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Preface

In this thesis, we deal with two game theoretical models on networks, the multi-unit
trading network model and the marking game. We analyze these models by focusing on

discrete structures of them.

After an introduction chapter (Chapter 1), we introduce general terminology of
graphs in the beginning of Chapter 2. We then introduce discrete convex analysis, which
plays an important role in analyzing the multi-unit trading network model. Moreover,

we describe fundamentals of game theory and microeconomics related to this thesis.

In Chapter 3, we consider the multi-unit trading network model. This model is an
extension of the single-unit trading network model introduced by Hatfield et al. By
extending their model, we can handle multiple units of contracts with the same unit
price. In Section 3.1, we give definitions of the model, and then review the previous
results shown by Hatfield et al. In the first subsection of Section 3.2, we show that
twisted MP-concavity and the generalized full substitutes condition are equivalent. This
fact is a reason why we use discrete convex analysis to analyze the model. By using
discrete convex analysis, we show that there always exists a competitive equilibrium and
that the set of competitive equilibrium price vectors forms a lattice under the generalized
full substitutes condition. In Section 3.3, we consider the relationship among competitive
equilibria, efficient trade vectors, and stable outcomes. In Section 3.4, we study three
stability concepts, stability, strong group stability, and chain stability. Most of our

results in Sections 3.3 and 3.4 are also proven by using discrete convex analysis.

In Chapter 4, we consider the marking game, which is one of the 2-person zero-sum
games. This game is played by Alice and Bob and closely related to graph coloring. In
Section 4.1, we give formal definitions of the marking game. We also introduce the game

coloring number which is defined as the smallest score such that Alice has a winning
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strategy in the marking game. The game coloring number gives an upper bound for the
game chromatic number which is defined through the chromatic game. In Section 4.2,
we estimate an upper bound for the game coloring number of planar graphs with girth
at least 4. In Section 4.3, we estimate lower bounds for the game coloring number of

planar graphs with girth 4 and 5, respectively.
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Chapter 1

Introduction

In this thesis, we focus on two models which are both related to combinatorial optimiza-

tion and game theory.

Combinatorial optimization is one of the biggest research topics in applied mathe-
matics. Many people have been studying a lot of combinatorial optimization problems,
for example, the maximum flow problem, the graph coloring problem, the maximum
matching problem, and so on. The aim is to solve these problems, that is, to find the
best solution from the feasible solutions. Combinatorial optimization is also applied in
several areas such as operations research, algorithmic theory, auction theory, artificial

intelligence, and so on (see [39, 52, 58|).

Since the number of feasible solutions is very huge in general, it is not practical
to check all of them. Indeed, there are many combinatorial optimization problems
which cannot be solved in polynomial time (unless P = NP). However, there are
polynomial time algorithms for solving some combinatorial optimization problems (e.g.
the maximum flow problem [14], the maximum matching problem [9]). We can efficiently

solve some of combinatorial optimization problems.

Solving combinatorial optimization problems efficiently, we often focus on discrete
structures like graphs and matroids. Graphs are one of the most popular structures in
combinatorics and discrete mathematics. Most of combinatorial optimization problems
can be represented in terms of graphs and some properties of graphs are useful to solve

them. Matroids are also discrete structures which generalize the notion of linear inde-
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pendence in vector system [56, 70, 71|. They are related to discrete convex analysis,
which is a theoretical framework of discrete optimization proposed by Murota [43, 45].
It is based on convex analysis and matroid theory. A lot of combinatorial optimization
problems can be analyzed by using discrete convex analysis. In this thesis, graphs and

discrete convex analysis play important roles.

On the other hand, game theory is the study of mathematical models in which two or
more players interact with each other. In the early 20th century, some people analyzed
a game theoretical situation by using mathematics. For instance, Zermelo [73| studied
the optimal chess strategy and von Neumann [67] showed the minimax theorem for
the 2-person zero-sum game. Then von Neumann and Morgenstern published the book
“Theory of Games and Economic Behavior” [68] which built on the basics of game theory.
Since then, game theory has been remarkably developed by many people. At present,
it is applied in several fields including economics, computer science, biology, and so

on [5, 6, 53|.

Unlike basic optimization models, there is conflict between players in game theoretical
models. This feature makes problems more complicated because we have to consider
strategies of each player. However, many positive results are shown. For example,
Nash [51] proved that there exists an equilibrium point, called the Nash equilibrium, in

non-cooperative n-person games.

In this thesis, we focus on two models although there are many types of games.
Both of them are models on networks (graphs) and closely related to combinatorial
optimization and game theory. The first model is called the “multi-unit trading network
model,” which is a generalization of the stable matching model. This model is also
related to the market game. However, unlike the market game, we deal with indivisible
commodities and utility functions of agents are defined on the set of trade vectors in the
multi-unit trading network model. We study competitive equilibria and stable outcomes
in the multi-unit trading network model by using discrete convex analysis. The second

model is the “marking game,” which is a 2-person zero-sum game on graphs with perfect
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information. We analyze strategies for players and consider the game coloring number

of graphs, which is associated with the game.

1.1 Multi-unit trading network model

We give introduction of the multi-unit trading network model. This model is an
extension of the two-sided market model. The feature of the model is that we can
handle multiple units of contracts which cannot be handled in the previous models. We
use discrete convex analysis to analyze the multi-unit trading network model. We first
explain background and history of the two-sided market model. Then we describe our

motivation and the outline of the results of the model.

The two-sided market model is well known and well studied in the fields of game
theory, economics, and operations research. Many significant results of the two-sided
market model are known and it has been successfully applied to many real world prob-

lems (e.g. college admissions problem [57], hospitals/residents problem [29]).

All variants and extensions of the two-sided market model stem from the stable
matching model due to Gale and Shapley [20] and the assignment model due to Shapley
and Shubik [61]. These two models differ in that the assignment model allows commodity
prices, while the stable matching model does not. At present, there are many extensions
and generalizations of these two models, not all of which can be clearly classified as
being based on which one. In fact, some models can be viewed as generalizations of
both models. Moreover, results on the stable matching model can be interpreted into
results on the assignment model, and vice versa. Our model, the multi-unit trading

network model, also can be regarded as a common extension of the two models.

We introduce the stable matching model and extensions which are related to our
model. The stable matching model was first proposed in 1962 by Gale and Shapley [20].
They introduced the deferred acceptance algorithm by which they proved the existence
of stable matchings. Hatfield and Milgrom [29] introduced the concept of contracts,

which allows discrete prices to be implicitly considered. They showed that under the
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condition called the substitutes condition, stable outcomes always exist and that they
form a lattice structure. Ostrovsky [55] further generalized the Hatfield-Milgrom model
by extending the two-sidedness to the supply chain network, which is represented by an
acyclic directed graph. Furthermore, he introduced two new conditions, the same side
substitutability (SSS) and cross side complementarity (CSC). He showed the existence

of chain stable allocations when these conditions are satisfied.

On the other hand, the assignment model was proposed by Shapley and Shubik [61]
in a game theoretical setting. They proved the nonemptiness of the core and showed
that the core has a lattice structure. Then Sotomayor [64] extended this result to the
multiple-partners assignment model. Kelso and Crawford [35]| introduced the two-sided
job matching model in which the gross substitutes condition plays an important role.
The gross substitutes condition® is an often-used condition in economics. Indeed, there
exists a core allocation in the two-sided job matching model, if preferences of firms satisfy
the gross substitutes condition [35]. Roughly speaking, the gross substitutes condition
requires that when the salary of some worker increases, no firms have an incentive to
fire the workers whose salaries do not change. There are some conditions which are
equivalent to the gross substitutes condition. Gul and Stacchetti [23] introduced the
two new conditions called the single improvement condition and the no complementar-
ity condition and proved that these two conditions are equivalent to the gross substitutes
condition. Recently, in the same way as Ostrovsky [55] extended the two-sided stable
matching model to acyclic directed graphs, Hatfield et al. |27] generalized the assignment
model to general networks (graphs). They defined the full substitutes condition, which
is a generalization of the SSS and CSC condition, and showed that there exists a com-
petitive equilibrium when preferences of all agents satisfy the full substitutes condition.

They also studied the relationship between competitive equilibria and stable outcomes.

IThe gross substitutes condition also appears in auction theory. Gul and Stacchetti [24] used the gross
substitutes condition in an ascending auction. They showed that there exists an auction mechanism
which converges to the smallest Walrasian equilibrium prices if the preferences of all bidders satisfy
the gross substitutes condition. Sun and Yang [65, 66] extended the gross substitutes condition
to the gross substitutability and complementarity (GSC) condition and showed that there exists a
Walrasian equilibrium in the auction model under the GSC condition.
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The above models consider only single-unit trades, that is, all trades are restricted
to one unit of commodity. In the stable matching model, trades can be generalized to
multi-units by creating duplicate trades, however, as we have to consider commodity
prices in the assignment model, this technique does not work. One of our motivation is
to generalize the model of Hatfield et al. [27] (we call this model the single-unit trading
network model) to multi-units. To accomplish this, we believe that the most useful tool

is discrete convex analysis due to Murota [43, 45].

Discrete convex analysis, which is centered on M* and Lf-convexity, has been success-
fully utilized in various economical models (for more details, see [7, 8, 10, 17, 18, 40, 62|).
In particular, Mf-concavity has many nice properties. For example, Fujishige and
Yang [19] showed the equivalence of the gross substitutes condition and M*-concavity on
the unit hypercube. Tkebe and Tamura [33] showed that twisted M*-concave functions
(a variant of M%concave functions) satisfy the SSS and CSC conditions. Recently, Sh-
ioura and Yang [63| considered the auction model, and introduced the generalized gross
substitutes and complements (GGSC) condition, which is a generalization of the GSC
condition introduced by Sun and Yang [65, 66]. They showed that the GGSC condition
is equivalent to twisted Mf-concavity. Moreover, they proved that under the GGSC con-
dition, a Lyapunov function is a generalized Lf-convex function and the set of Walrasian

equilibrium price vectors forms a good structure, called a generalized lattice.

In this thesis, we deal with the multi-unit trading network model, which is an exten-
sion of the single-unit trading network model due to Hatfield et al. [27]. In our model,
valuation functions of each agent are twisted Mf-concave functions defined on the set of
integer vectors. This allows us to consider multiple units of contracts, which cannot be
handled in the single-unit trading network model. We also introduce the generalized full

substitutes condition and show that this condition is equivalent to twisted M®-concavity.

Our main results of the multi-unit trading network model concern the existence of
competitive equilibria and the structure of competitive equilibrium price vectors. We
show that there exists a competitive equilibrium under the generalized full substitutes

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

outcomes with respect to price vectors in our model.

Furthermore, we deeply study stability in the model. Although there are many types
of stability concepts, we focus on the three stability concepts in this thesis: stability,
strong group stability, and chain stability. While these concepts are not equivalent in
general, we show that these concepts are equivalent under the generalized full substitutes
condition. The greater part of our results are shown by using discrete convex analysis,

which gives a novel view of the trading network model.

1.2 Marking game

Games associated with graphs are being considered by many people and there are
many types of games (e.g. the hat game [13], the cops and robbers game [3], the Maker-

Breaker game [31]). In this thesis, we focus on the marking game.

The origin of the marking game is the map-coloring game. The map-coloring game
was invented by Brams in the study of the Four Color Theorem and first published by
Gardner [1, 21]. The map-coloring game is played by two players, Alice and Bob, with
Alice playing first. Given a simple planar graph G and a color set C'. They take turns
coloring uncolored regions (faces) of G with a color in C' so that any two adjacent regions
are colored with different colors. Alice wins the game if all regions are colored properly,
otherwise Bob wins the game. By the rule of the game, whether Alice has a winning
strategy for the map-coloring game depends on the structure of a graph and the number

of available colors.
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As we mentioned above, the map-coloring game was first defined only on planar
graphs. Then Bodlaender [2| extended the concept of the game to general graphs. We
call the extended game the chromatic game. In the chromatic game, players color vertices
of a graph instead of regions (vertices and regions of a planar graph are essentially
equivalent because we can regard a region of a planar graph as a vertex of its dual
graph). The game chromatic number of a graph is the smallest number of colors such

that Alice has a winning strategy.

To analyze the game chromatic number, Zhu [74] introduced the new concept, the
game coloring number. The game coloring number is related to the coloring number in
graph theory introduced by Erdos and Hajnal [11]. The coloring number was introduced
to study graph coloring. Similarly, we use the game coloring number to analyze the

game chromatic number.

The game coloring number is defined through the marking game. Although the
marking game is similar to the chromatic game, some settings are different. In the
marking game, players “mark” vertices of a graph instead of coloring them. The score
of the marking game is determined when the game ends. The definition of the score of
the marking game on graph G is given by

s =1+ max b(v),
veV(G)

where b(v) is the number of neighbors of v which are marked before v. Alice wins the
game if the score of the game is at most k, which is given before starting the game,
otherwise Bob wins the game. The game coloring number of a graph is the minimum

number £ such that Alice has a winning strategy for the marking game.

The game coloring number gives an upper bound for the game chromatic number by
their definitions. Since we handle the game coloring number more easily than the game
chromatic number, many researchers analyze an upper bound for the game coloring
number to estimate that of the game chromatic number. For several classes of graphs,

the exact game coloring numbers are determined. We give the game coloring numbers
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Table 1.1: Game coloring numbers of graphs (w is the clique number).

Graph classes forests interval graphs outerplanar graphs k-trees (k > 2)
Game coloring number 4 3w — 2 7 3k +2

Table 1.2: Upper bounds for the game coloring numbers of planar graphs.

Girth 34 5 6-7 8 and over
Upper bounds 17 8 6 )

of some classes of graphs in Table 1.1 (these results were proven in [12, 22, 37, 72, 75|).

The values in Table 1.1 are exact, that is,

e there exists Alice’s strategy such that the score of the game is at most the value in

Table 1.1.

e there exists a graph of which the game coloring number is at least the value in

Table 1.1.

One big problem is determining the exact value of the game coloring number of planar
graphs. At present, the best known upper bound is 17 [76] and the best known lower
bound is 11 [72]. From the point of the edge density of planar graphs, we think that
17 is a quite large upper bound. Therefore, some people researched the game coloring
number of planar graphs restricted their girth, which belong to between forests and plane
triangulations. He et al. [30] proved that the game coloring number of planar graphs
with girth at least 5 is at most 8. Kleitman [38] showed that the game coloring number
of planar graphs with girth at least 6 is at most 6. Other known upper bounds are given
in Table 1.2. Moreover, Borodin et al. [4] showed that the game coloring number of

quadrangle-free planar graphs is at most 9.

In this thesis, we deal with the game coloring number of planar graphs with girth 4

and 5. We show the following statements:

e The game coloring number of planar graphs with girth 4 is at most 13.
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e The game coloring number of planar graphs with girth 4 is at least 7.

e The game coloring number of planar graphs with girth 5 is at least 6.

Considering Alice’s strategy, called the activation strategy, is helpful to show the first
statement. The activation strategy depends on a total order on the vertex set of a
graph. We prove the first statement by giving an appropriate total order on the vertex
set. The last two statements are shown by constructing graphs of which the game

coloring numbers are above values.

1.3 Summary of the thesis

The rest of this thesis is organized as follows. We first give some preliminaries. In
Chapter 2, we give definitions and notations of graphs, and introduce discrete convex
analysis, game theory, and microeconomics related to this thesis. In Chapter 3, we deal
with the multi-unit trading network model. In Section 3.1, we introduce the model
and review the results on the single-unit trading network model. We next give the
formal definition of the generalized full substitutes condition in Section 3.2. In this
section, we also discuss the existence and lattice structure of competitive equilibria. We
then consider the relationship among competitive equilibria, stability, and efficiency in
Section 3.3. We study three stability concepts in Section 3.4. In Chapter 4, we discuss
the game coloring number of graphs. In Section 4.1, we introduce the marking game and
define the game coloring number. We consider the upper bounds for the game coloring

number of planar graphs in Section 4.2 and the lower bounds in Section 4.3.



Chapter 2

Preliminaries

Before we take up the main issue, we give some preliminaries. In the beginning of this
chapter, we give fundamental notations and define some terminology of graphs. We
then introduce the fundamentals of discrete convex analysis, game theory, and microe-

conomics.

2.1 Basic notations and orders

We denote by R the set of reals and by Z the set of integers. We also denote by R,

the set of nonnegative reals and by Z, the set of nonnegative integers.

Let V be a finite set. For vectors z,y € RY, the inner product of x and y is denoted

by (x,y), that is,

<I7y> - th * Yt

teVv

A relation < on a set V is called a partial order if the following three conditions hold

forall z,y,z € V:

e r =z (reflexivity);
e r Xyand y Xz = x =y (anti-symmetry);

e r Xyand y Xz = x <z (transitivity).

A partial order < is called a total order if x <y or y < x holds for all z,y € V.

10
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2.2 Preliminaries on graphs

In this section, we give some preliminaries on graphs. For more details, see |39, 58].

An undirected graph is a pair G = (V(G), E(G)), where V(G) is a finite set and E(G)
is a set of 2-element subset of V(G), that is,

B(G) € {U S V(G) : |U] = 2}.

The elements of V(G) are called vertices and the elements of E(G) are called edges.

A directed graph is also a pair G = (V(G), E(G)), where V(G) is a finite set of
vertices and E(G) is defined by

E(G) C{(u,w) € V(G) x V(G) : u # w}.

The elements of E(G) are called directed edges.

We say that edge {u,w} (or directed edge (u,w)) connects u and w. Vertices u and
w are adjacent if there exists an edge (or a directed edge) which connects u and w. For

a directed graph, we say that directed edge (u,w) leaves u and enters w.

