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Abstract

We consider a pure exchange, general equilibrium model, with two periods and a finite number of
states, goods, numeraire assets, and households. Participation on the asset market is restricted in a
household specific manner, imposing upper bounds on the amounts of borrowing which can be obtained
using assets. Those bounds are assumed to depend on asset and good prices - hence the reference
to endogenous borrowing restrictions in the title. After having established existence of equilibria, we
show that for an open and dense subset of the set of the economies, equilibria are finite and regular.
We then analyze optimality properties. We first show generic suboptimality. Afterwards, we restrict
our attention to the significant set of economies in which a sufficiently high number of participation
constraints is “strictly” binding, i.e., utilities of involved households could be increased relaxing those
constraints. We prove that, generically in that set, associated equilibria are Pareto improvable through
a local change of those constraints.

Keywords: General equilibrium; Restricted participation; Financial markets; Numeraire assets; Sub-
optimality; Pareto Improving.
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1 Introduction

We present a general equilibrium model with uncertainty and restricted, personalized participation on
the asset markets. Each household chooses a consumption vector and an asset demand as in a standard
model with incomplete or potentially complete markets, with the additional constraint that asset demand
is restricted to belong to a household specific portfolio set.

Some papers on the topic are available in the literature. Siconolfi (1988) and, in a multiperiod frame-
work, Angeloni and Cornet (2006) show existence of equilibria assuming the portfolio set is a closed,
convex subset of a Euclidean space containing zero for each household and a neighborhood of zero for
some of them. Balasko, Cass and Siconolfi (1990) analyze, in a model with nominal assets, the case in
which the portfolio constraint set is a linear subspace and show that if enough households are subject to
similar constraints, then restricted participation leads to a degree of real indeterminacy comparable to



the one of the incomplete markets case. Polemarchakis and Siconolfi (1997) prove existence for a case of
restricted participation with real assets, i.e., when payoffs are denominated in multiple commodities. Cass,
Siconolfi and Villanacci (2001) study the case in which portfolio sets are described by smooth restriction
functions, and show generic regularity of equilibria.' In a model with numeraire assets and outside money
with restrictions for both type of assets, Carosi (2001) proves generic inefficiency of equilibria and effec-
tiveness of monetary policy. Martins Da-Rocha and Triki (2005) present an original proof of existence.
Won and Hahn (2007) discuss the presence of redundant assets. Hens, Herings and Predtetchinskii (2006)
consider a model with one good per spot and give conditions for the existence of arbitrage possibilities
when households cannot exchange at all some assets. In the same framework, Herings and Schmedders
(2006) study the case of transaction costs proportional to the units (or values) of traded assets and present
homotopy arguments to study equilibria. Basak, Cass, Licari and Pavlova (2008) describe how partici-
pation constraints may generate indeterminacy of equilibria, presenting an economy with two goods and
two households for which adding a constraint may generate additional inefficient (and sunspot) equilibria.
Aouani and Cornet (2009) consider a two period model with households having nonordered preferences
and show existence of equilibria for the case of linear constraints. Carosi, Gori and Villanacci (2009)
present a case in which the portfolio set is price dependent. After having shown existence, they prove that
if constraints are homogeneous of degree zero with respect to spot prices, equilibria are typically finite
and regular, and present a robust example of indeterminacy in the nonhomogeneous case.?

In our model, each household has to satisfy a specific constraint on the asset portfolio which depends
on asset and good prices, an assumption which makes the financial restrictions endogenous. That feature
is shared with the model in Carosi, Gori and Villanacci (2009). Restriction functions in the present paper
are however different from the ones used there: our specification of the restriction functions does not
require that, for each asset, there is a household whose participation does not depend on the demand of
that asset. In particular, we assume that each household cannot sell more than a given quantity, depending
on prices, of each asset. In other words, we impose upper bounds on the amounts of borrowing which
can be obtained using assets. Examples of that restriction are the presence of no short sale constraints
of the form —zj < 0, where zj is the demand of asset a by household h, or constraints on borrowing
like —zf < o, with ¢ > 0. Both above restrictions are of the exogenous type, but they can be easily
thought as endogenous. In fact o could be assumed to be fixed today and in a near future, but it would
surely change in a relatively different economic situation (described in terms of prices and fundamentals).
Another related example of endogenous borrowing restriction is the case of the presence of an upper bound
equal to a proportion of the individual wealth, a short cut to incorporate the well known moral hazard
problems.

We can now present the main results of the paper. We consider a pure exchange, general equilibrium
model, with two periods and a finite number of states, goods, assets, and households. Assets give the right
to receive a certain quantity of the numeraire commodity. Participation on the asset market is restricted
in a household specific manner. Economies are described by endowments of commodities, utility functions,
asset yield matrices, and borrowing functions. After having established existence of equilibria, we show
that for an open and dense subset of the set of the economies, equilibria are finite and regular. We then
analyze optimality properties. We first show generic suboptimality. Afterwards, we restrict our attention
to the significant set of economies in which a sufficiently high number of participation constraints is
“strictly” binding, i.e., utilities of involved households could be increased relaxing those constraints. We
believe that even casual observation of financial restrictions engineered and introduced in financial markets
shows that constraints are created with the purpose of being strictly binding for some households. We
prove that, generically in the set of economies with strictly binding constraints, associated equilibria are
Pareto improvable through a local change of those constraints.

The paper is organized in a standard manner. Section 2 presents the set-up of the model and the defi-
nition of equilibrium. Section 3 lists the main results (existence, generic regularity, generic suboptimality
and possibility of Pareto improvements), whose proofs are contained in the Appendix.

In an unpublished note, Lisboa (1995) discusses indeterminacy and optimality properties in the model introduced in
Cass, Siconolfi and Villanacci (2001).

2Many finance papers focus on how constraints on asset markets affect equilibrium consumption and prices: among them
see the textbook on corporate finance by Tirole (2006) and the literature quoted there.



2 Set-up of the model

Our restricted participation model builds up on the very standard two-period, pure exchange economy
with uncertainty and financial markets. We consider a commodity market in which C' > 2 types of different
commodities, denoted by ¢ € C = {1,2,...,C}, are traded both today and tomorrow. We assume that
tomorrow only one among S > 1 possible states of the world, denoted by s € {1,...,S}, will occur. We
denote today by s = 0 and we define S = {0,1,...,S}. Asset markets open in the first period, and
there are A > 1 assets traded, denoted by a € A = {1,2,...,A}. We assume A < S, see (7) below>.
Finally, there are H > 2 households, denoted by h € H = {1,2,..., H}. The time structure of the model
is as follows: today, households exchange commodities and assets, and consumption takes place. Then,
tomorrow, uncertainty is resolved, households honor their financial obligations, and they again exchange
and then consume commodities.

Let? 26 (s) € Ry be the consumption of commodity ¢ in state s by household h, and let € (s) € R 4
be the endowment of commodity c in state s owned by household h. We define

zn(s) = (25(s))cec €RY,, zn = (#n(s))ses €RG,, z = (zp)nen € RGY,

en(s) = (e (s))cec €RY L, en = (en(s))ses €RYy, e = (en)nen € RFY,

where G = C(S +1).
Household h’s preferences are represented by a utility function uy, : Rf 4+ — R. We assume, for every
heH,

up € CQ(REJr); (1)
Yy € R$+, Dup(xp) > 0; (2)
Yo e R\ {0}, z; € Rf+, Duyp,(zp)v = 0= v D?up(zp)v < 0; (3)
vV, € RS, {zn € RS, :un(zs) > un(z,)} is closed in the topology of RE. (4)

Let U be the set of vectors u = (up,)ren of such utility functions. In what follows we are sometimes going
to deal with the next stronger version of Assumptions (1) and (3):
Up € CS(R§+); (5)
VYov e RO\ {0}, z, € RY,, v D2up(zp)v < 0. (6)
With innocuous abuse of notation, we still denote by U the set of utility functions satisfying Assumptions
(5) and (6), as well.

We denote by p°(s) € R4 the price of commodity ¢ at spot s, by ¢* € R the price of asset a and by
2y € R the quantity of asset a held by household h. Moreover we define

p(s) = (p°(8))cec € R$+, p=(p(8))ses € R$+7 q=(q")acA € RAa
zh = (2 )aca € R4, z = (2n)nen € RAH.

Furthermore, we denote by y?(s) € R the yield in state s of asset a in units of the numeraire commodity,
we choose to be commodity C, y (s) = (y°(s)),e4 € R is the vector of asset yields in state s and

1 A
y () oyt - yt(1)
1 A
V=1 y'(s) y*(s) y*(s)
1 A
NS o y(S) . yA(S)
3Such assumption is done with loss of generality, but it is commonly made and technically convenient.
4For every positive integer N, we define the binary relations >, > and > over RY as follows: given v = (v1,...,vy) and

w= (w1,...,wy) € RN, we write
v>w if v >w;,, Vie{l,...,N};
v>w if v >w;, Vie{l,...,N};
v > w if v>w and v #w.

