® and thanks to Theorem 7, there exists (p, ) € A and
(z,z) € ®(p,q) solutions to (4.2.24). So, (z,z,p,q) € (E (p,q) mN> x A, with
(P, q) solution to (4.2.24) and (z,%z) € ®(p,q), is a solution to SQVI(B).

Any solution of the SQVI(B) is a solution of SQVI (4.2.1).

Let (Z, 2,7, q) be a solution of SQVI(B). Thanks to Remark 6, it is sufficient to
prove that (Z;, ;) is a solution to (4.2.2). We suppose that there exists (Z;, ;) €
B; (p,q) NN such that

Let A € [0, 1] be such that

Yier & (W) + M — 2} (w)

, with heH st. #M(w) -zt (w)>07}.

i

0<z\<min{1;

(4.2.26)
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and we pose (Z;, Z;) = ANy, 2;) + (1 = X\)(Z;, Z;). From convexity of B (p,q) NN one
has (Z;, Z;) € B; (p, @) NN and it results that (Z;, ;) is still in (4.2.22). Indeed, for
each w € Q) and h € H, one has:

S el(w) + M = () =3 eh(w) + M = Ail(w) — (1 - \ah(w) =

1€T €L

=N el(w) + M = A il (w) - 2 (w)] - 2 w).

1€l
Hence, for all h € H, one has:
(1) i ] (W)~ (w) = 0= Y el W)+ M—E} (W) = Yieq (@) + M~ (w) 2 0
(i) if 2] (w) —ZH(w) < 0= Vieg (@) + M =3 (w) > Tyezelw)+ M-z} (w) 2
0;

(iii) if &!(w) — 2} (w) > 0 = from (4.2.26) one has Y,y el(w) + M — h(w) > 0.
Hence (i, %) € B (p,q) NN and moreover, from inequality (4.2.25)
(VU(Z;), Zi—T3)) o = (VU(T), \ei+(1=N)T;—Z;) ) o = N(VU(Z;), &i—T;))o > 0.

This contradicts the fact that (z;, z;) is a solution to SV I (4.2.23). Thus, we can
conclude that (Z;, z;, p, q) is still a solution of SQVI (4.2.1). ]

4.3 Computation Procedure

In this Section, we present a computational procedure to find the equilibrium
solution by solving the SQV'I (4.2.19). To this aim, we use the same procedure
used to prove Theorem 24. Under Assumptions F, for all ¢ € 7 and w € €2, we
build two sequences {(2", 2")}, oy € £ and {(p", cj")}neN C A which converge to a
solution of (4.2.19).

The procedure is structured in two sequential phases. At each phase, we split the
stochastic variational problem into a finite number of deterministic ones and we
solve them in parallel. This allows us to deal efficiently with large-scale problems
arising from real-world applications in a dynamic-stochastic framework.

Proposition 14. For each (z,z) € L it follows that (v, z) = (Pyx(x, 2))+(Pm(x, 2)).

Proof. Firstly, we recall that if V' is a closed subspace of an Hilbert space H, fixed
x € H one has

(y—z,0)=0 YoeV iff y=Ps(x) (4.3.1)
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where Py (z) is the orthogonal projection of x € H on V. Indeed, if y is a solution
of (4.3.1), then let v = r — y, for all r € V, it follows the (b) of Th.1.5.5. in [25],
that is Py (x) is the unique vector y € V such that (y —x,r —y) > 0 forallr € V.
Conversely, by taking r =y 4+ Av, with A € R and v € V| we get

(y—z,y+v—y)>0=>XNy—z,0) >0—= (y—z,v) =0 YvoeV

being that A can be any real number.
For all (z,2) € L, since L = N + M where M = (N)* one has there exists
(z,2) € N and (p', p?) € M such that

(0.2) = (2.2) + (0 7). (132)
Since M = (N)*, one has

(i) for all (vy,v) € M and from (4.3.1)
(o', p")=(2,2), (v1,02))) = =(((#,2), (v1,02))) =0 = (p",p") = Pm(w,2) ;
(i) for all (vy,v2) € NV and from (4.3.1)
(@, 2)=(2,2), (v1,02))) = =(((p", "), (v1,02))) =0 = (2,%) = Pn(a,2) .
Hence, from (i), (ii) and (4.3.2) it follows that: (x,z) = (Py(z, 2))+(Pm(z, 2)). O

Procedure: Phase 1

In the first phase, we fix (p,q) € A and we solve the parametric stochastic varia-
tional inequality (4.2.23). We use the procedure known in the literature as Progres-
sive Hedging Algorithm, which allows us to split the variational problem, which is
set in the space of functions £, into |Z|-|2| = IS variational problems [SVI (i,w)]
in RY.

Progressive Hedging Algorithm

We introduce two sequences {(2",2")}, oy € £ and {p"},en € M:

let p° = 0 as starting point, r > 0 a fixed parameter and v € N an iteration
index.
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(i) Choice of (z!,2') € £. For all i € Z and w € ), we consider the
[SVI (i,w)]:

<vfzw ( z) zi(w) — ii(w)>c <0 V(zi (W), zi (W) € Biw(p: q)
(4.3.3)
Since the operator is continuous and Eiw (p,q) is a bounded set, there
exists at least one solution of (4.3.3). We choose (i} (w), 2} (w)) arbi-
trarily, among the solution set of (4.3.3).

(i) We pose (z},z]) = PN( 2}, 21) and p! = rPy (:i"Z z1). We denote by

Py (7}, 2]) and Py (2}, 2!) the projection of (Z},2]) to sets, respec-
tively, N' and M.

(i) Choice of (2¥,2") € L. For all i € 7 and w € (2, we consider the
stochastic variational problem

<vfiw<z7z)+pz ( )
+r (27 (W), & () = (377 W), 27T ()] (s (W), 2 (w) = (@i (W), 2 (W)))p < 0
_ (4.3.4)
V(zi (W), 2 (w)) € Biw(p,q)-
The operator is strongly monotone, then there exists a unique solution

(z¥ (w), 2! (w)). Hence, we set (27, 27) € L such that, for all w € ,
(z¥ (w), 2! (w)) is the unique solution to (4.3.4).

We pose (27, z¢ P and p¥ = +7‘P v—l zv=1)
(ii) We p ( ) = Py (&7, 2¢) and p} = p}~ (%

)

Convergence

From Theorem 2 of [60] it follows that {(z", 2")} 5 (z,z) e N and p” A
p € M . Moreover, (7, z) is a solution to the parametric SVI in extensive form

(4.2.16) and, thanks to Proposition 12, (z,z) € B(p,q) N\ is a solution to
(4.2.23). We call (z, 2) as optimal strategy solution.