The underlying undirected graph G’ of a directed graph G is the undirected graph

which satisfies

V(G)=V(G), EG)={{u,w}: (u,w) e E(G)}.

A graph G’ is called a subgraph of an undirected graph G if V(G') C V(G), E(G') C
E(G), and for {u,w} € E(G") it holds that u,w € V(G’).

For a vertex u of an undirected graph G, we define
dg(u) ={e € E(G) :uce}, Ngu)={veV(G):{uv}eFE}.
The element of Ng(u) is called a neighbor. The degree of vertex u is defined by

dg(u) = [6c(u)].



Preliminaries 12

The mazimum degree of G is defined by

A(G) = max{dg(v) : v € V(G)}.

In the directed case, we define
56(u) = {(v,w) € B(G) : v = u}, 55 (u) = {(v,w) € B(G) : w = u},

Ng(uw) ={v e V(G) : (u,v) € E(G)}, Ng(u) ={v e V(GQ) : (v,u) € E(G)}.

The element of N (u) is called an out-neighbor and the element of Nj(u) is called an

in-neighbor. The out-degree and in-degree of vertex u are respectively defined by

di(u) = |05(u)],  dg(u) = [0g(u)].

2.2.1 Paths, cycles, and connectivity
A walk in a graph G is a sequence

P =g, e1,v1,... €50

such that £ > 0, ¢; = {v;_1,v;} € E(GQ) (or ¢; = (v—1,v;) € E(GQ)) for all i = 1,...,k,
and eq,...,e, are all distinct. In this case, P is also called a vg-vy, walk. If vy = v, P is
said to be a closed walk. A walk is called Fulerian if it is a closed walk and contains every
edge of the graph. A walk P is called a vo-vy, path if v; # v; for all 0 < ¢ < j < k. The
vertices vy and v, are called the end points of P. The length of walk P is defined by k.
A cycle is a walk vy, eq,v1,..., e, v with k& > 1 which is a closed walk and vy, ..., v

are all distinct. The length of the shortest cycle in a graph G is called the girth of G.

We can consider a path P as a graph whose vertex set and edge set are
V(P):{anvla"-7vk}7 E<P):{€1,...,€k}7

respectively. Similarly, we can consider a cycle as a graph.
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A directed graph G is called acyclic if it has no cycles. A chord of a cycle P in a
graph G is an edge e € E(G) \ E(P) which connects two vertices in P.

An undirected graph G is connected if there exists a u-w path for all u,w € V(G). A
maximal connected nonempty subgraph is called a connected component. For a directed
graph, we also define connectivity. A directed graph G is connected if its underlying

undirected graph is connected.

At the end of this subsection, we introduce the proposition about Eulerian walks,

which is a very famous result in graph theory.

Proposition 2.1. A connected undirected graph has an Eulerian walk if and only if the

degree of each vertex is even. A connected directed graph G has an Eulerian walk if and

only if df(v) = dg(v) for all v € V(G).

2.2.2 Classes of graphs

We introduce some classes of graphs. In this subsection, we consider only undirected

graphs.

An undirected graph is a complete graph if any two vertices are adjacent. We denote

the complete graph with n vertices by K,.

Let G be an undirected graph. A subset M of E(G) is called a matching of G if
eN f =0 for any e, f € M. A matching M is said to be a perfect matching if for all
v € V(@), there exists e € M such that v € e (then we say that M covers v). A subset C'
of V(G) is called a stable set of G if every two distinct vertices in C' are not adjacent,
and a clique if every two distinct vertices in C' are adjacent. We define the maximum

size of a clique of G, the clique number of G, by

w(G) = max{|C| : C is a clique in G}.

A coloring of an undirected graph G is a partition of V(G) into stable sets. Then
each stable set is called a color. The chromatic number of G is the minimum number

of colors in colorings and is defined by x(G). If x(G) < 2, G is called a bipartite
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graph. A bipartite graph G is called complete if V(G) can be partitioned into two sets
Uand W (UUW =V(G),UNW =) such that U and W are colors (stable sets) and
{u,w} € E(G) for all u € U and w € W. We denote the complete bipartite graph with

color size m and n by K,, .
A graph is called a forest if it has no cycles. A tree is a connected forest.

A chordal graph is a graph in which every cycle with length at least 4 has a chord.
Let

V(G) ={lai,b;) :i=1,...,n},
E(G) = {{lai, b, [a;, b;]} = 0 # i lai, bi] N ]ag, b;] # 0},

where [a;, b;] is an interval, that is,
[ai,bi] = {I S R:ai S T S b,}

Then G = (V(G), E(Q)) is called an interval graph. We next define a k-tree. It is defined
inductively as follows:

(i) Ky is a k-tree.

(ii) Let G be a k-tree and C be a clique in G with size k. Then a graph which is

obtained from G by adding vertex v and the edges between v and each vertex of C

is a k-tree.

Interval graphs and k-trees are special cases of chordal graphs. A partial k-tree is a

subgraph of a k-tree.

A graph which can be embedded in the plane R? is called a planar graph. Such an
embedding is called a planar embedding. A graph is called an outerplanar graph if it
can be embedded in the plane R? such that each vertex is in the outer boundary. A

maximal outerplanar graph is a special case of a 2-tree.

Planar graphs have the following property, which is well known in graph theory.
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Proposition 2.2. For a planar graph G = (V(G), E(QG)) with |V (G)| > 3, we have

|E(G)] < 3|V(G)| -6,
> da(v) < 6|V(G)].
)

veV (G

2.3 Fundamental results in discrete convex analysis

Discrete convex analysis, which is proposed by Murota [43], is a framework for discrete
optimization problems. It is based on convex analysis and matroid theory. In other
words, the framework of convex analysis is applied to discrete settings and results in

matroid theory is extended to continuous settings in discrete convex analysis.

We first consider continuous settings. We define the effective domain of f : RV —

{00} by
dom f = {z: —o0 < f(z) < +o0}.

The sets of minimizers and maximizers of f are denoted by argmin f and argmax f,

respectively, that is,

argmin f = {z : f(x) < f(y) (y € R)},
argmax f = {o : f(x) > f(y) (y € R)}.

The following is the definition of convex functions.

Definition 2.3. A function f: RV — R U {+oc0} is convex if

M@)+ 1 =X)f(y) = f(Az+ (1= A)y)

holds for all x,y € RV and X € [0, 1].
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A set S C RV is called conver if for any z,y € S, it holds that Az + (1 — \)y € S

for all A € [0,1]. For a finite number of vectors z1,...,z, € 5,

i=1

is called a convexr combination of these vectors. The convezr hull of S is the smallest

convex set that contains S.

We now consider discretizing convex functions. In discrete convex analysis, two
classes of convex functions, M/M*-convex functions and L/Lf-convex functions, play an
important role. They are conjugate to each other under the Legendre-Fenchel trans-
formation. The letters “M” and “L” stand for the first letter of “matroid” and “lattice,”

respectively.

The remain of this section is organized as follows. We first introduce the definition
of Mf/Lf-convex functions. We next introduce conjugacy theorem, and some properties
of the sum of two M!-concave functions. Moreover, we introduce a twisted Mf-concave
function which is a variant of an M’-concave function. We use it in the multi-unit
trading network model proposed in Section 3.1. For more information about discrete

convex analysis, see [15, 45, 46].

2.3.1 MY-convex functions

Originally, Murota [43] proposed M-convex functions. Mf-convex functions are in-
troduced by Murota and Shioura [47]. M-convex functions and M*-convex functions are
essentially equivalent although the class of Mf-convex functions are strictly larger than
that of M-convex functions. Therefore, we introduce only M*-convex functions in this

subsection.

Let V be a finite set. The characteristic vector xx € {0,1}V of a subset X C V is
defined by
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We use the notation xo = 0 and x; = X}, where 0 is the all-zero vector (the vector of
which all elements are equal to 0). Consider a function f : ZV — RU{+oco}. We define

the positive support and the negative support of a vector x = (x|t € V) € ZV by
supp (x) ={t €V :2; >0}, supp (z)={teV:z <0}

We are ready to introduce the definitions of Mf-convex sets and M%-convex functions.

Definition 2.4. A nonempty set Q C Z" is called an M-convex set if for z,y € Q and

s € suppt(z — y) one of the following properties is satisfied:
(1) 2—xs €Q and y + x5 € Q;

(i) there ezists t € supp™ (z — y) such that x — xs + x: € Q and y + xs — xt € Q.

Definition 2.5. A function f : ZV — R U {+oc} with dom f # () is an M"-convex
function if for all x,y € dom f and s € supp™ (z —vy), there exists t € supp™ (xr—y)U{0}
such that

f@)+fly) > flx—xs+x0) + Fy+xs — xe)-

A set S C ZV is called discretely convex or hole free if it holds that
S=8nZ",

where S is the convex hull of S. An M"-convex set is a discretely convex set.
M¢?-convex functions have the following properties (for more detail, see [42, 45]).

Proposition 2.6 (see [45]). Let f: ZYV — R U {400} be an M*-convex function with a

bounded nonempty effective domain. Then the following statements hold.

(i) dom f is an MP-convex set.

(ii) argmin f s an Mf-convex set.
A function f : ZV — RU{—oo0} is called an M?-concave function if —f is M¥-convex.

We show some examples of M*-convex functions.
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Example 2.1. Let Q C Z" be an M’-convex set. A function f : Z¥ — R U {400}
defined by

0 (z €Q),
+oo (€ Q),

fx) =

is Mf-convex. We check it easily by using the above definitions.
Example 2.2. Let a € R and p € RV. A linear function f : Z¥ — R U {400} defined

by

f(x) =a+(pz) (xedomf)

of which the effective domain is an M*-convex set is Mf-convex (also M"-concave).

Example 2.3. Let T be a laminar family of 2V (i.e. it holds that X NY =0, X C Y,
or Y C X forany X,Y € 7). For any X € T, we define function fx : Z — RU{+o0}.

If fy is an MP-convex function for all X € T,

fla)=) fx(z(X)) (z€Z)

XeT

is M®-convex, where z(X) = 3", y 24
Finally, we describe a property of Mf-convex functions.

Proposition 2.7 ([47]). Let f : ZV — R U {+o00} be an M-convez function. For every

v,y €dom f with Y, ., vy < Y,y Ye, there exists s € supp™ (v — y) such that

f@)+ fly) > flz+xs) + f(y— Xs)-

2.3.2 Li-convex functions

We give the definition of Li-convex functions. L-convex functions are introduced by

Fujishige and Murota [16]'.

! Analogous to M/M¢-convex functions, Murota [43] proposed the concept of L-convex functions before
they proposed the concept of Li-convex functions. L-convex and Li-convex functions are essentially
equivalent although the class of Li-convex functions is strictly larger than that of L-convex functions.
Thus, we introduce only Li-convex functions.
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For vectors p,q € RV, we define pV ¢,pAqg € RY by

(pV @) = max{py, ¢}, (pAq) = min{ps,q}.

We also define the all-one vector by 1. The followings are the definitions of Lf-convex
sets and Lf-convex functions.

Definition 2.8. A nonempty set P C ZV is called an Li-convex set if for p,q € P it
holds that

(p—al)Vg,pA(g+al)eP (Va€Zy).

Definition 2.9. A function g : ZV — R U {+oo} with dom f # 0 is an L-convex

function if

9(p) +9(q) > g((p —al) Vq) + g(p A (¢ + al))

forallp,q € ZV and a € Z .

Similar to the relationship between M’-convex sets and MP-convex functions, the
following properties are satisfied for Li-convex sets and Lf-convex functions. Moreover,

Lf-convex set is discretely convex.

Proposition 2.10 (see [45]). Let g : ZY — R U {+00} be an L*-convex function with a

bounded nonempty effective domain. Then the following statements hold.

(i) dom g is an Lf-convex set.

(i) argmin g is an L*-conver set.
We show some examples of Lf-convex functions and describe a property of them.

Example 2.4. Let « € R and z € RV. A linear function g : Z¥ — R U {400} defined
by

g(p) =a+(p,r) (p€domy)

of which the effective domain is an Lf-convex set is Li-convex.
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Example 2.5. The function g : Z¥ — R U {+0c} defined by

g(p) = max{p, : t € V'}

is Li-convex.

Proposition 2.11 (see [45]). Let g1,92 : Z¥ — R U {+00} be L*-convex functions and

assume that dom g, Ndom go # 0. Then g, + g is an Lf-convex function.

The sum of Li-convex functions is also Li-convex, provided its effective domain is

nonempty. However, the sum of M®-convex functions is not Mf-convex in general.

2.3.3 M¥/Li-convex functions defined on the set of real vectors

The effective domain of an M*convex (also Li-convex) function is a set of integer
vectors. We consider M?/L-convexity of functions defined on the set of real vectors. Let

f:RY = RU{+£oo} be a function. The epigraph of f is the set defined by
epif ={(z,a):z € RV, a € R,a> f(z)} (CRY x R).

A convex function is said to be polyhedral if its epigraph can be expressed by as a

polyhedron, that is, there exists a matrix A and a vector b such that

x
epif =< (r,a): A <b

«

We now define M?/Lf-convexity of polyhedral convex functions. These concepts were

introduced in [48].

Definition 2.12. A polyhedral convex function f: RY — RU{+oo} with dom f # ) is
called MP-convex if for all z,y € dom f and s € supp™(x —y), there exist t € supp™ (v —
y) U{0} and ap € R4\ {0} such that

@)+ fy) > [z —alxs —xi) + fly+alxs — X))

for all o € [0, ).
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Definition 2.13. A polyhedral convex function g : RY — R U {+o0} with dom g # 0 is

called Li-convex if it satisfies

g() +9(q) > g9((p—al)Vq) +g(pA(qg+al))

for allp,qg € RV and a € R.

We now define an M?/Lf-convex polyhedron.
Definition 2.14. 4 set Q C RY is an MP-convex polyhedron if for z,y € Q and
s € suppt(z — y), there exist t € supp™ (z — y) U {0} and ap € Ry \ {0} such that
r—alxs—xt) €EQ and y + alxs — xt) € Q for all a € [0, ).
Definition 2.15. A set P C RV is an Lf-convex polyhedron if for p,q € P, it holds

that (p —al)Vq,pA(¢+al) € P foralla € R;.

For functions f,g: RY — RU{&oo}, p € RY, and x € RV, we define

fl=pl(z) = f(z) — (p, 7),

gl==](p) = 9(p) — (p, ).

We describe properties of polyhedral M?/L-convex functions.

Proposition 2.16 (see [45]). Let g1,9o : RV — R U {+oc} be polyhedral Lf-convex
functions and assume that dom g; N dom g, # 0. Then g1 + g5 s a polyhedral L*-convex

function.

Theorem 2.17 ([48]). Let f : RV — RU{+oc} be a polyhedral M*-convex function with
a bounded nonempty effective domain. Then argmin f[—p] is an Mf-convex polyhedron

for allp e RV,

Theorem 2.18 ([48]). Let g : RV — RU{+o00} be a polyhedral LF-convex function with
a bounded nonempty effective domain. Then argmin g[—z] is an L-convex polyhedron

for allx € RY.

We next consider extending the effective domain of M?/L%-convex functions to a set

of real vectors. Let f : ZV — RU{+oo} be a function defined on a set of integer vectors.
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The convex closure of f is a function f: RV — R U {+o0} given by
fla)=" sup {(p,z) +a:(py) +a<fy)(vyeZ)}
peRY ,acR

If f satisfies

for all x € ZY, we say that f is conver-extensible and that f is the conver extension of f.
Also, we say that f:ZY — RU{—o0} is concave-extensible if —f is convex extensible.

For a convex-extensible function, the following statement holds.

Proposition 2.19 (see [45]). Let f : ZV — R U {400} be a function with a bounded
nonempty effective domain. Then f is convex-extensible if and only if argmin f[—p| is

discretely convex for each p € RV.
M! /L*-convex functions are convex-extensible and have the following property.

Theorem 2.20 ([42, 48, 49]). An M*-convex function is convex-extensible. If the convex
extension of an Mi-convex function is polyhedral, it is polyhedral Mt-convex. Similarly,
an LP-convex function is convex-estensible. If the convex extension of an LP-convex

function is polyhedral, it is polyhedral LF-convex.

2.3.4 Conjugacy theorem

We describe the conjugacy theorem in this subsection. The Legendre-Fenchel trans-
form of a function f : RV — R U {400} with dom f # ) is a function f* : RY —
R U {400} defined by

f*(p) = sup{(p, ) — f(z) 12 € R"}.
For polyhedral M®/L#-convex functions, the following statement, the conjugacy theorem,

holds.

Theorem 2.21 (|48]). Let f : RV — RU{+oc} and g : RY — RU{+00} be a polyhedral

M:-convex function and a polyhedral Lf-convex function. Then f* is polyhedral L*-convex
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and g* is polyhedral MF-convex. Moreover, f** = f and ¢** = g, that is, there is one-
to-one correspondence between the class of polyhedral MP-convex functions and that of

polyhedral LF-convex functions.

We next define the discrete Legendre-Fenchel transform of an integer-valued function
whose effective domain is a set of integer vectors and nonempty. For a function f : Z" —
ZU{+oo} with dom f # (), the discrete Legendre-Fenchel transform f® : ZV — ZU{+o0}
of f is defined by

f*(p) = sup{(p,x) — f(x) : x € Z"}.
Note that f*(p) is integral for each p € ZV by the definition.