We define also the sets Rf ={veRN :v >0} and Rﬂ+ ={veRN :v > 0}.



is the corresponding yield matrix. It greatly simplifies our analysis (but it is not without loss of generality)
to assume that

rank Y = A< S. (7)
Let M(S, A) be the space of the S x A matrices with real elements and let
Y ={Y e M(S,A) :Y satisfies (7)}.

Consistently with our restricted participation framework, we assume that each household has only
partial access, in a personalized manner, to the asset market. In particular, we suppose that each household
cannot sell more than a fixed quantity, depending on commodity and asset prices, of each asset. We assume
that, for every h € H, there is a function

Op - RE+ X RA - RAv (p7 q) = (UZ(p7 q))aE.A

such that, for every (p,q) € Rf 4 X R4, 0¢(p, q) represents the largest quantity of asset a that household
h can sell at prices (p,q), i.e., the maximum amount she can borrow using asset a. In other words, we
add the following constraints to household h’s maximization problem:

Vae A, —z; <o}, (p,q).

We call each function o, borrowing function. We assume that,

VYh e M, op € CHRT, x R RA); (8)
VheH, acA (p,g € RS, xR oi(p,q) > 0; (9)
H
Vae A, (p,q) € R, xR D of(p,q) > 0; (10)
h=1
G A _ p(0) p(S) q
Vhe H7 (p7Q) € R++ xR y Oh (p(0)7 . ap(S)vq) - Uh(pc(o)v' . 7pC(S)7pC(O)) (11)

Let us denote by ¥ the set of vectors 0 = (0n)nen of such functions. Assumption (8) allows to use
differential techniques. Assumption (9) permits no participation on the financial markets. Assumption
(10) insures that each asset is nontrivially exchanged, as Zthl o%(p,q) = 0 would imply that asset a is not
traded in equilibrium. Assumption (11) says that participation constraints are not affected by nominal,

i.e., price, changes. In what follows we are sometimes going to deal with the next stronger version of
Assumptions (9) and (10):

VheM, ac A (pq) € RS, xR, af(p,q) > 0. (12)

With innocuous abuse of notation, we still denote by 3 the set of borrowing functions satisfying Assump-
tion (12), as well.

We define the set of economies as & = R{Y x U x Y x ¥ with generic element E = (e, u,Y, o), and
for given (p,q, F) € Rf 4L X R4 x &, we assume household h € H has to solve the following maximization
problem:

max up(zp) s.t.
(zh,2n)

p(0)z1,(0) + gzn = p(0)er (0) (13)
p(s)zn(s) = p(s)en(s) +p(s)y(s)zn, s€{l,....5}
zn +on(p,q) > 0.

Note that, because of (11), (13) is invariant with respect to price normalization spot by spot. Then,

without loss of generality, we can assume that commodity C' is the unit of measure of the exchanges.

We are now ready to give the definition of equilibrium we use in our framework.



Definition 1. Let us consider E € £. We say that 0 = ((a:h, 2h) her > P> q) € Rff x RAH x Rf+ xRA=0
is an equilibrium for E if, for every h € H, (xp, z1) solves Problem (13) at (p,q, E), (x, z) satisfies market

clearing conditions, that is,
H

H
Z(mh—eh):() and Zzh:(),

h=1 h=1

and, for every s € S, p©(s) = 1. We denote by O(E) C © and X (E) C RYY the set of equilibria and the
set of equilibrium allocations for economy E € &, respectively.

We are also interested in considering the intervention of a planner and in studying its effects on the
possibility of Pareto improving equilibria. We assume the planner has the power to (locally) change
households’ borrowing functions by a “proportionality” factor ¢i:. Therefore, defined

t= (t}al)GGA,hGH € (_17+OO>AH = T7

the presence of the planner transforms each economy E = (e,u,Y,0) € & into an economy E (t) =
(e,u,Y,0(t)) € &, where o (t) = (0}, (t)),c 4 ney and, for every a € A, h € H,

op (t) = (1 +t})op.

3 Main results

In this section, we present our main results. Proofs are deferred to the Appendix. We stress that Theorems
2, 3, 4 below can be proved both assuming (5), (6) and (12), as well as without assuming (5), (6) and
(12) in the definition of economy. On the contrary, in order to prove Theorem 5 we need to assume (5),
(6) and (12). In what follows we prove Theorems 2, 3, 4 without assuming (5), (6) and (12). The proof
assuming those further conditions is exactly the same.

An indispensable preliminary result in every general equilibrium model is existence of equilibria. The
following existence result can be immediately deduced by Theorems 2 and 3 in Gori, Pireddu and Villanacci
(2010).

Theorem 2. For every E € £, O(F) # 2.

Consider now the Hausdorff topological vector space
¥ =RGH x [C3RS,)]" x RAS x [C* (RS, x R4, RA)]" (14)

endowed with the product topology of the natural topologies on each of the spaces in the Cartesian
product. In what follows, we endow & C ¥ with the topology induced by 7.

Given S finite set, we denote by |S] its cardinality. Next theorem shows that typically in the set of
economies, equilibria are finite in number and depend smoothly upon elements in that set.

Theorem 3. There exists an open and dense set D C & such that, for every E* € D,
O(E*) = {07}y, (15)

where k is a positive integer, and there exist an open neighborhood V(E*) C & of E* and, for every
i €{l,...,k}, an open neighborhood O(6"*) C © of 0°* and g; : V(E*) — O(0™*) such that °:

gi €CY, gi(E*) = 0" and O(0™) N O(67*) = @, fori # j; (16)
{(E, 0) € V(E*) x O(0™) : 6 € @(E)} = graph(g;); (17)

k
{(E,0) e V(E")x©:0€O(E)} = U graph(g;). (18)

i=1

5Notice that the maps g; are C' on a topological vector space. The precise definition of this concept can be found in the
Appendix, Section A.2.



The theorem below shows the easily conjectured typical inefficiency of equilibria.

Theorem 4. If A < S, there exists an open and dense set D® C & such that, for every E € D®, each
x € X(FE) is not Pareto Optimal.

A consequence of the proof of Theorem 3 is that equilibria associated with economies in the set D are
such that if a borrowing constraint holds with equality, i.e., it is binding, utility of the involved household
could be increased changing that constraint. The presence of that kind of constraints is a necessary
condition for a successful intervention of a planner acting on participation restrictions. Theorem 5 shows
in fact that, if in correspondence to a certain equilibrium there is a number of binding constraints at least

equal to the number of households, then it is possible to Pareto improve upon the considered equilibrium.®
Let A: © x & — N be defined as
A0, E) = [{(a,h) € AxH : z}; + o}, (p.q) = 0} |. (19)

Theorem 5. There exists an open and dense set DO C & such that, if
(0%, E*) € {(Q,E) €O xDY:0cO(E),A0O,E) > H} ,

then, for every open neighborhood V(0) C T of 0, there exist t € V(0) and 8 € © (E*(t)) such that
(un(n))per > (Un(Th)) per-

A Appendix

A.1 Preliminary notation and results

Define the vectors

G—(5+1
(xi(S))ses € R++( )’

\ G—(5+1)
(en(9) yes € RiY :

z)(s)

= (@3(5))ceqr,..o-1y € RS, xl\z
en(s) = (€5()eer.. o1y ERTTL ey

Because of the validity of S + 1 Walras’ laws in our model, the significant market clearing conditions in
Definition 1 are in fact

H H
Z(aj,\l—ez) =0 and Zzh =0.
h=1 h=1

Since we are going to study equilibria in terms of first order conditions associated with households’
maximization problems and (significant) market clearing conditions, define

— _ mGH (S+1)H AH AH G A
__R++><R x R x R XR++><R

with generic element
€ = ((xhv )\ha Zhnu/h)he?—( » D, q) = (:E7 >\a Z, 4y P, Q) 3

and the function? e
F:ExEXxT — RIME),

6In more technical terms, the proof of Theorem 3 shows that each borrowing constraint for each household is not in a
so-called “border line case”, i.e., it is not the case that both the constraint and the associated multiplier are equal to zero.
Therefore, if a borrowing constraint holds with equality, the associated multiplier is positive and the constraint is said to be
“strictly binding”. In other words, all binding constraints are strictly binding. For every economy E belonging to the set D
introduced in Theorem 3 and for every 6 € O(E), the integer A(0, E) defined in (19) denotes the cardinality of the set of
strictly binding constraints associated with the pair (6, E).

7dim(Z) denotes the dimension of the manifold (open set) =.