Procedure: Phase 2

In this phase we use the Projected Subgradient Algorithm to solve the SVI (4.2.24),
where for all (p,q) € A, (Z(p,q), Z2(p, q)) is the optimal strategy solution obtained
in Phase 1. We pose

o(p,q) = —(1(p, @), 220, 0) o1(p @) =D (@ilp,@) — ) , o) =D Z(pq)

€L €L
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and, for each w € €2, we consider the problem
Find (p(w), g(w)) € A, such that

(0 (D, @), (P(W), g(w)) = (P(w),q(w)))p 20 V(p(w),q(w)) € Ay (4.3.5)

Thanks to the structure of A and the measurability of (Z(p,q), z(p,q)), we can
consider the S deterministic variational problems (4.3.5) in R” and solving them
in parallel. We introduce the Auslender’s gap function (see, e.g. [3|):

U,: A, - R

(), qw) = Vulp,q) = max = {pu(p,). (P(w),4w)) — (pw). ¢(@))p
(4.3.6)

For this map following properties hold. From Theorem 24, since ¢, is a single-
valued map, it follows that ¢, is continuous; hence, from compactness of A, one
has that ¥, is well posed. Moreover, from Theorem 8.3. in [57], it follows that
operator W, is proper, convex and lower semicontinuity being the maximum of a
family of affine continue functions and ¥, (p,q) > 0 for all (p,§). We pose 0V,
the subdifferential of W,:

oV, (p,q) = {r e RP :
Vy(p,q) = Vul(p, 9) > (10, (p(w), ¢(w)) — (B(w), §(w)))p V(p(w),q(w)) € Au}.

From Theorem 3.2.15 in [45], 9V, (p,q) # 0 for all (p,q) € ri dom ¥,. Moreover,
one has:

U, (p,q) = 0if and only if (p(w), g(w)) is a solution to (4.3.5).

Indeed, from definition of ¥, if ¥, (p,§) = 0 one has
o (a5, (5,1 — () gD =0 >
(pu(p, @), (P(w), ¢(w)) — (p(w),q(w)))p <0 V(pw),q(w)) € A, = solution to (4.3.5)

Conversely, if (p(w), ¢(w)) is solution to (4.3.5) it follows that

(pu(P: 0); (P(w), ¢(w)) — (p(w), q(w)))p < 0 V (p(w), q(w

o (), (), ) — (). gD S0 = Walfd) =0
and, being that W, (p,q) > 0 for all (p(w),G(w)) € A, the equality must holds.
Thus, (p(w),¢(w)) = (p(w), ¢(w)) and ¥, (p,q) = 0. Thus, the same holds for ¥

relatively to stochastic variational problem (4.2.24).
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In this way, thanks to the property of (4.3.6), we can transform the variational
problem in the following optimization problem

mil’l \IJUJ~7~:\IJUJ 7’7:0
(5(w),d(w))€Aw (P, 4) (p,q)

so that one can use methods for solving optimization problems to find the solution
of (4.3.5). For all w € Q and (p(w), §(w)) € A,,, we consider the subdifferential of

\I]w (ﬁa (j)

Projected Subgradient Algorithm

We introduce the sequence {(p"(w),q"(w))} € A,. We fix a starting point
(p'(w),¢'(w)) € Ay; it is usual to consider the centroid of A,. Clearly,
if U, (p',¢') = 0, one has that (p'(w),¢'(w)) is a solution to (4.3.5). We
suppose that ¥, (p', ¢') > 0.

Choice of (p"t(w),q"t(w)) € A,. For all n € N:

(741 @) (@) = Pa (7 ()" ()~ Tol) (437
where T (5 an
R
2

Also in this case, at each iteration n € N, the variational sub-problems are
solved in parallel through a warm start procedure, until a suitable solution
of (4.2.24) is obtained, that is up to we get for each w € Q a limit point
(p(w), (w)), of the approximating sequence {(p"(w),§"(w))},en, such that

Vo (p,q) = 0.

Convergence

Let {(p",4")},.en € A be the sequence such that for allw € Q, {(p"(w), ¢"(w))},en
A, is given by (4.3.7) with {7/ },en bounded. We prove that the sequence
converges to the solution to SVI (4.2.24).

Let (p(w),G(w)) be a solution to (4.3.5); it is sufficient to prove that for all

w € Q, {(P"(w),¢"(w))},en converges to (p(w),q(w)). Firstly, we observe

that

4"

",q")
(4.3.8)

(13, (p(w), G(w)) — (1" (W), §"(w)))p < Vu(p, @) — Vo (P, ¢") = —Wu(p
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Hence, from (4.3.8), (4.3.7) and from nonexpansivity of projection mapping,
it follows that

(5" (@), 4™ (W) — (B(w), g(w))||* =

| Pa (), () — 7207 — Pa ((w), ()] <

< 1 (@), (@) — 7 — (P(w), g =

(" ()8 (@)) — (Bw), TN + (o) 772+ 260 (7 (Blw). 3(w)) — (). 8" ()))) <
<" (@), (w)) — () @I+ (1) 72 — 200,57 6) =
awwm¢w»—wmmw%+ﬁﬁ%ﬁlwm— ,fﬁ>wwww—
=mwwﬁmm—wmm>W—3%%Q:wwwmwm—mmmmw.

Hence, the sequence {||(p"(w), ¢"(w)) — (p(w), g(w)) ||2}neN is decreasing, and

we get
0 < (5", ¢")* < 21 L

with
o = (16" (@), 4" (@) = (Bw), a@) P~ (" (@), 4" @) = (p(), a@))]*).

Since {7/ }en is bounded, it follows that lim W, (p",¢") = Y,(p,q) = 0,

n——+

hence (p(w), G(w)) is a solution to (4.3.5). Then we can conclude that (p, §)
is a solution to (4.2.24).

So, when v — oo and n — oo, we get that the sequences converge to (z, z,p, ) €
(B(p,q) N N) x A. This limit point is still a solution of (4.2.1) and thanks to
Theorem 23, it is an equilibrium of plans, prices, and price expectation for economy

E.



Chapter 5

A Deregulated Electricity Market
with a Continuum of States

The aim of this Chapter is to study, by means of a stochastic variational approach,
an electricity market model with multiple trading dates and a continuum of states,
motivated by the increasing interest in this topic in the last two decades. To deal
with the complications that this case under study involves, we need to generalize
and formalize the structure of time-uncertainty-information considered in Chap-
ter 4 by introducing a suitable functional setting relative to an opportunely built
filtered probability space. We point out that these complications are introduced
only to be as much as close to the realistic case where most real-world phenomena
vary with continuity and influence, in a relevant manner, the decision process of
the decision-makers. For instance, one could imagine the variability of weather
conditions that influence the power generation from renewable resources. In this
setting, decisions are so classified on the basis of when they are made and, then, of
the information available: we distinguish between here-and-now and wait-and-see
decisions. We pose our attention to the energy procurement problem face by large
consumers: they consume, have the opportunity to produce, and the capability
of signing contracts. The problem has a strategic nature. Indeed, each agent is
allowed to sign opportune contracts, before the uncertainty is resolved and for each
future times, as tools to reduce her exposure to risk associated with the volatility
of market prices that open at each time after the uncertainty is revealed; how-
ever, at the same time, the reduction of the risks associated with the volatility of
procurement cost usually comes at the cost of high average prices for the signed
contracts. Hence, an optimal mix among the different sources is needed.

