JOURNAL OF
ﬁ% Mathematical
ECONOMICS

www.elsevier.com/locate/jmateco

ELSEVIER Journal of Mathematical Economics 35 (2001) 515-546

Hierarchic competitive equilibria™
Michael Florig

CERMSEM, Université de Paris 1, 106-112 Boulevard de I’Hépital, 75647 Paris Cedex 13, France
Received 2 December 1999; received in revised form 14 December 2000; accepted 14 March 2001

Abstract

Without an interiority or strong survival assumption, an equilibrium may not exist in the stan-
dard Arrow—Debreu model. We propose a generalized concept of competitive equilibrium, called
hierarchic equilibrium. Instead of using standard prices we use hierarchic prices. Existence will be
shown without a strong survival assumption and without a non-satiation condition on the prefer-
ences. Under standard assumptions this reduces to the Walras equilibrium. Hierarchic equilibria are
weakly Pareto optimal and any Pareto optimum can be decentralized without a border condition.
We prove the existence of a Pareto optimal hierarchic equilibrium under additional assumptions.
Later, we establish a core equivalence result. © 2001 Elsevier Science B.V. All rights reserved.
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1. Introduction

In the Arrow—Debreu model, a Walras equilibrium may not exist without a strong survival
assumption. Several authors Gay (1978), Danilov and Sotskov (1990), Marakulin (1990),
and Mertens (1996) advance generalized equilibrium concepts which exist without a strong
survival assumption. The scope of these concepts is however restricted to exchange
economies with a particular type of consumption sets. The purpose of this paper is to
propose and prove the existence of a generalized equilibrium concept for economies with
production and convex consumption sets.

The possibility of minimum-wealth situations at some prices may lead to non-existence
of a Walras equilibrium. Usually one prevents this situation from arising by an interiority
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condition, also called strong survival or Slater assumption. Roughly, such a condition asserts
that every consumer can consume some bundle of goods within the interior of his consump-
tion set without exchanging anything (cf. Arrow and Debreu, 1954). This is satisfied, for
example, if every consumer’s initial endowment is in the interior of his consumption set and
if each firm can remain inactive. In the case where the consumption sets correspond to the
positive orthant, the strong survival assumption means that every consumer is initially en-
dowed with a strictly positive quantity of every existing commodity. Most consumers have
however a single commodity to sell their labor. So one might argue that the strong survival
assumption is almost never satisfied. Furthermore, should an agent have no share in any of
the firms, then this condition can only hold if the consumption set has a non-empty interior.
This means that every commodity — so, even every input or industrial by-product — must
be consumable.

A weak survival assumption (also called autarky assumption) asserts that every consumer
can consume some bundle of goods in his consumption set without exchanging anything. So
consumers might have a consumption set with empty interior and their initial endowment
may lie on the border of their consumption set.

A weak survival assumption is by far more acceptable than a strong one. Several authors
established sufficient existence conditions which are stronger than the weak survival
assumption, but weaker than the strong survival assumption. Considering instead of the
interiority condition, some sort of connection between the agents via their preferences and
initial endowments, Gale (1957, 1976) established the existence of a Walras equilibrium
for linear exchange economies. He assumed that every consumer has some commodity
some other consumer likes, and there are no two subgroups such that group 1 has com-
modities group 2 likes, but group 2 has no commodities group 1 likes. Furthermore, the
weak survival assumption must hold. One calls then the economy irreducible. Several au-
thors adapted this idea to more standard economies establishing weaker conditions for
the existence of a Walras equilibrium than those stated in Arrow and Debreu (1954). A
list of such contributions includes McKenzie (1959, 1961, 1981), Debreu (1962), Arrow
and Hahn (1971), Moore (1975), Bergstrom (1976), Spivak (1978), Florenzano (1981),
Geistdoerfer-Florenzano (1982), Hammond (1993), Maxfield (1997), and Florig (2001).

Despite all these efforts to find weak conditions replacing the strong survival assumption,
there are extremely simple and economically meaningful examples for the non-existence of
a Walras equilibrium (cf. Gale, 1976). The question then arises, if a competitive economy
can be in some kind of equilibrium situation, even if a Walras equilibrium does not exist. If
s0, it would be interesting whether analogs of the Welfare theorems and core equivalence
still hold.

Partial answers have been given in the literature (Gay, 1978; Danilov and Sotskov, 1990;
Marakulin, 1990). We try to investigate these issues. First, we give in Section 2 a definition
of a competitive equilibrium concept we call hierarchic equilibrium. Walras and dividend
equilibria are special cases of the hierarchic equilibrium. A hierarchic equilibrium is a kind
of dividend equilibrium using hierarchic prices which generalize the notion of exchange
rates introduced by Gay (1978). At an exchange rate the set of commodities is split into
several sub-markets according to their price level. A commodity of sub-market 2 cannot
buy commodities of sub-market 1, it buys other commodities of sub-market 2 at a strictly
positive price and it buys commodities of sub-markets 2,3,. . . at price zero, so it buys infinite
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amounts of these goods. In Section 3, we first study an easy special case of hierarchic
equilibria. Then we give an interpretation of hierarchic equilibria in terms of dividend
equilibria of economies with small indivisibilities. We illustrate this with various examples.
In Section 4, we introduce further notations and a technical lemma. In Section 5, we state
the assumptions. In Section 6, we give the existence proof. In Section 7, we show that
under standard assumptions, ensuring the existence of a Walras equilibrium, the hierarchic
equilibrium reduces to a Walras equilibrium. In Section 8, we show that hierarchic equilibria
are weakly Pareto optimal, we give an analog of the second Welfare theorem without the
usual border condition and we prove the existence of a Pareto optimal hierarchic equilibrium
under additional assumptions. In Section 9, we give a core equivalence result. In Section
10, we show that one may impose a monotonicity property, implying equal treatment. In
Section 11, we discuss the different generalized equilibrium concepts and their links to the
hierarchic equilibrium.

2. Model

We denote by N, Z, R, respectively, the set of natural, integer and real numbers. Let
I=A{1,...,1},J={1,...,J}and L = {1, ..., L} be finite sets of consumers, firms and
commodities. Each firm j € J is characterized by a production set Y; C RL. We denote
the aggregate production set by ¥ = ) jesYj- Every consumer i € [ is characterized
by his consumption set X; C R’, his initial endowment w; € R’ and his preference
correspondence P; : [[;o;Xi x [[;c,¥; — 2%i Letw = Y ;.;o; be the total initial
endowment vector, and let X = Zie ;Xi.Forall (i, j) € I x J, 6; € [0, 1] represents
consumer i’s share in firm j. Forevery j € J, > ;0 = 1.

An economy £ is a collection:

E=(Xi, Pi,wier, (Yj)jes, @) perx)-

We will denote the set of feasible consumption—production plans by

FE&O =1 nel[[xix[[v]D x=> y+o

iel jeJ iel jelJ

Let R = (RU{+00}). Forany n € N, let > be the lexicographic order ! on R". Extrema
will be taken with respect to the lexicographic order. We adopt the convention O(+o00) = 0.
For x € R", note suppx = {h € {1, ..., n}|x; # 0} the support of x. Note ey, ... , e, the
canonic basis and B = {x € R"|||x|| < 1} the closed unit ball in R".

Definition 1. A hierarchic price is a finite ordered family P = {p!, ..., p*} of vectors
L
of R-.

'For (s, 1) € R" x R",s > t,if s, < t,,r € (1,...,n}implies that3p € {1, ..., r — 1} such that s, > £,. We

write s > t if s > ¢, but not [t > s].
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If k = 1, this reduces to the standard case. We denote by P the set of hierarchic prices.
The number £ is determined at the equilibrium. We will see that one never needs & to be
greater than L. 2

For P € HP and x € RL, we define the value of x to be

Px=(p' -x,...,p" x) e R~
The supply of firm j € J at the price P is
Si(P)={y; € YjIVz; € Y}, Pzj < Py,}.

Alternatively, we can write S;(P) = argmaxpk {argmaxpk_1 . {argmaprX it b

Given a hierarchic price, firms are thus supposed to maximize the profit lexicographically.
The profit of firm j € J is

7j(P) = supy, ey, Py;.
A hierarchic revenue is a vector w € R¥. Foralli € I, all P € HP, all w € R* let

ri(P,w):min{re{l,...,k}|EIxeXi,(pl~x,... pox) < (wh L wh)),
viPw) = w', ..., wiPY 4o, ..., +o0) € R,

The budget set of consumer i, with respect to P € HP and w € R* will be

B;(P,w) = {x; € X;|Px; < v;(P,w)}.

Lemma 1. If X; is closed convex, then B; (P, w) = {x; € X;|Px; < w}.

Proof. Note first that if X; is closed, then {x; € X;|Px; < w} C B; (P, w). For the con-
verse, it is sufficient to note that for every couple (a, b) € {x; € X;|Px; < w} x B; (P, w)
and every A €]0, 1], Aa + (1 — )b € {x; € X;|Px; < w} by the convexity. Then,
b e {x; € Xi|Px;i < w}. O

Definition 2. A collection (x, y, P, w) € F(£) x HP x (R¥)! is a hierarchic equilibrium
of the economy & if: 3

1. foralli € I, x; € B;(P, w;) and P;(x, y) N B; (P, w;) = 0,
2. foralli € I, Pw; + ) ;057 (P) < wi;
3. forall j € J,y; € S;(P).

2 The forthcoming definitions will depend for any r € {2, ..., k} only on the non-zero part of p” which is
orthogonal to p', ..., p"~!. Therefore, by an inductive argument we can always transform a hierarchic price into
an equivalent one consisting of two by two orthogonal vectors (thus of at most L).

31f we note L; the lineality space of the positive cone generated by consumer i’s net trade set and d; the
codimension of L;, then we may reduce any hierarchic price into an equivalent one with k < 1 4 min;¢/d;.
Indeed, either O is an equilibrium price or we may assume the prices two by two orthogonal and all non-zero (cf.
Footnote 2). The rank of consumer i is smaller or equal to the index of the first vector which is not orthogonal to
L;. The prices of a higher index are irrelevant to him.
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Definition 3. A dividend equilibrium (resp. Walras equilibrium) is a hierarchic equilibrium
(x,y, P, w) € F(E) x HP x (R*)! with k=1 (resp. k=1 and Po; +Zje19ij77j P) = w;).