(20.1) Dy, (syun(zn) — An(s)p(s)

—p(0)(wn(0) — en(0)) — g2
202)  _p(s)(@n(s) — en(s)) + 2 ()u(s)am, s € {L,..., 5}

(20.3)  —Ap(0)g® + ikh(S)pc(S)ya(S) + g,

F(&E,t)=| (204)  min{ug, z;; + (1 +t5)of (p,q)} (20)
AN
(20.5) (zp —ep)
h=1
H

(20.7)  p“(s) -1

Given now (E,t) € € x 7T, it is immediate to prove that if 0 = (@4, 21) e P> q) € O(E(t)), then there
exists a unique (A, fin)nen € RETDH x RAH such that & = ((@h, M, 2y ) pere - Ps q) € = solves system
F(& E,t) = 0. Sometimes we will call such £ the extended equilibrium associated with 6. Vice versa, if
& = ((Tns Ans 20 n) perg s P> ) € = solves system F (€, E,t) = 0, then ((h, 2n),cs¢ 05 9) € O(E(1)).

Let us also introduce the function Fy : E x & — RI™E) | Fi(¢ E) = F(¢, E,0). The following is a
consequence of Theorem 2:

Theorem 6. For every E € £, there exists £ € E such that Fo(€, E) = 0.

As a corollary it follows that, since F(&, E, t) = Fo(§, E(t)), for every (E,t) € EXT, system F(§,E,t) =0
has always solutions in the variable &.

Later we are going to use the following result (see Villanacci et al. (2002)).

Theorem 7. Let m,p,n and « be nonnegative integers, and let M, and N be C* manifolds of dimensions
m,p and n, respectively. Let F: M x Q — N be a C% function. Assume o > max{m —n,0}. If y is a
reqular value for F, then there exists a full measure subset Q* of Q0 such that for any w € Q*, y is a reqular
value for F, : M — N, z — F,(z) = F(z,w).

Let ¥ be a topological Hausdorff vector space, V' C ¥ be an open set and f: V — R™ be a function.
We say that f € C°(V,R") if f is continuous, while f € C1(V,R") if it is continuous, there exists the limit
(o, w) = tim LOFED =IO ey

e—0 IS

and the function df : V' x ¥ — R™ is continuous.

Given now any (not necessarily open) set X C ¥, and f : X — R, we say f € C°(X,R") if f is
continuous with respect to the topology induced by ¥ on X, while, as in the finite dimensional setting,
f € CH{X,R") if for every vy € X there exists an open neighborhood of vy in ¥, say V (vg), and a function
f:V(vo) — R™ such that f € C'(V(vp), R") and, for every v € V(vy) N X, f(x) = f(z).

Those definitions allow to state the following implicit function theorem which is a simplified version of
Theorem 2.3 in Glockner (2006).

Theorem 8. Let us consider f: O x V — R", where O is an open subset of R™ and V is an open subset
of a topological Hausdorff vector space ¥. Assume f € C1(O x V,R") and let (x9,v9) € O x V such
that f(xo,v0) = 0 and D, f(xo,vo) is invertible®. Then there exist O(xzo) C O open neighborhood of xy,
V(vg) CV open neighborhood of vy and g : V(vg) — O(xg) such that

1. g€ CH(V(vg),O(x0)),
2. g(vg) = xo,
3. {(z,v) € O(xo) x V(vo) : f(z,v) =0} = {(z,v) € O(xo) x V(vo) : z = g(v)}.

8Note that if f € C1(O x V,R™) then, for every v € V, f(-,v) : O — R™, z + f(x,v), belongs to C1(O,R™) and thus, for
every (z,v) € O XV, D f(z,v) is well defined.



A.2 Generic regularity of equilibria

In what follows we will need the next lemma. We recall that a function f : A — B, with A and B
topological spaces, is proper if, for every K C B compact set, f ~}(K) C A is compact, too. We also recall
that any proper and continuous function is closed, i.e., it maps closed sets onto closed sets.

Lemma 9. F is continuous on = x & x T and

T FH0) &, (LE )~ Et)=FE
is proper. In particular, Fo is continuous on = X € and

T o (0) =& (& E) =& E)=E
1S proper.

Proof. The continuity of F is immediate. In order to show that = is proper, we have to prove that
each sequence (£, Bl ¢l"), v in F71(0), such that (EM, ") converges in £, admits a converging
subsequence in F~1(0). Let us assume that

(B )y = (el 7yl ol 4l (B 7) = (6,u,Y,7,1) e Ex T.

Then it suffices to show that, up to a subsequence, (£[")),exn converges to a certain € € Z : indeed the
condition F (&, E,) = 0 follows by the continuity of F.

As we are going to use a diagonal argument, every time we say that a sequence converges we mean it has
a converging subsequence.

Let us start with the convergence of z[™). For a fixed h € H, we know that, for every n € N, (xgl],z}[:l]) is
solution to the problem

max u%"] (zp) st
(#h,2n)

I (0)a4 (0) + gz, = pIml (0)el™ (0)
pM@ n(s) = p"(s)el(s) + p@Il(s)yl)(s)z, s € {1,...,5}
(L4 el gl > o,

and then, since (e}, i ],0) belongs to the constraint set, it has to be u["] (xEL"]) > ugﬂ (eZl}). As (eL"])neN
converges to €, € RY,, it holds that the compact set S), = {eh ]}n:l U {ex} is a subset of RY, and we
have
ugln] (achn]) > ugln] (egln]) > min ugl] (xp) > min wp(zp) —ep,
R €SK z €Sh
for a suitable sequence (g, )nen in R4y such that e, — 0 if n — oo, by the definition of the topology on
C?(RY,). Indeed we can define, for every n € N,

€n = Imax ‘uh (w) —ap (w) |.
Let z} € Sy be such that ming, cg, Un(zn) = Up(z)), and let 1 = (1,...,1) € RS and 6 > 0 be small
enough such that zj; — 261 € RS, . Obviously, since by (2), up(z}) > up(z} — d1), there exists ny such
that n > ny implies Ty (z}) — €, > Up(xf — 61) and thus, for every n > ny,

a2y >, (2 — 61). (21)

Of course, because of the validity of S + 1 Walras’ laws in our model, we can also assume that, for every

712”1,
H

H
0<al” Z <Y en+1.
h=1



Our purpose now is to prove that for infinite values of n it is w, (x%n]) > Tp(x — 201).

Let 75, € [O, Z,IL{:I en + 1] be a cluster point of (x%n])nznl. Then we can assume an]

T, € RS, such that uy,(Z),) = up(x},—201). If we take n large enough, by (21), it is ugln} (x%"]) [n]( n) > 0.
Then, for n sufficiently large,

— Zp. Consider any

0 < u @My — (@) < Dy M @) (2 — F)

= (D up (@) = D T (@0)) (25 = Fn) + Doy T (&) (2" = )
Taking the limit as n — oo in the previous inequality, we achieve
Dzhﬂh(fh)(fb\h - Eh) > 0.

Then
Tn C N {y € RY: D, (@) (y — Tn) > 0} . (22)
Zp €{y€RT | un (y)=un(z} —261)}
Since the right hand side of (22) is exactly {y € R® : @, (y) > up(z}, —201)}, which is a subset of RY, by
(4), then 7, € RS, and the proof is complete.
As regards the convergence of A"l from (20.1), (20.7) and (2) we find that, for every h € H and s € S,

A(s) = Dy u (@) — Dyo T (Th) = Mn(s) € Roy,

since D$c(s)u£:l] — Do oun, uniformly on compact subsets of RY. . Then, from (20.1) and (2), it follows
that, for every s € S,

Diy(syp (@h") Doy (500 (Tn)
A(s) M (s)

pll(s) = =75(s) e RE,

and thus (p["})neN converges to an element of R$+. Fix now a € A and consider the sequence (qa’["})neN.
We claim that it converges if there exist h € H and a sequence (ng)ren in N such that, for every k € N,

sz[nk] +(1+4 th[nk])JZv["k](p[nk]’ q[nk]) > 0.

Indeed, if this is true, from (20.3) and (20.4) we get

S
ZA[nk] C,[nk](s)y ,[nk]
5:1

In order to show the claim, assume by contradiction that, for every h € H, there exists v, € N such that,
for every n > vy,
ZZ’[H] +(1+ tzﬁ[n])azv[n] (p["], q[n]) —=0.

Summing up on h € H, and using (20.6), we find

H H
O — Z ZZ)[”] + Z(l + tZ»[n])O.Zv[n] (p[’ﬂ]’ q[n]) —
h=1 h=1

From (10), the right hand side of the above equality has to be positive. Then the contradiction is found
and the convergence of (¢[™),.cx to an element of R4 follows. Fix now h € H and a € A and consider the

(2o () ).