Theorem 2.22 ([43]). Let f : ZV — ZU{+oco} and g : ZV — ZU{+o0} be an integer-
valued MP-convex function and an integer-valued Lf-convex function. Then f* is an
integer-valued Lf-convex function and g* is an integer-valued MP-convex function. More-
over, f** = f and ¢** = g, that is, there is one-to-one correspondence between the class

of integer-valued M?-convex functions and that of integer-valued LF-convex functions.
In this thesis, we use the following theorem in Section 3.2.

Theorem 2.23 ([7]). Let f : ZV — RU{+o0} be an MP-convex function with a bounded
nonempty effective domain. We define f*: RV — R U {+o00} by

f*(p) = sup{(p,z) — f(x) : 2 € Z"}.
Then f* is a polyhedral LF-convex function.
2.3.5 Properties of the sum of two MP*concave functions

We focus on the sum of two Mf-concave functions?. Note that the sum of two M-
concave functions may not be M®-concave. However, a maximizer of the sum of two

M?-concave functions can be characterized as follows.

2We deal with Mf-concave functions instead of M-convex functions after this subsection because we
apply the MP-concave intersection theorem in Section 3.2.
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Theorem 2.24 ([42, 44]). Let fi, fo : ZV — R U {—oc} be Mi-concave functions and

r* € dom f; Ndom fy be a vector. Then

@) + fa(a) = fi(x) + fa(z)
for all x € ZV if and only if there exists p* € RV such that
fil=p)(@") = fil=p)(2) (Vo € ZY),
Pol+07)(z) = fol+p7](2) (Vo € ZY).
In other words, there exists such a vector p* with

argmax(f1 + f2) = argmax fi[—p*] N argmax fo[+p*].

Theorem 2.24 plays an important role in the proof of the existence of competitive
equilibria in the multi-unit trading network model (see Section 3.2). We next describe

an optimality criterion of the sum of two M*-concave functions.

Theorem 2.25 ([50]). Let fi,fo : Z¥V — R U {—00} be M-concave functions and

x € dom f; Ndom fy be a vector. Then we have

filz) + fo(x) = fily) + fa(y)
for all y € ZV if and only if
fi(@) + fa(x) > filz + xy — xz) + fa(z + xv — X2)

forany Y, Z CV with -1 < |Y| —|Z]| < 1.
Theorem 2.25 leads to the following corollary.
Corollary 2.26. Let fi, fo : ZV — RU{—00} be M-concave functions and x € dom f,N

dom fy be a vector. If x ¢ argmax(f; + fa), then there exist Y, Z CV such that

fi(@) + folw) < filr +xv — X2) + fo(r + Xy — X2).
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2.3.6 Twisted Mb-concave functions

The class of twisted M*-concave functions is a variant of that of Mf-concave functions.
Twisted M*-concave functions are related to some economical properties (we explain the
detail in the following chapter). The concept of twisted Mé-concave functions was first
introduced by Sun and Yang [65] as GM-concave functions. They applied to the single-
unit auction model where goods are substitutable or complementary. Their results are
extended to the multi-unit auction model by Shioura and Yang [63]. The term “twisted

M¢-concave function” was first used by Ikebe and Tamura [33].

Let W be a subset of V. We define twist(x; W) € ZV by

Tt (t g W)7
—xy (teW).

(twist(z; W)), =

We are ready to give the definition of a twisted M*-concave function.

Definition 2.27. Let W C V. Then a function f : ZV — R U {—cc0} is a W-twisted
M®-concave function if there exists an M-concave function f : ZV — RU{—o0} such

that
flx) = f(twist(z: W))  (Vz € ZY).
By the definition and properties of Mf-concave functions, the following statements

hold.

Proposition 2.28. Let f : ZV — RU{—o0} be a W-twisted M*-concave function. Then

the following conditions hold:

(i) Letz,y € dom f and s € supp™ (x —y)\W. Then there exists t € supp™ (x —y) \ W
such that

f@)+fly) < flx—xs+x0) + Fly+xs — xe),
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or there exists t € (supp™(z —y) N W)U {0} such that
f@)+ fy) < fle=xs = x0) + [y + Xs + xe)-

(i) Letz,y € dom f and s € supp™ (x—y)NW. Then there ezists t € supp™ (z—y)\ W
such that

f@)+ fy) < flaz+xs+x0) + Fy—xs — ),
or there exists t € (supp™(z —y) N W)U {0} such that
f@)+ fy) < fla+xs—xa) + f(y = Xs + xe)-

Proposition 2.29. Let f : ZV — R U {—o00} be a W-twisted M-concave function.
For x,y € dom f with Y, . (twist(x; W))y < >,y (twist(y; W))e, at least one of the
following holds:

(i) There exists s € supp™ (z —y) \ W such that

(ii) There exists s € supp™ (x —y) N W such that

Note that if W is empty, a W-twisted M®-concave function is equal to an Mf-concave
function. Therefore the class of twisted Mf-concave functions contains the class of Mé-

concave functions. Moreover, the following statement holds.

Proposition 2.30. Let f be a W -twisted MP-concave function defined on ZV. Then f
is (V \ W)-twisted M°-concave.

Proof. Since f is W-twisted M%-concave, there exists M?-concave function f such that

flx) = fltwist(z; W) (Vo e ZY).
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We define function g by
g(x) = f(=2) (VxeZ").
Then we have
f(x) = f(twist(z; W) = g(twist(z; VA W) (Vo € ZY).

By the definition of an M®"-concave function, g is also M-concave. Therefore f is a

(V \ W)-twisted M*-concave function. O

We finally describe some properties of W-twisted M¥-concave functions. The follow-

ing statement follows from the property of M?-concave functions.

Proposition 2.31 (see [45]). Let f : ZV — R U {—oc} be a W-twisted M?-concave

function. Then the following statements hold:

(i) the sum of a W -twisted M°-concave function and a linear function is W -twisted

Mt-concave, that is, for p € RV, fl+p] is W-twisted M°-concave.

(ii) for a,b € (ZU{*oo})V with a < b, function fiy defined by

flz) ifar <z <b foralteV,
f[a,b}(x) =

—o0  otherwise,

is W -twisted M°-concave.
(iii) for A CV, we define function f4:Z* — R U{—o0} by

fA(y) =sup{f(z):2, =y, (Vt € A), 2 € Z"}.

If fA(y) < +oo for ally € Z4, f4 is (W N A)-twisted M:-concave.

2.4 Fundamentals of Game theory

In this section, we describe fundamentals of game theory and microeconomics related

to this thesis. We first introduce the concept of a game, then we describe an extensive
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form of a game. Finally, we introduce the market game and define some economical

terminology. For more details on game theory and microeconomics, see [34, 41, 54].

There are many situations in which players interact with each other. Then players’
payoffs depend on their strategic actions. In game theory, such a situation is called a
game and represented by mathematical models. This enables us to analyze situations

with strategic actions.

A game consists of three things, players, strategies, and payoffs. We give an example

of a game.

Example 2.6 (Matching Pennies). This game is played by two players, 1 and 2. To
begin with, each player puts a penny down simultaneously. If the two pennies match
(i.e. both pennies are heads up or tails up), Player 1 wins, otherwise (i.e. one penny is
heads up and the other is tails up) Player 2 wins. The winner obtains a penny from
the other player. The game Matching Pennies can be represented by the following three

objects:

(i) Players: Player 1 and Player 2.
(ii) Strategies of each player: Heads up or tails up.
(iii) Payoffs of each player: (1, —1) (if Player 1 wins), (—1,1) (if Player 2 wins).

2.4.1 Extensive form of a game

We next describe an extensive form of a game. An extensive form is represented by

a graph theoretic tree. We introduce an extensive form by using the following game.

Example 2.7 (Matching Pennies Ver.2). We consider another version of Matching Pen-
nies. At the beginning, Player 1 puts a penny down and covers her penny with her hand.
Then Player 2 puts a penny down. If the two pennies match, Player 1 wins, otherwise

Player 2 wins.

The extensive form of Matching Pennies Ver.2 is represented in Figure 2.1.
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Player 1

Heads up (HTails up (T)
@) Information set

Terminal vertex

Payoff (1,—1) (=1,1) (=1,1) (1,—1)

Figure 2.1: The extensive form of Matching Pennies Ver.2.

The game starts at the initial vertex, where Player 1 puts her penny. Player 1 has
two strategies. One is putting her penny down heads up. The other is putting it down
tails up. Each strategy corresponds to an edge which connects the initial vertex and a
decision vertex of Player 2. At a decision vertex of Player 2, she chooses her strategy.

After Player 2’s move, we reach a terminal vertex and each player obtains a payoff.

In Matching Pennies Ver.2, Player 1 covers her penny with her hand after choosing
her strategy. Therefore, Player 2 does not see Player 1’s choice until the game ends. This
means that Player 2 cannot distinguish the two vertices. We represent this situation by
using an information set. A player cannot distinguish between vertices which belong to

the same information set.

An extensive form game has perfect information if all information sets are singletons.
A game is said to be a zero-sum game if the sum of the payoffs of all players is always

zero. By Figure 2.1, Matching Pennies Ver.2 is a zero-sum game.

2.4.2 Market game

We next introduce the market game, which is a cooperative game. A cooperative

game is a game where players can make groups, called coalitions.

First, we define a cooperative game by using mathematical terminology. Let N =
{1,...,n} be the set of players and v : 2% — R be the characteristic function of the

game. A cooperative game is represented by a pair (N,v). A subset S C N is called a
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coalition and v(S) represents the value of coalition S. We would like to know whether
players have incentives to make coalitions or not, and how to share their aggregate

payoffs.

Next we define the market game. Let N = {1,...,n} and L, respectively, be the
set of agents and goods. Each agent i has preference on bundles z; € RY which is
represented by utility function u; : R — R. In this thesis, each u; is monotone (i.e.
ui(z;) < w;(y;) for z; < y;) and concave. We define the initial bundle of agent ¢ by
w; € RY. An allocation (z1,...,x,) € RY x -+ x RL is defined by a tuple of bundles.

We define a feasible allocation.

Definition 2.32. An allocation (x1,...,x,) is feasible if
Z Tip < Zwu
€N ieN

foralll € L.

We define v : 2V — R by

v(S) = max {Z wi(z;) : (z1,...,x,) is a feasible allocation} (VS CN).
ies

Then the pair (N,v) is called the market game.

We next define Pareto efficiency of allocations. Pareto efficiency is an important

property in economics.

Definition 2.33. A feasible allocation (x1,. .., x,) is Pareto efficient if there is no other
feasible allocation (x}, ...,z such that w;(z}) > w;(x;) for alli € N and u;(x}) > u;(z;)

for some i € N.

By the definition of a Pareto efficient allocation, it is impossible to increase someone’s
utility without decreasing utilities of the other agents. Hence a Pareto efficient allocation

is one of the “balanced” allocations.

Now we define a competitive equilibrium in the market game. We denote a price

L
vector by p € RY.
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*
n

Definition 2.34. Let p* € RJLr be a price vector. Then (p*,x%,...,x%), a tuple of a

price vector and an allocation, is said to be a competitive equilibrium if the following

statements hold:

(i) For anyi € N and z; € R%, we have
ul(xf) - <p*733§ - wi> > Uz(%) - (p*,xi - wi>.

(i) Dien @i = Dien Wi-
The first property requires x? to be the best bundle for agent i, when the price of

good [ is given by p;. The second property means that the total amount of the aggregate

supply and demand is equivalent.

We now assume that players would like to form coalition N (i.e. the best strategy for
all players is forming coalition N). Thus we focus on how to share v(N). We describe

the concept of imputations of the market game.

Definition 2.35. A vector z € RY is said to be an imputation of the market game

(N, v) if the following conditions hold:
(i) z; > v({i}) for alli € N.
(i) Dien 2 = v(N).
The first condition says that each player obtains more payoff by participating in a

coalition than not. The second condition means that aggregate payoff is shared thor-

oughly. In the market game, the following imputation has a good property.

Theorem 2.36 (see |41, 54|). Let (p*,z7,...,z%) be a competitive equilibrium. We

define vector z € RN by

*

2 = u; (") — (p*, 2] —w;) (i € N).

Then z is an imputation of the market game. Furthermore, there do not exist y € RN

and S C N such that

(i) v(S) > Zz‘es Yi-
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(i) y; > x; for alli € S.

Imputation z has good properties because properties (i) and (ii) say that there is no

incentive for all players to leave coalition V.
Fundamental theorems of welfare economics

In microeconomics, Pareto efficiency and competitive equilibria are closely related.
Indeed, in the market game, (z7,...,x}) is a Pareto efficient allocation if (p*, 27, ..., x})
is a competitive equilibrium. The following statement is called the first fundamental

theorem of welfare economics.

Theorem 2.37 (The first fundamental theorem of welfare economics). A competitive

equilibrium is Pareto efficient.

We can regard Theorem 2.37 as the formal description of the “invisible hand” which is
used by Adam Smith. The converse of Theorem 2.37 does not hold in general. However,

the following theorem, the second fundamental theorem of welfare economics, holds?.

Theorem 2.38 (The second fundamental theorem of welfare economics). We can achieve
a competitive equilibrium from a Pareto efficient allocation by a wealth redistribution (if

some properties are satisfied).

3To be exact, some assumptions are necessary to hold the second fundamental theorem of welfare
economics. For more information, see [41].



Chapter 3

Multi-unit Trading Network Model

3.1 Definitions and Previous Results

We deal with the multi-unit trading network model. This model is an extension of
the single-unit trading network model introduced by Hatfield et al. [27]. The model is
related to the market game. In our model, however, each agent has preference on trades
instead of bundles. In the first half of this section, we give definitions of the model.
We next review the previous results on the single-unit trading network model so that

readers can understand our results clearly.

3.1.1 Definitions of the model

The multi-unit trading network model consists of agents and trades. Agents have
their own preferences on trades and they are represented by functions. Let I and (2,
respectively, be finite sets of agents and trades. Each agent plays as a buyer or seller in
some trades. For trade t, we define the buyer and seller by b(¢) and s(t), respectively.
The relationship among the agents can be represented by a directed graph, that is, each

1

agent corresponds to a vertex and each trade t corresponds to a directed edge (s(t), b(t))".

We denote by w; € Z, the number of units of ¢, and by p; € R the unit price for . A

In the model, there may exist trades t1,ts(t; # t2) such that b(t;) = b(t2) and s(t;) = s(t2). Then
we consider that the corresponding directed graph has multiple directed edges.

33
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trade vector and a price vector are respectively defined by w = (w; | t € Q) € Z¢ and

p=(p |t €Q)e R A pair (w,p) is called an outcome.

For agent i € I, we define

By the above definitions, €)_,; represents the set of trades in which ¢ is a buyer and €;_,
represents the set of trades in which ¢ is a seller. The set of trades which is associated

with agent ¢ is denoted by ;.
For a subset T' C €, ag(T') represents the set of agents who are involved in trades in

T, that is,

ag(T) = (J{b(t), s(D)}.

teT

Each agent i € I has a valuation function u; : Z® — R U {—oo} which represents

her/his preference. Throughout this paper, we assume that
ui(w) = u;(w')  if wy =w, for all ¢ € Q, (3.1)
and
0cdomu; C{weZ:0<w, <M (VteQ,)} for some M € Z,. (3.2)

Condition (3.1) requires that the value of u; depends only on trades associated with
herself/himself. Therefore, we can regard the domain of u; as Z%. Condition (3.2)
requires that the number of trades is finite. We think that these conditions are natural

requirements. We note that max{u;(w) : w € Z®} always exists by these conditions.

We next define utility functions. The wutility function U : Z¢ x R® — R U {—o0}

associated with wu; is defined by

Uw,p;u;) = ui(w) + Z Wt - Pt — Z Wt * Pt

teQ teQ_y;
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The second and third terms of U represent the amount of money that agent ¢ obtains
and pays. Valuations of each agent are measured in monetary terms. The indirect utility

function V : R® — R associated with u; is defined by
V(p;u;) = max{U(w,p;u) : w e Z%Y.

The value of V(p;u;) means the maximum utility of agent ¢ under the price p.

We then introduce the demand correspondence and choice correspondence. For a

price vector p, we define the demand correspondence D(p;u;) of agent i by
D(p;u;) = argmax{U(w,p;u;) : w € Z9}.
For an outcome (w, p), we define the choice correspondence C'(w,p;u;) of agent i by
C(w,p;u;) = argmax{U(w',p;u) : &' < w, ' € ZY.

The demand correspondence D(p;u;) is the set of trade vectors which maximizes utility
of agent i under the price p. On the other hand, the choice correspondence C(w,p;u;)
is the set of trade vectors which maximizes utility of agent ¢ under the price p when
available trades are given by w. Since the model is determined by Q and u; (i € I), we

represent the model by the pair (€2, {u;}ics), and call it an economy.

We next give definitions of stable outcomes and competitive equilibria. These con-
cepts play an important role in the model. For this, we define individual rationality and

blocking sets.

Definition 3.1. An outcome (w,p) is said to be individually rational if w € C(w, p;u;)
forallv e I.

Individual rationality means that no agent has an incentive to cancel some trades when

taking w under the price p.

Definition 3.2. A pair (z,p') is said to be a blocking set of (w, p) in economy (2, {u; }icr)
if the following conditions hold:

(i) = € 22\ {0}.
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(ii) p’ € R and p, = 0 for all t € Q with t ¢ supp™(2).
(iii) for alli € ag(supp™(2)) and W' € C(w+ z,p+p';u;), we have w, = (w+ 2); for all
t € supp™(z) N Q.