Let (x, y, P, w) be a hierarchic equilibrium (x, y, P, w). If foralli € I,
wi1 > infp1 - X,

then (x, y, p!, w!) is a dividend equilibrium. If furthermore, all consumers satisfy some
non-satiation assumption, then (x, y, pl) is a Walras equilibrium. Note that the condition
excluding minimum-wealth situations holds under a global interiority condition together
with an irreducibility condition (cf. Section 7). In particular, it is implied by a global
non-satiation assumption together with the strong survival assumption:

Ocint | X; —w; — Z@UYj , foralli e I.
jeJ
Thus, hierarchic equilibrium and the Walras equilibrium coincide under the standard as-
sumptions for the existence of a Walras equilibrium. However, even if the set of Walras

equilibria is non-empty, there may exist hierarchic equilibrium allocations not in the set of
Walras equilibrium allocations.

Example 1. Consider an economy with two consumers and two commodities. Let X =
X, = R_%_, w1 = (1, 1), wp = (0,1) and u; (x) = x', ur(x) = min{x2, 2} are the utility
functions. The unique Walras equilibrium is x; = (1, 0), x> = (0, 2), p = (1, 0). Other
hierarchic equilibria exist. For example, ((&1, &2), {p], pz}, (wy, wp)) with & = w;, i =
1,2, p' = (1,0), p?> = (0, 1) and w; = (1, +00), wp = (0, 1).

In an economy where the strong survival assumption holds, but where satiation points
of the preferences may exist, dividends may be necessary in order to lead the economy to
an equilibrium situation, called dividend equilibrium or competitive equilibrium with slack
(Dreze and Miiller, 1980; Makarov, 1981; Aumann and Dreze, 1986; Mas-Colell, 1992). Ata
hierarchic equilibrium some agents are restricted to operate in an affine subspace of the com-
modity space. This affine subspace is determined only at the equilibrium. Even if preferences
are not satiated on the whole consumption set, they could be satiated on the intersection be-
tween the consumption set and an affine subspace, especially if this intersection is compact.
We will see in the next section, in Example 4, that the dividend structure in the definition
of the hierarchic equilibrium is necessary for the existence when considering consumption
sets which differ from the positive orthant. We refer to Section 6 for an interpretation of the
dividend structure and to Section 10 to see that a dividend structure should be considered,
even if the existence can be shown without, as it is the case under restrictive assumptions.

3. Interpretation

Before giving an economic interpretation of the hierarchic equilibrium, we first study a
special case which might be easier to understand in a first step.
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Definition 4. An exchange rate is a hierarchic price P = {p', ..., p*} C RL such that
r # r’ implies supp(p”) N supp(pr/) =0

Proposition 1. Let € be an economy with J = @, foralli € I, X; = RL,for allx € F(E),
for all &;, éi S R_I;, & € Pi(x) implies & + éi € P;(x). Let (x, w, P) be a hierarchic
equilibrium of E. Then, there exists an exchange rate Q and (wlf) e (RM! such that
(x, @, w) is a hierarchic equilibrium.

Proof. Let 7 + 1 be the smallest element of {1,...,k} such that for some h € L,
(p,i,... ,pZ‘H) < 0. Then, foralli € I, r;(P,w;) < r 4+ 1.Set P = {pl,... ,p'}
and w; = (u)l Yoo wf) foralli € I. Forall y € B;(P, w;) there exists t > 0 such that

y + tey, € Bi(P,w;).If y € Pi(x) then y + te, € P;(x). Hence (x, P, w) is a hierarchic
equilibrium.

For h € L, choose the smallest r € {1,...,7} such that 0 < p;. Forall p € {r +
1,...,r} replace pf by 0. Note the new hierarchic price by Pp. Then, (x, Py, w) is a
hierarchic equilibrium. Indeed, suppose without loss of generality that for all i € I, w; =
v; (P, w;). Bither w! > 0, then B;(P, w;) = B;({p, ..., p'}, w;) or otherwise 0 = 0,
then B; (P, w;) C Rh 1'% {0} x RE="=1 and h cannot be consumed anyway. We may apply
this L times 1terat1vely obtaining @ € HP N R such that 0 < g; forsomer € {1,...,7}
and i € L implies qh =O0forallp € {r+1,...,7}and such that (x, Q, w) is ahlerarchlc
equilibrium. So Q is an exchange rate. (]

So in this simple setting one could think of a partition of the set of commodities into
different sub-markets (cf. Gay, 1978; Danilov and Sotskov, 1990). The commodities are
ordered by the level of their price. For example, second class commodities may cost infinity
compared to third class commodities, but they may be worthless compared to first class
commodities. Then, the owners of second class commodities obtain third class commodi-
ties for free, but first class commodities are inaccessible to them if they do not own some of
them. So the partition on the commodity set establishes also a partition of the consumers into
k types. Consumers of type r have strictly positive wealth in sub-market r, zero wealth in

sub-markets 1, ... , r — 1 and infinite wealth in sub-markets » + 1, ... , k. So commodities
of the sub-markets 1, ... , r — 1 are inaccessible to them and commodities in sub-markets
r+1,...,k are so cheap for them that the price of these is negligible in their budget
constraint.

Under conditions which ensure the existence of a Walras equilibrium all consumers
have nonminimal-wealth and they are all able to buy a strictly positive quantity of every
commodity. So in this sense they have all an income of the same order. Such a situation arises
if the initial endowments are in the interior of the consumption sets. So mathematically this
is generic provided the consumption sets have non-empty interior.

However, all consumers having access to all commodities is a rather extreme case which
is probably almost never satisfied. In most economies, agents have incomes of different
orders in the sense that some commodities have a negligible price for some consumers,
a non-negligible for others and an infinite price for still another group of consumers. An
infinite price should of course be understood in the sense that even by spending his entire
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wealth on a commodity one could not buy a unit of it. All this is of course related to the
fact that there are no perfectly divisible commodities as assumed in the standard model.
Using R% as a commodity space is of course only an approximation of the “real” discrete
commodity space. The rational is that the commodities one considers are “almost perfectly”
divisible in the sense that the indivisibilities are small and insignificant enough so that they
can be neglected. Our point here is that in the absence of the strong survival assumption
there are no insignificant indivisibilities. Clearly, at any level of indivisibility of the com-
modities one may find a price such that not all consumers have access to all commodities.
Instead of working with a discrete commodity space, working with hierarchic prices, we can
capture phenomena related to indivisibilities which may occur at any arbitrary small level
of indivisibility of the commodities. Under a strong survival assumptions these phenomena
cannot occur. Every consumer has a strictly positive quantity of everything and so every
consumer has of course access to all commodities

So one should not think of hierarchic equilibria as economic situations with several price
vectors, but one should rather see the hierarchic equilibrium as a dividend equilibrium of an
economy with small indivisibilities. Suppose it is not possible to divide commodities beyond
acertain level, say (1/n) > ¢ for some large integer n. Think of a “true” market price as equal
to ZI;: & ~Ip", for some & > 0 much smaller than 1/x. In Florig (2000) it is proven that
each hierarchic equilibrium of a linear exchange economy is the limit of dividend equilibria
of the same economy where all commodities are supposed to be indivisible with a level of
indivisibility going to zero. Conversely, Florig and Rivera (2001) propose a generalization
of the Walras equilibrium existing in the case of discrete consumption sets. There standard
prices are used and considering a sequence of economies with vanishing indivisibilities the
corresponding equilibria converge to a hierarchic equilibrium.

Example 2. Let X; = X> = R3, 1 = (1, 1), @, = (0, 1) and the utility functions are
ui(x) = x! and us(x) = x' 4 x2. Neither a Walras nor a dividend equilibrium exist. The
hierarchic equilibria are P = {p!, p?} with p! = (1,0), p> = (0, 1), x; = (1,1), x3 =
0,2 —1), w; = (1,400), w2 = (0,2 — ¢) with ¢ € [0, 1]. Suppose we may divide any
commodity into n € N minimal units. The new consumption sets are thus X| = X} =
{x e Rilnx € Zi}. Note that X! converges to Ri as n goes to infinity. The following is
a dividend equilibrium of the corresponding discrete economy: p" = (1, (1/3n)), x| =
(1,1"),x2=(0,2—1"), w] =1+ (1/3n), w) = (1/3n)(2 — ") with t" being a rational
in[t,t+ (1 —t)/n]suchthatnt € Z,.

So whatever the level of indivisibility, consumer 2 cannot access the market of good 1 at
equilibrium. The hierarchic price enables us to approximate a discrete consumption space
by Ri capturing the phenomena observed at any level of indivisibility, that is, no one has
enough of good 2 in order to use it for buying some of good 1; the price of good 2 is far
from being small for consumer 2, but it is almost zero for consumer 1. Note also that in
this example the worst individual rational feasible allocation, i.e. x; = w; is an equilibrium
allocation.

Example 3. Consider an exchange economy with three consumers and three commodities;
foralli € I, X; = Ri, ui(x) = x' —x2 — %3, uo(x) = x' +2x2 + X3, uz(x) =
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x4 x242x3 w1 = (1,1, 1), ws = w3 = (0, 0, 0). The hierarchic equilibrium allocations
are x; = (1,0,0), x5 = (0,1,1),x§ = (0,0, 1 — 1) for ¢ € [0, 1] with the hierarchic price
p! = (1,0,0), p> = (0,2,1) and y; = (1,0,0),y5 = (0,1 —¢,0),y, = (0,2, 1) for
t € [0, 1] with the hierarchic price ql = (1,0,0), q2 = (0, 1, 2). It is sufficient to take
p* = pl4+(1/4n)p* and ¢" = g' +(1/4n)q? in order to approach the respective hierarchic
equilibria by dividend equilibria of the economy where each unit of a commodity may be
divided into n minimal units, i.e. X! = {x € R} |nx € Z3}.

The limit of both price sequences is p = (1, 0, 0). At this price one could exchange good
2 against good 3 at any exchange rate. So p is not a good approximation of the equilibrium
price of a discrete economy. We would totally neglect at which rate one may exchange good
2 against good 3 and again goods 2 and 3 are far from being cheap for consumers 2 and 3,
but they are for consumer 1.