M=

>
Il

1

sequence (ZZ’[n])nGN' For every n € N, we have

—(1 +t2’[n])02’[n] (p[n]7q[n]> < zZ’[n] _ Z Zz;[n] < Z (1 +t2;["})02;[n] <p[n]7q[n])_

h'€H,h'#h h'€H,h/F#h



Since p"l — p, ¢ — 7, UZ’[n] — o uniformly on compact subsets of Rf LX R4 and t" — 7, there exist

s FZ € R such that, for every n € N,
K(}IL < ZZ:["] < ?Z

Thus za’[n] — Zj and the convergence of (z[”})neN to an element of R4 is proved.

Finally, fixed h € ‘H and a € A, let us study the convergence of the sequence (uh’[ ])n6N~ If zf + (1 +

;)% (p,q) > 0, then by (20.4) it follows that u eIl — 0 if n is large enough and the convergence is proved.
If instead Z§ 4 (1 4 7,)7%(p, ) = 0, then from (20.3) we obtain
p— S p—
’[n] _ )\[n] Z )\[n] (s)y® [n](S) — M (0)g" — Z)\h(S)ﬁC(S)@“(S) e
s=1
and the convergence of (1), ey to an element of R4 follows. The proof is complete. O

Lemma 10. The set

Di={Fe€&:Fo(§,E)=0 = Vh € H,Va € A, max{u},, zj + o1 (p,q)} > 0}
is open and dense in &.

Proof. We have
_evm( U A

acAheH
where, for every a € A and h € H,

" ={(&E): Fo(& B) = 0 and max{pj, 2} + o} (p,q)} = 0} .

U Aa,h

a€AheH

Immediately we have that

is closed in F; *(0). Since m is proper,
n( U at)
acAheH

is closed in £ and then D; is open in €.
Fix now (u,Y,0) € U x Y x ¥ and define

FEx R S RINE) - (¢e) s F(€, ) = Fol€,e,u,Y,0).

In order to prove the density of D; in &£, we note that it is sufficient to show that, for every (u,Y,0) €
U x Y x X, the set

O1(u,Y,0) = {e e RS : F(¢,e) =0 = Vh € H,Va € A max{ul, 2 + of(p,q)} >0}

is dense in Rff
Let us call £, the family of all possible tri-partitions® Qj = {Q (2) (3)} of the set A and let

Q(z) |Q§L)| for i € {1,2,3}. Define then Q = X 9, with generic element Q = (Qn)pen> and
heH

Q" = {Q € Q: 3h € H such that QS’) # o}
Fixed Q € Q*, define k£ (Q) = >, leg) > 0 and

FQ: = x RGH — RIMETEQ)

)

91In this context, the term partition is used in a loose manner, as its elements are allowed to be the empty set.
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[ (23.1) Dy, un(an) — M(s)p(s) |

~p(0)(@(0) = €1,(0)) gz
@2 _p(s)(an(s) — enls)) + 1 (y()zn, s € {1,..., 8}

(23.3)  —An(0)g® + ;Ah(s)pc(s)y“(S) +

(234) p¢, heH,acQPu?

Fe.0) = 2
(23.5)  2¢ +o0t(p,q), heEH,ac fo) U Qﬁf’)
H
(23.6) (xz - e,\L)
h=1
H
(23.7) Z Zh
h=1
| (238)  pOs) - ]

We are going to show that 0 is a regular value for FQ.If that is the case, from Theorem 7, there exists
O?(u,Y, o) full measure subset of Rff such that, for every e € O?(U,Y7 0), 0 is a regular value for

fQ(~, e), that is, there are no solutions to FQ (&,e) = 0. Tt is immediate to prove that

O1(u.Y,0) 2 () Of(u.Y,0)
QeQ*

and thus O;(u,Y, o) has full measure in Rf 7 and then it is dense therein.

Let us finally show that, for every Q € QF, 0 is a regular value for fQ. A suitable submatrix of the
Jacobian matrix of the function FQ (¢,¢€), that we still denote by DFQ (£, e), is presented in the table
below. The components of the function are listed in the first column, the variables with respect to which
derivatives are taken are listed in the first row, and in the remaining bottom right corner the corresponding
partial Jacobian is displayed. _

The rank computation for DFQ (¢, e) is performed through row and column operations. The starred
matrices in the same super-row have the property that some of (possibly all) their columns are used to
obtain a full row rank matrix that we employ to “clean up” its super-row, since all the other elements of
its super-column are null. The symbol © indicates instead a possibly nonzero matrix whose values are
insignificant for our argument.

A suitable order in which the appropriate elementary super-column operations have to be performed is
the one indicated in the last column of the table.

11



(23.1)1 DZupx | —2e@7T

198 2ARY oM ‘1{ S Yy I10J ‘o[qe) snotasld oy Uy

(232); || —2(@) [ *\(p) | I«

(23.3)1 [;‘1

(23.4)1 T~

(23.5)1 I(A, Qg2> ) Qg?’))T

¢l

(23.1) 1 DZugx | —om7T

(238.2) —®(p) 7] 2\ (p)

(23.3) g [}q

(23.4) ;1 Tx

(23.5) g I(A, Q(;) U Q(b~;>))T

(23.6) T —Ix L —7

(23.7) T T

(23.8)

. (o o on ;{5917
{8 z [} > [' 7 (&) (O] (gr/) = ([Kg'ff

(¥g)

Q

o|o|o||%
(< IS N

©

oo -
[ E) P

IS

o

‘1oded o1} noySnoiyy suoryejndurod JURI [BISADS UL PIsh 9 [[I4 UOIjejou pue AS0[0POYIoUW dA0(E Y T,



Moreover [ is an identity matrix of appropriate dimension, € = (ef(s)) e RIH!

seS ++

[ p(0) p©710) 1

®(p) =
I PIS) o pOTHS) 1] gh)ke
[ p'(0) (V)

®\(p) = :
L pHS) . pITHS) (S+1)x(G—(5+1))
[ Ic_1 0O

L=

L Ie—1 0 G—(S+1)xG

where I-_1 is the identity matrix of dimension C'— 1. Given two finite sets S and T, with S O T, we have
denoted by
I(S,T) = (6) r € RISIx RIT!

the matrix with generic element d,; = 1, if s = ¢, and d5; = 0, else. Notice that rank I(S,T) = |T.
The following is the table remaining after the first six steps of our procedure:

seS,te

l 2 |- | H |

(23.5)1 || 1(4,P U QBT

(23.5) 1 14,02 U othHT
(23.7) T T
Observe now that
Va € A, 3h(a) € H such that zj,,) + 0} (P, @) > 0. (25)

Indeed, otherwise we would find that there exists a € A such that, for every h € H, zf + o5 (p,q) = 0.
Hence 0 = >, zjf = — >, 0p(p,q) < 0, a contradiction. Then, considering for any a € A the column
in correspondence to zg(a), we notice that with all such columns it is possible to get an identity matrix
on the last super-row, that does not interfere with the nonnull columns of the matrices in super-rows

(23.5)1,...,(23.5) . Since, for every h € H, I(A, Qf) U QS’))T has full row rank, the fullness of rank for
DFQ (&, e) thus follows. O

Let us now introduce the following objects by using a generality which will be useful later. Call P,
the family of all possible bi-partitions!® Py, = {P,(ll), 77,(12)} of the set A and let P,Ez) = |P,§Z)|, fori € {1,2}.

efine 3 = n, with generic element P = (P, . Fixe € *B, consider
Defi X ith ic el P = (P}),cy - Fixed P id
heHr

FPLEX Y x T — RIE)

10Als0 in this case the term partition in used in a loose form, as some of its elements are allowed to be the empty set.
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FPE Et) =

_ (26.1) Dmh(s)uh(ajh) — )\h(S)p(S)
262) ~PO)(@n(0) —en(0)) =z

(26.3)  —An(0)g" + iAh(s)pC(s)y“(S) + py

(264) o, heM acPl

(26.5) 28+ (1+19)o%(p,q), heH, acP?

(26.6) X (w)—ep)

H
(26.7) E Zh

1
L (26.8)  pC(s)—1

where ¥ has been defined in (14).

Lemma 11. For every P € P, F¥ € C1(E x ¥ x T,RI™(E)),

Proof. Of course FF¥ is continuous. We have to show that

dFP (Ex ¥ x T) x (RI™E) x ¥ x T) — RImE)

is well defined and continuous. Consider then

It suffices to show that

(E,E ) eEXY xT, (¢ Et)eR™E) w9 xT.

I FP(& + et E+cE*,t +et*) — FP (¢, ELt)
e—0 £

exists and it is continuous and that can be easily done.

Lemma 12. The set

Dy={E€&:VPeP, FY({E,0)=0 = det D:F¥ (¢,E,0) # 0}

is open and dense in &.