Since the definition of blocking sets is complicated, we give an intuition of a blocking
set. We assume that (z,p’) is a blocking set of (w,p) and consider the case where the
number of available units of trade ¢ increases by z; and the unit price for ¢ changes from
pi to pi+p, for all t € supp™(z). Then each agent i € ag(supp*(z)) strictly prefers taking
(w+ 2); trades for all ¢ € supp™(2) N ;. In other words, all agents in ag(supp™(z)) take
all additional units of trades. Therefore we regard (w,p) as blocked by the pair (z,p’).
By the definition of blocking sets, it holds that

UW,p+pu) >Uw,p+p;u)

for all W' € C(w + z,p+ p';u;) when (z,p) is a blocking set of (w,p). We are ready to
define stable outcomes and competitive equilibria in economy (€2, {u;};c;). Both are one

of the balanced situations.

Definition 3.3. An outcome (w,p) is stable in economy (€, {u;}icr) if the following

conditions hold:

(i) (w,p) is individually rational.

(i) (w,p) does not have any blocking sets.

Definition 3.4. An outcome (w,p) is said to be a competitive equilibrium in economy
(Q, {u;tier) tf w € D(p;u;) for alli € I. Then the vectors w and p are called a compet-

itive equilibrium trade vector and a competitive equilibrium price vector, respectively.

By Definition 3.4, if (w,p) is a competitive equilibrium, taking w is the best choice
for all agents under the price p. In other words, no player has incentive to increase (de-
crease) the number of trades without changing prices. This corresponds to property (i)
in Definition 2.34. Moreover, the total amount of the aggregate supply and demand is

equivalent for any competitive equilibrium, which corresponds to property (ii) in Defi-
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Table 3.1: The valuations of agents in Example 3.1.

(t,t2) | ua(s) wp() ue(')
0,0) | 0 0 0
Loy | 3 -1 0
0,1) | 4 0 -1
Ly | 2 -1 -1

nition 2.34. Thus Definition 3.4 can be regarded as an adaptation of Definition 2.34 to

the multi-unit trading network model.
We give an example to explain stable outcomes and competitive equilibria.

Example 3.1. There are three agents, a, b, and ¢ and two types of trades, t; and ¢,
such that b(t;) = a, s(t1) = b, b(t2) = a, and s(t2) = c¢. Valuation functions of each
agent are given in Table 3.1. We consider outcome (w,p) = ((1,0),(2,0)). Although
this outcome is individually rational, it has a blocking set (z,p’) = ((0,1),(0,2)). In
this case, there exists a competitive equilibrium. In fact, ((0,1),(1,1)) is a competitive

equilibrium because (0,1) € D((1,1);u;) for all i € {a, b, c}.

Finally, we give the definition of efficient trade vectors.

Definition 3.5. A trade vector w is efficient on {u;}ies if

Zu,(w) > Zui(w’) (Vo' € Z%).
iel iel
Here, “efficient” is equal to Pareto efficient. In fact, for an efficient trade vector w,
there is no trade w’ such that u;(w') > u;(w) for all i € I and w;(w’) > w;(w) for some
i € I. Furthermore, if there exists 7 € Z such that >, ; u;(7) > >, wi(w), (w,p) is
not stable for all p € R® (see Section 3.3).

A big difference between the multi-unit trading network model and the single-unit
trading network model is about valuation functions. They are defined on Z in the multi-
unit trading network model whereas they are defined on the power set of €2 in the single-

unit trading network model. In the multi-unit trading network model, a vector whose
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elements are 0 or 1 can be regarded as a subset of trades. In fact, if domu; C {0, 1}%
for all « € I, the multi-unit trading network model represents the single-unit trading
network model in [27] and the definitions of stable outcomes and competitive equilibria

in [27] coincide with the above definitions in the multi-unit trading network model.

3.1.2 Review of the previous works

As mentioned in the last paragraph in Subsection 3.1.1, if domwu; C {0,1}% for
all © € I, we regard the multi-unit trading network model as the single-unit trading
network model. In this subsection, we describe the results concerning the single-unit
trading network model which were shown by Hatfield et al. [27]. We first explain the

definitions of the full substitutes condition and the laws of aggregate supply and demand.
Full substitutes condition and laws of aggregate supply and demand

The formal definition of the full substitutes condition is given by as follows.

Definition 3.6 (|27]). A valuation function u; : {0,1}? — RU{—oc} of agent i satisfies

the full substitutes condition if the following conditions hold:
(i) Foranyp € R%, t € Q,, w € D(p;u;), and § > 0, there exists T € D(p + x5 u;)
such that

ws > 7 (Vs e Qi \{t}), ws <15 (Vs €y

(i) For anyp € R%, t € Q;, w € D(p;w;), and 6 > 0, there exists 7 € D(p — 6x¢;u;)
such that

ws > 7 (Vs e Qo \{t}), ws <715 (Vs €Qy).

The first condition in Definition 3.6 says that when the price of ¢ € €);_, increases,

the following statements hold:

e agent i’s supply of trades other than ¢ does not increase.

e agent i’'s demand does not decrease.
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We consider the situation where the price of t € ,_, increases to obtain an intuition.
Then agent ¢ has no incentives to decrease the amount of trade ¢. The first statement
requires that agent ¢ never has incentives to increase the amount of trades in €2, \ {t}.
This means that agent ¢ views trades in €2;_, as substitutes. Moreover, by the second
statement, agent ¢ may increase the amount of trades in €)_,; in this situation. The
second condition in Definition 3.6 is symmetric to the first condition. It requires that

when the price of ¢ € €)_,; decreases, the following statements hold:

e agent i’s supply does not decrease.

e agent i’s demand of trades other than ¢t does not increase.

In summary, agent i views trades in which she/he is a buyer (seller) as substitutes, and a

trade in €2;_, and one in §2_,; as complements if u; satisfies the full substitutes condition.

The full substitutes condition contains the gross substitutes condition. Indeed, if
Q,, = 0, the full substitutes condition coincides with the gross substitutes condition
(we can regard hiring a worker ¢ with salary p as buying from ¢ with price p). We next

give the definition of the laws of aggregate supply and demand.

Definition 3.7 (|27]). A valuation function u; : {0,1}* — RU{—o00} of agent i satisfies
the law of aggregate supply if for everyp € R, t € Q;., w € D(p;u;), and § > 0, there
exists T € D(p + dx¢;u;) such that

ZTS— Zwsz ZTS— Zws.

s€EQ; sEQ; sEN seQ_y;
Similarly, u; satisfies the law of aggregate demand if for every p € R?, t € Q_,;,
we€ D(p;uw;), and 6 > 0, there exists T € D(p — 0x¢;u;) such that
DT wnz ) s ) e
SEN SEN SEQ; s€EN;
The laws of aggregate supply and demand are conditions about the amount of increase
of trades. Two inequalities in Definition 3.7 represent the relationship between the

amount of trades in ;_, and €2_,;. The law of aggregate supply means that when the

price of t € );_, increases, the amount of increase of trades in {2_,; does not exceed that
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of increasing trades in €2;_,. Similarly, the law of aggregate demand means that when
the price of t € )_,; decreases, the amount of increase of trades in €2;,_, does not exceed

that of increasing trades in 2_,;.

The laws of aggregate supply and demand were first introduced by Hatfield and
Kominers [26]. Hatfield et al. [27| applied these concepts to the single-unit trading

network model. For the above conditions, the following statement holds.

Theorem 3.8 (|27]). If u; satisfies the full substitutes condition it satisfies the laws of

aggregate supply and demand.
Previous results

The full substitutes condition plays an important role in the single-unit trading net-

work model. Under the full substitutes condition, there exists a competitive equilibrium.

Theorem 3.9 (|27]). Suppose that every u; : {0,1}% — RU{—o0} satisfies the full sub-

stitutes condition. Then there exists a competitive equilibrium in economy (€2, {w; }ier)-

The full substitutes condition is necessary to guarantee the existence of competitive
equilibria. If a preference of only one agent does not satisfy the full substitutes condi-
tion, we cannot guarantee the existence of competitive equilibria. We next explain the

relationship between competitive equilibria and efficiency of trade vectors.

Theorem 3.10 ([27]). Let (w,p) be a competitive equilibrium in (Q, {u;}icr). Then w
is efficient on {u;}ier, that is,

Zuz(w) > Zui(w’) (Vo' € {0,1}).

i€l icl
Theorem 3.11 (|27]). Suppose that every w; satisfies the full substitutes condition and
consider the economy (2, {u;}icr). Then for any competitive equilibrium (w,p) and ef-
ficient trade vector ' on {u;}ticr, (W', p) is also a competitive equilibrium. Moreover,
the set of competitive equilibrium price vectors forms a lattice, that is, if p and q are

competitive equilibrium price vectors, p A q and p\V q are also competitive equilibrium

price vectors.
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In other words, Theorem 3.10 and the first part of Theorem 3.11 say that the fun-

damental theorems of welfare economics hold under the full substitutes condition.

Finally, we describe the relationship between stable outcomes and competitive equi-

libria in the single-unit trading network model.

Theorem 3.12 (|27]). If an outcome (w,p) is a competitive equilibrium in (€2, {u;}icr),

then it is stable.

Theorem 3.13 ([27]). Suppose that every u; satisfies the full substitutes condition and
(w,p) is stable in (0, {u;}icr). Then there exists ¢ € R such that (w,q) is a competitive
equilibrium and q; = p; for all t € supp™(w).

Theorem 3.12 holds without assumptions that preferences of all agents satisfy the full
substitutes condition. This means that competitive equilibria are always stricter prop-
erties than stable outcomes. However, in the single-unit trading network model, these
properties are essentially equivalent under the full substitutes condition. Theorem 3.13
says that we can construct a competitive equilibrium from a stable outcome by changing

prices of trades which are not taken.

3.2 Existence and Lattice Structure of Competitive
Equilibria

We now consider the existence of competitive equilibria. We first introduce the
generalized full substitutes condition, which plays a central role in the multi-unit trading
network model. The important fact is that the generalized full substitutes condition
is equivalent to twisted M?-concavity. By using this fact, we show the existence of
competitive equilibria under the generalized full substitutes condition. Moreover, we
prove that the set of competitive equilibrium price vector is an L-convex polyhedron.

The results in this section can be found in [32].
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3.2.1 Generalized full substitutes condition

The full substitutes condition is defined on a valuation function whose effective do-
main is contained in {0,1}%. In this subsection, we consider extending the full substi-
tutes condition to the multi-unit trading network model, that is, we define the analogous

condition on a function whose effective domain is a set of integer vectors.

Definition 3.14. A waluation function u; : Z% — R U {—oo} of agent i satisfies the

generalized full substitutes condition f the following conditions hold:

(i) D(p;w) is a discretely convex set for all p € R.

(i) For anyp € R%, t € Q;,, w € D(p;w;), and 6 > 0, there exists 7 € D(p + dx¢;u;)

such that
Ws 2 Ts (VS S Qz—> \ {t})v Ws S Ts (VS S Q—>2)7 (33)
ZTS—ZwSZZTS—ZwS. (3.4)
SGQZ'% SEQi% Segai SEQﬂi

(iii) For anyp € R, t € Q_;, w € D(p;u;), and 6 > 0, there exists 7 € D(p — x4 ;u;)

such that
ws > 7 (Vs e Qo \{t}), ws <15 (Vs €Qy), (3.5)
D= D we= ) T— ) we (3.6)
SEN SEN SEQ; seE;

The first condition is essentially equivalent? to the condition that wu; is concave-
extensible by Proposition 2.19. We see from Definition 3.14 that the generalized full
substitutes condition is a natural combination of the full substitutes condition and the

laws of aggregate supply and demand introduced in Subsection 3.1.2.

2The word “essentially” means that there is a possibly that this statement does not hold because
domw; is not bounded in our setting (note that u; is defined on not Z** but Z%). However, when
we regard u; as a function defined on Z, it is concave-extensible.
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Obviously, the generalized full substitutes condition implies the full substitutes con-
dition. On the other hand, the converse does not hold in general, while it turns out that

the converse holds true for a valuation function u; with domw; C {0, 1},

The generalized full substitutes condition is closely related to twisted Mf-concavity
of a valuation function. This is not a surprising fact because Fujishige and Yang [19]
showed that a valuation function satisfies the gross substitutes condition, which is in-
cluded in the generalized full substitutes condition, if and only if it is Mf-concave on
the unit hypercube. Their results were extended by several researchers. For instance,
Ikebe and Tamura [33] showed that if domwu; C {0,1}, an Q, ,-twisted M%concave
function satisfies the full substitutes condition. Recently, Shioura and Yang [63] showed
that twisted MP-concavity of a valuation function is equivalent to the generalized gross
substitutes and complements (GGSC) condition, which is used in auction models (for

more detail, see [62]). In this thesis, we show the following statement.

Theorem 3.15. A valuation function u; : Z* — RU{—o0o} of agent i satisfies the gen-

eralized full substitutes condition if and only if it is an Q,_, -twisted M*-concave function.

Recall that a valuation function u, satisfies condition (3.1). Therefore, if u; is an ;-
twisted Mf-concave function it is also an A-twisted M?-concave function where €;_, C
A C O\ Q,;. Unless otherwise noted, a valuation function of agent 4 is simply said to

be a twisted M"concave function if it is an €, ,-twisted Mf-concave function.

As we mentioned above, Shioura and Yang [63] proved that the GGSC condition
is equivalent to twisted M%-concavity. In the proof, they used the following property,
(GGS+). Let 4; : Z% — R U {—occ} be a function whose effective domain is bounded.

(GGS+)

(i) For all p € R®, D(p; ;) is a discretely convex set where

D(P;ﬁi) = argmax {ﬁz(w) — Zps “W T W E ZQZ} i

seQ;
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(ii) Let p e R, 6 >0, and w € D(p; ;).
a) For all t € Q;_,, there exists 7 € [?(p + dx¢ ; U;) such that

To>w, (Vs e\ {t}), D n<) w

SEQ; s€Q;

b) For all t € Q_,;, there exists 7 € f)(p — dx¢;u;) such that

7, <ws (Vs € U\ {t}), Z Ts > Zws.

seQ; s€eQ;
The condition (GGS+) is equivalent to M*-concavity.

Theorem 3.16 ([63]). A function @; : Z% — R U {—o00} whose effective domain is
bounded satisfies (GGS=E) condition if and only if it is an MP-concave function.

By condition (3.1), we can regard a valuation function in our model as a function
defined on Z%. Then the effective domain of a valuation function is bounded by condi-
tion (3.2). By the definition of an €;_,-twisted M"-concave function and Theorem 3.16,

the following statement holds.

Corollary 3.17. Let u; : Z% — R U {—occ} be a function whose effective domain is
bounded. Then wu; is an Q,_,-twisted M:-concave function if and only if the following

conditions hold.
(i) For all p € R%, D(p;u;) is a discretely convex set where

D(p;ui):argmax{ui(w)—i- Z Ds * Ws — Z ps-ws:wezgz}.

s5€8; s€Q 4
(i) Letpe R%, 6 >0, andw € D(p;u;).

a) For allt € Q;_,, there exists T € D(p + dxy;u;) such that

ws > 7 (Vs e Qi \{t}), ws <15 (Vs €y,

ZTS— Zwsz ZTS— Zws.

SEQZ'_> S€Q¢_> SEQ_”' SEQ_H‘
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b) For allt € Q_,;, there exists T € D(p — Xy ;u;) such that

ws > 7 (Vs € Qo \{t}), ws <715 (Vs€Q),

ZTS— Zwsz ZTS— Zws.

SEN_; sEN_; SEN,; se€Q;

By Corollary 3.17 and condition (3.1), we verify that Theorem 3.15 is satisfied.

3.2.2 Existence of competitive equilibria

We consider competitive equilibria in the multi-unit trading network model under
the generalized full substitutes condition, which is equivalent to twisted M®-concavity
of a valuation function. Since the concept of twisted MP-concave functions is a variant
of MP-concave functions, the existing results for M®-concave functions in discrete convex

analysis can be applied to show the existence of competitive equilibria.

Theorem 3.18. Suppose that every u; satisfies the generalized full substitutes condition,
that is, u; is twisted MP-concave for alli € 1. Then there exists a competitive equilibrium

in economy (S, {u; }ier).
Proof. We divide each trade t € €2 into two trades t, and t,, and define

Q= J{tnt.}, Q={t:teQ}u{t,:teQ.} (icl).

teQd

Since there are exactly one buyer and one seller for each trade t € €2, it holds that
QN =0 (j#k). (3.7)

We now construct two Mf-concave functions u and f defined on 72, For each i € [ ,

we define a function @; : Z% — R U {—o0} by

W(@) = w(T(@) (Vo e Z%), (3.8)



Multi-unit Trading Network Model 46

where u; is a valuation function defined on Z% and T;(©) € Z% is defined by

Wy, itte Q.
(Ti(@) = § —au, if t € Qi
arbitrary if t & ;.

Although T}(@) is not unique for each @ € Z% the value of u;(@) is unique. This is
because the value of u; depends only on the number of trades in €2;. By the definition

of @, it is an M-concave function. Let u : Z2? — R U {—oo} be defined by

w(@) = Zu(wﬂ) (@ e Z9), (3.9)

where ©% is the restriction of & on ;. Namely, u is the sum of all u; which implies that
u is also an M-concave function (note that (3.7) holds). Moreover, domu is bounded
by condition (3.2). We next define f : 7% 5 RU {—o0} by
0 if w, +w;,, =0 forall t €€,
f(@) = v (3.10)

—o0o otherwise.

It is easy to check that dom f is an M®-convex set. Hence f is an M’-concave function.