Example 4. The following example may not be interpreted in terms of sub-markets. The
interpretation in terms of indivisibilities of the hierarchic price remains nevertheless valid.
Let X; = X = {x € RAx! +x? > 3L o1 = B, Dy = (2,1) and u;(x) =
xY us(x) = x2. The set of Pareto optimal allocations and the core reduce to the sin-
gleton x;1 = (4,0), xo = (1, 2). Nevertheless, no Walras or dividend equilibrium exists.
The only hierarchic equilibrium is x; = (4,0),x, = (1,2), p! = (1, 1), P2 =(-1,1
and w; = 4, —2), wy = (3, 1). Indeed, we must have p1 = (1, 1) since otherwise we
would have a Walras or dividend equilibrium. Consumer 1 is not at minimum-wealth with
respect to pl. Thus, his demand is x; = (4, 0) if he gets no extra revenue at this level. Oth-
erwise he would demand even more than 4 units of good 1 and this is not feasible. Then we
must have xo = (1, 2) and this is only possible with p? = (—1,1)and w; = (4, =2), w»
=3, 1).

For any discretization of the consumption set (as described above), there existsareale > 0
such that (p! 4 ep?, x1, x2) is a dividend equilibrium. Taking a sequence of discretizations
converging to the initial convex consumption set one obtains at the limit (in a certain sense)
the hierarchic equilibrium.

4. Further notations

The notations in this section are needed for most of the proofs and for Section 7. For a
set Z C RL, we denote the convex hull of Z by

m m
coZ = {Z)‘nznkn €Z, >0, Z)\n =1,me N} ,
n=1

n=1

the positive hull of Z by,

m
pOSZ = {Z)\nZn|Zn ez, )‘qz = O, m e N} P

n=1
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the linear span of Z by
spanZ = posZ — posZ,
the lineality of posZ by
LZ = —posZ N posZ,
and the orthogonal complement of Z by

Zt={geRlg-z2=0, vz e Z}.

Given an economy &, we will often abuse of the notations writing pos&, spané, ... for,
respectively, pos(X — Y — {w}), span(X — Y — {w}), ...
Given an economy & and a sequence of vectors {g!,...,q"} C Rl letforalli € I,
Xi(qg'....¢"H) ={xieXi(¢",....¢" Dlg"-xi =infq" - Xi(¢g",....¢" D}

with X; () = X; and for all j € J, let

Yiq',....qd) =1{yj €Y@ ....q" Dig"-yj =supq” - Y;(¢",....¢"D},

with Y; () = Y;. We have a new economy

E@' ... q) =(Xiq" ... q"), P wdier, (Yi(@ s o @) jers Bi)aperxa),

which is a restriction of the original economy. Typically, {g', ... , ¢g"} will be a basis of the
orthogonal complement of L(€) in R” or in spané&.
For an economy &, let

Z(&) ={o € R*|supo - (Y + {w}) <info - X}.
Note that if o € Z(€), then F(E) = F(£(0)). If forevery p € {1, ... ,r},
g € Z(E(G",... .q"™"), then F(E) = F(Eq, ... .q").

Lemma 2. proj,,,)(Z(£)) = 0 if and only if span& = posE.

Proof. If span€ = posé&, then for all p € span€ \ {0}, inf p - X < supp - (¥ + {w}).
Thus, Z(€) is orthogonal to spanf, i.e. projspane (Z2€) = 0. Suppose spané 7# posE.
Thus, L() C pos€ C span€ with strict inclusions. Let o € (pos& \ {0}) N (L(E))* .
Let z € pos€, z1 € L(E) and z5 in (pos€ \ {0}) N (L(E))* such that z = z; + z». Note
that 0 < o - z» since otherwise there exists A €]0, 1[ and ¢ = Ao + (1 — A)z» such that
o-¢ =0.Thus, ¢ € L(E)N(L(E))* and ¢ # 0, a contradiction. Thus, 0 < o - pos€. Thus,
supo - (Y + {w}) < inf o - X, and this implies that o € Z(&). Since o # 0 and o € span€f,
thus projspang (Z€) # 0. O

Given an economy & and a hierarchic price P, let s€(P) = min{o € {1, ..., k}|p® ¢
Z(E(p', ..., p°~1)}. Note that if span€ = pos€, and if P C span&, then by the lemma,
sEP) =1, provided p! # 0.
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5. Assumptions

Assumption 1. Forevery i € I, X; is closed, convex, P; : [[;¢; Xi x [[;¢,Y; — 2%Xi s
irreflexive, convex valued and has an open graphin [[; ., X; x [] jesYj x Xi.
Assumption 2. For every j € J, Y; is closed and convex.
Assumption 3. The feasible set F (£) is bounded.

Assumption 4. Foreveryi € 1,0 € X; —{wi} — }_;c,05Y;.

Assumption 5. For every j € J forevery y, v € Y}, for every n > 0, there exists ¢ > 0
such that for all y" € Y; N (y + ¢B) there exists A > 1 —n, y' +A(v —y) € Y.

The only non-standard assumption is Assumption 5. At first sight, it may seem surprising
that unlike the standard case we use a slightly stronger assumption on the production sets than
on the consumption sets. Producers can be seen as agents with a “budget” set equal to their
production set for any price and with price-dependent preferences. Working with standard
prices, the supply correspondence is upper semi-continuous. The lexicographic order has of
course very bad continuity properties. For this reason the introduction of a production sector
into a model with hierarchic prices generates additional problems. Assumption 5 ensures
that the supply correspondence is upper semi-continuous with respect to a price sequence
converging to a hierarchic price. A convex set satisfies Assumption 5, for example, if it is a
polyhedron or if it is strictly convex. In R? any convex set satisfies this condition. A closed,
convex set not satisfying this condition is:

Y =co{(1,0,0), (/1 =22 A, D|r € [0, 1]}.

This set is the convex hull of a quarter of a disc and the point (1, 0, 0). To see that this
set does not satisfy Assumption 5, set y = (1,0, 1), v = (1, 0, 0) and take the sequence

("nen = /(1 = (1/n?)), 1/n, Dpen. Forany A # 0,n € N, y" +1(v —y) ¢ Y.

6. Existence

Theorem 1. For every economy & satisfying Assumptions 1-5 there exists a hierarchic
equilibrium.

More precisely, for every (§;) € R_Ii_+ there exist a hierarchic equilibrium (x, y, P, w),
ri€f{l,... k}andq; € [0, +0o0] for all j € J U {0} such that forall j € J rj > 2 and
foralli eI

wi =P |w + ZO,jyj + er,q0d;i + ZQ,’jerjqj.
jeJ jelJ

In the case of an exchange economy the slack in the consumers revenue can be inter-
preted as paper money (cf. Kajii, 1996), i.e. one may think of each consumer holding
initially §; units of paper money and the value of money is gg in sub-market rg, O in the
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better sub-markets and +oo in the sub-markets » with r > rg. In the case of an economy
with production one could think of an additional currency per firm distributed among its
shareholders according to their share 6;;. It may be interesting to note that for every firm j
with a polyhedral production set we have g; = 0 (see Footnote 5 in Step 7 of the Proof).

The proof goes as follows: first, using Lemma 2, we restrict the economy to an econ-
omy satisfying some global interiority condition proceeding as in Mertens (1989); then we
compactify the economy; then we construct a sequence of perturbed equilibria adapting
Bergstrom (1976), and Gale and Mas-Colell’s (1975) approach; then we construct from
this sequence using standard prices, the hierarchic price and finally in the different claims
we check that the limit of our sequence satisfies the required conditions.

Proof. We start by replacing for every i € I the preference relation P; by

131‘ : HX,' X HY]' — Xi,

iel jelJ

defined by P;(x.y) = Pi(x,y) U {Axi + (I — D& & € intx, Pi(x,y). 2 €]0, 1[}. The

new preference relation satisfies Assumption 1 and for all (x, y) € [[;¢;Xi x [];¢,Y;, if
ﬁi (x,y) #@thenx; € 131' (x, y) (Gale and Mas-Colell, 1979).

Note that by Assumptions 1, 2 and 4, F(£) # 0. O
Step 1 (Global interiority and compactification). Let {p',...,p*~"} € R® be maxi-
mal family of linearly independent vectors such that for all r € {1,...,s — 1}, p" €
Z(E(p', ..., p"~"). This maximal family is by Lemma 2 empty if a global interiority
condition holds, i.e. if pos€ = R”. This gives us a new economy:

Ep'ee =X T Puoier (VP! p ) e
Oip) el xJ)-
Note that this economy satisfies a global interiority condition, i.e.
LEP', ..., p" Y =posE(p', ..., p* )y =span&(p!, ..., p*h.

For Z € {HieIXi’ Xi,..., Xy, ]_[jEJYj’ Yi, ..., YJ}, let Z be the projection of F(E)
on Z. Similarly, for such a set Z(pl, ... ,p”l) in the economy E(pl, . ,ps’]), let
Z(p', ..., p*~ ") be the projection ofAF(é'(pl, oY) on Z(pt, ..., p*1). For all
ZelXt, ..., Xp, Vi, YL Z=20p" ..., p Hand F(€) = FEPp', ..., p ).

Now we will compactify the economy E(p', ..., p*~h). Let C C R" be a convex
compact set such that for all Z € {Xy,...,X;,Y1,...,Ys}, Z C intC. Such a set exists

by Assumption 3. Note Z = Z(p', ..., p*~)nC.
Step 2 (Perturbed fixed points). For all p € B, and for every j € J let,
$j(p) = argmax{p - yjly; € ¥;}.

e,y p)={ €¥ilp-y >p-yh
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Similarly, as in Bergstrom (1976) we set for all p € B, and forevery i € I,

Bi(p)={xi € Xi(p',....p" Dlp-xi <p- | oi+Y 0;5(p) | +8:(1 = lIpl)
jeJ

Finall;:, following~Gale and Mas-Colell (1975, 1979), we define the correspondence ¢; from
[liesXi <[, Yj x B to X; as follows
Bi(p)NC, if x; & Bi(p),

vi(x,y, p)= { A _
Bi(p)NC N Pi(x,y), ifx; € B;i(p).