Proof. Openness follows from continuity of the considered functions.

sufficient to prove that, for every (u,Y,0) € U x Y X X, the set

Os(u,Y,0) = {e S Rff c(e,u,Y,0) € Dg}

is dense in Rff Fix (u,Y,0) and P € B, and define

FP 2 x RGH - RImE),

14

—p(s)(@n(s) — en(s) +pC (8)y(s)2n, s € {L,.... 5}

In order to show density, it is



[ (27.1) Dy, un(n) — M(s)p(s) ]

—p(0)(@n(0) — en(0)) — g2
@72 (s)(@n(s) — en(s) + 1 ()y(s)an. s € {L,....5)

(27.3) =M (0)g® + iAh(s)pC(s)y“(S) + ph,

(274)  pg, heM, acPl

FP(Ee) = (27)
(27.5) 28 +0%(p,q), heH, acP?
H
(27.6) 3 (x) —ep)
h=1
H
(27.7) Z Zh
h=1

| (278)  p9(s) -1
We are going to prove that, for every P € B, 0 is a regular value for .?EP, so that
OF (u,Y,0) = {ee R$: 0 is a regular value for FP(, e}
is a full measure subset of R7f. Since
Oy (u,Y,0) 2 (] OF (w,Y,0),
Pep

we get the desired result. The rank computation for a suitable submatrix of the Jacobian matrix of the
function FF (£, ¢) is performed through row and column operations, similarly to the proof of Lemma 10,
and it is presented in the table below.
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o] I T B V] Ll T R [Tl [a} ©
O.llele|e| |e@ ele|e| |e *
0“511 >
8 s ~
f - |
Qs ©
3
F @

3 ~
&
1 [
= =g
3 ™ [N
3
~
E *
o g
< ,? ‘Q‘N
*A
o &
T =
8 Nﬁv ~
ol
O *
S 4
S ¥
4l & X
v -
e
£ ©
3
& @
E,\
=1 | B
NI [ [~
3
~
E *
AF
K’S“ T‘>"

* |~
| 51e
8k | =

al i

o | o[ o =g -

RN 3| =R aleF@|

The symbols have the same meaning as in (24).
The remaining steps are exactly as in the proof of Lemma 10, with the only difference that, for every

h € H, the matrix I(A, P}(Lz))T has now replaced I(A, Q;Lm U Q;LS))T. Condition (25) however still holds
and thus we can conclude in the same manner. O

Proof of Theorem 3. Define D =Dy N Dy. Of course, D is open and dense in £ and D is the set of
economies E € £ such that, for every £ € = with Fy(&, E) = 0, the following conditions hold:

Vh € H,Va € A either zj 4+ o} (p,q) > 0 or ujp >0,

16



Fo is C* in a neighborhood of (¢, E),
det DeFo(€, E) # 0.

We are then left with showing that for any E* € D all conditions in Theorem 3 are satisfied.
From Theorem 2 and Lemma 9, we get

{€ €2 Fo(&,B") =0} = {€" Ly, (28)

where k is a positive integer. Then, from Theorem 8, there exist an open neighborhood V(E*) C & of
E* and, for every i € {1,...,k}, an open neighborhood O(£%*) C Z of £ and ¢; : V(E*) — O(£%) such
that:

pi € Clpi(E*) = &7, and O(§™) NO(¢") = @, for i # j, (29)

{(6,B) € O(™) x V(E") : Fol&, B) = 0} = {(§, B) € O(6™) x V(E") : £ = pi(E) }. (30)

Moreover, again from Lemma 9,

k
{(& E) e ExXV(EY): Fol§, E) =0} = U {(§&, E) e EXV(E"): £ =pi(E)}. (31)

Of course, (28), (29), (30) and (31) imply (15), (16), (17) and (18), respectively.

A.3 Generic Pareto Suboptimality of equilibria

Proof of Theorem 4. The existence of the set D® follows by a transversality argument. More precisely,
let us fix P € B. We recall that, given E € &, if € = (, \, z, i1, p, q) € = is such that FF (¢, E,0) = 0, then
x is a Pareto Optimal allocation if and only if for every s,s’ € S and h, h’ € H, it holds that

An(s) _ Aw(s)
)\h(s’) )\h/(S/) ’

Thus we are going to show that generically this cannot happen when A < S. More precisely, we prove
that the set

L An(s) , Awe(s)
DAP =B eD: FP(¢,B,0)=0= 35,5 / h
{ € FY (€, E,0)=0=3s,s' € S and h,h’ € H wit (5 # )\h/(s,)}

is open and dense in D and thus in &, so that the desired open and dense set D® can then be defined as

DA = DAFP,
i

Openness of D*F immediately follows, while, in order to show density, it is sufficient to prove that, for
every (u,Y,0) e U x Y x ¥, the set

0*P(u,Y,0) = {e € R{Y : (e,u,Y,0) € DAF})

is dense in RY#. Fix then (u,Y,0) € U x Y x . We observe that, since rank Y = A < S, without loss
of generality, we can assume that the matrix obtained by Y deleting the first row, say Y7, still has rank
equal to A. Consider then the subset of O*F (u,Y, o) given by

O2P(u,Y,0) = {e eRGH : FP (£ e,u,Y,0,0) = 0 = Ap(1) — A (0) # o}.

fP (§7eauvy70-70)
A (1) — 28545 (0)

RO
has full row rank is performed through row and column operations, similarly to the proof of Lemma 10,

We will show that such set is dense in Rff by using Theorem 7. The proof that D¢ ) [

17



and it is presented in the table below.
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(1)

S T [ +a v [ [T

|“H

(26.1) D2uy* —@(p)7

(26.2)1 —@(p) [7] e\(p) | Ix

(26.3)1 H,ﬂT

(26.4)1 T

(26.5)1 I(A, .P§2))T

6T

(26. 1)y D2u g * —o(pT

(26.2) gy —2(p) @\ (p)

(26.3) hﬂl * ® ©

(26.4) I

(26.5) 1 I(A,'Pg))T

(26.6) T —Ix T —1

(26.7) T T

(26.8)

_ @) ST .
AP TR ® ( *1(0>’1’0""’0)

= |w

@@ - |© ©|@|©@
al k| = e af




The symbols have the same meaning as in (24).

Notice that in Steps 4 and 7 we use the fact that rank Y; = A < S. Indeed, there exist A columns of Y{©
which allow to clean up (33.3) g and, in particular, they permit to cancel —¢” and the remaining columns
of YT Moreover the columns of Y;" do not interfere with the vector (— Al(l) 1,0,...,0) in the last row.

(O) P
Then, in Step 7, we can exploit the positive term —iigég to clean up the corresponding row.

The remaining steps are exactly as in the proof of Lemma 10, with the only difference that, for every
h € H, the matrix I(A, P}(L2))T has now replaced I(A, Q;lz) U QS’))T. Condition (25) however still holds

and thus we can conclude in the same manner. O

A.4 Generic Pareto Improving
Proof of Theorem 5. We stress that along the present proof we need the stronger Assumptions (5), (6)
and (12). Let us define A(£, E) in analogy with (19). More precisely!!, let
P:Ex &~ (2, PEE) = (P E), P EE)), 0
with
PUEE)={acA:pf =0} and P& E)={ac Az +0f(p,g) =0}

Define then _
AExE-N, A E) =Y PYEE),
heH

where, for every (¢, E) € Ex &, P&, E) = [P (¢ ( LB
Notice that, given £ € £ and 0 € O(E), if £ € E is the extended equilibrium associated with ¢, then
A(¢,E) = A(6, E). Moreover, if (€, E) € 2 x D and Fo(¢, E) = 0, then
PUEE)UPI(EE) = A, P B) NP E) =

Let us introduce now

F:ExExT =R T(LE ) = (w(21),...,un(zn)),

Pu={Pep:> PP >nu},

heH

P

DOZ{EGD:VPe‘BH, { N rankD(g)t)[j; }(g,E,O):dim(EH—H }

Define also

W — {(f E)e=x&: Fo(&, E) = 0 and, for every open neighborhood V(0) C 7 of 0, }
P ’ TTCT 3 eV(0),8 € B, F(EE ) =0, (un(@)) per > (Un(Tn) pen

and ~
={(& B e=xD°: R(e. B) = 0,K(, B) > H}.

It is immediate to prove that if YW C Wpy, then the conclusions of Theorem 5 holds. In fact, if
(0*,E*) e {(0,E) € © xD®: 0 € O(E),A(0,E) > H}

and £* is the extended equilibrium associated with 6*, then (£*, E*) € W C Wpy, so that (8*, E*) fulfills
the conclusions of Theorem 5. _

In order to check that W C Wpy, let (€%, E*) € W. By definition of W, A(£*, E*) > H and then
P(¢*, E*) € PBy. Moreover, J:P(f*’E*)(g*,E*,O) = 0 and, since E* € D,

det DeFPEED (e E* 0) # 0.