The Chapter is organized as follows. Section 5.1 is devoted to the introduction of
the electricity market model, and the relative time-uncertainty-information struc-
ture. As in Chapter 4, the chosen probabilistic setting allows us to investigate
how the information influences the decision processes of the agents and how these

71
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choices evolve over time. In addition, opportune equilibrium conditions for the
considered economy are involved, following the philosophy of the Radner scheme.
On this basis, in Section 5.2, the resulting equilibrium for the electricity market is
studied by means of a suitable stochastic quasi-variational problem. This formu-
lation paves the way to other interesting subsequent studies, closely linked to the
computational procedure introduced in Chapter 4.

5.1 Electricity Market Model

In this Section, we introduce an economic equilibrium problem for a deregulated
electricity market. In Chapter 9 of [15], it is presented a multistage energy pro-
curement problem, from the decision-making framework of large-consumers, under
uncertainty in terms of a finite set of scenarios. By considering a simplified version
of this market model, we frame it into an equilibrium problem of plans, prices, and
price expectations. All are studied into a general stochastic framework by following
Mas-Colell [47], who introduced a Radner equilibrium problem with a continuum
of the states of nature and multiple trading dates.

By using the same notation of Chapters 3 and 4 regarding time, now we intro-
duce an economy that, at each time ¢t € T, is characterized by a continuous set of
alternatives €2; C R. Let wy be the initial situation at ¢t = 0, we pose:

Qi={we} x U x Qo x...xQp st w, = (wp,wl,w? ... wl) e

where each w, describes all evolution of the market. In order to model the uncer-
tainty we suppose that a probability space (€2, F,P) is given, where ) represents
the sample space!, F is a Borel o-algebra of events on Q and P is a probability
measure. We introduce a filtration on F to describe how the level of information
available evolves over time: we pose Fy the o-algebra of null events and for all
t € T, F; is the sub-o algebra of F generated by JFy and the Borel subsets of €2
that are independent of the last T' — ¢ coordinates. The family of sub-o-algebras
{Fi ety represents an increasing filtration:

fQC.F1C"'CfT:.F.

The filtration specifies the partial information available at each time: at ¢t = 0
the set of events JF is essentially deterministic; F; represents the family of events
observable till ¢ and Fr = F means that full information is available at the end
of the planning horizon. Furthermore, from the probability measure P on the
continuum set of complete histories w, for each time t it is possible to derive the

!See Appendix for concepts related to probability theory.
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probability measure on all partial histories, conditioned by F;. We assume that,
for each t € 7Ty, this conditioned probability measure has to be non-atomic (see,
e.g. [47]).

All variables of the market are represented by means of a measurable function
f:Q — RETHD where f, : © — RY represents the variable observed at time t.
Let £2((Q, F,P),RET+D) = L be the Lebesgue space of 2-summable functions
and we denote by ((-,-)) the ezpectational inner product on Lg:

Vigele  ({f.9)aa =E[f 9)]= /(f(w),g(w»cml) dP(w). (5.1.1)

Q

When f represents a decision variable, then it depends on the information avail-
able time by time; this motivates the introduction of the concept of progressively
measurable function. We say that a function f € Lg is progressively measurable
if, for all w = (wp, wy,wa,...,wr) € Q, f has the form:

fw) = (fo, filwr), falwr,wa), o felwr, oy we), oo fr(w)) (5.1.2)

We denote by Ng the set of progressively measurable functions, also known as
nonanticipativity subspace. Equivalently, a function is progressively measurable if
for all t € T the component f; is measurable with respect to F;, hence one has:

Ng = L2(Q, Fo,P),RE) x -+ x L2((Q, F;, P),RY) x --- x L2((Q, Fr,P),RY) .
(5.1.3)

Remark 8. We stress out that in (5.1.2) we do not write the dependence by wy.
This is due to the fact that it is a deterministic event, introduced in the set up of
the model only for mathematical convenience (see, e.g. [67]), and it is the same
for all w € Q. This latter requirement is guaranteed by the structure given to Ng
when it is posed (2, Fo,P). Indeed, under (5.1.3), one has that fo(w) = fo for each
w e Q.

Through this time-uncertain structure, I agents participate in the market: 7 =
{1,...,4,...,1} is the set of consumers. These agents are large consumers: they
have significant electricity consumption, the opportunity to produce, and the ca-
pability of signing contracts. Decisions of each agent i are distinguished on the
basis of when they are made, and, then, of the available information.

Wait-and-see decisions are made at each time when the information is known.
This means that, at each t € 7T,, wait-and-see decisions depend only on the
partial history of the event w known up to that time, that is, depends only on
(wo, w1, ,wy) and not on (w1, wWire, -+ ,wr).
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e Production: For all t € 7, the agent produces a strictly positive quantity of
electricity sy (w).

S; ¢ Q— Riil si(w) = (81'0, 8i1<w1), ey Sit<w1, ‘,wt), ey SiT(CL))) € R{il .

Let s, and 5;, with 0 < s;; < 5, be the minimum and the maximum quan-
tities that agent can produce. We denote by S; the set of feasible production
for agent i:

S; = §Z NN;  where §Z ={s; € L1: 85 < spy(w) <5 Yw € Q}.

e Spot trade: for all t € 7T, the agent trades and consumes a nonnegative
amount of energy x;;(w) produced in the market.

ZT; Q— R£+l .CEZ(CU> = (Z’Z’Q,inl(wl), Ce. ,xit(wl, -,wt), . ,.IiT((JJ)) € Ri—i_l .
One has that x; € £, N AN;.

Furthermore, at each time and in each possible uncertain occurrence, the total
spot consumption have not exceed the total energy available in the market from
the production:
sz(w) < Zsi(w) a.e w €. (5.1.4)
i€T i€T
Here-and-now decisions are made at the initial time, before knowing the infor-
mation on the future occurrences. Since a here-and-now decision f :  — RET(T+1)
is taken only in t=0, we have that f; = 0 for all t € T and we pose fy(w) = fo =
(fO fa o fh o fE) where fi € RY represents the decision taken at 0 about the
time .

e Forward contracts: At the beginning of the planning horizon agent 7 signs a
contract of selling or buying electricity produced in the market for the future
time; we denote by J the set of J forward contracts available at each time
t.

20 Q — RUDTHD, Zio(W) = zio = (29,5 2hgr ooy 2h) ERT. 2y =0 V€T,

where 24, = (23)jes € R’ represents the quantities of electricity that will
be traded at ¢ and z; is the total forward contracts vector. If zfg < 0, the
quantity |2%| represents the sold energy and if 25 > 0, it is the amount of
energy bought. Let R > 0 be a fixed bound (see [51]), we denote by Z; the
set of forward contracts of agent i:

Z; = Z NNjr where
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Z\Z‘::{ZiGLJT:ZitEOVtGT, —Rngg(w)gR VieJ, teT}.