We now consider a last agent which will revise prices maximizing the value of the excess
demand. We define for all ¢ € [0, 1] the correspondence

We HX,-xl_[ijIB%—>IB%,

iel jelJ

Wi,y p) = {q e (1—e)BnspanE(p',..., p*hH

(g—p)- in_Z)’j_Zwi >0

iel jeJ iel

For all ¢ € [0, 1] define the correspondence ¥*¢ from Hie]f(,- X Hjejl?j x (1 —g)BN
span&(p', ..., p*~ 1) toitself by

we(x,y, p) = [ Joitx, v p) x [ Jeix, v, p) x Woix, y, p).
iel jeJ

For all ¢ €]0, 1] ¥*¢ is lower semi-continuous, convex valued and foralli € I U J, ¢; is
irreflexive and W¢ is irreflexive. So by Florenzano (1981, pp. 89-90) (see also Florenzano
(1994)), for every ¢ €]0, 1] there exists some (x¢, y®, p?), such that

x¢ € Bi(p®) N Cand P;(x%, y*) N B;(p) N C = Wforalli € I,
y5 € 8;(p°)forall j € J,

p° € argmax {¢q - fo—Zy?—w lg € (1 —e)BNspan(p', ..., p°H
iel jelJ

We can take a sequence (¢ = 1/n) with n € N and denote a corresponding sequence of
perturbed equilibria by (x", y", p").

Case 1. Suppose for somen € N, ||p"]| < 1 — (1/n) then
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XYL PP Lo+ ) 05yt | +esdi(L—11p" D
=

with P = {pl, e, ps_l, p"}is a hierarchic equilibrium.

Proof. Since the price maximizes the aggregate excess demand and || p"| # 1 — (1/n) we

have
Zx{' = Zy7 + .

iel jeJ
By standard arguments:
Y} € argmax{p - y;ly; € Y;(p'..... p* D} = S;(P). Vj e J,
x € Bi(p")and Pi(x", y") N B;(p") =@, Vi€l
and to conclude note that B; (p") = B; (P, P(w; + Ziejey;') + esd; (1 — || p" D). O
Case 2. Foralln e N, ||[p"||=1— (1/n).
Let N;_1 be an infinite subset of N such that

lim ",y P = (x,y, p),

n——+o0o,neNg_|
and such that for every i € I,

lim B;(p") = B,

n——+oo,neNg_

in the sense of Painlevé—Kuratowski. The set B; is non-empty by Assumption 4, closed and
convex by Assumption 1 (cf. Rockafellar and Wets, 1998; Proposition 4.15, Theorem 4.18).
These sets B; will correspond to the budget sets.

Step 3. Feasibility.
Proof. Of course ||p|| = 1. One easily checks that
p € argmax 4 g - in — Zyj —w]|lgeBN spanc‘,’(pl, . ,p“_l)
iel jeJ
Foralln € Ny_q,

"I\ Do =Y =l =p" [ D =Dy —w | <1 —=1p"D.

iel jeJ iel jelJ

Thus, D ;X :Zjejyj+a). O
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Step 4. Foralli € I, x; € B; and Pi(x, y) N B; = #.

Proof. By the definition of the Painlevé—Kuratowski limit, x; € B;. Suppose there exists
& € P;(x,y) N B;. Thus, there exists a sequence (£/") such that forall n € Ny_y,

progl <t [+ D 058" |+ —1p" D).
jeJ

Since P; has an open graph for all large n, £ € Pi(x", y™"). We may assume that for all n €
Ny_1, &/ is in the relative interior of 13,-(x”, yONXi(pl, ..., p* ). For everyn € Ny_i,
let A" €]0, 1] small enough such that 7! = A"&" + (1 — A)x]' € intC N Xi(p', ..., p*h.
Thus, 7' € B;(p") and for n € Ny_ large enough 7' € P (x", yHn X;. This contradicts
the maximality of x;". O
Step 5 (Construction of P). Set p{ = p” and p* = p.Forr e {s,..., L} let

H ={xeRp -x=0}.
Forre{s+1,...,L} let

Py = projgp—1(py_y).
If for all big enough n € N,_1 p! # 0, then let

n

P=  lim P

n—+00,n€N, ||p:,1 Il

for some infinite set N, C N,_j. If for some infinite set N, C N,_1, p}} = 0, then
pr=-.=pl=0.Letk=min{r € {s,...,L}|p" ' = ... = pL = 0}. So k is at most
equal to L. Note that forall r € {s, ... .k}, [ p/, Il = ||p;'||0(||p;’||).4

We can thus decompose the sequence p” in the following way:

k k
P =) P = llpt P =D elp’
r=s r=s
with sf+1 =e¢lo(e!) forr e {s,... ,k — 1}, and &} converges to 1.
Step 6. Forall j € J,y; € §;(P).

Proof. Suppose forsome j € J,thereexists y; € Yj(pl, ph suchthatPy; > Py;.
Lett; = y; — yj, then for every n € Nj big enough, p" - t; > 0. By Assumption 5 and the
convexity of Y, for every 1 > n > 0, there exists 7, such that for alln € Ny, n > n, and all
A €10,n] yj+at; € Yi(p', ..., p*~h).Clearlyforalllargen € Ni, p"-(j+rt;) > p"-y}

and for A €]0, ] small enough y;.’ +Atj € Y ; leading to a contradiction. (]

4 Throughout the paper we denote by 0 : R — R a function which is continuous at 0 with 0(0) = 0.
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Step 7 (Construction of the hierarchic revenue). Forall r € {s, ... , k} let
1 _ n
g = lim "l ,
n—+00,n€Ng41 el

and for all j € J let?

n n
. , PO =)
q; = lim _—
n—+00,n€Ng41 en

where Njy1 is an infinite subset of Ny such that the above limits exist_ in R. For all j €
JU{0} let r; = max{r € {1,... ,k}|Vp < r, qj.) = 0}, setg; = q;’. Note that for all
je€J,ri>s+ 1. Foralli € I set

wi =P |w + Zel'jyj + er,q0d; + Zeljerjqj,
jeJ jeJ
and let d; = e5,qodi + 3_ jc 0ier;q;-
Foralli € I,letr; = max{r € {0, ..., k}argmin{p®, ..., p"}X; # @} with p° = 0.
Let ;; € X; such that ¢; € argmin{p°, ..., p%}X; and
pL"'H & —wi — Zeijyj < 0.
jedJ

Step 8. Foreveryi € I, we have B; (P, w;) C B;.

Proof. Let 7; be the smallest r such that d] > 0. Let& € {z € X;|Pz < w;}. Let

A | if d" is finite,
TP (-0 - Xy tiy) + 1 itd] = +oo.

Thus, there exists n] such that for all n € Ng41,n > ny,

k
n_.r n ¥ n n
2 gp & —w — E 0y | < er0;' + e 0(eR).
r=s jelJ

There exists M > 0 and n, such that for all n € N¢y1,n > ny,

k
S\t —wi =) Oy | <erlof — M.
r=s

jeJ
5 Note that if ¥ ; is a polyhedron, then one may prove by induction that for all large n and for all € {s, ... , k},
argmaxp")’_i(p], L argmaXZ;:SE’;,pij(p', ..., p Y c argmax{p!, ... , p"1Y;. Thus, for all

large n, Py;? = Pyj, thus p" - (yf; —yj)=0.
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Forall A € [0, I[ let z) = A& + (1 — A)¢. Then for all n € Niy1, n > max{ni, na},

k
el | —wi =) Oy | < ekl +roel) — (1= MM).
r=s jeJ

For all A € [0, 1[, there exists n; such that for alln € Ni41,n > ny,
el (0l + ho(el) — (1 — M) < &A= [Ip" )+ Y 050"V — yj)-
jeJ

Thus, for all n € Ngy1,n > n;,

k
St N —wi = gy | <8 —1p" D+ D 0" ) — v)).
r=s

jeJ jed
Thus, z;, € B;. Since B; is closed £ € B;, thus {z € X;|Pz < w;} C B; and again by the
closure of B; and by Lemma 2, B; (P, w;) = {z € X;|Pz < w;} C B;. O

Step 9. Foreveryi € I, we have B; C B; (P, w;).

Proof. Let z € B;. Then there exists 2" C X;(p', ..., p*~!) converging to z such that for
every n € N4,

pre | =i =) 0y | <& —lp" .
jeJ
For every A € [0, 1[, let z, = Az + (1 — X)¢. Note that ¢ may have been chosen such that

Pz, < Pz7" for all n € Ny large enough. Thus, there exists n; € N, such that for all
n € Ni41 withn > ny,

Phe o — o = 0y | < &A= 1P D+ Y 0ip" - (5 — ¥)).
jeJ jelJ
Let r = max {,0 ef(l,....k}{p" ..., pr~ 1 (ZA —w; — Zjejeijyj) = 0].Thus,

Zk . 3 8i(L =P+ X jes850" - (V) = ¥))
i esYiiP" - i — )

_&‘Z Pp Ip —wj — Gijyj < Ejn J .
r r

jeJ

Then, going to the limit one obtains

P\ — o =) 0y
jelJ
Si(L—=1Ip" D+ 2 e 05P" - (¥ — )
3 . i p 2 jestip" - (V= yj _
n—>+00,neNg 1| el
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Either p” - (zk —w; — Z,’eﬂiﬂ’j) < Oandthenz; € B;(P, w;)orp"- (ZA —w; — Zjej
6jy;) > 0. In the latter case either 0 < p” (ZA —w; — Zjejgij)’j> < d or for some
p<r, dip > 0. Anyhow 7; (P, w;) < r and z, € B;(P, w;). Since for all » € [0, 1],

Z5 € Bi(P, w;), z € B; (P, w;) by the closure of B; (P, w;). O
7. Walras equilibrium

We give now conditions ensuring that a hierarchic equilibrium is a Walras equilibrium
of some reduced economy.

Assumption 6. pos(X| — {wi1} — 3 ;c;01;Y)) = = pos(X; — {1} — 3,05 )

Assumption 7. Foreveryi € I, for every (x, y) € F(E), x; € Pi(x,y) N (L) + {x;}).

Assumption 6 ensures that all agents have an income of the same order. It is implied by
a strong survival assumption. Assumption 7 states that all agents are locally non-satiated in
the lineality of &£, i.e. the largest subspace where a global interiority assumption holds. It is
implied by a non-satiation assumption together with a global interiority assumption. One
could weaken these conditions by imposing irreducibility (Hammond, 1993; Florig, 2000)
on the lineality of £ rather than on its linear span.

Proposition 2. Suppose the economy £ satisfies Assumptions 6 and 7. Then, for every
hierarchic equilibrium (x,y, P, w), the collection (x, y, p"g(P)) is a Walras equilibrium

of the economy E(p', ... , pSS(P)_l).