Let w* be a maximizer of v + f. Such a maximizer exists because dom u is bounded
and domu N dom f # () (note that 0 € domwu N dom f). We apply Theorem 2.24 to u
and f. Then there exists p* € R such that

w@) =S @ u@) =y @ pn (Vo e Z9), (3.11)
ke keQ

F@) 4D @ pr > f@) + > g (Yo € 29). (3.12)

keQ ke
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By (3.12), it holds that ©* € dom f, which means @;, + @} = 0 for all £ € 2. We claim

that p;, = p; for all t € Q. If p; > p;, for some ¢ € (), we have

F@ + xa, — Xe.) + D@ + Xu, — Xe )k - By = F(@) + > &5 - Bh + By, — B},
keQ keQ

> f@)+ )@k b

ke

This contradicts (3.12). We also obtain a contradiction from the assumption that p; <

Py, Therefore wf +w; =0 and p; = p;, for all £ € Q.
We define w* € Z¢ and p* € R? by

* ~

wy =@ (=—-&)), v =1n, (=p.) (Vte).

We finally show that (w*,p*) is a competitive equilibrium in (€2, {u;};cs), that is, w* €
D(p*;u;) for all i € I. By (3.7), we obtain

S a@®) =Y ae =Y [w@™) - > o

iel keQ il ke,

This fact and (3.11) imply that

G = e g > w@™) - Y @-pp (Ve loeZY). (3.13)

k‘EQi keQi

Furthermore, for all i € I and @ € Z9 we have

From (3.13) and (3.14), it follows that
Uw*, p*su;) > Uw,p*iw) (Vi€ 1w e Z°).

Thus w* € D(p*;u;) for all ¢ € I, that is, (w*, p*) is a competitive equilibrium. O
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3.2.3 Lattice structure of the set of competitive equilibrium

price vectors

In this subsection, we consider the structure of the set of competitive equilibrium
price vectors under the generalized full substitutes condition. Similar to the single-unit
trading network model, the set of competitive equilibrium price vectors forms a lattice

in our model.

Theorem 3.19. Suppose that every u; satisfies the generalized full substitutes condition
and consider economy (2, {u; }icr). Then the set of competitive equilibrium price vectors

forms a lattice.

Before we prove Theorem 3.19, we provide the following proposition. We often use

this proposition to prove our results.

Proposition 3.20. For all p € R?, we have

ZU(w,p;ui) = Zuz(w)

i€l el

Proof. Since each trade t € (2 is associated with exactly one buyer and one seller, we

have

ZU(w,p;ui):Z (ui(w)Jr Z Wy - Py — Z Wt'pt)

el el teQ;—, teQ_;
= E Ui(w)+ E < E Wt Pt — E W 'pt) = E Uz(w)
el i€l \teQ;, teQ_y; iel

]

We now prove Theorem 3.19. We roughly describe the idea of the proof. We first show
that the sum of indirect utility functions Y, , V(- u;) is a polyhedral L*-convex function
(Proposition 3.21). Then we prove that p is a competitive equilibrium price vector if
and only if p is a minimizer of ., V(-;u;) (Proposition 3.22). By Theorem 2.18, we
verify that the set of competitive equilibrium price vectors forms a lattice because it is

an Li-convex polyhedron.
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Proposition 3.21. Suppose that u; is twisted M-concave for alli € I. Then Yoier V(i)

is a polyhedral L*-convex function.

Proof. By Proposition 2.16, the sum of polyhedral Lf-convex functions is also polyhedral
Li-convex. It suffices to show that each indirect utility function V(-;u;) is polyhedral
Lf-convex. By Proposition 2.30, u; is Q_,;-twisted M?-concave (where u; is defined on

Z%). Thus there exists an M*-concave function v; : Z% — R U {—o0} such that
u;i(w) = v;(twist(w ; Q).
We consider the Legendre-Fenchel transform of —wv;. It is represented by

(=v:)*(p) = sup {{p,w) — (~ui(w)) : w € Z%}
= sup { (p,w) + w;(twist(w; Q) 1w € ZQi}

= sup {(p, twist(w; Q) + w;(w) 1 w € Z%%}

:sup{ui(w)—i— Z Pt W — Z pt~wt:w€ZQ’}

Qi e
:max{ui(w)+ g D - Wi — g pt-wt:wezgi},
teQia tEQ*”'

where the last equality follows from the fact that dom u; is bounded. On the other hand,

for p € R%, we have
Vip;u) = {U(w,p;u;) :w e ZQ}
:max{uxm O opws ) pwiwe z} = (—v)" (™).
teQ; teQ_y;

By Theorem 2.23, V/(-;u;) is a polyhedral L-convex function. H

We next show that the set of minimizers of V(- ;u;) coincides with the set of com-

petitive equilibrium price vectors.

Proposition 3.22. Suppose that there exists a competitive equilibrium. Then p is a

competitive equilibrium price vector if and only if p is a minimizer of Y .., V(-3 u;).
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Proof. Let (w*,p*) be a competitive equilibrium and p € R®. By the definition of

V(-;u;), we have

V(p*iui) = U(w*, p*;uy) (Viel), (3.15)
Vp;u;) > U(w*,p;u;) (Viel). (3.16)

By (3.15) and (3.16), we have

Zv(p;ui) > ZU(W*aPSUi)

icl icl
= Z w;(w”)
icl
= Z Ulw*, p*;u;) = Z V(p*;uw), (3.17)
iel iel

where the first and second equalities follow from Proposition 3.20. This shows that p*

is a minimizer of Y., V(-;u;).
We then assume that p is a minimizer of ) .., V(-; ;). Since p* is also a minimizer,
we have
Z Vipiw) = Z V(p";w).
i€l el
Hence (3.16) holds with equality, which implies that w* € D(p;u;) for all i € I, that is,

p is a competitive equilibrium price vector. O

By Proposition 2.18, the set of competitive equilibrium price vectors is an Li-convex

polyhedron. Thus it forms a lattice. This concludes the proof of Theorem 3.19.

3.3 Competitive equilibria, efficiency, and stability

In this section, we consider the connection among competitive equilibria, efficiency,
and stability in the multi-unit trading network model. We generalize most of the re-
sults in Subsection 3.1.2 concerning the single-unit trading network model, while Theo-
rem 3.13 in Subsection 3.1.2 does not admit a generalization. The results in this section

are also based on [32].
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3.3.1 Competitive equilibria and efficiency

We first show the relationship between competitive equilibria and the efficiency of

trade vectors.

Theorem 3.23. Let (w,p) be a competitive equilibrium in economy (2, {u;}icr). Then

w s efficient on {u;}ier.

Proof. By the definition of competitive equilibria, we have

w@+ Y wep— Y wep = Ulepiu)

te e
ro
Z U(w y D U’Z)
/ ! /
= u; (W) + g wy - Py — 5 Wy - Py
teQ; teQ_y;

for all i € I and o’ € Z®. Since {Q;, :i € I} and {Q,; : i € I} are partitions of €, by
summing these inequalities over all ¢ € I we have

Zuz(w) > Zui(w') (Vo' € Z%).

iel iel

O

Therefore w is efficient on {u;},.;.

Theorem 3.24. Let (w,p) be a competitive equilibrium in economy (Q, {u;}ier). For

any efficient trade vector w' on {u;}icr, (W', p) is also a competitive equilibrium.

Proof. By the efficiency of w’ and Proposition 3.20, it holds that

Z U, p;u;) = Z u;(w')

el i€l
>3 wle) = 3 Ul i)
el i€l

On the other hand,

Ulw,pius) > UW,psug)
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holds for all i € I because (w,p) is a competitive equilibrium. From these inequalities,

we obtain
Ulw,piu) = U, piu;) (Vi€el).
Therefore w' € D(p;w;) for all i € I, that is, (w', p) is a competitive equilibrium. ]

Theorem 3.23 says that a competitive equilibrium trade vector is always efficient
on {u;}ie;. This theorem can be regarded as the first fundamental theorem of welfare
economics. Theorem 3.24 says that the pair of an efficient trade vector and a competitive
equilibrium price vector is a competitive equilibrium. We can regard Theorem 3.24 as
the second fundamental theorem of welfare economics®. Note that no assumptions are
required for preferences of agents in these two theorems (however, there may not exist

a competitive equilibrium).

3.3.2 Competitive equilibria and stable outcomes
We next consider the connection between competitive equilibria and stable outcomes.
We show that a competitive equilibrium is always stable.

Theorem 3.25. If an outcome (w, p) is a competitive equilibrium in economy (€2, {u; }icr),

then it is stable.

Proof. Suppose that (w,p) is not stable. We prove that (w,p) is not a competitive
equilibrium, that is, w & D(p;u;) holds for some j € I. This fact leads to Theorem 3.25.

We first consider the case where (w, p) is not individually rational. Then, there exists

J € I such that w & C(w, p;u;). Thus it holds that
UWw,psu) > Uw,piuy) (V' € Clw,piuy)),

which implies w & D(p;u;).

3The fundamental theorems of welfare economics are well known in microeconomics. For more infor-
mation, see [41].
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We next consider the case where (w,p) is individually rational and there exists a
blocking set (z,p') of (w,p). We denote J = ag(supp*(z)). By the definition of blocking

sets, we have
wi=(w+2); (te€supp’(z)N)

fori € J and w' € C(w + 2z,p + P ;u;). This means that w & C(w + 2z,p + p';u;) for all

1 € J, implying that
Ulw,p+p5u) <UW,p+piu) (Vield).
By summing these inequalities over all ¢ € J, we obtain

Y Uwp+piuw) <) UW,p+p;uw). (3.18)

icJ ieJ

As shown below, it holds that

> Ulw,p+1iu) =Y Ulwpiu), (3.19)

i€J ieJ
ZU(wi,]H—p’;uz ZU WP ). (3.20)
ieJ ieJ

By (3.18), (3.19), and (3.20), we have
ZUwp U; <ZU W' p;ug). (3.21)
ieJ icJ

By (3.21), there exists j € J such that U(w?,p;u;) > U(w,p;u;). Hence, w & D(p;u;)

holds and (w, p) is not a competitive equilibrium.

We need to prove the equations (3.19) and (3.20) for the correctness of the proof.
We first prove the equation (3.19). By Proposition 3.20, we have

Y Ulwpiw) =Y ww)=> Ulwp+p;u). (3.22)

el el iel
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Since p, = 0 for all t € Q \ supp™(2), it holds that

> Ulw,psw) = > Ulw,p+p';u). (3.23)
iel\J iel\J
The equation (3.19) follows from (3.22) and (3.23).
We finally show that the equation (3.20) holds. For all ¢ € supp™(z) N €; and i € J,
we have w! = (w + 2);. Moreover, p, = 0 for all t € Q \ supp™(z). Therefore, it holds
that

z(z@%—z@%)

ieJ \teQ;, e,
:Z<Z (wW+2)-p — Z (w—l—z)t-p;) =0.
ieJ \teQ, teQ,;

Hence, we can obtain (3.20) as follows:

ZU W —Z(ui(wi)%— Z Wi p— Z w,f-pt>

ieJ ieJ teQ;_, teQ_,;
=z@w+z@%—z@%)
icJ teQ) teQ_y;
+z(z¢¢—z@¢)
i€J \teQ;_, teQ_y;
=EXMM+Z —— Ehwwwg
ieJ teQi, teQ_,;

The converse of Theorem 3.25 does not hold even if preferences of all agents satisfy

the generalized full substitutes condition, as shown in the following example.

Example 3.2. Consider an economy with two agents, a and b, and only one trade w.
Agent a is the buyer and agent b is the seller. Valuation functions of each agent are

given in Table 3.2.
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Table 3.2: The valuations and utilities of agents in Example 3.2.

w | ug(w) w(w) | Ulw,2;u,) Uw,2;up)
0 0 0 0 0

1 4 -1 1

2 7 —2 3 2

3 0 -3 —6 3

4| —oc0 —00 —00 —00

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

equilibrium because it holds that
2¢ D(2;u) = {3}.

Furthermore, Example 3.2 shows that the following statement, a generalization of

Theorem 3.13, does not hold in the multi-unit trading network model:

Statement A. Suppose that every u; satisfies the generalized full substi-
tutes condition. If an outcome (w,p) is stable in economy (2, {u;}ics), then
there exists ¢ € R® such that (w,q) is a competitive equilibrium and ¢, = p;

for all ¢ € supp™(w).

This shows an obvious gap between competitive equilibria and stable outcomes with
respect to price vectors in the multi-unit trading network model. In fact, stable outcomes
are strictly wider concept than competitive equilibria. On the other hand, stability is

closely related to the efficiency of a trade vector.

Theorem 3.26. Suppose that every u; satisfies the generalized full substitutes condition.

If an outcome (w,p) is stable in economy (Q, {w;}ier), then w is efficient on {u;}icr.

We prove Theorem 3.26 in the next subsection. By Theorems 3.24 and 3.26, we have

the following weaker statement than Statement A.



Multi-unit Trading Network Model 56

Table 3.3: The valuations of agents in Example 3.3.

(t1,t2) | wal-) up(-)  ue(:)
00 ] 0 0o 0
(1,0) | 4 -1 0
1) | 4 0 -1
L) | o -1 -1

Corollary 3.27. Suppose that every u; satisfies the generalized full substitutes condition.
If an outcome (w, p) is stable in economy (0, {u;}icr), then there exists ¢ € RS such that

(w,q) is a competitive equilibrium in (€, {u;}ier)-

Corollary 3.27 says that we can construct a competitive equilibrium from a stable
outcome by changing prices of trades. Unlike the single-unit trading network model,
competitive equilibria and stable outcomes are not essentially equivalent in the multi-

unit trading network model.

By Theorem 3.26, a price vector of a stable outcome is efficient. We can easily check
that the converse of Theorem 3.26 does not hold. Indeed, if p is sufficiently large, (w, p)
does not satisfy the individual rationality. In addition, even if w is efficient on {u;};es

and (w, p) is individually rational, (w,p) may not be stable (see Example 3.3).

Example 3.3. Let a, b, and ¢ be three agents, and t; and t, be two types of trades such
that b(t1) = a, s(t1) = b, b(t2) = a, and s(ty) = c. Valuation functions of each agent are
given in Table 3.3. Then (w,p) = ((1,0),(3,0)) has a blocking set (z,p’) = ((0,1), (0,2))
while ((1,0),(3,0)) is individually rational and (¢1,%2) = (1,0) is efficient on {u; }ies.

3.3.3 Proof of Theorem 3.26

We give the proof of Theorem 3.26. Suppose that (w,p) is individually rational.
We show that (w,p) has a blocking set if w is not efficient on {u;};c;. We first define

a new valuation function. For a nonempty A C ) we define the valuation function
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ul(-; (w,p)) : Z* = RU{—o0} of agent i by

u;‘<n<w,p>>:max{uz-<w'>+ S o= Y Wn

tGQiH\A teQ*”‘\A

wgSwt(teQ\A),w,;:Tt(teA),w'EZQ}.

For convenience, we define max{—oo} = —oo. By Proposition 2.31, u(-;(w,p)) is
(s, N A)-twisted Mé-concave (note that we can replace “max” with “sup” by condi-
tions (3.1) and (3.2)). Function uf(-; (w,p)) is helpful in investigating the relationship
between the efficiency and stability. In fact, the following lemma holds.

Lemma 3.28. Suppose that every u; is twisted M-concave and (w,p) is individually
rational in economy (0, {u;}icr). Then w? is not efficient on {u(-; (w,p)) }ier for some
A C Q if and only if there exists a blocking set of (w,p). Furthermore, if w? is not
efficient on {u(-; (w,p)) }ier, then there exists a blocking set (z,p') of (w,p) such that
z € {0,1}% and supp™(z) C A.

If w is not efficient on {u;}icr, w® is not efficient on {uf*(-; (w,p))}ier (note that
w = w and u$}(-; (w, p)) = u;). Therefore, Theorem 3.26 follows from Lemma 3.28. The

proof of Lemma 3.28 is given in the last part of this subsection.

Before proving Lemma 3.28, we discuss the inefficiency of trade vectors and some
properties of u(-; (w, p)). Some propositions and lemmas in this subsection are used in

the proofs of the next section.
Inefficiency of trade vectors

We discuss the inefficiency of trade vectors. We show that if w is not efficient on

{wi}ier, there exists w’ such that D, u;(w) < >, ui(w') and maxseq [wy — wy| < 1.

Lemma 3.29. Suppose that u; is twisted M*-concave for all i € I and w is not efficient

on {u;}ier. Then there exist A, B C Q such that AN B =10, and

ZUZ(W) < ZUZ(W + X4 — XB)-

icl icl
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Proof. Let uw and f be functions defined by (3.9) and (3.10), respectively. Recall that

these functions are Mf-concave. It is easy to check that

D wiw) = u(T (W) + f(TW)) (V' €2Z), (3.24)

iel

where T'(w') € Z9 is defined by

(T(W)y =wpy (D)), = —w; (VE€Q). (3.25)

Since w is not efficient on {u; };er, T'(w) & argmax{u+ f}. By Corollary 2.26, there exist
UW C Q such that

w(T(w)) + f(T(w)) < w(T(w) +xv = xw) + F(T(w) + xv = xw)- (3.26)
This inequality means f(T(w) + xu — xw) > —o0. Therefore for each t € Q) we have
theUst, eW, theW st el (3.27)

By (3.24), (3.25), and (3.27), we have

u(T(w) + xv — xw) + f(T(W) +Xxu — Xw) = Zuz(w + X4 — XB);

where

A={teQ:t,eUl(={teQ:t;e W}),
B={teQ:t;ceU}(={teQ:t, e W}).