Moreover, since the forward contracts are signed among the agents partici-
pating in the market, the total quantity bought must be equal to the total
quantity sold, for each time and possible event:

Y si=0  wteT. (5.1.5)

i€l jeJ

e Bilateral contracts: In order to satisfy part of its electricity demand, at
the initial time the agent can stipulate private arrangements with suppliers
outside the market for all possible future times. Such suppliers can be pro-
ducers or retailers from which consumers can buy electrical energy prior to
its physical delivery. Let H be the set of H suppliers, we pose

b Q0 — RUDTEY h(w) = big = (b, . by, DE) € RET by =0 Ve T,

where b is the quantity bought by consumer ¢ from supplier h by means
of the bilateral contracts and bl := (b)ren € RY the total energy from
bilateral contract at time . When b4 = 0 it means that, for time ¢, consumer
1 does not stipulate any contract with supplier h. Let Bﬁg‘ be the maximum
quantity that agent ¢ can purchase at the beginning from supplier h about
stage t. We denote by C; the set of bilateral contracts of agent :

Ci - @ ﬂNHT where
Coi={bi€ Lyr by=0YteT, 0<bh(w)<by YheH, teT}.

0]

Here and Now Variables
I(i]Forward Trade I

(ii)Bilateral Contracts

t=0 t=1 t=2 t=3 =4

(i)Spot Consumption (i)Spot Consumption (i)Spot Consumption (i)Spot Consumption (i)Spot Consumption
I (ii))Production I I (ii)Production I (if)Production I I (ii)Production I I (ii)Production I
Wait and See Variables Wait and See Variables Wait and See Variables Wait and See Variables Wait and See Variable
Wy Q Q Q Q,

Prices. We denote by p: Q2 — Rzil the function of the spot price of the energy,
and p,, D a minimum and a maximum price imposed in the market, with 0 < p <
D;. We set P the feasible set of spot prices:

Pi={peMN: p <pw) <P YweQ, teT}.
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Thanks to relation (5.1.3) one has

P=][P~ where Po={p € L((QF,P)R): p, <plw) <P Yw e Q}.

teTo

Let \;: Q — RT+1 with \; € NV, be a given function which describes the produc-

tion cost to produce the commodity. Furthermore, we denote by ¢ : 2 — R‘]T (T+1)

the price of the forward contracts where ¢, = 0 and ¢}, := (qo ) jes ERY L represents
the price to sell or buy forward contracts at the initial time about ¢t. We pose

Qi={geNyr: ¢=0VteT, 0<qf <qd VteTo}.

Thanks relation (5.1.3), one has

Q=][@ where Qo:={qeR[":0<qf <7y

teTo

Q={@we€Lly: =0} VteT.

Finally, we suppose that the given function 5 : {2 — RfT(TH) describes the prices
of the bilateral contracts, with 8, = 0,Vt € T, fy € RET and ] := (5" )pen € RY
represents the price to buy bilateral contracts at the initial time about .

Foralli € Zandt € T, the product A\;;(w)s;(w) is the costs of production sustained
by agent i to produce the quantity s;(w); pi(w)s;(w) is the income obtained
by selling the quantity s;(w) and py(w) >;c 217 is the revenue that finance the
consumption-trade. At initial time the agent has an additional outcome of the
forward and bilateral contracts: <q, zio)sr and (B, bi)gr. However, if 2i0 < 0,
then iz is an income and, if 2! > 0, then g%z is an outcome. The amount
that each agent ¢ can spend is bounded from his income; hence, let N' := N; x
Njyr x N1 x Nyr, at the current price (p,q) € P x Q each agent has the budget

constraints set

Bl<p, q> ﬁ./\f = {(Zﬂi,Zi,Si,bi) S <£1 X Z\ZXS\Z X @) ﬂNi

zi(w), zi(w), s;(w), b;(w)) € Bi(w,p,q)}
(5.1.6)

—~

where, it results

Bi(w,p,q) :=={(z:(w), 5:(w), 5i(w), bi(w)) € RET x RITTH) o RIEH 5 RYTTH
PoTio + (4, zio)gr + (B, bio) ur + NioSio < DoSio

pr(w)za (W) + Nig(w)sa(w) < pw)si(w) +pe(w) Y 2 VEE T}
JjeTJ
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We pose E(p, q) := [Licz Bi(p, @) NN For each w € Q and t € Ty, we consider the
function A; such that 0 < Ai(w) < p,(w); by setting s;(w) > 0 the agent always
produces a quantity of energy. These assumptions ensure us that the agent i has
a profit (p;(w) — A\it(w))siu(w) > 0 and then she can participate in the market.
Clearly, for each ¢ € Z, one has that B;(p, q) N is convex and nonempty. Indeed,
one could always select (24,0, s;,0) € Bi(p, ¢) NN, with &; = @. Furthermore,
we observe that, since (z;, 25, 84, b;) € (L1 X Z; X S; x C;) NN the constraints in
the set B;(p,q) NN can be written in the unified way for all ¢ € Tg:

Pu() (@ir (@) =5 (@) +(gs (), 2i0(@)) o +(Be(w), bir () s+ As(W) s (@) < pelw) Y 25 -
JjeJ

Each agent ¢ has utility from the electricity usage, obtained by spot trade and

bilateral contracts; this utility is represented by a wu; : 2 X Ri*l X RfT(TH) — R

such that u;(w,z;,b;) is measurable in w for each fixed (z;,b;). The objective of
each agent i is to find the decision rules (z;, z;, s;,b;) € Bi(p,q) N N which are
nonanticipative and which maximize the expected value of utility. Let

Ui : El X LHT — R s.t. Z/[Z(.Z'l, bz) = ]E[UZ<CCZ, bz)} = / ui(w, Z;, bz) d]P((,U)
Q

then, for each ¢ € Z, it results the following maximization problem with recourse

max Ui(z;, b)) = Elui (7, 0,)] . 517
(%4,2i,84,b:)€B; (p,q) N ( ) [ ( )] ( )

Finally, we can give the mathematical formulation of equilibrium.

Definition 22. An equilibrium of plans, prices, and price expectations for the
Flectricity Market £ = ((Q, F,P), (Ft)ters, U;)icz) is a vector ((:T:“ Ziy Sis 51) . D, cj) €
- i€

B(p,q) X P x Q such that

1. foranyi el

(x4,2i,54,b:)€B; (D,q) N ( ) [ ( )] ( )

2. a.e. we€N

D Ew) <) Siw); (5.1.9)

1€L €L

d Y =0 (5.1.10)

i€l jeJ

3. foranyteT
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5.2 A Stochastic Variational Formulation

This Section deals with the connection between an equilibrium vector for £ and
the solution of a suitable stochastic quasi-variational problem. To this end, we
follow the approaches used in [58, 59, 55].

Firstly, for all ¢ € Z, we made the followings hold.

Assumptions A
(A.1.) w(+,x;,b;) is measurable for each w € Q;

(A.2.) u;(w,-,-) is continuously differentiable and concave a.e. w € ;

(A.3.) for each
(ji76i)v (

(x;,b;) € L1 X Lyp there exists g € L4 X Lyr such that for all
Zi,b;) € L1 X Lyr in a neighborhood of (x;, b;)

(&1, 00) — (B, )

a.e.w € €);

i (w, &3, b)) — wi(w, 24, 0:) | < glw)

(A.4.) w; is strictly-increasing in x;.