Proof. Note first that there exists » < k such that p” ¢ Z(& (pl, e, p”l)). Indeed,
note that, by Assumption 7, L(£) is of dimension at least one. If for all r € {1, ... ,k},
pre ZEWP, ..., prY), then {p!, ..., p¥} are all orthogonal to L(£) and for alli € I,

0 # (LE)+{xihNX; CBi(P,w),

contradicting the maximality of x;. Set s = s& () in order to simplify notations. Note that
foralli e I,

sup{p', ..., p'} {wi}+Zel-,-Yj > inf{p', ..., p°}X;.
jeJ

Indeed, this is satisfied at least for one i € I and then, by Assumption 6, it is satisfied for
alli € I. Then, foralli € I,

Bi(p',....p' AP . PPl + ) 0ymi(p, ..., p)) C Bi(P,wi).
jeJ
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Furthermore, L(£) = L(E(p', ..., p*~1)). Thus, every i € I is locally non-satiated in
X:(p', ..., p* Yat(x,y). Thus, foralli € I,
{pl, e, Pl + Z@ijm(pl, ,pH) < {pl, P = (wil, cewy),
jeJ

and by feasibility the inequality holds as an equality.
Hence (x, y, p*) is a Walras equilibrium of E(p!, ..., p*~1). [l

As F() = F(E(p', ..., pSg(P)’])), (x, y) is Pareto optimal and in the core of £.

Corollary 1. Let & satisfy Assumptions 6 and 7 and suppose pos€ = span&. Then, for any
hierarchic equilibrium (x, y, P, w), the collection (x,y, p") is a Walras equilibrium with
r = argmin{p € {1,...,k}|p” ¢ (span€)*}.

8. Welfare analysis

We will first prove weak Pareto optimality of hierarchic equilibria. Then, we will show
that every weak Pareto optimum (and hence any Pareto optimum) can be decentralized by
a hierarchic price and revenue without the standard border condition (cf. Debreu, 1959).
Similar results have been given by Marakulin (1990) for exchange economies within terms
of non-standard analysis. Later, we show that hierarchic equilibria where all agents minimize
expenditure (cf. Mas-Colell, 1992) are Pareto optimal and we prove their existence under
additional assumptions.

Definition 5.

1. A collection (x, y) € F(£) is weakly Pareto optimal, if there does not exist (x/, y') €
F (&) with x # x"and x] € P;(x, y) forall i € I such that x; # x_.

2. A collection (x, y) € F(E) is Pareto optimal, if there does not exist (x', y') € F(&)
such that for some i € I, x; € P;(x, y) and foralli € I x; ¢ P;(x',y').

Note that our definition of weak Pareto optimality differs from the usual one according to
which an allocation is weakly Pareto optimal, if no allocation preferred by every consumer
exist. This definition would have the defect, that if one consumer is indifferent between
any allocation, i.e. he is not interested in anything, then any feasible allocation is weakly
Pareto optimal. The definition of Pareto optimality is a straightforward generalization to
the case of intransitive and incomplete preferences. It differs however from the definitions
of Pareto optimality usually encountered in the literature on such preferences. These are
in fact refinements of weak Pareto optimality which do not reduce to the standard defini-
tion of Pareto optimality when preferences are assumed to be complete and transitive (see
Florenzano (1981) for a survey).

Proposition 3. Every hierarchic equilibrium (x, y, P, w) is weakly Pareto optimal.
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Proof. Suppose (x, y) is not weakly Pareto optimal. Then, there exists (x’, y") € F(E)
with x’ # x and x| € P;(x, y) foralli € I such that x; # x;. Therefore, forall i € I, such
that x; # x/, Px] > Px; and thus

’PZx,{>’PZx,-=P Zyj—i—a) >P Zy}—l—a)

iel iel jeJ jeJ
Therefore, (x/, y’) is not feasible. O

Under a global interiority and local non-satiation condition there are no Pareto dominating
allocations where the richest consumers (i.e. those with non minimum-wealth with respect
to p!) are better off. However, Pareto dominating allocations may exist where consumers
with minimum-wealth with respect to p! receive strictly preferred allocations.

Example 5. In the standard framework the second welfare theorem requires a border con-
dition which does not hold in this example. Let X = X, = Ri, up(x) = x! N ur(x) =
V/(x1) + x2, the total endowment is (1, 1) and x; = (1, 0), x, = (0, 1). Clearly, (x1, x2) is
a Pareto optimum and all standard conditions are satisfied apart the fact that the allocation
is not interior. It cannot be decentralized by a standard price. Indeed, both components of a
decentralizing price would need to be strictly positive, but then consumer 2 would prefer to
sell some of good 2 in order to buy some of good 1. The hierarchic price P = {(1, 0), (0, 1)}
decentralizes the Pareto optimum.

Proposition 4. Suppose for all i € I, X; is convex, P; is irreflexive, convex valued and
it has open values in X;. For all j € J, Y; is convex. Let (x,y) € F(&) be (weakly)
Pareto optimal, then there exists P, (w)), (Qi’j) with ), ;@] = w, such that the collection

(X, y. P, (Pw,’ + 2 jesbm; ('P))_ 1) is a hierarchic equilibrium of the economy &' =
1S

((Xi, Pi, @), (Y}), (6;)).

Proof. Choose some i’ € I, then fori € I'\ {i'} setw, = x; and forall j € J, §; = 0. Set

Wy =w— Ziel\{i,}xi and for all j € J, 6;;; = 1. For a sequence of vectors q', ... q"
and forr € {1, ..., L}, let

I''=1¢'....¢ H=lienPx,ynXi@q' ....g ") #0),

Glq',....qa" H=)Y P »NNXiq",....q"

iel™!
+ Z X; —ZYj(ql,... ¢ —w.
igl—! jed
Note that G(g',...,¢" ") is convex. Let r € {I,...,L}, thenif I(p',...,p" ") =0
set P = {p',...,p " 1}ifr > 2and P = 0 otherwise. If I(p!,..., p"~") # @, then
0 is not in the relative interior of G(p', ..., p"~!). We can therefore choose some vector

p" # 0 in the vector subspace spanned by G(p!, ..., p"~!) which is orthogonal to the
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vector subspace spanned by {p!, ..., p"~!}— such that 0 < inf p" - G(p!,..., p" .
Now forevery j € J, {p', ... ,P'}yj :nj(pl,... ,p")andfori €I,
(p'. ... p" x> inf{p', ..., p\Xi=i¢I(p', ..., p").

For some k < L, the process stops, I (P) = @ and foralli € I,

Pi(x,y) N Bi | P, P+ Y 0jm;j(P) | =0.
jeJ
O

We will now turn to the existence of Pareto optimal hierarchic equilibria. For this we
define the notion of expenditure minimization (cf. Mas-Colell, 1992) for our set-up.

Definition 6. Consumer i € I minimizes expenditure at (x, y, P) € [[;c;Xi x [[;¢,¥; x
HP if forall (x', y') € [[;c;Xi x ]_[jele,x,- ¢ P;(x’, y") implies Px; > Px;.

Proposition 5. Every hierarchic equilibrium (x, y, P, w) satisfying expenditure minimiza-
tion for all i € I is Pareto optimal.

Proof. Let (x',y") € [[;e;Xi x ]_[jerj Pareto dominating (x, y). So, for all i € I,
by expenditure minimization, Px{ > Px; and for at least one i € I, Px; > w; > Px;.

Hence, P) ;. x! > Py ;cjxi =P (Zje,yj + w) >P (Zjejy} + a)).Thus, ',y ¢
F(&). O

We show under additional assumptions the existence of a hierarchic equilibrium with
expenditure minimization for all i € I. Foralli € I, let K; = projy, {x,y) € [lies Xi

X ]_[jerj |Pi(x,y) = V)} be the projection of the satiation points on X;.

Assumption 8. Foralli € I,

1. K; is convex and closed,
2. If Pi(x,y) =9, then forall (x’, y") € [[;c;X;i x HjeJYj such that P;(x’, y') # 0, we
have x; € P;(x’, y').

Assumption 9. For all i € [ and all (x,y), (x",y") € [[;¢;Xi x [[;e,¥; such that

P(x',y) #0,if x; ¢ P;(x',y"), then x| € Pi(x, y).

Assumption 10. Forevery i € I forevery (x, y), (x",y) € [[;¢;Xi x [[;c,Y¥; such that
x;i ¢ P;(x’,y), there exists & > 0 such that for every ¢ €]0, £] and every

& v) e [[Xin @i +eB) x [ [(v; N (yj +B)),

iel jeJ
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there exists A €]0, 1] such that either & = &; ~|—)\(xlf —x;j) € Pi(€,v),or Pi(§,v) = @ with

& =¢&y foralli’ #1i.

Assumption 8 states that satiation points are always in the preferred set of points of
non-satiation. Assumption 9 is fulfilled if preferences are complete and satisfying local
non-satiation at the points of non-satiation. Assumption 10 requires Assumption 5 to hold
also for all the consumption sets. Moreover, some kind of local homogenity is needed in
the affine subspaces where the preferred set is not strictly convex. A preference relation not
satisfying X is generated by the following:

Let P: R? — R2 with an open graph, irreflexive, transitive, satisfying Assumption 9
and such that forall t € R4, P(¢,0) = {y € R%_lyl + yo4/t > t}. Then, (1,0) ¢ P(0, 1),
but foralle > Oand all » €]0, 1], (1 4+¢,0) +A(—1,1) ¢ P(1 +¢,0).

Theorem 2. For every economy & satisfying Assumptions 1-5 and 8-10 there exists a
hierarchic equilibrium such that all consumers i € I minimize expenditure.

More precisely, for every (§;) € R_{_+ there exist such a hierarchic equilibrium (x,y,
P,w),rj ef{l,... , k}andq; € [0, +oo] forall j € JU{0} such thatforall j € Jr; > 2
and foralli € 1

wi =P |w + ZG,-jyj + er,q0d; + Zeljer.iqj'
jeJ jeJ

Proof. We start by defining price-dependent preferences correspondences

f’,’ZHX,' X HYj XB—)X,’,
iel jeJ
Pi(x,y,p) = { B ), i ¢ K

Kin{xj e Xilp-x/ < p-x}, ifx; €K;.

Claim 1. Foralli € I P; is irreflexive, convex valued and lower semi-continuous.