Therefore, it holds by (3.26) that
> uiw) = u(T(w)) + f(T(w))
<u(TW)+xv = xw) + F(TW) +xv — xw)

=D uiw+xa — x5)-

el
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Properties of ufi“

We next describe some properties of u(-; (w,p)) used in the proof of Lemma 3.28.
Let w? € Z# and p?* € R# be restrictions of w and p on A, respectively. Propositions
we introduce below state the relationship between two kinds of valuation functions,
u; and ul(-; (w,p)). We define the utility function associated with u(-; (w,p)) by
U(-,-5ui(-; (w,p))), that is,

U, g;ut (5 (w,p) =u(ms @, p)+ Y 7ege— Y. T an (3.28)

teQ; ,NA teQ_;NA

Proposition 3.30. For 7 € Z* and ¢ € R4, it holds that

=max{U(w, ¢ ;u) w, <w, (t € Q\A), w, =7 (t € A), ' €Z?}, (3.29)

where ¢ € R is the vector such that ¢, = q; (Vt € A) and q, = p; (Vt € Q\ A). Moreover,

the following statements hold:

(i) Suppose that (z,p') is a blocking set of (w,p) in (Q,{u;}icr) and define A =

suppt(2). Then, fori € ag(A) and 7 < w? + 24 with 7 # w? + 24, we have
Ur, (p+ )"0 (5 (w,0) < U + 2% (p+ )0 (1 (w, ).

(ii) Suppose that (w,p) is individually rational in economy (2, {u;}icr). Then for each

A C Q, we have

U, p 0 (1 (w,p)) = Ulw, pius), (3.30)
Zuf(u}A i (w,p)) = Zuz(w) (3.31)

(iii) U(-,-;u(-;(w,p))) is a constant function if Q; N A = 0, that is, the value of

i

U(r,q;ul(-; (w,p))) does not depend on 7 and q.
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Proof. The equation (3.29) follows immediately from the definitions of a utility function

and u(-; (w, p)). Indeed, we have

Ulr,q;ul (5 (w,p) =ul(T; (@) + >, ma— D>, 7i-a

teQ; NA teQ_,;NA
" " "
:max{ui(w)+ g wy - py— E wy - py
tEQi*}\A tEQ%i\A

:w,i'Swt(tEQ\A),wé’:Tt(tGA),w”GZQ}

+ Z Tt Pt — Z Tt * Dt

teQ; ,NA teQ_,;NA

= max{ui(w”) + Z wy - pr— Z wy - py

tEQZ'*)\A tEQ*M'\A

+ Z Tt qt — Z Tt Gt

tEQi%ﬂA tEQ_m'ﬂA
twy Swp(teEQ\A), W/ =7 (teA), W e ZQ}

wy=7(t€A),w e ZQ}.

We then prove the claim (i). Since (z,p’) is a blocking set of (w, p), we have
wi = (w+2); (Vtesupp(2)NQY) (3.32)

for each w* € C(w+ z,p+p';u;). By (3.29) and (3.32), it holds that

U, (p+ )" 50l (- (w,p) <UW*p+p 5 w),

U+ 24 (p+ )5 ul (5 (w,p) = UW*, p+ 15 w).

Hence we obtain the claim (i).
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We show the claim (ii). Suppose that (w,p) is individually rational in (€2, {u;}ier),
that is,

w € Clw,p;u;) = argmax{U(w,p;u) : ' <w, ' € Z%} (Vi€ ).
Since
we{W €ZY W <w (t€Q\A), w =w (te A} C{w €Z9: W <w},
it holds that
w € argmax{U (W, p;u) tw, <w (t€Q\A),w =w (t€ A, €Z¥ (Viel).
Hence we have

U, p*suf (5 w,p) = max { U, piw) : w) S wi (t € Q\ A),
wy=w (t€eA),w e ZQ}
=U(w,p;u;). (3.33)

By (3.33) and Proposition 3.20, we obtain

Zu?(wA ) (wap)) = Z U(wAapA ) u?( ) (w7p))) = Z U<w7p;ui) = Zul(w)

icl iel iel icl
We finally consider the case where ;N A = (). By (3.28), we have
U(r,q:ui' (-5 (w,p) = (71 (w,p)) (Vg €RY).

By the definition of uf!(-; (w,p)) and the fact that the value of u; depends only on trades
in €;, the claim (iii) holds. O
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Proposition 3.31. Let A and A’ be subsets of Q@ with A O A’. Then for all T € Z%
with 7, < w; (Vt € Q\ A) and q € R® with ¢ = p; (Vt € Q\ A’), it holds that

’

U, q;w) U ¢ (5 (w,p) S UEY ¢ 50 (-5 (w, p)), (3.34)

Z ) < Zu (w,p)) < ZuA/ A (w, p)). (3.35)

el el el

Proof. The equation (3.34) follows from the equation (3.29) in Proposition 3.30 and

re{W eZ W <w(t€Q\A),w =7(tec A}
C{ eZ? w<wteQ\A), w=7tcA))

for all A O A’. The equation (3.35) follows from (3.34) and Proposition 3.20. O
The next statement shows a useful inequality for the value >, , uf*(-; (w, p)) under

the individual rationality.

Proposition 3.32. Suppose that (w,p) is individually rational in economy (2, {u;}icr)-
For < wA, we have

Zu wp <Zu

el i€l

Proof. By Proposition 3.20 and the equation (3.29) in Proposition 3.30, we have

Y ouri(wp) =) Ulrp -5 (@, p)))

i€l i€l

:Zmax{U(w',p;ui) cw <w (teQ\ A),

il

w, =1 (t € A), ' € Z7}

< ZmaX{U(w',p;ui) W <w, W e ZQ},

i€l

where the last inequality follows from

{WeZ W <w(teQ\A),w, =1tcA}C{JecZ: J <wl
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By the individual rationality, Proposition 3.20, and (3.35) in Proposition 3.31, we have

ZmaX{U i) w <w, wGZQ} ZUwp u;)

el el

Hence, we have

doult(ri(w.p) <Y u(w?

el i€l

Proof of Lemma 3.28

We now prove Lemma 3.28. We first show the “if” part of Lemma 3.28.

Proposition 3.33. If (w,p) has a blocking set, there exists A C Q such that w” is not
efficient on {u(-; (w,p)) }ier-
Proof. Let (z,p") be a blocking set of (w,p). We denote A = supp™(z). By the claim (i)

in Proposition 3.30, we have

U, (p+p) 50 (5 (w,p) < U + 24, (p+p) 50 (- (w,p))) (3.36)

for all i € ag(A). Since Q; N A = 0 for each i € I\ ag(A), by the claim (iii) in

Proposition 3.30, we have
Ulw, (p+0)" 50 (5 (w,p) = Uw + 2, (p+ )"0 (- (w,p))) (3.37)

for all i € I\ ag(A). By (3.36), (3.37), and Proposition 3.20, we obtain

D ui @t (@) = YU 0+ )" w5 (@)
<ZUw +24 0+ )6 (5 (w,p))

—Zu w + 245 (W, p)).

el
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4 is not efficient on {u(-; (w,p)) }icr. O

Hence, w
Proposition 3.33 holds even if the preferences of agents do not satisfy the generalized

full substitutes condition. We then prove the “only if” part of Lemma 3.28.

Proposition 3.34. Suppose that every u; is twisted M°-concave and (w, p) is individually
rational in economy (0, {u;}icr). If w? is not efficient on {u(-; (w,p))}ier for some
A C Q, there exists a blocking set (z,p') of (w,p) with z € {0,1}* and supp*(z) C A.
Proof. For A C Q, we define

A uM1; (w,p)) if 7 €[0,w+1],

pi(r) =u [0,wA+1](T s (w,p)) =

—00 otherwise.

We consider the economy (A, {u}icr). Note that uft is (€;, N A)-twisted M%-concave
by Proposition 2.31. Therefore we can apply Lemma 3.29 to pZ', that is, there exist
U, W C A such that UNW = and

> ) = utw?; (w,p))

i€l i€l
<) uwt + xo = xws (@) = Yt + xu — xw).
i€l i€l

This implies that w* is not efficient on {u'}ic;. Let A* be a minimal subset of Q such
that w?” is not efficient on {u#" };c;. Note that A* # (). By (Qi, N A*)-twisted M*-
concavity of p/i” and Theorem 3.18, there exists a competitive equilibrium (7*,p*) in
economy (A*, {ji{" }icr).

We now describe the outline of the rest of the proof. We first show that 7* is uniquely

4" 4+ 1. Then we introduce a new function %,, which is a perturbation

given by 7" = w
of u#t", and show that there exists ¢ € R*" such that (7%, ¢) is a competitive equilibrium

in (A*,{@;}ics). Finally, we construct a blocking set of (w,p) by using 7* and q.

We claim that 7* = w” 4+ 1. By Theorem 3.23, 7* is efficient on {u#*" };c;. Since w?”

is not efficient on {u'" };¢; by assumption, it holds that

oWt <D (). (3.38)

i€l el
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Let A= {t € A*: 7} = w; + 1}. Then by Proposition 3.32, A’ # () holds. Since 7;* < w;
for all t € A*\ A’, by Proposition 3.31, we have
Sou ) <> o). (3.39)
iel iel
Furthermore, by the equation (3.31) in Proposition 3.30, we have
Do W) =) wilw) =) u (W) (3.40)
il iel il
From (3.38), (3.39), and (3.40), it follows that
Zﬂi (W) < Zﬂz‘ ().
iel iel
That is, w* is not efficient on {u" }ie;. Due to the minimality of A*, we have A’ = A*.

Thus 7 = wd" + 1.

We then define the new valuation function @, as
)= (1) -0 Y m (el

teA*NQ,
where ¢ is a sufficiently small positive number. Since 7* is the unique competitive
equilibrium trade vector in the economy (A*, {u }icr), 7 is also the unique efficient
trade vector by Theorem 3.24. We assume that ¢§ is sufficiently small so that 7% is the
unique efficient trade vector in economy (A*, {@;}ier). By Proposition 2.31, each ; is
(4, N A*)-twisted Mf-concave, which means that there exists a competitive equilibrium
(w*,q) in economy (A*,{u;}icr) by Theorem 3.18. Then it follows from Theorem 3.23

that w* = 7*.

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

1 lftEA*, , q¢ — Dt lftEA*,
2t = Py =
0 otherwise, 0 otherwise,

is a blocking set of (w,p). It suffices to show that for all j € ag(A*) and ¢ € C(w +
z,p+p ;u;), we have ¢, =w +1 =17/ for all t € A* N Q.
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In this setting, ¢; < w; and p, = 0 hold for all t € Q\ A*. By using Proposition 3.31,

we have
Ulg,p+p'5u;) UGN, (p+p)* 1) = U@ q:n). (3.41)

Moreover, by the equation (3.29) in Proposition 3.30, there exists ¢ € Z® such that
Y <w+ 2z and

U(T*,q; 1) = U, p+p'suy). (3.42)
Since (7%, q) is a competitive equilibrium in (A*, {@;}ics), we have
U(ra; ;) = U(¢" 45 3y).
This can be rewritten as

U g ) =0 > 7 >2U0" qip) =6 > ¢

teA*NQ teA*NQ;

which, together with (3.41) and (3.42), implies that

0 Y (¢—7) 2 U(bp+p3u) = UW,p+p 5u) >0,

teA*NQ;

*

where the last inequality follows from ¢ € C(w+z, p+p’;u;). Since o < wA 424" = 7%,
we have ¢ = 7 for all t € A* N ;. Hence, (z,p) is a blocking set of (w,p) and we
complete the proof of Proposition 3.34. O]

Lemma 3.28 follows from Propositions 3.33 and 3.34. This implies that Theorem 3.26

holds.

3.4 Relationship among three stability concepts

We study stability concepts in the multi-unit trading network model. Although we
define stable outcomes in Subsection 3.1.1, another stability concepts in trading networks

were also being considered by several researchers.
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In this section, we focus on stability, strong group stability, and chain stability in the
multi-unit trading network model. While these stability concepts are different in general,
they are equivalent in the case where preferences of all agents satisfy the generalized full

substitutes condition. The results in this section is found in [32].

3.4.1 Strong group stability

We first consider the concept of strong group stability. Strong group stability was
originally introduced by Hatfield et al. [27] in the single-unit trading network model, as
a combination of strong stability by Hatfield and Kominers [25] and group stability by
Roth and Sotomayor [57].

Before giving the definition of strong group stability, we make preparation. For i € I,

an outcome (w,p), z € Z¢ \ {0}, and p’ € R®, we define

Az, p' s ui, (w,p) = max {U(W,p;w) ' <w+ 2, w, = (w+ 2); (t € supp™(z))}

> a W)= Y a (i —p) — Ulw,piw).

teQ; teQ_y;
The value A(z,p’;u;, (w,p)) can be understood as follows: when an agent i takes z
more trades with price pj for all ¢ € supp™(z) (and may cancel some trades which are
not in supp®(z)) she/he can increase her/his utility by up to A(z,p’;u;, (w,p)). The
value A(z,p";u;, (w,p)) can be represented by an alternative formulation:
Az, p'; wi, (W, p)) ZmaX{ui(W’H oW Y W
teQ;_, teQ_y;
W <wtz,w=(wHz2)(te supp*(z))}
+ Z 2 (Dh — pe) — Z 2 0y — pe) — Uw, psus).

te teQ_y;
Definition 3.35. Let (w,p) be an outcome. A pair (z,p’) is a strong group blocking set
of (w,p) in economy (2, {u;}ier) if the following conditions hold:

i) =29\ {0},
(ii) p’' € R® and p, = p; for all t € Q with t & supp™(2).
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(iii) for all i € ag(supp™(2)), A(z,p;u;, (w,p)) > 0.

Definition 3.36. An outcome (w, p) is strong group stable in (Q, {w; }ier) if the following

conditions hold:

(i) (w,p) is individually rational.

(i) (w,p) does not have any strong group blocking sets.

The strong group stability defined above coincides with the original strong group
stability in [27] when applied to the single-unit trading network model. Strong group

stability is a more restricted condition than stability.
Proposition 3.37. Let (w,p) be an outcome.

(i) If (w,p) has a blocking set, then it also has a strong group blocking set.

(i) If (w,p) is strong group stable, then it is stable.

Proof. We prove the claim (i). The claim (ii) immediately follows from the claim (i).
Let (z,p’) be a blocking set of (w,p) and define J = ag(supp™(z)). Then for i € J and
W e Cw+z,p+p;u), we have w; = (w+ 2); for all t € supp™(z) N ;. Thus, it holds
that

Ulw',p+piuw) >Ulw,p+piu)
By the definition of a utility function, we have

Uw,p+pu) —Ulw,p+p" ;)

= u; (W) + Z wy - (pe +py) — Z w; - (pr+ D)

teQ; teQ_y;

— (ui(w)+ S wlpetp) - Y wt‘(pt+p2))

teQ; teQ_y;

= ui(w/) — uz(w) + Z (Wé - Wt) “pr+ Z <t 'pé

ted_, teQ,;,

=) Wi w) = Y A (3.43)

teﬂ*}i teQ*)i
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for all 7 € J. On the other hand, we obtain

A(z,p+pu, (0,p) Zw(W)+ Y wliope— Y wiop+ >, z-pi— Y, a-p

teQ, teQ_y; teQ_, teQ s
- (Ui(w)+ Z Wy - Pt — Z wt'pt>
teQ'L’*} teQ*}i
= uy(W) —w(w)+ Y (W—w) pt+ Y, ap
teQ;_y teQ;—
=D (wi—w) = )z, (3.44)
teQ_y; teQ_y;

for all i € J. By (3.43) and (3.44), we have
Az, p+pui, (w,p) 2 UW,p+p'iu) —Ulw,p+p'5u) >0 (Viel).

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

By Proposition 3.37, strong group stable outcomes are always stable. Although

strong group stability and stability are not equivalent in general, the following statement

holds.

Proposition 3.38 ([27]). For the single-unit trading network model, strong group sta-
bility is equivalent to stability if preferences of all agents satisfy the full substitutes con-
dition.

We can extend Proposition 3.38 to the multi-unit trading network model. In fact,

stability leads to strong group stability under the generalized full substitutes condition.

Theorem 3.39. Suppose that every u; satisfies the generalized full substitutes condition.

Let (w,p) be an outcome.

(i) Suppose that (w,p) is individually rational. If (w,p) has a strong group blocking

set, then it also has a blocking set.

(i) If (w,p) is stable, then it is strong group stable.
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Proof. We prove the claim (i). The claim (ii) immediately follows from the claim (i).

Let (z,p") be a strong group blocking set of (w,p) and define A = supp™(z) and J =

ag(A). By the definition of A(z,p';u;, (w,p)), the equation (3.29), and the claim (ii) in

Proposition 3.30, we have

A(z,psui, (w,p) = Ulw* + 2% p* 50l (5 (w,0) + Y 2 (0] — 1)

=U(w*+ 2" p*ul (5 (w,p) = U psul (-5 (w, p)))

+ > A )= Y a (-

te; teQ_y,;

Since A(z,p';u;, (w,p)) > 0, we obtain

Uw* + 2%, p" juf (-5 (w,p))

> U phul (@) + Dz =) = Y 2 (91— pe)-

teQ_y; teQ,
Moreover, it holds by the definition of J that
O IERTENIED SRR A B
ieJ \teQ_; teQ;
It follows from (3.45) and (3.46) that

S U+ 2 pt il (w.p) > Y U piu (- (w.p)))

ieJ ieJ

(3.45)

(3.46)

(3.47)

On the other hand, €; N A = ) holds for all 7 € I\ J. Thus, by the claim (iii) in

Proposition 3.30 we have

U(w? + 24 p% 0 (-5 (w,p) = Uw?, psul (-5 (w,p))  (Vie I\ J).