Remark 9. Thanks to Th.7.43 and Th.7.44. in [22], Assumptions (A.1.), (A.2.),
and (A.3.) ensure the continuity of U;, and the interchangeability of the expectation
and differential operator. Indeed, for each 1 € I, let

VZ/{Z : ,Cl X /CHT — £1 X £HT s.t. VUZ([E“ bl) = (Vzbuz(l‘“ bl), Vbzul(l‘“ bl))
one has
VU (25, b;) : = RIXRITTH 5 4 GUhy(w, 24, b) = (Valhi (w0, 4, bs), Vi Ui (w, 4, ;) -

So, it results that VUi (z;,b;) = E[Vu;(w, 75, b;)], where Vu(x;,b;) : Q — R x
RET(TH). Furthermore, from Assumptions (A.1.), (A.2.), and (A.4.) it follows
the concavity, and the strictly-increasing in x; of U;.

We introduce the following stochastic quasi-variational inequality:

Find (7,2, 3,5,5,d) € B(p,§) x P x Q such that
Z((Vui(i‘i, El)y (@i, b;) — (%4, 6i>>>(HT+1)(T+1)+
ieT

+ <<(Z<J~:i - 5i), Zgi)a (p,q) — (P @) grs1yr41y) <0

1€l i€l

(5.2.1)
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Remark 10. The vector (%, 2,5,b,p,q) is a solution to SGQV'I (5.2.1) if and only
if the following inequalities simultaneously hold:

(i) for eachi € I, (T4, Z;,8;,b;) is a solution to

(Vi (Zi, b:), (@i, )= (%, 0:))) (wrs1yr41) <0 V(2 24, 84, 0;) € Bi(p, )NN

(5.2.2)
(i) p is a solution to
(O (@ —35)p— )11 <0 VpeP; (5.2.3)
ieT
(i1i) q is a solution to
<<Z Ziq—@))orrsy) <0 Vge@. (5.2.4)
i€

Proposition 15. Fized i € Z and (p,q) € P x Q. Let u; strictly-increasing in

x; and let (%;, 2, 8, b;) € Bi(p,q) NN be a solution to the mazximization problem
(5.1.8). Then a.e.w € Q one has:

PoTio + (g, Zio)or + (B, Bz‘0>HT + XioSio = PoSio (5.2.5)

Pe(w)Ea (W) + Nt (@)Fa(w) = pr(w)da(w) + pe(w) Y Z) VEET.  (52.6)

JjeT
Proof. For all t € Ty and w € {2 we pose:
Mi(w) 1 = p(w)Tu(w) + (@(w), Zie(w)) sr + (@(w)? bit(w)) ar
+ NiW)di(w) — pw)daw) — pe(w) > 23
jeT

We have to prove that M;(w) = 0 for all t € T and for all w € Q. We suppose that
there exists t* € Ty such that M, (w*) < 0 for some w* € 2, with w* € E, C F.
and P(Ey) > 0. Let 2 : Q — RI™! with 2; = {#4 }+e7, be such that ;; = 7, for
all t # t* and

Ty (w) + K Yw e Qst.w e By,
Tie (W) otherwise

My (w* ~
i ((w )) It results (2, Z;, 8, b;) € B;i(p,q) NN. Being u; strictly-
Dex (W™

increasing in z;, from Remark 9, it follows that U;(2;b;) > U;(Z;, b;), contradicting

the fact that (Z;, Z;, 8, b;) is a maximum point of U; in B;(p,q) N N. O

e (w) = {

with 0 < K < —
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Proposition 16. For all i € Z, let Assumptions (A.1.), (A.2.), and (A.3.) be
satisfied. For all (p,q) € PxQ, (%;, %, 8;,b;) € Bi(p,q) NN s a solution to (5.1.7)
if and only if it is a solution to the following stochastic variational inequality

(Vui(@:, ;) (23,0) = (F,00))) (rayrsny V(@i 2080, b5) € Bi(p,q) NN

Proof. Firstly, for all i € Z, let us assume that (.ii,}l-,&,gi) € Bi(p,g) NN is
a solution to (5.1.7); for all u € [0,1], let (&, 2%, 8,b;) = pu(s, 2,55, b;) + (1 —
w) (i, 2, 85, 0;) € Bi(p,q) NN. We define the following functional

Flu) = /Qul(w i, b1) dP(w)
N2
wpe01 Fu) < max / ws(w, 71, bi) dP(w) = Efug(F:,5)] = F(1).

(%4,24,54,b: ) €Bi (p,q) "N
It follows that F'(1) > 0, and since

F'(p) = ﬁ / ui(w, &, b;) dP(w) =

/ auz (.U l‘l, bz) (Izt(w) . xit(w)) + Z M(E:g — bfg) dIF’(w)
Qe i

th
teTo,heH b
(5.2.7)

it results that

8ul (w xl,bZ ou; w,i’i,l;i ~
= [P 2B G ) e+ T PR Gy ap(e) =
L teTo i teTo,heH i0

= ((Vui(ﬂfi,bi), (57172?1) - ($iabi)>>(HT+1)(T+1) >0 V(Jﬁi, Zi>3i7bi) € Bi(P> CI) NN
(5.2.8)

Conversely, for all i € Z, let us assume that (&;, %, §;, b; i) € B;i(p,q)NN is a solution

o (5.2.2); for all u € [O 1] and (w4, 2i, 84, 0;) € Bi(p,q) "N, let p(xi, 2, 8i,b;) +
(1 — p) (&, %, 5, b:) € Bi(p,q) N N. Thanks to Remark 9, from the concavity of
U;, we get:

Ui (i, 03) + (1= ) (25, b)) > o Uy(i, b;) + (1= ) Us(Ei,b:) Y€ [0,1]
y
Ui((Zi + p(wi — 34)), (bi + (b — bi))) — Ui(Ti, bi) >
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When p — 0%, the left-hand side of (5.2.9) converges to %L{i((fi + p(z; —
%)), (b + p(b; = b:))). By posing | ZUs((F; + p(wi — %)), (b + p(bi — Bz‘)))] . e

~ ~ ~ M:
get ((Vui(Z;,0;), (@5, 0;) — (T4, b)) (mrs1y(r41)- Since (T4, 2, 8;, ;) € Bi(p, ) NN is
a solution to (5.2.2), then, from (5.2.9), for all (x;, z;, s;, b;) € Bi(p,q) NN one has

0> (Vi (%4, 0i), (24, b)) — (%, Bi)>>(HT+1)(T+1) > Us(, bi) — Uy, b;) -

Hence, (%4, Z;, §;,b;) € Bi(p,q) NN is a solution to (5.1.7). ]

Theorem 25. For alli € T, let Assumptions A be satisfied. Then, (Z, 2, §, 5,]5, q) €

E(ﬁ, G) X P x Q is a solution to SGQV'I (5.2.1), then it is an equilibrium vector
of plans, prices, and price expectations for the FElectricity Market £.

Proof. Claim 1 For alli € T, (Z;, Z;, 5;, b;) s a solution of the mazximization prob-
lem (5.1.8) if and only if it is a solution of (5.2.2).
It follows from Proposition 16.