Proof. Forall (x, y, p) € l_[ieIXi X Hje]Yj x B such that x; ¢ K;, I3i coincides locally
with P; by Assumption 8(1). So it is irreflexive, convex valued and lower semi-continuous
there.

Let (x,y, p) € [[ie;Xi % ]_[jeJYj x B such that x; € K;. Then, P; is irreflexive at
(x,y, p) since x; ¢ {xlf € Xilp - xlf < p - x;} and it is convex valued by Assumption 8(1).

Let U be an open subset of X; such that U N P;(x,y, p) # ¥. We may assume without
loss of generality that for all x/" € U, p - x/' < p - x; — 2¢ for some fixed ¢ > 0. Let V be
open neighborhood of (x, y, p) such that for all (x", y’, p') € V, p’-x] > p"- x; — ¢ and
forallx e U, p'-x! < p’'-x; —&.

For (x', y', p’) € V suchthatx! € K; wehaveforallx! € U, p'-x/' < p’-x;—e < p’-x].
Thus, U N Pi(x', y', p') # 0.
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For (x', y’, p’) € V such that x] ¢ K; we have P;(x', y’, p') # ¥ thus by Assumption
8(2), Ki C Pi(x',y, p') and thus U N P;(x', y', p) # .
Thus, P; is lower semi-continuous. O

Note that the economy with the preference correspondences P; replaced by P; satisfies
all assumptions of Theorem 1 apart the open graph property of the preferences. Apart in
Step 4 of the theorem’s proof, only lower semi-continuity of the preferences is used. Fur-
thermore, by Assumption 9, P; coincides with its augmentation P;. So for everyn € N we
have the existence of a perturbed equilibrium (x”, y", p™) as in Step 2, but now relative
to the preferences P;. Since for all (x/, yv.p) € [l Xi x ]_[jEJYj x B, Pi(x',y) C
I5i &', y', p), (x", y", p") “converges”, as in the proof of Theorem 1, to a hierarchic equi-
librium (x, y, P, w) with respect to the preferences P;.

Claim 2. Foralln € N all consumers minimize expenditure at (x", y", p").
Proof. If forsomen € N andi € I, x ¢ K; and for some (x', y') € [[;c;Xi x ]_[jerj,

x!' ¢ P;(x', y) then by Assumption 9, x/ € P;(x", y"). Then,

prexi=p" i+ Y 05Si(p™ | + 80— lIp" 1) = p" - X

jeJ
If x!' € K; and for some (x, y) € [];¢; Xi x ]_[/EJYj,x{’ ¢ P;(x’, y") then by Assumption
8(2), P;(x',y') =#,i.e. x! € K; and therefore p" - x| > p" - x['. O

Claim 3. All consumers minimize expenditure at (x, y, P).

Proof. Leti € I and (x',y") € [[;c;Xi % HjEJYj such that x; ¢ P;(x’, y") and Px; <
Px;. Thus, for all n, p" - (x{ — x;) < 0. By Assumption 10, for all large enough n, there
exists A" €]0, 1] such that either &' = x' + 1" (x! — x;) € Pi(x", y") or P;(§",y") =0
with &7 = xJ, for all i’ # i. Since p" - &' < p" - x[' this would contradict expenditure
minimization at 7. U

Example 6. The theorem fails without Assumption 9 (cf. Mas-Colell, 1992). Consider an
exchange economy with two consumers and one commodity, so the concept of hierarchic
equilibrium and dividend equilibrium coincide. Let X1 = X, = Ry, w1 = w2 = 2,
ui(x) =x,

o, if x <3,
e D

All assumptions except Assumption 9 are satisfied.

Then, x; =24+ o, xp =2 —a,p =1, w; = wy =2+ « for o € [0, 1] constitutes
the whole set of hierarchic equilibria with §; = §» > 0. For 61 = 2,8, € [0, 1], x; =
4,x=0,p=1,w; =4, wy, =2+ § is a hierarchic equilibrium satisfying expenditure
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minimization. It corresponds to the unique Pareto optimum. So if the slack variables (§;)
are not carefully chosen, a Pareto optimal hierarchic equilibrium may fail to exist.

9. Core equivalence

Using Aubin’s (1979) fuzzy approach, Konovalov (1998) extends Debreu and Scarf’s
(1963) classical core equivalence result to the case of dividend equilibria within exchange
economies. For this he introduced a refinement of the core — the rejective core. We will
extend this equivalence result to the hierarchic equilibrium. Core equivalence for dividend
equilibria and for Walras equilibria are obtained as corollaries.

Usually, the core is defined as the set of allocations which cannot be improved upon by
any coalition Z C [. There are two standard meanings to this:

1. The coalition Z can achieve, on its own, an allocation they all prefer weakly and some
prefer it strictly.
2. The coalition Z can achieve, on its own, an allocation they all prefer strictly.

Without a strong survival assumption and/or without a non-satiation assumption, the
core according to (1) (i.e. the strong core, that is the core concept using the weak notion
of blocking) is too small (it may be empty). However, the core according to (2) (i.e. the
weak core, that is the core concept using the strong notion of blocking) may be too big. To
illustrate this consider again Example 3 of Section 3.

Example 7. Let X; = Ri, ui(x) = xb—x2 — i3, ur(x) = xb 4 2x% + X3, uz(x) =
xb 4 x% + 243, w1 = (1,1, 1), w3 = w3 = (0,0, 0). The core according to (1) is empty
and the core according to (2) contains the allocation x; = (1,0, 0), x, = (0,0, 1), x3 =
(0, 1, 0). However, once this allocation is realized, agents two and three could continue
to trade amongst themselves leading for example to the allocation §; = (1,0, 0), & =
(0,1,0), & = (0,0, 1), they both prefer. Since allocation x is not weakly Pareto optimal,
by Proposition 3 it cannot be decentralized by a hierarchic price.

Following Konovalov (1998), we will define the fuzzy rejective core for our
framework.

Definition 7.

1. The fuzzy coalition (A;);c; € [0, 117\ {0} f-rejects (x, y) € F(E), if there exist u € RL,
n € R and an allocation x” € ], X; such that:
1.1. foralli € I, u; +n; = A
120 X jerhixi € Xierti (Xi +2jes 0¥ — y/)> + Dieri (wi + Zjeﬂz:/Yj) ;
1.3. foralli € I with ; > 0,x] € P;(x, y).

2. The fuzzy rejective core FRCE of (£) is the set of (x,y) € F(E) which cannot be
f-rejected by a fuzzy coalition.

In order to give an interpretation to this core concept, think of an economy with private
production ¥; = ) jes0ijYj and a continuum of consumers for each type i. According
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to this notion of rejection, the group A (X; being the measure of members of type i) may
justify an objection against (x, y) € F(E) by the argument: “even if [0, 117 \ [0, ;] x

- x [0, A7] were able to realize with some of us, i.e. with w, the allocation x € ]_[ielX,',
then once the corresponding exchanges and productions are realized, we (group A) will
change the allocation on the components we control towards some x” € [[;.; X; we all
prefer.”

Of course the fuzzy rejective core is included in the in the weaker of the two standard
core concepts, i.e. the core according to (2).

In order to establish equivalence between the core allocations and the hierarchic equilib-
rium allocations, one needs a weaker form of profit maximization.

iel

Example 8. Consider a two consumers one good economy with X; = X» = Ry, initial
endowments w; = wr = 1 and u1(x) = —x, uz(x) = x. Suppose there is one firm entirely
owned by consumer 1 with a production set Y = —R,. No Walras equilibrium exists and
there exists a unique hierarchic equilibriumx; = 0,x, =2,y =0,p = L,w; > 1, wp = 2.
However, x; = 0,x; = 1+4+t¢t,y =1t — 1fort € [0, 1] is in the fuzzy rejective core and
together with p = 1, w1 > 1, wy = 1 4 ¢ it could be called a weak hierarchic equilibrium.
Clearly, there is no reason why consumer 1’s firm should maximize profit; there is no
incentive to do so. This example also shows that the fuzzy rejective core is not included in
the set of weak Pareto optima.
Let (x,y, P, w) € [T, Xi x [1;c,¥; x HP x (R*)!, be given. Forevery i € I, let

ki =min{r € {0, 1,... ,k}|Pi(x,y) N B;(P, (w}, ... wl,+o0,...)) =0}
For every j € J, let

kj = max{k;|i € I,0; > 0}.
Forx € {0, 1,... ,k},let P(x) =0,ifk =0, and P(x) = {pl, ..., p*} otherwise.
Definition 8. A collection (x,y, P,w) € F(E) x HP x (R¥)! is a weak hierarchic
equilibrium of the economy & if:

1. foralli € I, x; € B;(P, w;) and P;(x, y) N B; (P, w;) = ;
2. foralli € I, Pwi + ) ;c,04Pyj < wi;
3. forall j € J,y; € S;(P(«;)).

Every hierarchic equilibrium is a weak hierarchic equilibrium. When minimum-wealth
situations can be excluded, i.e. for example, if the strong survival assumption holds, then
this reduces to a sort of dividend equilibrium where the profit maximizing firms are those
who’s shareholders are not all satiated in their preferences. If furthermore non-satiation
holds, then this reduces to a Walras equilibrium.

Proposition 6. Every weak hierarchic equilibrium is in the fuzzy rejective core.

Proof. Let (x,y, P, w) be a weak hierarchic equilibrium and suppose without loss of
generality that for all i € I, Px; < w;. Let A € [0, 1! \ {0}, u € R, n e Ri and an
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allocation x” € [ [;.; X; such that:

1. foralli € I, u; +ni = A
2. foralli € I with; > 0,x] € Pi(x,y).

LetZ = {i € I|A; > 0}, «k = max{«;|i € Z}. Then, foreveryi € Z,
Pki)xi < w;i < Plki)x].