(2

(3.48)



Multi-unit Trading Network Model 71

Table 3.4: The valuations and utilities of agents in Example 3.4.

w | ug(w) wp(w) | Ulw,3;uq) Ulw,35up) | Ulw, 1.55u,) U(w,1.5;up)
0 0 0 0 0 0 0

1 4 —1 1 2 2.5 0.5

2 8 —2 2 4 5} 1

3| 10 -3 1 6 5.5 1.5

4] —o0 —00 —00 —00 —00 —00

By (3.47) and (3.48), we obtain

dYoutwt 2t w,p) = ) Ul + 24 ph (5 (w,p)))

el el
> UW, p*sul (-5 (w.p))
iel
=> ul(w*; (w,p)).
iel

This inequality implies that w? is not efficient on {uf(-;(w,p))}ic;. By Lemma 3.28,
(w, p) has a blocking set. ]
From Proposition 3.37 and Theorem 3.39, strong group stability and stability are

equivalent under the generalized full substitutes condition.

Example 3.4. Let w be a trade and a and b be two agents. Agent a is the buyer and

agent b is the seller. Valuation functions of each agent are given in Table 3.4.

We can easily check that u, and w, satisfy the generalized full substitutes condition.
We consider outcome (w,p) = (2,3). It is not stable because it has a blocking set
(z,p') = (1,—1.5). This means that {3} = C(3,1.5;u,) and {3} = C(3,1.5;u;). It is
doubtful that agent b prefers choosing (3, 1.5) to choosing (2, 3) because it holds that

4=U(2,3;up) > U(3,1.5;u) = 1.5.

However, Theorem 3.39 guarantees that (2,3) has a strong group blocking set (for in-
stance, (1,1.5) is a strong group blocking set of (2,3)). This implies that both a and b

can increase their utilities by taking new trades.
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3.4.2 Chain stability

We consider another stability concept, chain stability. This concept was first intro-
duced by Ostrovsky [55] in the supply chain network, then extended to the single-unit
trading network model by Hatfield et al. [28]. The definition of chain stability in the
multi-unit trading network model is similar to that in [28]. We first give the definition

of a chain.

Definition 3.40. A trade vector = € {0,1} is a chain if there exists an ordering
t1,...,tx of elements in supp™(z) such that s(t;11) = b(t;) for alll =1,... k—1, where

k = |supp™t(z)]. A blocking set (z,p") is called a blocking chain if z is a chain.
Note that a chain is a 0-1 vector. Chain stable outcomes are defined as follows.

Definition 3.41. An outcome (w,p) is chain stable in (£, {u;}icr) if the following con-
ditions hold:

(i) (w,p) is individually rational.

(ii) (w,p) does not have any blocking chains.

Trivially, chain stability is a weaker condition than stability since a blocking chain is
a blocking set. However, under the generalized full substitutes condition, chain stability

is equivalent to stability.

Theorem 3.42. Suppose that every u; satisfies the generalized full substitutes condition.

Let (w,p) be an outcome.

(i) Suppose that (w,p) is individually rational. If (w,p) has a blocking set, then it has

a blocking chain.

(i) (w,p) is stable if and only if it is chain stable.

The proof of Theorem 3.42 is given in Subsection 3.4.3. For a blocking chain z €
{0,1}?, there may exist j € I such that |supp™(z) N Q;,| > 1 or [supp*(z) N Q| > 1.
This condition cannot be reduced. In fact, there is a case where (w, p) is not stable when
there is no blocking chain (z, p) such that [supp*(2)NQ,_| < 1 and |[supp™(2)NQ,;| <1
for all j € I (see Example 3.5).
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Table 3.5: The valuations of agents in Example 3.5.

(ti,t2,t3) | ua(r) ws(’) welt) (ti,t2,t3) | ua(r) ws(’) wel”)
0,00 | o 0o o0 (1,o,0) | 1 -2 o0
0,01) | =2 0 -2 (1,0,1) | 3 -2 -2
0,1,00 | 0 0 -4 (1,1,0) | 1 -2 -4
0,1,1) | =2 0 1 1,1,1) | 3 -2 1

Example 3.5. Let a, b, and ¢ be three agents, and t;, t5, and t3 be three types of
trades such that b(t;) = a, s(t;) = b, b(ts) = a, s(tz) = ¢, b(ts) = ¢, and s(t3) = a.
Valuation functions of each agent are given in Table 3.5. Then valuation functions
of each agent satisfy the generalized full substitutes condition. We consider outcome
(w,p) = ((0,0,0),(0,0,0)). It is not stable because w is not efficient on {u;}icfap.c}-
Since (w,p) is individually rational, there exists a blocking set (z,p’) of (w,p). By
Table 3.5, we have

> w((0,0,0)> > ww) (Ywe {01\ {(1,1,1)}).
i€{a,b,c} i€{a,b,c}

This implies that z = (1,1, 1) must hold. Then it follows that |supp™(z) N Q.| > 1.

By Proposition 3.37 and Theorems 3.39 and 3.42, we obtain the equivalence among

the three stability concepts under the generalized full substitutes condition.

Corollary 3.43. Suppose that every u; satisfies the generalized full substitutes condition.

Then stability, strong group stability, and chain stability are equivalent.

3.4.3 Proof of Theorem 3.42

Since the claim (ii) follows from the claim (i), we prove the claim (i). Suppose that
(w, p) is individually rational. Let (z,p') be a blocking set of (w, p) such that z € {0, 1}
and supp®(z) is minimal among all blocking sets of (w,p). Such a blocking set exists

because of Lemma 3.28. We claim that z is a chain.
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We denote A = supp™(z). We consider the directed graph G = (ag(A), E(A)) where
B(A) = {(s(0),b(t)) - t € A},

The graph G must be a connected directed graph. If GG is not connected, that is, there
are more than one connected components in (G, we can construct a blocking set of
(2, q) such that supp™(z’) € A. In fact, by condition (3.1), for a connected component
(ag(A’), E(A")) of G, (7, q) is a blocking set where

2 (t € A,)v p; (t € A/)v
= qt =

0 (tg A, 0 (tg A).

~+~

This contradicts the minimality of A.

We show that there is a walk in G such that all directed edges in G are contained in

the walk, which means that z is a chain. We first consider the case where
QN Al =1Qi DA (Vi € ag(A)).

Then we have d(i) = dg(i) for all i € ag(A). By Proposition 2.1, G = (ag(A), E(4))

has an Eulerian walk, implying that z is a chain.

We next consider the case where there exists k € ag(A) with
Qo NA| < |Q NA (3.49)
For each i € I, we define the function U; : Z* — R U {—oc0} by
Ui(r) = U7, (p+ )"0 (5 (w,p)) (€ 1),

By the definition of U; and condition (3.1), we can regard the domain of U; as Z®"4. By
Proposition 2.31, U; is (€, N A)-twisted M*-concave. By showing that z is a chain, we
use the following algorithm, FIND CHAIN. This algorithm is valid (prove later) and

always returns a chain z*.
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FIND CHAIN

Step 1. Take k € ag(A) with (3.49) and ¢ € ., N A with Uy(w?) < Up(w? + x¢). Set
j:=b(t) and 2 := x, (2 € {0,1}4).
Step 2. While U;(w?) > U;(w” + 2) do {
Take t € supp™ (2 — 2)NQ;_, so that U;(w?) < Uj(w? + 2+ x;) holds, and
set j:=b(t) and 2 := Z + x4.
1.
Step 3. Set z; = Z; for each t € A and 2} = 0 for each t ¢ A, and return z*.

FIND CHAIN terminates in a finite number of iterations because supp* (24 — 2) is

strictly reduced in each update of Z. Moreover, it is easy to check that z* is a chain if

FIND CHAIN works correctly. We claim that Step 1 works.

Proposition 3.44. For k € ag(A) satisfying (3.49), there exists t € Qx_, N A such that

Uk(wA) < Uk(wA + Xt>~

Proof. Recall that Uy, is (Qx_, N A)-twisted M*-concave. By (3.49), we have

Z (twist(w? + 24 ; Qs N A)), < Z (twist(w? ; Qpy N A))s.

sEQENA sEQLNA

Moreover, it follows that
supp” (z)\ (U NA) =0, supp™ ()N (UusnNA) =, NA
By Proposition 2.29, there exists t € 2, N A such that
Ur(w?® + 2%) + Up(w?) < Uk(w? + 2% = x0) + Up(w™ + x0). (3.50)
By the claim (i) in Proposition 3.30, it holds that
Up(w? + 24) > Up(w? + 24 — x0). (3.51)
Therefore, by (3.50) and (3.51), we have

Uk(wA) < Uk(wA + Xt)-
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We next show that Step 2 works.
Proposition 3.45. FIND CHAIN preserves the following properties:

(a) at the beginning of each while-loop of Step 2, if Uj(wA) > Uj(wA + 2) there exists
t € suppT (24 — 2) N Q. such that Uj(w?) < Uj(w™ + 2 + x4)-

(b) at the end of Step 1 and each while-loop, we have

Ui(w™) = Ui(w? + 2) (Vi €T\ ag(supp™(2))), (3.52)
U(w") < Ui(w” +2) (Vi € ag(supp™(2)) \ {5})- (3.53)

Proof. Since suppt(2) N ; = 0 for all ¢ € I\ ag(supp™(2)), (3.52) always holds by
the claim (iii) in Proposition 3.30. At the end of Step 1, (3.53) holds because of the
definition of k£ and ag(supp™(2)) \ {j} = {k}. If property (a) is preserved, we obtain
(3.53). Therefore it suffices to show property (a).

We assume that Uj(w?) > U;(w® + 2) and (3.53) hold before the last update of 2
and j. Let ¢’ € Q_,; N A be the trade which is added to Z in the last update of 2; such ¢

always exists. From the above assumption, it follows that
Uj(w?) < Uj(w? 4+ 2 — xv). (3.54)
By Proposition 2.28, there exists ¢t € (supp™(z — 2) N (2,5, N A)) U {0} such that
Uj(w™ + 2% + Uy + 2 = xo) S Uj(w" + 2% = xo — xo) + Uj(w" + 2+ x0). (3.55)
On the other hand, by the claim (i) in Proposition 3.30, we have
Uj(w? + 2 > Uj(w? + 2 — xo — xu)- (3.56)
By (3.54), (3.55), and (3.56), we have
Uj(w?) S Uj(w? + 2 — xv) < Uj(w? + 24+ x1).

Since U;(w?) > U;(w? + 2), t # 0 must hold. O
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We now prove z* = z. At Step 3, it holds by Proposition 3.45 that

Ui(w?) = Us((w + 2*)*) (Vi € I\ ag(supp™(z))), (3.57)
Ui(w?) < Ui((w + 29 (Vi € ag(supp™t(2*))). (3.58)

We define A* = supp™(z*). By (3.57) and (3.58), we have
D Uiw?) <> Ui((w+27)%). (3.59)
iel icl
It follows from Proposition 3.20 and the claim (ii) in Proposition 3.30 that
D Uiw?) = ufws(w.p) =Y _u (W (w,p)). (3.60)
iel icl iel
Moreover, by Propositions 3.20 and 3.31, it holds that
S Uilw+ 29N =D u(w+2)" (w,p) D u (w+2)" 5 (w,p). (3.61)
iel il il
By (3.59), (3.60) and (3.61), we have
Yot @ w,p) < Dt (w2 5 (W),
el el
which implies that w?™ is not efficient on {u?"(-; (w,p))}ic;. By Lemma 3.28, there
exists a blocking set (Z,p) of (w,p) such that Z € {0,1}* and supp*(Z) C A*. By the
minimality of A, we have supp™(Z) = A* = A. Hence, z* = z. We can similarly show

that z is a chain when |Q_; N A| > |Q_, N A| for some k € ag(A).



Chapter 4

Marking Game

4.1 Preliminaries

We study the game coloring number of graphs. The game coloring number is defined
through the marking game and it is often used to analyze the game chromatic num-
ber, which is defined through the chromatic game. In this section, we give the formal

definitions of the game chromatic number and the game coloring number.

4.1.1 Game chromatic number

We first define the chromatic game and the game chromatic number. The chromatic

game is played by two players, Alice and Bob.

Given an undirected graph G = (V(G), E(G)) and a color set C. Alice and Bob
take turns coloring vertices of G with a color in C' (at the beginning, Alice colors a
vertex of ). In each turn, she/he colors only one uncolored vertex of G so that any two
adjacent vertices are colored with different colors. If all vertices are colored properly,
Alice is the winner of the chromatic game. Otherwise, Bob is the winner (then there

exists an uncolored vertex u such that u has a neighbor colored with ¢ for any ¢ € ().

The game chromatic number of G, defined by x,(G), is the smallest number of colors
such that Alice has a winning strategy in the chromatic game. The game chromatic

number was formally introduced by Bodlaender [2].

78
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For a class of graphs H, we also define the game chromatic number of the class. We

denote the game chromatic number of H by

Xg(H) = max {x,(G) : G € H}.

4.1.2 Game coloring number

We next define the marking game and the game coloring number. The marking
game is also played by two players, Alice and Bob. The marking game is similar to the
chromatic game. However, players just “mark” vertices of a graph in the marking game

instead of coloring them.

Given an undirected graph G = (V(G), E(G)) and k € Z, which is called an upper
limit on the score. Alice and Bob take turns marking vertices of G until all vertices are
marked (at the beginning, Alice marks a vertex of ). In each turn, she/he marks only
one unmarked vertex of G. When all vertices are marked, we calculate the score of the
game. The score s of the marking game is defined by

s =14 max b(v),
veV(G)

where b(v) is the number of neighbors of v which are marked before v. If the score s is

at most k, Alice is the winner of the game. Otherwise, Bob is the winner.

The game coloring number of G, defined by col,(G), is the smallest number k& such
that Alice has a winning strategy in the marking game. The game coloring number
was formally introduced by Zhu [74]. He used it as a tool to study the game chromatic

number. We define the game coloring number of a class of graphs H by

col,(H) = max {coly(G) : G € H} .

We define payoffs of each player in the marking game by

) 1 if Alice wins, 1 if Bob wins,
(Alice’s payoff) = (Bob’s payoff) =
—1 if Bob wins, —1 if Alice wins.
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Alice

Mark vy

Alice

N A

Alice wins Bob wins Alice wins Bob wins

(Alizfogob) (1,-1)  (=1,1) (1,-1)  (=1,1)

Figure 4.1: Extensive form of the marking game.

Then the marking game is represented by an extensive form. We give the extensive form
of the marking game on G in Figure 4.1 (where V(G) = {vy,...,v,}). By the rule of
the game, both players see all vertices during the game. This means that all information
sets of the marking game are singletons. Moreover, since the sum of the payoffs is always

zero, the marking game is a 2-person zero-sum game with perfect information.

4.1.3 Previous results

In this subsection, we describe previous results of the game chromatic number and
the game coloring number. We first explain the relationship between the game chromatic

number and the game coloring number. It is easy to show the following proposition.

Proposition 4.1. For any undirected graph G, we have

Xy(G) < coly(G).
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By Proposition 4.1, we can estimate an upper bound for the game chromatic num-
ber to analyze the game coloring number. We can handle the game coloring number
more easily than the game chromatic number for several reasons. One of them is the

monotonicity of the game coloring number.

Proposition 4.2 ([72]). Let H be a subgraph of G. Then

coly,(H) < coly(G).

Proof. Obviously, the statement holds if V(H) = V(G). Indeed, if Alice takes an optimal
strategy for G in the game on H, the score is at most coly(G). We show that coly (G—z) <
col,(G) for all z € V(G) where

V(G —2) = V(G)\ {z},
E(G —z) = {{u,w} : {u,w} € E(G),u,w € V(G) \ {z}}.

We define a vertex which Alice marks next when she uses an optimal strategy for G by
S(W), where W C V(@) is the set of marked vertices. We assume that Alice and Bob
play the game on G — x. We construct the strategy S’.

Strategy S’

Alice first sets W := (). She maintains W until the game finishes. She marks a vertex
by using the following strategy. Let b € V(G — x) be the vertex which is marked by Bob

in his last turn.
1. Set W := W U {b} (in her first turn, this step is skipped).

2. If she can mark S(W), she marks it and sets W := W U S(W).

3. If S(W) = x, she sets W := W U {x,y,}, where y; is a vertex whose degree is
minimum in V(G — z) \ W. Then she marks S(W).

4. If S(W) is already marked, that is, Bob marks y; in his last turn, she sets W :=

W U{yi+1}, where ;41 is a vertex whose degree is minimum in V(G —x)\ W. Then

she marks S(W).
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By the definition of S’, b(v) < coly(G) —1 holds for each vertex v € V(G —z)\ {v1,... }.

Moreover, we have
de(yi) < coly(G) —1

for each y;. Otherwise, b(u) > coly(G) holds for the vertex w which is marked at the
end of the game. This means that the score is at least col,(G) + 1, a contradiction.
Therefore by using ', the score is at most col,(G) which means col,(G — z) < col,(G)

for all x € V(G). Applying this inequality inductively, we have
col,(H) < coly(G)

for any subgraph H of G. m

By Proposition 4.2, when we study the game coloring number of a class of graphs H,
we focus on the game coloring number of maximal graphs in H. Unlike the game coloring
number, the game chromatic number does not have the monotonicity. This is one reason
why handling the game chromatic number is difficult. In fact, for a complete bipartite

graph K, and a perfect matching M of K, it holds that
Xg(Kt,t) =3, Xg(Kt,t - M) =t,

where Ky, — M = (V(Kyy), E(Kie) \ M).

We next explain previous results of the game coloring number. For several classes of

graphs, the exact values of the game coloring numbers are known.

Theorem 4.3 ([12, 22, 37, 72, 75]). The exact values of the game coloring numbers of
forests, interval graphs, outerplanar graphs, and partial k-trees are as follows:
o col,(F) =4 (F: the family of forests).