Claim 2 7, &0 < Y e 8i0 and Y iz > e s 50 <0 forallt € T
Let (7, 2, 8, l~)) € E(ﬁ, q). Firstly, we observe that, from Proposition 15, it follows
that:

Bo Y (&0 — Si0) + (@ Y Zo)ur + (8, > bio)ur + > Aiofio =0
i€T i€T i€Z i€Z
and, since (0, Ew)HT >0 and A\jpS;0 > 0 for all + € Z, one has:
Do Z(iiio — Sio) + (4, Z Zio)sr < 0. (5.2.10)
i€T i€l
In this way, one can consider ({fo, > ;.7 (%io — 5i0)))1 + (@, Dz Zi))r < 0 s0 that,
from (5.2.3) and (5.2.4), one gets:
{(po, Z(j:i(] — i) + (g, Zfz’»JT <0 V(po,q) € Py x Qo (5.2.11)
i€T i€l
We select (po, 057) € Py X Qp. Since Zio(w) = T0, Sio(w) = S0, it results:
Z(fi'i() — 3i0) < 0.
€T

Further, we suppose that there exists a t* € 7 and j* € J such that ) . _; 2;*[;]'* > 0.
We select ¢ € () such that

. Ja&7T =K>0
T 69 =0 V£t and j# 5
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so that, from (5.2.11), one has

po Y (o —50) + K> 2 <0 Vpo € P (5.2.12)

1€ €L

For sake of simplicity, we pose:

C:= Z(i’zo — 510) and D .= Z ~t* a
ieT ieT
with C' < 0 and D > 0. Naturally, if C' = 0, then it follows that relation (5.2.12) is

always strictly positive for each py € Py, contradicting (5.2.11). Instead, if C' < 0
we firstly observe the following

Py <Po = PC <p,C = pC+KD<p,C+KD (5.2.13)

so that there exists € > 0, with € € [max{0,p,C + KD}, p C + K D], for which we

can select py € Fy:
KD — ¢
— 5.2.14
Po —C ( )

Indeed, one can show that

— KD
poC+ED<e<pC+KD = pC<e-KD<pC = p <° S <o,
hence py € Fy. Furthermore:

“ KD
ﬁOZ(xZO_SzO +Kzz~t C+KD:€>O

€L €1 jeJ

which contradicts inequality (5.2.12). Hence, for all £ € T one has
>y <o
i€l jeJ

Claim 3 For allt € T, Y, 7 Tu(w) <> ;7 8u(w) ae.w e

Firstly, we observe that, from Proposition 15, a.e. w € {2 one has:

Pr(w) Y (Fn(w) = a(w)) + > Aa(w ~m@)Y Y =0 (5215

€T €T i€ jeJ

and, since Ay (w)sy(w) > 0 foralli € Zand 37, 7> ic s £ <0, it follows that:

Prw) > (Fu(w) = 5u(w) <0 = (B> (Ea = 5a)))1 < 0. (5.2.16)

1€L €L



5.2. A STOCHASTIC VARIATIONAL FORMULATION 83

In this way, thanks to (5.2.3) and (5.2.16), for each ¢t € T one has

(lo0 3@ = 50l = [ ) () = () dB@) SO Vpr €
i€T Q i€
(5.2.17)
Let us suppose that there exists t* € T and Ej € Fy+, with P(Ey) > 0, such that

D (Fir(w) = §ie(w)) >0 Vw € By,
€T
We pose:
0::/ D (@Fip (w)—5i (W) dP(w) and D= [ > (Fip(w)—5ip (w)) d P(w)
OB et B ez

with ¢ < 0 and D > 0. If C' = 0, the condition D > 0 contradicts inequality
(5.2.17). If C < 0 let p= : @ — R be such that

e— KD
. Yw € Q\ Ej
b () = . w \ B

Wlth K E [ t*’pt*] )

¢ € max{0,p,.C' + KD},p,C + KD].
Since C' < 0, it follows that p;« € Pi«. One has:

(S o — 30 ), ) /Q e S Fe (@) — i (@) d P(w)+

i€ ZEI

_|_/E P (w :L’m (W) = 3= (w)) d P(w) =

— KD
_ o C+KD=€e¢>0

contradicting (5.2.17). Hence, for all t € T, one has
D (Faw) = 5a(w) <0 aewe.
i€l

Claim 4 For allt € T Y ;7> e %0 = 0.

We suppose that there exists ¢ € 7 such that > ;7> ., zi7 < 0. Thanks to
Proposition 15 and the fact that Ay« (w)3;+(w) > 0 a.e. w € § for all i € Z, one

has that
Pre (@) Y (Eie (w) = e (w (W) ) &’

€T €L jeJ

(B, Y (@ae = S )1 < {Bees D Zig' D -

i€l 1€L,jed
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From (5.2.3), it follows that

<<pt*72(ii’it* — i )1 < <<I3t*72(=’fz’t* — S )1 < ((Pe+, Z 5;?(*)j>>1 Vpe € B

€L i€T i€L,jeJ
so that
(e S (e — 51 < (e, S 2070
€L €L
Y (5.2.18)
(e, Z(iﬁzt* — S )01 — (P, Zzt* * 1 <0 Vpp € Ppe
€L €L

where it results that ((pe, Y ;7 171 < 0. From Claim 3, one has that 3, GI(:(:” (w)—
Sir(w)) <0 ae w e Q. So, if Zlez(l‘n* (w) — Si«(w)) = 0, then the relation in
(5.2.18) is contradicted for all p;» € Py. Instead, if it exists at least one Ey € Fyx,
with P(Ep-) > 0, for which ). (74« (w) — 8i-(w)) < 0, we pose:

C = /me 5 (w)) dP(w)  and D= /pt* )Y ) H dP(w)

€T €L jeTJ

with C' < 0 and D < 0. Let ps= : Q2 — R be such that

. e+ D . _
Pre(w) == G a.e.w € ) with e € [max{0,p,.C — D},p .C — DJ.
One has py € Py and:
. - . - € —i— D
(D= Z(xzt — i< )))1 — ((Pee ,szoj = C—-D=¢e¢>0
€L 1€L

which contradicts (5.2.18). Hence, >_,7 > ic 7 Zip 2T =0forallteT.