Forall j € J such that for some i € Z, 6;; > 0, y} € Y; implies P(Kj)(y} — ;) < 0. Then,
foreveryi € Z,

P(ki)x; > max { sup { P(x;) | xi + ZG,-J-(YJ- -y ,
jeJ

sup P(ki) w,-—l—Z@,-ij
jeJ

Hence, for every i € Z,
Pic)x] > max { sup § P() | xi + Ze,j(yj -yt
jeJ

sup § P(«x) w,-+Z€,-ij
jeJ

Therefore,

P(K)Z)\.[xi, > sup { P(x) Z,ui xi + ZOU-(Yj —yj)

iel iel jeJ
+Z77i w; + ZQUY,‘ ;
iel jeJ

and finally,

Donix[ ¢y i | xi+ Y 05—y |+ ni [wi + D 605Y;

iel iel jeJ iel jeJ

Thus, (x,y) € FRC(). O
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Proposition 7. Suppose for every j € J, Y; is convex. Suppose for every i € I, X; is
convex, for every (x,y) € FRC(E), P;(x, ¥) is convex and open in X;. Moreover, if J # 0,
suppose that P;(x,y) # @ fori € I and (%, ) € FRC(E) implies %; € Pi(x, y).°

Then, forevery (X, ¥) € FRC(E) there exists (P, w) € HPx(RX)! suchthat (x,y, P, w)
is a weak hierarchic equilibrium.

Proof. Let (x,y) € FRC(E). Foreveryi € I, let

Gi=Pi(&.5) — (%} — Y _0;(Y; — 3)); H; = Pi(x.5) — {oi} — > _0;Y;:
jeJ jelJ
K =coU¢s (G; U Hp).

If I = @, then O is a hierarchic equilibrium price. Otherwise, we need to proceed as
follows. ]

Claim4. 0 ¢ K.

Proof. We proceed by contraposition. Suppose 0 € K. Then, there exists N € N and
vectors (x;, ), (i,) and real numbers (%;,) withn € N = {1, ..., N} such that for every
neN,iyel, Ay, >0,x, € P (x,y),

G, € | %+ 0,0 =3 | U @i, +) 6,75 ]
jeJ jelJ

Znel\_/)\'in = 1 and ZnENA‘in ('xin - gin) = 0
For every i € I set

Ai = Z Aiys ni = Z Aiys Wi = Ai = ;.
{(neNli,=i} IneMm:ncf”e(wi+2_,g,9m)}
For all i € I such that A; > 0, set
1
Xi = )\,_l Z )\'in'xin'
{neN|i,=i}
For all i € I such that n; > 0 set
1
Vi = Z Aiy iy -

i neNlin=i,¢, e(a’i"'Zjeleijj)]

6 Without this assumption we could have the same problems as evoked in Example 8. An even weaker form of
profit maximization would be needed. One has an incentive to change the production plan to a more profitable one
if it allows also to buy a preferred point. If the preferred point is far away, it may be pointless to maximize profit.
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For all i € I such that u; > 0 set
1
a@= Z i G-
l _
{neN\in:i,gin¢(wi+2j€,9,«jyj)}

For i € I such that A; = 0 choose an arbitrary x; € X;, for alli € I such that p; =0
choose an arbitrary y; € (w,- + 20 Yj) and for all i € [ such that y; = 0 choose an

arbitrary z; € ()Ei + Zjejeij(yj — y,))

Thus,
Zlm = ZMiZi + Zm‘yi-
iel iel iel

By the convexity of the production sets,

ZMiZi + Zm‘yi € Zui xi + Zeij(yj =y |+ Zm w; + ZGinj

iel iel iel jelJ iel jelJ
For every i € I with A; > 0, x; € P;(x,y) by the convexity of P;(x, y). This contradicts
that (x, y) is in the fuzzy rejective core. This ends the proof of the claim. U

Now, by iteratively applying the separating hyperplane theorem, we can choose a se-
quence of two by two orthogonal vectors {p', ..., pY} ¢ R \ {0} such that for every
ref{l,...,Lyandevery z € K'~!, p" -z > 0 where K* = K and for r > 1, K" =
lCﬁ{pl,... ,p’}J‘.

Fori € I,1et K; = G; UH;, K? = K;, forr e {1,... L}, Kf = K; n{p',..., p"}+.
Note that (x, y) € FRC implies that foralli € 1,0 ¢ K; and therefore ICl.L = (. For every
j€J,letrj =minr € {0, ..., L}suchthatforalli € I with 6; > 0, K] = 0.

Letk =minr € {1,..., L}suchthatforalli € I, K} = . Set P = (pt, ..., pr}.

Claim 5. Forevery j e J,y; € S;(P(r))).

Proof. Suppose there exists j' € J such that y; ¢ S;(P(r;/)) and let 7 be the smallest r
suchthaty;, ¢ S;/(P(r)). Choosei € I suchthatf;; > 0and such that IC? # (. Thus, there
exists x; € P;(¥,y) and y € [[;c,Y; with P(¥)y;; > P()y; and for j # j', y; = J;
such that

PG — Dxi —max PG — D { (i + Y 0yyj | G+ vy = 50 p =0.
jelJ
Thus, for A €]0, 1] small enough

P 0x; + (1= N3 —max PGF) { [ wi + Y 0yy; | Gi+yy =50 ¢ <0.
jeJ
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This contradicts the iterative separation argument. O

Foreveryi € I, let w; = max{Px;, Pw; + Zjd@,ﬂ?)")j}. Thus, x; € B; (P, w;).

Claim 6. Foreveryi € I, B;(P,w;) N Pi(x,y) = @.

Proof. The convexity of X; implies by Lemma 2, B; (P, w) = {x; € X;|Px; < w}. If
there exists i € 7 and & € B;(P, w;) N P;(x, y), then there exists a sequence {£/'} C X;
converging to & such that for all n, P& < w;. Since P;(x, y) is open in X;, for all large
enough n, &' € P;(x, y), but this contradicts the iterative separation argument. U

Given (x, y, P, w), one easily checks that for every j € J, r; = k. Thus, (x, y, P, w)
is a weak hierarchic equilibrium.

Corollary 2. Suppose for everyi € I, X; is convex, P; has convex, open values in X; and
J = . Then, the set of hierarchic equilibrium allocations and the set of fuzzy rejective core
allocations coincide.

This is immediate by the two previous propositions and the fact that in an exchange
economy the weak hierarchic equilibrium and the hierarchic equilibrium coincides. In view
of the remark after Definition 8, when minimum-wealth situations can be excluded, then
the above propositions hold for a sort of dividend equilibrium where the profit maximizing
firms are those whose shareholders are not all satiated in their preferences. If furthermore
non-satiation holds, then the equivalence between Walras equilibria and the fuzzy rejective
core is a corollary of Propositions 6 and 7.

Note that the non-emptiness of the fuzzy rejective core without an interiority condition
follows from Theorem 1 together with Proposition 6.

10. Monotonicity

In the following proposition, we will prove that there exist hierarchic equilibria satisfying
a monotonicity property. Monotonicity means that if agent alpha can propose all net trades
beta can propose, then alpha will obtain dividends at least as high as beta (cf. Aumann
and Dreze, 1986). This implies in particular that there always exists an equal treatment
hierarchic equilibrium.

Proposition 8. For every economy £ satisfying Assumptions 1-5 there exists a hierarchic
equilibrium (x, y, P, w), such thatforalli,i’ € I,X;+t C X; and {a),~}+Z]~€J9,;,Y/+t C
{wir} + Zjeje,»/j Y; for somet € RL implies B; (P, w;) +t C By/(P, wjr).

Proof. The proof consists in adding some arguments to the proof of Theorem 1. Suppose
81 = --- =87 = 1 and consider the sequence B;(p") converging to B;. Suppose x; € B;,
then there exists a sequence x' converging to x;, such that for every n, x!' € B;(p"). Thus,

foreveryn, p"-(x'+1) < p”-(a),- + Zjeje,-ij(p")) +p"-t+1—| p"|. One easily checks
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that the right-hand side is smaller than or equal to p" - (w,-/ + 2 esbj S; (p”)) +1-1p".

So for every n, x!' +t € By (p") and the sequence converges to x; + ¢, which is therefore
in Bi/. U

11. Related generalized equilibrium concepts

The idea of hierarchic prices has been introduced in Gay (1978). He proposed general-
ized prices with two by two disjoint support, calling them “exchange rates”. We gave the
definition in Section 3. Based on such a price notion Danilov and Sotskov (1984, 1990)
proposed equilibrium concepts for exchange and for production economies with consump-
tion sets corresponding to the positive orthant. Mertens (1996) also proposes a special case
of Danilov and Sotskov’s (1990) equilibrium concept for linear exchange economies (cf.
Florig, 1998). His concept is however designed to meet the requirements of some market
mechanism rather then to generalize the Walras equilibrium in a broad setting.

Marakulin (1990) proposed a generalized equilibrium concept for exchange economies
within terms of non-standard analysis. Existence is shown with convex consumption sets.
He shows that his equilibrium concept can be reformulated in terms of standard analysis
provided the consumption sets are polyhedral. In this case his equilibrium concept coincides
with the hierarchic equilibrium.

The remaining part of this section is devoted to a comparison between Danilov and
Sotskov’s (1990) generalized equilibrium concepts and the hierarchic equilibrium.

Definition 9. An exchange value P = {p', ..., p*} is an ordered family of vectors of Ri

such that for all r, v’ € {1, ..., k}, supp p” # @, r # r’ implies supp p’/ Nsuppp” =0
and UIZ:O supp p” = L.

An exchange value is a special case of exchange rate. We note £V the set of exchange
values. Of course £V C HP.

Definition 10. A PV-equilibrium of an economy £ is a collection (x, y, P, w) € I1
[Tje,Yj x EV x (R*! such that:

Xl'X

iel

1. foralli € I, x; € B;(P, w;) and P;(x,y) N B; (P, w;) = ;
2. foralli € I, Pw; + Z/e]gijnj(P) < w;;
3. Zierxi < Yjeyyj + .