M Given a set S, we denote by Z2(S) its power set.
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Hence, by the implicit function theorem, there exists a neighborhood V(0) C 7 of 0 and a C* function

E:V(0)—=E, t— (1),

such that, for t € V(0), FPEE)(£(t), E*,t) = 0 and £(0) = £*. Then, in order to prove that (£*, E*) €
Wer, it is sufficient to show that I'(£(¢)) is essentially surjective!? at 0. This is true if D;T'(£(¢))|i=0 is
surjective and, since by the implicit function theorem,

DeT(§(t))]e=o = DeD(€7) Dig™ = DeD(€)[-DeFPEED (€7, B, 0)] 7 D FPEF (" E*,0),

then by the Gaussian elimination in block form (cf. Villanacci et al. (2002), Chapter 1, Lemma 8), we
find that DeT(&*)[~DeFPEED (¢x, E*,0)] "D, FPEED (&% E*,0) has full rank if and only if

D FPEE) (¢x E* 0) DFPEE) (¢ E*0) ] FP(E"E") o
{ Del'(€7) 0 *Dm)[ r ](5 ,E7,0)

has full row rank. But this holds true thanks to the definition of D?, since FFEE7) (¢* E* 0) = 0.
Then we are left with proving that D¢ is open and dense in £. Set, for every P € Py,

P

P —
Do,P:{EeD:{ io((é,g,i)o—() - rankD(&t)[}; }(f,E,O):dim(E)-ﬁ—H}.

Since
DO — m DO-P
PePu
and since D is dense in &, it is sufficient to show that, for every P € Pz, DOF is open and dense in D.

Let us then fix P € Py and consider DOP.
As regards the openness of D%F we notice that it is the complement in D of To(M), where

FP(¢,E,0) =0, Fo(¢, E) =0 and }
P

rank D¢ ;) [ 4 }(g,E, 0) < dim(E) + H

M:{(g,E)eExD:
r

and
7o : Fy H0)N(EX D) =D, (& E) — Fo(é, E) = E.

Since the properness of 7y easily follows by Lemma 9, we just have to show that M is closed in = x D.
But it comes from the fact that F¥ is continuous on Z x D, and thus (F¥)~1(0) is closed in = x D, and
by observing that, in order to have

FP
rank Dy | "1 (€ E,0) < dim(2) + H,

the determinants of all square submatrices of

Do ];P (3250

of dimension dim(Z) 4+ H have to be zero. Recall indeed that such determinants are continuous functions
on = x D.

We prove the density of DF in D by showing that for every E* € D there exists a sequence (E ["])n
in D%P such that E") — E*. Fix then E* = (e*,u*,Y*,0*) € D and consider the set

€N

(") —{¢e=: Fol¢, EX) = 0}.

12We recall that a function f : M — N, with M and N topological spaces, is essentially surjective at € M if the image
of any open neighborhood of x in M contains an open neighborhood of f(z) in N.
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For every i € {1,...,k}, let O (¢*) C = be open sets such that & e0(¢&™) and O (*)NO (&%) =2,
for i # j. Moreover, with any of such £** it is uniquely associated a partition P (£, E*). Let us define

E*) = {P(¢*,EY)}L .

Notice that, by continuity, in a suitable neighborhood V(E*) C D of E* we have that

k
(&, E)eEXV(EY), Fo(&, E)=0 = ¢ |JO (&™) and P(¢, E) € B(E).

=1

If P ¢ B(E*), then it is immediate to conclude that E* € DOF.

If P € P(E*), we have to argue as follows. For simplicity, we assume that, for every h € H, P,(LQ) #+ O.
The case in which there exists i € H such that P(Q) @ can be handled similarly.

Let us select exactly a tool for each consumer: for instance, for any h € H, we can set

ap =min{a € A:a € P}(LQ)} (32)
and work with the H tools t7*, ... t%.
For i € {1 .k} and h € H, let 2}* € R, be the consumption of household h associated with ¢ and

let {Bj, } be a set of open balls of R, such that z}* € B, and B} N Bj = @, for i # j. In particular
we can choose {Bj } so that there exist pairwise disjoint open balls { Bj, } of R, with

Bi CCl(B}) C B, Yie{l,... .k},

where Cl (B}l) denotes the closure of B} in Rf Let then pr € C> (RS $.,[0,1]) be such that, for every

Ty € U;C:l B}, pn(zp) = 1 while, for every x), € R_H_ \ Ui:1 Bh, pn(zn) = 0.
Let S¢ be the set of the G x G symmetric matrices with real elements!3 and let A/(0) be a neighborhood
of 0 € (Sg)* such that, for every A = (Ap)nern € N(0), it holds that:

o for every h € H, the function

k
u;?h (zn) = up(xp) + 2ph xh) Z T, — mh Ah ($h _ mz*)}
=1
satisfies Assumptions (1)—(4);

e the economy (e*,u”,Y* o*) € V(E*), where ut = (uf”)heH.

Note that the first condition follows from Villanacci et al. (2002), Chapter 15, Lemma 25, and the second
one is trivial.
For any P € PB(E*), we can then introduce the functions

k
FPJO(€7%) x N(0) x T — RYI™E,

i=1

13 (G+1)
Notice that Sg can be identified with R™ 2
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(33.1) Dy, (s) <u;j(xh) + %ph(xh)zkj [(zh — 23) Ap (z1, — Z‘%*)]) — An(s)p(s)

~p(0)(zn(0) — ]
(33.2) )= h(s) + (W () s € {L...5)

(33.3)  —An(0)g” + jjleh(s)pC (8)y™(s) + g

PP A= | B3 up heHaep
(335) 20+ (1+10)01%p,q), heH,acP?

(336) 3 (a) —el)

H
(337) Sz

(33.8)  p“(s)—1

(33)
and
k
Jo(€) xN@O) xT - R”
=1
F(§7A7 t) = |:’U/Z<.'Eh Ph .'I/'h Z Th — mh ( Th — x;z*)] :| (34)
i=1
Consider then the function
k
wP : U 19) (é—l*) ~ Rdim(E)+H > N(O) _ Rdim(E)+dim(E)+AH+17
i=1
FP(¢,A,0)
P T
P(€,c, A) = 7
WPEeA) = | (Deo| 5 |&A0) ¢
%cc -1
If we show that, for almost all A € N(0), there is no (&, ¢) such that
WP (€ e, A) =0,
we are done. In fact, if it is the case, there exists a sequence (A ) in A/(0) converging to 0 such that, for

~.

N P
every n € N, when FF (&, A" 0) = 0 then Die v [ ff } (€, A" 0) has full rank. As (A["})neN is in M (0),

then the sequence of economies El" = (e*,uA[n],Y*,U*) — FE* and, since J?P(g, A" 0) = FP (¢, EM)0)
and T'(¢, A" 0) = T'(¢, EI" ) 0), we obtain that (E["])neN is in DOP | as desired.
We are left with showing that, for almost all A € N/(0), there is no (&, ¢) such that

Y (0, 4) =0.

Let
c= ((tha Chp,s Czpys cNh)hEH ) Cp\ » Cqs CpCs Ct)

€ RGH  RSTDH  RAH o RAH  RG=(S+1) o RA y RS+  RH
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Since (e*,u?,Y*, 0*) € V(E*) C Ds, then (&,¢, A) satisfies ¥F(¢,¢,A) = 0 if and only if it satisfies
PP (& ¢, A) = 0, where

k
1’/;13 : U 0 (Ez*) « RAME)+H o N(0) — RAIM(E)+dim(E)+AH+1

i=1
FP (&, 4,0)
. TP T
ZZJP(f?C» A) = (D(Et)|: ?‘ :|(€7A70)) c
%tht -1

Then we have to prove that, for almost all A € A(0), there is no (&, ¢) such that {/;P (&,¢,A) = 0. Notice
that we can obtain the desired result showing that, for almost all A € N/(0), there is no (¢, ¢) such that
PP (€, ¢, A) = 0, where

k
,(/}P . U 10} (52*) « Rdim(E)+H > /\/(0) N Rdim(E)—i—dim(E)-i-H-i—l7
i=1
FP(€,A,0)
P _ FP T
¢ (f,C,A) - (D(E,Z)[ f }(€7A70)) c
%CtCt -1

and £ = (t9*,...,t%7) € RY.
In what follows, for every h € H, i = 1,2, we define ME:) = (”Z)aep“) .
h
TP
The computation of the matrix D ; { ff } (&, A,0) is the following:

24



51

1 [’ [ o7 v cn | ey | a | ¢ [
(33.1)1 D2uq + A
(33.2); —3() o]
(33.3); ® 14, ) —A1(0)1
(B33.0); T
(33.5)1 © Za
(33.1) Dlupy + Ay
(33.2) g —®(p) [—Yq} [_(Z]H]
(33.3) 1 ® AT
[EERDIT I
(33.5) 14, PONHT ® Sa g
(33.6) L L
(33.7) T
(33.8)
G1 Dy
(34.)H Dupg




where
An(0) o1

Ap =

A (S) o1

0 Gx(G—(S+1))

and %,, € R” " is a vector whose components are all null except for the term ;" (p,q) in position as,

as defined in (32), which is positive by (12). The other symbols have the same meaning as in (24). In
particular, we recall that, given two finite sets S and T, with S 2 T, I(S,T) = (dst) yc 5, c1 € RIS x RIT
is a matrix with generic element d5; = 1, if s = ¢, and d5 = 0, else.