Then, thanks to Claim 1, 2, 3 and 4 and Remark 10 if (z, Z, s, b, p, q) € B(p,q) x
P x @ is a solution to SGQVI (5.2.1), then it is an equilibrium vector of plans,
prices, and price expectations for the Electricity Market £. ]

Theorem 26. For all i € Z, let Assumptions A be satisfied and B:Px Q=L X
Lyrr be lower semicontinuous, closed, and with compact values. Then, the SGQV' I
(5.2.1) admits at least one solution, that is, there exists an equilibrium vector of
plans, prices, and price expectations for the Electricity Market .
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Proof. Firstly, we pose
ZI: ,C[ XLHT[ XE] X,CJT[ X,Cl X/;HT

so that, we can consider

lC:zLIXHZixHSZ-xHOixPxQC/Z
i€T i€l i€l

S: K=K st g(m,z,s,b,p,q) = (E X P xQ)
F:.L=L st f(x,z,s,b,p, q) = ((Vui(xi,bi))iGI,Z(xi — si),z,zi) )

1€L €L

From Theorem 12, there exists a solution to the stochastic quasi-variational in-
equality (5.2.1). Then, from Theorem 25, there exists a equilibrium of plans,
prices, and price expectations for the Electricity Market £. O

As already anticipated, the strength point of this variational formulation is linked
to the results obtained in Chapter 4. Indeed, most real-world phenomena vary
with continuity and affect the agent’s decision processes and all variables involved
in the market. So, to capture these dynamics, in (5.2.1) we have introduced a
quasi-variational problem on a continuous filtered probability space and we have
linked it with an equilibrium solution for the electricity market. Now, we point
out that the crucial aspect of this approach is that this formulation pays the way
for several future developments. Indeed, recently in the literature [44, 14|, they
are been introduced discrete approximations of two-stage stochastic variational in-
equalities. Adapting opportunely these procedures to fit with the quasi-variational
problem (5.2.1) under study, one could get an approximated stochastic variational
formulation exhibiting an event-tree structure as in Chapter 4. In this way, it
could be possible to introduce, as in (4.2.16), the extensive formulation of the ap-
proximated stochastic problem and, with similar arguments used in Proposition
12 and Corollary 2, to get the equivalence between the basic and extensive for-
mulation of the approximated stochastic quasi-variational problem. In this way,
the computational procedure studied in Section 4.3 can be applied to compute the
approximated equilibrium solution to the electricity market. We stress out that
this computational approach allows us to solve, efficiently and in parallel, large
dimension problems which involve both time and uncertainty.



Chapter 6

Possible Future Research

The proposed research focuses on deterministic and stochastic variational inequal-
ities problems and their applications to study equilibrium problems in which time,
uncertainty and information play a central role.

As already seen in the previous Chapters, during the Ph.D. I have studied deter-
ministic and stochastic variational problems, both by a quantitative and qualita-
tive point of view, with particular attention to the Radner equilibrium model, due
to its wide range of applications to real-life problems. In order to continue with
these studies, it could be interesting to apply this stochastic variational approach
to other Electricity Markets, as the framework of retailers that must provide the
electricity demand of their clients in each period of the planning horizon. This
case, in comparison with the configurations of consumers or producers, is more
complicated due to the elasticity behavior of clients with respect to the selling
price offered by the retailer. In addition, it could be interesting also incorporate in
the formulation of these problems measures of risk (see, e.g. [15], Ch. 4) to express
preferences between different manifestations of uncertain cost or loss arising from
economics and finance problems.

To better deal with these real-world problems, it is necessary to develop also some
theoretical aspects of the variational problems:

Qualitative Aspects

A first natural development could be to consider a suitable filtered probability
space as in Chapter 5, but into a continuous-time framework, and study, relatively
to it, optimality and equilibrium conditions by means of suitable stochastic vari-
ational problems under generalized assumptions, in terms of weak continuity and
generalized monotonicity. In finance, for instance, it is quite natural to think that
the system under analysis could change continuously in time from an instant to
the next one.

Another interesting aspect to take into account comes from Theorem 11. Indeed,

86
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in the recent work [9], authors, motivated by a real-life application on a bidding
process for a deregulated electricity market, study the solution to a generalized
quasi-variational inequality problem with non-self constraint map, in terms of pro-
jected solution as in Definition 8. This approach results to be relevant to find the
solution of many real-world problems that, otherwise, could be hard to be mathe-
matically treated. However, the authors established some existence results of the
projected solution for the variational problems only in a finite-dimensional setting.
This is due to the fact that the constraint set-valued map S : K=R® is assumed
to be with intS(z) # 0, for all x € K, and S(K) relatively compact. My proposal
is to try to generalize these results in general infinite-dimensional spaces.

Other interesting aspects, could be the investigation of the relationship between
these variational formulations and equilibrium models with bilevel optimization
problems and vector variational inequalities problems.

Quantitative Aspects

Up to now, we have considered variational problems on continuous probability
space in order to approach as closely as possible to the dynamics governing real-
world problems. However, solving problems where uncertainty on input data is
modeled by continuous stochastic processes is very difficult, or even impossible
in many cases. So, from a computational viewpoint, a convenient way is to get a
discrete approximation of the original problem. This could allow us to consider real
or simulated data and use them to perform studies in terms of scenario reduction
techniques, supported by opportune statistical methodologies (e.g. ARIMA model
[50]) and the computational procedure introduced in Chapter 4.

Furthermore, in this context, investigate on quantitative stability (see, e.g. |[69]
[43]) of the system in question could be not only interesting but also crucial in
order to retain most of the relevant information when discrete approximations are
performed or scenario-reduction techniques are used to cut down the number of
scenarios.



Appendix A

We devote this Appendix to recall some basic concepts of set-valued analysis, quasi-
convex analysis, and probability theory which play an important role in the thesis.
For the proofs and further details, we refer to [2, 45, 22| and the references therein.

A.1 Some concepts of set-valued maps

Let X be a Banach space and Y a topological vector space.

Definition 23. An application T : X=2Y that at any v € X associates a subset
T(x) of Y is called set-valued map or multifunction; the set T'(z) is called image
of x under T

Of course, whenever the set-valued map is single-valued, then it is a function. The
set-valued map T is called proper if there exists at least one element x € X such
that T'(x) # 0. In this case, the set

Dom (T)={z € X : T(x) #0}
is called domain of T. It is called graph of T the subset of X x Y defined by
Graph (T) ={(z,y) e X xY :y e T(x)}.

Definition 24. Let T : X=3Y be such that Dom (T) # 0 and B(xq,d) the ball on
X centered at xg and with radius 6. We say that F' is:

(1) upper semicontinuous at xy € Dom (T) if for any neighborhood U of T'(zy),
there exists 6 > 0 such that T'(xz) € U for all x € B(xy,0); it is upper semi-
continuous on X if it is upper semicontinuous at every point of Dom (T);

(7i) lower semicontinuous at zo € Dom (T) if for any yo € T(xo) and any
neighborhood V (yo) of yo there exists § > 0 such that T (x)NV (yo) # O for any
x € B(xg,0); it is lower semicontinuous on X if it is upper semicontinuous
at every point of Dom (T);

38
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(111) continuous at xy € Dom (T) if is is both upper semicontinuous as well as
lower semicontinuous at xq; it is continuous on X if it is continuous at every
point of Dom (T).

Now, we state a useful characterization of upper / lower semicontinuity of a set-
valued map:

o T upper semicontinuous at xo € Dom (T') if whenever {z,}, . C X with
v, -z and z € X, and {y,},y C Y such that y, € T(z,) for all n € N
and lim,, y,, exists, then this limit point in as element of T'(x);

o T lower semicontinuous at xo € Dom (T) if for any sequence of elements
{Zn}heny € X, 2y — z, and for any y € T'(z), there exists a sequence
{Un}tnen C Y, with y, € T'(x,,) for any n € N and y,, — .

Another important concept in set-valued analysis is the following.