A major drawback of this concept is of course that no decision criterion is imposed
on the firms. So it is not clear how the production plans are determined. We will see
that another drawback is possible non-existence under standard assumptions. Danilov and
Sotskov (1990) proposed the PV-equilibrium for the case |I| = |J|, for every i € I,
X, = Ri and 6; = 1. For a certain very restrictive class of economies, one may prove
existence of a PV-equilibrium (Florig, 1997), even with profit maximization such as in
Section 2. However, a PV-equilibrium may fail to exist even under Danilov and Sotskov’s
(1990) assumptions.
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Example 9. Consider an economy with three commodities, two consumers and a firm
entirely belonging to consumer two. Let X| = X, = Ri,ul(x) =x"up(x) = x x24x3,
wr = (1,1,1), w2 = (0,0,0), Y» ={y € R}y <t(1,1,—1),r > 0} and 62 = 1. It is
easy to check that no Walras equilibrium exists. We must have supp p' = {1, 3}. Clearly,
commodity one should be in supp p!, since otherwise consumer one will be able to buy it
for free as he has strictly positive income with respect to any p'. When commodity one is
in supp p!, commodity three must also be in supp p', since otherwise the firm can make an
infinite profit with respect to p'. Then by Definition 10(2), consumer two would have an
infinite income on sub-market one and, given his preferences, Definition 10(1) could not
hold. With commodity two in supp p!, we would be in the standard case, thus, as no Walras
equilibrium exists, 2 is in supp p2. The unique exchange value, which may be candidate
for a PV-equilibrium price, is P = {(1,0, 1), (0, 1, 0)}. However, 7{(P) = (0, +00),
By(P, (0, 4+00)) = {0} x Ry and hence for all wy € R? with Pws + m(P) < w,
argmax ¢ g, (p,u,)#2(x) = ¥. Hence, no PV-equilibrium exists for this economy which fits
into Danilov and Sotskov’s set up. A hierarchic equilibrium of this economy, is for example
G, y, {p", p?}, w) with x; = (2,1,0), x2 = (0,1,0), yy = (1, 1,=1), p! = (1,0, 1),
pr=(=1,2,1), w; = (2, +00), wz = (0, 2).

The generalized equilibrium concept Danilov and Sotskov (1990) proposed for exchange
economies is called EV-equilibrium. The difference with the PV-equilibrium is that here
one requires that for alli € I, Pw; = w;.

Definition 11. An EV-equilibrium of an exchange economy & is a collection (x, P) €
[T;c; Xi x EV such that:

1. foralli € I, x; € B;i(P, Pw;) and P;(x) N B;(P, Pw;) = ¥;
2. Yierxi < w.

Danilov and Sotskov (1990) proved existence of an EV-equilibrium in the case where for
everyi € I, X; = Ri. In the same framework, without free disposal, an EV-equilibrium
is a hierarchic equilibrium (cf. Section 3). A Walras equilibrium is not necessarily an
EV-equilibrium as defined (cf. Example 1; Florig, 1998). In Example 4 the consumption
sets are different from the positive orthant and no EV-equilibrium exists. Another drawback
of the EV-equilibrium is that its equilibrium allocation set is unstable, with respect to
modifications of the economy which seem to be irrelevant to us. To see this, consider again
Example 2.

Example 10. Let X; = X, = R2, w1 = (1, 1), @, = (0, 1) and u; (x) = x', up(x) = x%.
Here, the EV-equilibria correspond to the worst hierarchic equilibria in terms of Pareto
optimality: (x, {p!, p?}) with x; = (1,1),x; = w; fort € [0, 1] and p' = (1,0), p> =
(0, 1). However, (£, {p', p*}, w) with & = (1,0), & = (0,2) and w; = (1, +00), wy =
(0, 2) is also a hierarchic equilibrium.

Introduce a third commodity into the economy, which for both consumers is completely
useless, but both own one unit of this commodity. This could be interpreted as paper money
as in Kajii (1996). The “new” economy is now basically the same: X| = X, = Ri,
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oy =1, 1,1, =(0,1,1), uj(x) = x', uy(x) = x>. We now have, amongst others,
an EV-equilibrium with ¢! = (1,0, 0), ¢> = (0,1, 1), w; = (1, +00), wp = (0, 2) and
xp = (1,0,2), x5 = (0,2,0).

Note that the Walras equilibrium suffers from the same defect. Consider again
Example 6.

Example 11. Let X1 = Xo = Ry, w1 = wp =2, u;(x) = x,

o, ifx <3,
WX =903 ifx >3,

This example satisfies all assumptions needed to ensure existence as in Debreu (1962).
There is a unique Walras equilibrium x; = 2,x» = 2, p = 1. Now introduce a second
commodity playing the role of paper money. Let w1 = (2,2), wp = (2,¢) fort € [0, 1].
Then, x; = (4,0), x5 = (0,2 +1), p" = (1, 1) is a new Walras equilibrium which Pareto
dominates the first.

It is easy to see that the dividend equilibrium does not share this defect since the value
of supplementary commodities which do not enter the preferences are simply transferred
into the slack variable (cf. Kajii, 1996). The same holds for hierarchic equilibria. Some
additional revenue of new and useless commodities just enter the dividend structure. So the
set of hierarchic equilibria is not changed by such modifications.

Acknowledgements

The author would like to express his gratitude towards Jean-Marc Bonnisseau for moti-
vating this work and helpful comments on earlier versions of this paper.

References

Arrow, K.J., Debreu, G., 1954. Existence of an equilibrium for a competitive market. Econometrica 22, 265-290.

Arrow, K.J., Hahn, FH., 1971. General Competitivity Analysis. Holden-Day, San Francisco.

Aubin, J.P., 1979. Mathematical Methods of Game and Economic Theory. North-Holland, Amsterdam.

Aumann, R.J., Dreze, J.H., 1986. Values of markets with satiation or fixed prices. Econometrica 54, 1271-1318.

Bergstrom, T., 1976. How to discard free disposability at no cost. Journal of Mathematical Economics 3, 131-134.

Danilov, V.I., Sotskov, A.I., 1984. Pure exchange at exchange values. The Problem of Equilibrium and Economic
Decision Making, CEMI AS, Moscow, USSR, pp. 3-18 (in Russian).

Danilov, V.I., Sotskov, A.L,, 1990. A generalized economic equilibrium. Journal of Mathematical Economics 19,
341-356.

Debreu, G., 1959. The Theory of Value. Wiley, New York.

Debreu, G., 1962. New concepts and techniques for equilibrium analysis. International Economic Review 3,
257-273.

Debreu, G., Scarf, , 1963. A limit theorem on the core of an economy. International Economic Review 4, 235-246.

Dreze, J.H., Miiller, H., 1980. Optimality properties of rationing schemes. Journal of Economic Theory 23,
150-159.

Florenzano, M., 1981. L’Equilibre Economique Général Transitif et Intransitif: Problémes d’Existence. CNRS,
Paris.



546 M. Florig/Journal of Mathematical Economics 35 (2001) 515-546

Florenzano, M., 1994. Quasi-equilibria in abstract economies: application to the overlapping generations model.
Journal of Mathematical Analysis and Applications 182, 616-636.

Florig, M., 1997. Contributions a la théorie de I’équilibre général: équilibre généralisé, économies d’échange
linéaires et concurrence imparfaite. Ph.D. Thesis, Université de Paris I, Paris.

Florig, M., 1998. A note on different concepts of generalized equilibria. Journal of Mathematical Economics 29,
245-254.

Florig, M., 2000. Vanishing Indivisibilities in Linear Exchange Economies, Cahiers de la MSE 2000.72,
CERMSEM, Université de Paris I.

Florig, M., 2001. On irreducible economies. Annales d’Economie et de Statistique 61, 135-151.

Florig, M., Rivera, J., 2001. Competitive Equilibrium with Small Indivisibilities. Université de Paris I, Mimeo.

Gale, D., 1957. Price equilibrium for linear models of exchange. Technical Report P-1156, The Rand Corporation.

Gale, D., 1976. The linear exchange model. Journal of Mathematical Economics 3, 205-209.

Gale, D., Mas-Colell, A., 1975. An equilibrium existence theorem for a general model without ordered preferences.
Journal of Mathematical Economics 2, 9-15.

Gale, D., Mas-Colell, A., 1979. Corrections to an equilibrium existence theorem for a general model without
ordered preferences. Journal of Mathematical Economics 6, 297-298.

Gay, A., 1978. The exchange rate approach to general economic equilibrium. Economie Appliquée, Archives de
I'LS.M.E.A. Vol. XXXI, nos. 1/2, pp. 159-174.

Geistdoerfer-Florenzano, M., 1982. The Gale-Nikaido—Debreu lemma and the existence of transitive equilibrium
with or without the free-disposal assumption. Journal of Mathematical Economics 9, 113-143.

Hammond, PJ., 1993. Irreducibility, resource relatedness and survival in equilibrium with individual
nonconvexities. In: Becker, R., Boldrin, M., Jones, R., Thomson, W. (Eds.), General Equilibrium, Growth
and Trade. Academic Press, San Diego, pp. 73-115.

Kajii, A., 1996. How to discard non-satiation and free-disposal with paper money. Journal of Mathematical
Economics 25, 75-84.

Konovalov, A., 1998. Core equivalence in economies with satiation. CentER Discussion Paper 9880, CentER,
Tilburg University, Tilburg.

Makarov, V.L., 1981. Some results on general assumptions about the existence of economic equilibrium. Journal
of Mathematical Economics 8, 87-100.

Marakulin, V., 1990. Equilibrium with nonstandard prices in exchange economies. In: Quandt, R., Triska, D.
(Eds.), Optimal Decisions in Market and Planned Economies. Westview Press, London, pp. 268-282.

Mas-Colell, A., 1992. Equilibrium theory with possibly satiated preferences. In: Majumdar, M. (Ed.), Equilibrium
and Dynamics: Essays in Honour of David Gale. Macmillan, London, pp. 201-213.

Maxfield, R.R., 1997. General equilibrium and the theory of directed graphs. Journal of Mathematical Economics
27 (1), 23-51.

McKenzie, L., 1959. On the existence of general equilibrium for a competitive market. Econometrica 27, 54-71.

McKenzie, L., 1961. On the existence of general equilibrium for a competitive market: some corrections.
Econometrica 29 (2), 247-248.

McKenzie, L., 1981. The classical theorem on existence of competitive equilibrium. Econometrica 29 (2), 247—
248.

Mertens, J.F., 1989. Non-differential TU-Markets — the value. In: Roth, A.E. (Ed.), The Shapley Value — Essays
in Honour of Lloyd S. Shapley. Cambridge University Press, Cambridge, pp. 235-264.

Mertens, J.F., 1996. The limit price mechanism. CORE Discussion Paper 9650, In: Dubey, P., Geanakoplos, J.
(Eds.), Essays in Honour of Martin Shubik. in press.

Moore, J., 1975. The existence of ‘compensated equilibrium’ and the structure of the pareto efficiency frontier.
International Economic Review 16, 267-300.

Rockafellar, R.T., Wets, R.J.B., 1998. Variational Analysis, Springer, Berlin,.

Spivak, A., 1978. A note on Arrow—Hahn’s resource relatedness (or McKenzie’s irreducibility). International
Economic Review 19, 527-531.