(Zy) = 3k — 2 (Zy: the family of interval graphs with clique number k).
o coly(Q) =7 (Q: the family of outerplanar graphs).

(

o col,(PTx) =3k+2 (PTy: the family of partial k-trees (k > 2)).
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We next describe previous results of the game coloring number of planar graphs,

which was shown by several researchers.

Theorem 4.4 ([30, 38, 69, 72, 76|). Let Py be the family of planar graphs with girth at
least k. Then the following statements hold:

(i
(ii

(i

) 11 < col, (Py) < 17.
) coly(Ps) <8
) coly(Pe) < 6.
(iv) Ps) <5

coly(Pg) <

In this thesis, we study the game coloring number of planar graphs with a given
girth. In particular, we study the game coloring number of planar graphs with girth 4

and 5.

4.2 Upper bounds for the game coloring number

We study upper bounds for the game coloring number of planar graphs with girth 4.
We consider Alice’s strategy, called the activation strategy, to analyze an upper bound for
the game coloring number. Therefore we first explain the activation strategy introduced
by Kierstead [36]. Then we show that the game coloring number of planar graphs with
girth 4 is at most 13.

4.2.1 Activation strategy

We explain the activation strategy introduced by Kierstead [36]. This strategy is

helpful to analyze upper bounds for the game coloring number.

For an undirected graph G = (V(G), E(G)), we define the set of total orders on
V(G) by II(G). The orientation of G with respect to L € II(G) is a directed graph
G = (V(G), EL) where

Ep = {(u,v) : {u,v} € E(G),u =, v}.
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For a vertex u € V(Gy), we define
VJL(U) ={v e V(GyL) : v 2L u}, Ve, (u) = {veV(GL) : v =1 u}.
Furthermore, let

NG, lu] = N¢, (u) U {u}, Ng, [ul = Ng, (u) U {uj,

VJL [u] = VgL(u) U {u}, Vi, [u] = Vg, (u) U {u}.

We now explain the activation strategy S(L,G) with respect to L € II(G). For every

turn, Alice marks a vertex according to the following rule.
Activation strategy S(L, G)

Alice first sets A := (). She maintains A until the game ends. In her first turn, she
marks the minimum vertex v with respect to L and updates A := {v}. Otherwise, she
decides which vertex to mark by using the following algorithm. Let U be the set of
unmarked vertices and b € V(G) be the vertex which is marked by Bob in his last turn.

Step 1. Set A:= A\ {b} and = :=1D.
Step 2. While x € A do:
A= AU{z}, s(z) == ming (N [z] N (U U{b})),x = s(x).
Step 3. If z # b then mark x.
Else { y := min U.
If y¢ Athen A:= AU {y}.
Mark y.}

A vertex u is said to be activated if u € A. Intuitively, the above algorithm works as
follows. Alice first activates b. Then she moves to s(x) which is the minimum vertex with
respect to L among neighbors of z. If s(x) is not activated, she repeats this operation
until she finds an activated vertex. When she finds an activated vertex, she marks it.

Since the activation strategy is a little complicated, we give an example below.

Example 4.1. We explain the activation strategy by using the graph G in the left side
of Figure 4.2. This example was introduced in [59]. We define partial order L on V(G)
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a G, 4 11 10

6 7 8
Figure 4.2: Graph G and the orientation of G with respect to L.

as in the right side of Figure 4.2. In other words, we define L such that v < v if and
only if u <wv for u,v € V(G). We consider the situation where Alice takes the activation

strategy S(L,G).

(i) At the beginning of the game, Alice marks 1, the minimum vertex with respect

to L (see Figure 4.3).

(ii)) We assume that Bob marks 10 after Alice marks 1. At this time, she first ac-
tivates 10 and calculate s(10). Since s(10) = 3 and 3 ¢ A, she activates 3. In
the same way, she activates 2 because s(3) = 2. After activating 2, she moves to
Step 3, and marks 2 (see Figure 4.4). In Figure 4.4, black squares represent marked
vertices and underlined numbers represent activated vertices (the same applies in
Figure 4.5 and 4.6).

(iii) We assume that Bob marks 9 after (ii). Then, Alice first activates 9 and calculate
s(9). Since s(9) = 3 and 3 € A, she marks 3 (see Figure 4.5).

(iv) We assume that Bob marks 8 after (iii). Alice activates 8 and calculate s(8). Since
s(8) = 8 holds and 8 is already marked, she marks 4, the minimum unmarked

vertex with respect to L (see Figure 4.6).

By using the activation strategy, we can estimate upper bounds for the game coloring

number. We first define the matching number.

Definition 4.5. Let A, B C V(G). We say that a matching M of G is a matching from
A to B if M covers all vertices in A and each edge in M connects a vertex in A and a

vertex in B\ A.
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i) 4 11 10

©e

Figure 4.3: Beginning of the game.

(iii) 4 11 10
[
5 17 27 3

6 7 8

Figure 4.5: Alice’s third turn.

[Ne] |

(i) 4 11 10

@ L

5 11 27 3 9
6 7 8

Figure 4.4: Alice’s second turn.

(iv) 4 1

1 10
° u
5 17 21 3 9
6

7 8
Figure 4.6: Alice’s fourth turn.

Definition 4.6. Let L € II(G) be a total order on V(G). For u € V(QG), we consider

Z C Ng, [u] which satisfies the following condition.

(*) There exists a partition Z = X UY such that there exist a matching from

X to Vg (u) and a matching from 'Y to V(i [u].

The matching number m(u, L, G) of G with respect to L is defined to be the mazimum

size of Z satisfying the condition (*).

For graph G, L € II(G), and u € V(G), we define

r(u, L,G) = df, (u) + m(u, L, G).

Moreover, we define

r(L,G) = max r(u,L,G),

ueV(G)

Then the following theorem holds.

r(G) = min r(L,G).

Lell(G)

Theorem 4.7 ([36]). Let G be an undirected graph and L € 1I(G). If Alice uses the

activation strateqy with respect to L, the score will be at most 1+r(L,G). In particular,

coly(G) <14 7r(G).
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Proof. Assume that Alice uses the activation strategy S(L, G). We consider the situation
just before Alice marks a vertex v. We define the set of activated vertices by A. Then
all marked vertices and v are activated by the definition of the activation strategy. We

show that
|N5L (u) N Al <m(u, L,G)

for any unmarked vertex u. This fact leads col,(G) < 1+ r(G).

We define

P = {z € A: z is activated before s(z)},

Q = {x € A: x is activated after s(z)},

where s(z) is defined by S(L,G) (note that s(x) is already calculated for all z € A).

Then the following proposition holds.

Proposition 4.8. For x,y € P with x # y, we have s(x) # s(y). Similarly, for z,y € Q
with © # y, we have s(x) # s(y).

Proof. Let z,y € P with  # y. We assume that z is activated before y. Then s(z) is
activated just after . This implies that y = s(z) or s(z) is activated before y. Since
y € P, s(x) is activated before s(y). Therefore s(x) # s(y). We next prove the latter
statement. Let z,y € @ with © # y. We assume that z is activated before y. Then
s(z) is marked just after x is activated because x € ). Therefore s(z) is already marked

before y is activated. This means that s(z) # s(y). O
We define
P'=Ng (u)NP, Q = Ng, (u)NQ.

We have s(z) € Vg, [u] and s(x) # « for all 2 € Ng (u) N A because s(x) <1 u holds.
This means that P’ U Q" = Ng_ (u) N A. Furthermore,

Spr =z s(@)} v e P} So = {{z,s(x)} 2 € Q}
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are matchings from Ng (u) to Vi [u] by Proposition 4.8. We now construct sets X

and Y by using P’ and Q)’. We consider two cases.

Case 1. There do not exist x € P" and y € Q' such that s(z) = u = s(y).
In this case, at least one of Spr and Sg does not cover u. If Spr does not cover u, we

set X = P and Y = )/, otherwise X = Q" and Y = P'.

Case 2. There exist x € P’ and y € @’ such that s(x) = u = s(y).

Since x is activated before y and u is unmarked, we have s(u) # u. If u € P we set

X =(F\{a}) U{u}, YV =0,

otherwise we set
X=(@\{y})u{u}, Y=P.
We denote Sx and Sy by

Sx ={{z,s(x)} :x € X}, Sy={ys(y)}:yeY}h

In both cases, Sx is a matching from N [u] to VJL(U) and Sy is a matching from

Ng, (u) to Vi [u]. Hence, we have

[Ne, VAl = [P'| + Q| < m(u, L, G).

4.2.2 Planar graphs with girth 4

By using Theorem 4.7, we show that the game coloring number of planar graphs with

girth at least 4 is at most 13. The following result is based on [60].

Theorem 4.9. If G is a planar graph with girth at least 4, then col,(G) < 13. Hence

coly(Py) < 13, where Py is the family of planar graphs with girth at least 4.
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Proof. 1t suffices to show that there exists a total order L such that r(L,G) < 12. We
fix a planar embedding of G. We choose a vertex of G according to the following rule for
every turn. We repeat this operation until all vertices are chosen. Then, we construct L

so that w =<, v if and only if v is chosen earlier than u.

We now explain the rule of choosing a vertex. Let C,U C V(G) be the set of chosen
vertices and unchosen vertices of GG, respectively. If C' is empty, we choose a vertex
whose degree is at most 5 (such a vertex exists by Proposition 2.2). We consider the
case where C' is not empty. We now construct a new graph from G. First, we delete all
edges connecting vertices in C' and all vertices x € C such that |Ng(z) NU| < 3. Then
we add edges between any two nonadjacent vertices in U that are adjacent to the same

deleted vertex x. We define this graph by H. Then H is a planar graph.

We define

S={{z,y} € E(G) :z,y € U},

S'={{z,y} € E(H)\ E(G) : 2,y € U},
A={{z,y} e E(H): 2z € C,ye U, 4 <dy(zr) <5},
B={{z,y} € E(H) :z€C,yeU, dy(z)> 6}

By the construction of H and the definitions of S, S’, A, and B, we have
E(H)=SUS"UAUB. (4.1)

We next define the charge of a vertex v by ¢(v). At the beginning, we set c(v) = dg(v)
for all v € V(H). We consider transferring the charges among vertices of H. For each
edge {z,y} € A(z € C,y € U), y gives 1/2 to z. Let the new charge of a vertex v
be ¢/ (v). Note that the total charge is unchanged. Therefore, it holds by Proposition 2.2
that

Y dpv)= ) cw)= ) ) <6|V(H) (4.2)

VeV (H) VeV (H) VeV (H)
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Furthermore, by the construction of H, we have ¢/(v) > 6 for all v € C' NV (H). Hence
by (4.2) and the half integrality of ¢, there exists a vertex u € U such that ¢/(u) < 5.5.

We choose such w.

Let

o={yeU:{uy}es}, o' ={yeU:{uy}esy,
a=H{zreC:{ux} e A}, f=|{xreC:{u,z} e B}

Then by (4.1), we have

/ / ]'

du)y=0+o —|—§Oz+ﬁ§5.5. (4.3)
We claim that r(u, L,G) < o+ 20"+ a+ 4+ 6 + 1, where

0 ifo=0,
) =
1 ifo>1.

It suffices to show that m(u, L,G) < 20’ + a +  + 0 4+ 1 because d; (u) = o holds.
We consider a set Z C N [u] with [Z| = m(u, L, G) such that there exists a partition
Z = X UY and there exist matchings M from X to Vg (u) and N from Y to Vi [u].
Since the girth of G is at least 4, there is no edge connecting a vertex in Ng (u) and
one in N¢; (u). This implies that the number of edges of a matching from {v € Ng, (u) :

ING, (v) N Vg [u]] <3} to V (u) is at most o’. Therefore we have

[ X\ {v € Ng, (u) : NG, (v) N Vg, [ul] = 4} < o’ +, (4.4)

Y\ {v € Ng, (u): ]NgL(v) N VG+L [u]| > 4} < o' + 1. (4.5)
Moreover, it holds that

{v e NG, (u): ING (0) N VE [u]] > 4} 1 2] < a + B, (4.6)
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By (4.4), (4.5), and (4.6), we have

m(u, L,G) = |Z| = |X| + Y]
= [X\{v e Ng, (u) : [Ng, (v) N Vg, [u]| = 4}]
+ Y\ {v € Ng, (u) - NG, (v) N Vg, [u]] > 4}
+{v € Ng, (u) : NG, (v) NV, [u]| = 4} N Z|
<o +6+0+1+a+p

<20 +a+B+6+1.
Hence r(u, L,G) < 0420+ a+ [+ 0 + 1. We finally show r(u, L, G) < 12.
Case 1. 0 =0.
In this case, it follows that 6 = 0. By (4.3), we have
/ / 1
d(u)=o0 +§a+5§5.5.
Since o', o, and 3 are nonnegative integers, we obtain

c+20'+a+B+0+1=20"+a+B+1< 12

Case 2. 0 > 1.

In this case, it follows that 6 = 1. Let ¢* = ¢ — 1. Then we have

1 1
c’(u):J+a’+§a+ﬁ:a*+a’+§a+ﬁ+l§5.5,

implying that

1
a”+d+§&+ﬁ§45
Since ¢*,0’, a,, and 3 are nonnegative integers it holds that

o+20+a+B+0+1=0"+1+20"+a+B+1+1
=0*4+20' +a+p3+3

<12

In both cases, r(u, L, G) < 12 is satisfied. Hence col,(G) < 13. O
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4.3 Lower bounds for the game coloring number

We focus on lower bounds for the game coloring number of planar graphs with girth

4 and 5. The results in this section is also based on [60].

4.3.1 Planar graphs with girth 4

We consider the game coloring number of planar graphs with girth 4. We prove the

following theorem.

Theorem 4.10. There exists a planar graph G with girth 4 such that col,(G) > 7.

Proof. We consider the graph G = (AU BUC, E4 U Eg U E¢) where

A={ayi,j€{1,2,...,15}},
B={b,:ic{24, . 14, je{l,2...,14}},
C=A{c;:i,je€{1,2,...,15}},
Ex={{aij, a1} 1 aij, a0 € AU {{aij, aivry} @i, a1y € A},
Ep={{bij,ait1;}:bi; € B,ait1; € A} U{{bij,a;;+1} :bij € B,a; ;41 € A},

Eo = {{ag,c;} 14,5 € {1,2,...,15}}.

We give a sketch of G in Figure 4.7 (we omit the vertices of C' and the edges of E¢).
Then G is a planar graph and its girth is 4. We show that col,(G) > 7, that is, Bob has

a strategy such that the score is at least 7.

We define
B'=BU{a; € A:ie{1,15} or j € {1,15}}.
Bob marks the vertices of B” as soon as possible. By the definition of B’, we have

154 = |B'| < |A\ B'| = 169. (4.7)
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151 a15.15

Figure 4.7: The graph G which satisfies coly(G) > 7.

It follows from (4.7) that all the vertices of B’ can be marked before all the vertices
of A\ B’ are marked. We consider Bob’s turn immediately after all the vertices of B’
are marked. Then there is at least 14 unmarked vertices of A\ B’. Let a;, j,, ..., G, j,
be such vertices of A\ B’ where k is the number of unmarked vertices of A\ B’. Bob
has a strategy such that ¢;, j,..., ¢, j. are marked before a;, ;,...,a;, j, are marked.
Therefore there exists a vertex v € A\ B’ which satisfies 1 + b(v) > 7 (note that v has
4 neighbors in A, 1 neighbor in B and 1 neighbor in C'). Hence col,(G) > 7. O

4.3.2 Planar graphs with girth 5

We focus on planar graphs with girth 5.

Theorem 4.11. There exists a planar graph G with girth 5 such that col,(G) > 6.

Proof. Let H; be the cycle of length 6 (we say that H; is a reqular heragon). We
construct H, (n > 2) from H,_; by adding 6(n — 1) regular hexagons around H,,_; (see
Figure 4.8).

We label the vertices of a regular hexagon f by U{ e .vg in the clockwise order from
the upper left. For each regular hexagon f of H,, we add a vertex ay and add edges

{ag,v]} and {ay,v]}. Furthermore, we add a vertex b, for each v € V(H,,), and add an
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H, 5 E
Hy

Figure 4.8: The construction of graph H,.

Figure 4.9: The graph G, which satisfies coly(Gy) > 6.

edge between b, and v. The resulting graph is defined by G,, and it is given in Figure 4.9
(we omit b, and an edge which connects b(v) and v for all v € V(H,,)). Then it follows
that G,, is a planar graph and its girth is 5. We show that col,(G,) > 6 if n > 7.

We define

A ={ay : f is a regular hexagon of H,}, B={b,:veV(H,)}

Vi ={v € V(H,) :visnot in the outer boundary}, Vo =V (H,)\ V’.
Then we have

Al =3n*-3n+1, |Vi]=6n>—12n+6, |Vo|=12n—6.
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Therefore it follows that
Al 4+ Vol +1 < |Vi| (Vn>7). (4.8)

Bob marks the vertices of A and V) as soon as possible. By (4.8), Bob has a strategy
such that all the vertices of A and V5 are marked before all the vertices of V; are marked.
Each vertex of V; has 3 neighbors in V(H,), 1 neighbor in A, and 1 neighbor in B. In
the same way as the proof of Theorem 4.10, we verify that there exists a vertex v € V;

which satisfies 1 + b(v) > 6. Hence col,(G,) > 6. O

By Theorems 4.4, 4.9, 4.10, and 4.11, we obtain the following statement.

Corollary 4.12. Let Py be the family of planar graphs with girth at least k. Then the

following statements hold:

(i) 7 <col,(Ps) <13.

(ii) 6 < coly(P5) < 8.
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