Definition 25. A set-valued map T : X=3Y is said to be closed at xg € Dom (T)
if for any sequence {(Tn,Yn)},en € Graph (T') converging to (xo,10), one has
(20, y0) € Graph (T).

If the images of a set-valued map T are closed, bounded, compact, and so on, we
say that T is closed valued, bounded valued, compact valued, and so on.

Proposition 17. Let T : X=2Y be a set-valued map. The following holds:
(i) T is upper semicontinuous with closed values. Then T is closed.

(ii) T is closed and T(X) is a compact subset. Then T' is upper semicontinuous.

A.2 Some concepts of quasiconvexity and quasi-
monotonicity

Let X be a Banach space, denote by X* its topological dual and (-, -) the duality
pairing. Let f: X — RU {+o0o} be a function.

Definition 26. A function f is said to be:

(i) quasiconvex if, for any z,y € dom f and X € [0, 1], one has

fz + (1= N)y) <max{f(z), f(y)};
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(71) semistrictly quasiconvex if it is quasiconvex and for any x,y € dom f such

that f(x) # f(y), one has

fOz+ (1= XNy) <max{f(z), fy)}  VAe(0,1);

(ii) strictly quasiconvex if for any x,y € dom f such that x # y, one has

fOz+ (1= XNy) <max{f(z), f(y)} VAe(0,1).

Quasiconvex function Strictly quasiconvex function
f
) & ) A
B
0 1 2 37x J
0 X

Semistrictly quasiconvex function

f(x) 4

b
L

0 X

Figure A.1: Example

From Definition 26, a strictly quasiconvex function is semistrictly quasiconvex
and quasiconvex. In general, a semistrictly quasiconvex function might not be
quasiconvex. For instance, if we consider the function f : R — R such that
f(0) = 1and f(x) = 0 for x # 0, it is semistrictly quasiconvex but not quasiconvex.

Proposition 18. Let f be a semistrictly quasiconvex function. If f is lower semi-
continuous on dom f, then f is quasiconvez.
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We point out that a function f : X — (—o0,+0o0] is quasiconvex if and only if
for every x € X and every unit vector e € X, the function g : R — (—o0, +00]
defined by ¢(t) = f(z + te) is quasiconvex, that is, its restriction on straight lines
1S qUaSICONVeL.

Proposition 19. A function f : R — (—o0,+00] is quasiconvex if and only if
there exists an interval I of the form (—oo,t) or (—oo,t], where t € [—00,+00],
such that f is nonincreasing on I and nondecreasing on its complement!.

Every convex function is quasiconvex. The converse is not true. For instance, the
function arctan(-) is quasiconvex without being convex.

Remark 11. The sum of two convex functions is a convex function. Instead, the
sum of two quasiconvex functions need not be quasiconver. Even if we add a linear
function to a quasiconvex one, the result might not be quasiconvez.

Proposition 20. Let f : X — (—o0,+0o0] be a proper function.
(i) If f is quasiconvex, then the set of its global minima is convex.
(i) If f is strictly quasiconvex, then it has at most one global minimum.

Semistrictly quasiconvex functions retain some localization properties from the
class of convex functions.

Proposition 21. Let f be a continuous and quasiconvex function defined on X C
R"™. Then f is semistrictly quasiconvex if and only if every local minimum r € X
is also a global minimum of f at X.

It is possible to characterize the quasiconvex functions in terms of sublevel sets,
defined as in (2.1.4).

Proposition 22. A function is quasiconvex if and only if, for any o € f(X), the
sublevel set S, is nonempty convew.

For any lower semicontinuous function f, semistrictly quasiconvex on its domain
dom f, one has:

Vo> inf, c(S5) =28, .

This means that a lower semicontinuous semistrictly quasiconvex function f does
not have any flat part with nonempty interior on dom f \ argminy f.
Now, we recall the following definition for a set-valued operator.

!'Note that, I or its complement might be empty, that is, the function may be nondecreasing
or nonincreasing throughout R.
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Definition 27. An operator T : X=X"* is said to be quasimonotone on a subset
K iff, for all x,y € K,

JreT(x): (x5 y—z)>0 = (y,y—x) >0 Yy €T(y).

Let f be a function and, for any z € dom f, N(x) and N<(x), respectively, the
normal operator to Sy, and ij(w). For general quasiconvex functions, however,
one has that the operator N can fail to be closed and the operator N< can fail to be
quasimonotone. To overcome this fact, Aussel and Hadjisavvas [8] introduced the
concept of adjusted sublevel set of a function, as in Definition 7, with the relative
normal operator.

A.3 Some concepts of probability theory

Let 2 be an abstract set, also known as sample space.

Definition 28. A set F of subsets of Q) is called o-algebra or o-field if
(i) Qe F;
(i) E € F, then Q\ E € F;

(iii) {E;},en © F, then Uienk; € F.

The couple (£2,F) is called measurable space. A set E C € is said to be F-
measurable if £ € F. It is said that the o-algebra F is generated by its subset V
if F is the smallest o-algebra containing V. This means that any F-measurable
set can be obtained from sets belonging to V by set theoretic operations and by
taking the union of a countable family of sets from V.

The o-algebra generated by the set of open (or closed) subsets of a finite-dimensional
space R is called its Borel o-algebra, B(RY). An element of this o-algebra is called
a Borel set.

Definition 29. Let (2, F) be a measurable space. An increasing family {F},~, of
sub-o-algebras of F is called filtration. -

Definition 30. Let (Q2, F) be a measurable space. A function P : F — R is called
probability measure on (2, F) if

(i) P(E) >0, for all E € F;
(ii) P(Q) = 1;
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(iii) for every collection E; € F, i € N, such that E; N E; = 0 for all i # j, we

have
P(UienEi) = > P(E;) .

1€EN

A sample space (2, F) equipped with a probability measure P is called probability
space and denoted by (€2, F,P). A probability space (2, F,P) equipped with a fil-
tration {F},. is called filtered probability space and denoted by (2, F,{F},5,,P).
An event E € F happens P-almost sure (a.s.) or almost everywhere (a.e.) if
P(E) =1.

Definition 31. Let (2, F,P) be a probability space. The measure P is called non-
atomic if any set E € F, such that P(E) > 0, contains a subset D € F such that
P(E) > P(D) > 0.

A function Y : (2, F) — (RY, B(R%)) is said to be measurable if for any Borel set
A € B(RY), its inverse imagine Y 1(A) := {w € Q: Y(w) € A} € F.

Definition 32. Let (Q, F,P) be a probability space. A measurable function Y :
(Q, F,P) — (RY, B(RY)) is called G-dimensional random vector.

Definition 33. Let (2, F,P) be a probability space. A stochastic process Y :=
{Y;: (O, F,P)— (RG,B(RG))}iGI is a family of random wvectors on (Q,F,P),

where T C R represents an arbitrary index set.

If we identify the index set with a time set, that is Z = T, it allows us to study
the time evolution of the random vectors.

Definition 34. A stochastic process Y := {Y;},.+ is said to be adapted to the
filtration {F}, - if, for each t € T, Y; is Fy-measurable.
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