P
By neglecting some rows and columns, we find that D 3 [ }% }(5 , A,0) has full row rank if and only if
the following matrix, that we call M (&, A), has full row rank.
In the first row and the second column of the table we indicate the dimension of the corresponding
super-columns and super-rows.
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L8

c S+ 1 A P c S+1 A P G- (S+1) A 1 1
Eal A 21 ui? Ty g zH iy p\ a 71 i

(33.1) G D2u; + Ay —@(p)7 —Aq

(33.2)1 541 —2(p) V] @ =t

(33.3); A 1" 14, ) A1 (0)I

(33.5)1 p? 1A, PCHT ® ® Say

(33.1) 1 G D2upy + A | —em” —Ag

(33.2) iy S+ 1 —®(p) [ ® [2H]

(33.3) 51 A " 14, P2 Y

(33.5) 1 B 14, PEHT ® ® Say

B3.6) G- (51D T T

(33.7) a T T

[€EDh T Duy

Gy i Dupy

(cg)




Define now
(2) _
RT(P) = REF x RTDH  RAH 5 RZn D7 5 RE(SHD 5 RA x R,
with generic element
c= ((Czha Chps Czpy s CHS) )hG'Hv Cp\ ) an Ct) .

Then we conclude if we prove that, for almost all A € N(0), there is no (£,¢) such that ¢¥(¢,¢, A) = 0,
where

k
(bP . U O (é—l*) % RT(P) x N(O) N Rdim(E)-‘rT(P)-‘rl’
i=1
FP(¢,A,0)
PG A) = | M A)TE
lCtCt -1

2

For any I C H, consider now the following system in the variables (¢,¢, A) € Ule O (&%) x RT®) x NV(0)
¢P(6,c,A)=0
Ce; =0, €H\K (36)
cz; 70,5 €K

It is simple to verify that the proof is complete if we show that, for every K C H, there exists a full
measure subset N of A(0) such that, for every A € N, there is no (£,¢) € Ule O (¢7) x RT®) such
that (§,¢, A) solves (36).

Define then,

Vo £AKCH, OK)={ce R"®) ¢, #£0,Vj €K} and O(2)=R"®).

Such sets are clearly open subsets of RT(®),
Moreover, for every K C H, define ¢P : ([ J_, O (£7) x O(K) x N(0) — REMEFTRIHIHCIHAK] a9

¢ (&,¢ A)

P ’~7A -
dic(§,¢,A4) oy jEHAK

It is immediate to prove that we get the result if, for every K C 'H, there exists a full measure subset ./\~f;c
of N(0) such that, for every A € N, there is no (§,¢) € Ule O (£*) x O(K) with ¢ (&, ¢, A) = 0.
Consider then, for every K C H, the system

k(6,6 A) =0 (37)
on Ui, O (£7) x O(K) x N(0).

We prove the desired property analyzing several cases:

Case 1. Assume K = H. We are going to apply Theorem 7. More precisely, if we show that
D(&,E,A) (ZSE (57 E? A) (38)

has full row rank for every (€, A4) € U, O (¢*) x O(K) x N(0) solution to ¢2(&,& A) = 0, then,
as desired, there exists a full measure subset N of A (0) such that, for every A € Ny, there is no
(&0 € Ule O (¢€*) x O(K) with ¢F (€, ¢, A) = 0. It is easy to see (cf. Villanacci et al. (2002), Chapter
15, Condition 8) that the matrix in (38) has full row rank if its submatrix

M(E AT N A)
B(¢,¢, A) =
(O,...,O,Ct) 0
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has full row rank, where M (€, A) has been defined in (35) and N (&,¢,A) = D4 [M(€, A)T¢].
The computation of B(&, ¢, A) is described below. In the first column of the table we indicate the dimension
of the corresponding super-rows.
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cxq 3V czq c (2) Cx gy C)\H Czy c (2) c o\ cq cty Sty Aq Apg
by wYr P

G D2uy + Aq —2T (p) LT DTy Ny * 1
S+1 —®(p)* 3
A [~ 4, ) r 5
r 7
G DZupy + Ay —27T (p) LT DT uy N * 1
S+1 —®(p)* [ 3
A "~ 14, P2) T 5

2 2
P N N 1A, PIHT. 7
G—(5+1) —AT ) —AT ® ©® 4
A T ] o © ] | mor © °
1 Zé1 * 8
. - :
1 BHE 8
1 BTG D 2

(6€)




We stress that, by Villanacci et al. (2002), Chapter 15, Lemma 28, the matrices N = N, (&, ¢, A), with
h e {1,...,H}, have the following property:

¢z, #0 = Np has full row rank; (40)
¢z, =0 = all the components of N, are 0. (41)

Then, by performing the column operations according to the order in the last column of Table (39), we
conclude. Notice that in Step 1 we have exploited (40), while in Step 6 we have used the fact that, by

(25), for every a € A there exists h € H such that a € P}(Ll). Hence, the matrix, whose columns are the

ones of the matrices —\,(0)I, for h € H, that match well with I(A, P}(Lz))T, has full rank. In Step 2 all
elements are starred because we don’t know which ¢;, ’s are nonnull: however, since %ctct —1=0,¢ #0.

Case 2. Let us consider K = &, so that (37) becomes

FP(£,A,0) =0

M(€, A)TE =0

%tht —1=0 (42)
Cyy =0

Czxy = 0.

In this case we are going to prove that (gﬁz)fl(()) = @ by showing that, considering just the following
subsystem of (42),

M(E A)'e=0
€y =0

(43)
Czy =0,

if (¢,¢,A) € Ule O (&) x RT®) x A/(0) solves (43), then it has to be ¢ = 0. Hence, that solution is not
admissible for (42).
System (43) can be represented by the following table
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3
T 3
g EQ
hy EQ
S ~
|k . F
oM = 2
[~
~ Q%
@im & o] @ k3]
o < Al
=
&~
—~ ~
Al (=}
=1 By S
5 IR
B e NP
< |
=
- g kK Al
& s T ©"*m°
| ] —
~ e
a4 [N @@E;
Ul { n
=
&
Lo =
— al o
o M~ ~
L e I Y z
< |
=
gk 2
5% > T’HC’
| — PR |
- L ~ ~ |t
o+ <24 ol +| < [Raga) < |~ -
) A 0 Q‘
o
B Bl B ooz |z =
SRR B ARG IS
HEE FEEER 2R 3
(44)

where the components of the vector ¢ in the upper row have to be intended as multiplying the matrices in
the corresponding column, not as the variables with respect to which derivatives are taken. Then, taking
the sums along each super-row and setting them equal to 0, this becomes an alternative way of writing a
linear system. To such equations we associate the labels in the first column.

By (44.2);, we thus find ¢,, = 0. Moreover, recalling (26.1), from (44.1);, we get

e =0 and ¢y, = ¢, An-
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Finally, from this, (26.3) and (44.3)p, we obtain

0 = on| | HeelAP)T 1ol =
1 T
Hp,
Cp Ah [ Yfz } + CH;2>I(A7 Pf(LZ))T +cqg=—c, + Cﬂf)I<‘A’ p}(LQ))T +cq.
) A
K

Since, by (25), for every a € A there exists h € H with uf =0, then ¢, = 0.
System (43) can thus be represented as

[o [ o [ o [ 5 [ [ o]
(44.1); G —oT (p) DTuy
(44.3), A 37 | 14, P®)
(44.'1)H G —oT (p) DTupy
(14.3) A L | 1APR)
(445) | G—(S+1) © © . ® ®
(44.6) A Ful ©® NG ©
(44.7)1 1 =T
@in T 5

Since there are more rows than columns, we can erase some further rows. This corresponds to consider a
subsystem of (44), and thus of (43), for which we will show that, for any solution (§,¢, A) € Ule O (£*) x
RT®) x N(0), it has to be ¢ = 0, as already explained.

More precisely, for every h € H, using (26.1) we reduce the dimension of (44.1);, from G to S + 1 by
rewriting it as
(_C)\h + Cth,)\h) (I)(p) =0

and by considering just the C'(s + 1)-th components, for s € {0,...,S}, i.e.,
—Cx(s) T cth)\h (S) =0.

Moreover we reduce the dimension of (44.3); from A to P}(Lz), by considering just the rows corresponding
_ @ T _or

to 7);(12)- In particular, we call [ Yq(;) ] the matrix so obtained by [ Yq } . Finally we erase the super-

h

rows corresponding to (44.5) and (44.6). In the first column of the next table we indicate the matching

variables:

[ Teap [T o« [aplel [o]
C)y (44.1)1 S+1 —I A1
@ 1 "
CAZ) (44.3)1 Py [ y (’;‘) } I
g | (M1)g | S+1 iy A (45)
@) —q 17
CH(;) (443)[—] PH |: Y(z) :| I
ct (44.7)1 1 pE
cty | (44.7) g 1 sT
Since the matrix above is square, in order to get the desired result, it is sufficient to show that it has full
row rank.
_ @ 9T
By elementary row and column operations, for h € H, we can cancel [ 2 from (44.3);,, but then
h
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in the same row the term — uf) appears in the column corresponding to ¢, .

[ [ewp [ Tow [p [ o [ [ o ]
(441); | S+1 [ -1 A
(443), | PP [ —u?
(44.1)H S+1 -1 g
(443)y | PP . I —u?
(44.7)1 1 T
(44.7) 1 Sr

We are thus led to consider the simpler matrix:

[ [T [ oo [ ] @ |
(3), | PO || 1 —u{”
(443)y | P I —u?
(44.7)1 1 P
: : .
(@ang | 1 =T

By elementary row and column operations, for h € H, we can erase th from (44.7)p, but then in the
same row the positive term u}"o," (p, q) appears in the column corresponding to ¢, . Notice that here we
are using Assumption (12).

[ep [~ Je@] oo [ on |
@3, [ PP [ 1 —u{?
(443)y | PP I )
(44.7)1 1 pitoit (p,q)
A4 | 1

wi o (p,q)

The above matrix has clearly full rank.

Case 3. Consider () # K # H. Then (37) becomes

FP(€,A4,0)=0

M, ATe=0
(& A4) (46)
éctct —1=0
cz; =0, €H\K.
Let us show that a suitable subsystem of (46) and, more precisely, of

FP(£,A4,0)=0
Mg, AT =0 (47)

Ce; =0, €H\K

has generically no solution by a transversality argument.

As already explained in Case 2, a suitable subsystem of (47) can be represented by the following table,
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(48.3); A [ 14, P?) I
(48.4); P 1A, PCHT
(48.1); G —oT (p) LT DT,
(48.2); S+ 1 [‘Y‘?}
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(48.4); P 1A, PP)T
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(48.7); 1 Zzi
(48.7); 1 =T
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Thus, erasing the null terms in System (48), it becomes

~
- 3
hy ~
° Q
e
<
S
° 1l
N ~ ~
~ D
513? Rel o] k]
Q { w
=
SE R
< K (e
o |1 TO
I = —
~ N
~ - B
2.4 & 3]
£y ; O @
0 <
=
&
AA ~
= o~ >
N = £.J 2
SR z
< I
=
&k -
S[Te‘ |U>~ ®T°
1 L
<
- ||+ = =
Q) - B
© :'ef |
|~
Q
=
[~ +
o+ <L Jol |2 <=~
0 & |
&}
Azl 2 2l o RS
=N | ® |95 8|6 o~ |T
0| | 00| 0o | || o000 |e0
N NP IS I IS I I S N

Since there are more rows than columns, we can erase some further rows, provided the number of rows
still exceeds the number of columns. This corresponds to consider a subsystem of (48), for which we will
show that it generically has no solutions.
More precisely, for every j € H \ K, using (26.1), we reduce the dimension of (48.1), from G to S+ 1 by
rewriting it as

(—ex, + e, A)®8(p) = 0

and by considering just the C'(s + 1)-th components, for s € {0,...,S}, i.e.,
—Cx;(s) T et A (s)=0.

Moreover, for every j € H \ K, we reduce the dimension of (48.3); from A to Pj(2), by considering only

@
J

_ T 41T
the rows corresponding to ’PJ@). In particular, we call { Yq(z> } the matrix so obtained by [ Yq } .
j

Finally we erase the super-row corresponding to (48.6).

In this way, we obtain the following table, whose first column indicates the matching variables of each
super-row. The square around ¢, in the super-row corresponding to (48.5) means that we match that
super-row with the lower dimensional variable c,.
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<o ~ ©® SK]
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N n
&
I~
< T Rcas|e
5 g
7o
. &
<
3; [ ® k3]
) < w
=
&~
I S )
S [ e I Y
3
~
Bk
< |k >,
9 & ™ ©
1 L7
-
Tr\
L l+E e
8 .
ol sE X
| !
Q
=
~ =] ~ +
O+ <. F] Sa |2 ]|=]~
1) A ) 8 |
&)
B P N I A IS P B
Sla| @l s = 0 IS
%|w|o|w |0 0 R o |0
NN N N N RS NN
44 a3l = o
o Q

Let us call 6F : Ule O (&) x REx®) x A/(0) — RMx(®) the function describing the left hand side of
the above linear system'4, where

RLC(P) — RGIKI o RISHDIK] o RAIKI o RE ik PP RIKI  RISFDIHKL o Y jere Py o RIM\KI o RA

and

RMx(P) = REIKI y RISTDIK  RAIK] R sex P RIKI  RSTDIFAK]  RE s i) RIF\K]  RG—(S+1)).

More precisely, for (§,¢, A) € Ule O (&%) x REX(®) 5 A(0), with

¢= ((C:L’iu Ch;»Czys CﬂEQ) ) cti)iG)C’ (C)\]. ) 6#52) 3 Ctj)jGH\]C’ cq>7

14Notice that we have suitably permuted the rows and columns of the above table.
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[ oy (D?ui() + A;) — ex, ®(p) + e, Dug(z;), i€K T

—c., ®(p)T + czi[ ;/q }T, iek

CM{ ;/q } + C#("z) I(A,P;Z))T +cq, 1€K

Cz; I(-A7 7)1-(2)), =
566, 4) =] c,o X, €K

—cx, ey, JEH\K
@)
—q J
Cx,; |: Yq(g) :| +CH;2> + ¢4 I(A,PJ(-Q)), je H\IC

C(Q)Ea,, ]EH\IC

—CziKi +cy © +CM(2> ©+cy; @ +CM(-2)@7 e, jeH \ K
i J

Then we are going to apply Theorem 7 to
k
AE . U 9] (51*) % ]RL)C(P) % N(O) N Rdim(E)+M;¢(P)7
i=1

(6.8, A4) = AR(6,6,4) = (FF(€,4,0),68 (., 4)).
Since, by our assumptions, A < G—(S+1), and thus L (P) < My (P), if we prove that, for every solution
to AR(&,¢,4) =0,
Di¢.c.0)AR (€, ¢ A)
has full row rank, then there exists a full measure subset J\~/;c of N(0) such that, for every A € J\~/;c, there
isno (§,¢) € Ule O (£”) x O(K) such that AR (¢,¢, A) = 0, where

OK) ={ce REC®) 1 ¢, £0,Vj € K} C RE<(P),
Then, a fortiori, for every A € J\~f;g7 there is no (§,¢) € Ule 0] (f’*) x O(K) such that ¢¥(¢,¢, 4) =0, as
desired.
In particular we are going to show that D¢ . A)AE (£,¢, A) has full row rank by checking that a suitable

submatrix of Dz, A)AE (§,¢, A) has full row rank, where

=~ _ L)(;(P)—A
c= ((Ca;,i ) cAi 9 Czi ) CHE2) ) Cti)ielC’ (CAJ' ) C,LL;-2) ) Ctj )]GH\’C> c R .

Recalling (41), the computation of the submatrix of Dz, A)AE (&, ¢, A) is described in the following table.
The numbers in the last column indicate the order of the steps of the perturbation technique.
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Hence we are left with showing that the following smaller matrix has full row rank:

[~ oo ]~]
o, | St iy by
@ -
2 —q 7
€, & ) ﬁ M\@ g I
J J
ct; 1 Mww
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Assume H\ K ={1,... ,ﬁ}, for some H > 1. The matrix above then becomes:

I I T T 7

.‘ctﬁ‘

9% S+1 —I A1l
@) 77
wp | A { y? } !
C)— S+1 —I )\ITI
. £ ——
2 —q H
cw | Py { @ } y
H Y B
Ctq 1 Egl
cty 1 ZQTE

The matrix above can then be shown to have full rank following the steps used for the matrix in (45).
The only difference between the two matrices is indeed the dimension, but the structure is exactly the
same. O
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