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The classic Arrow-Debreu market model captures both production and consumption, two equally important
blocks of an economy, however most of the work in theoretical computer science has so far concentrated on
markets without production, i.e., the exchange economy. In this paper we show two new results on markets
with production.

Our first result gives a polynomial time algorithm for Arrow-Debreu markets under piecewise linear
concave (PLC) utilities and polyhedral production sets provided the number of goods is constant. This is the
first polynomial time result for the most general case of Arrow-Debreu markets.

Our second result gives a novel reduction from an Arrow-Debreu market M (with production firms) to
an equivalent exchange market M such that the equilibria of M are in one-to-one correspondence with the
equilibria of M. Unlike the previous reduction by Rader [Rader 1964] where M is artificially constructed,
our reduction gives an explicit market M and we also get: (¢) when M has concave utilities and convex
production sets (standard assumption in Arrow-Debreu markets [Arrow and Debreu 1954]), then M has
concave utilities, (i¢) when M has PLC utilities and polyhedral production sets, then M has PLC utilities,
and (iii) when M has nested CES-Leontief utilities and nested CES-Leontief production, then M has nested
CES-Leontief utilities.

Categories and Subject Descriptors: F.2 [Theory of Computation]: Analysis of Algorithms and Problem
Complexity

Additional Key Words and Phrases: Market equilibrium; Piecewise linear concave utilities

1. INTRODUCTION

The classic Arrow-Debreu market model [Arrow and Debreu 1954] is one of the most
fundamental and extensively studied model within mathematical economics. It cap-
tures both production and consumption, two equally important blocks of an economy
and it consists of a set of agents, a set of goods, and a set of production firms. Each
agent has an initial endowment of goods and a utility (preference) function over bun-
dle of goods, and each firm has a set of production capabilities to produce a set of goods
using a set of raw goods. Agents have profit shares in firms. Given prices of goods, each
firm operates at a profit maximizing plan, and each agent buys a most preferred bundle
that is affordable from the earned money. At equilibrium, market clears, i.e., demand
meets supply. An economy without production firms is called an exchange market.

In economics, it is customary to assume that utility functions are concave, and pro-
duction sets are convex. Since we are in a finite precision model of computation, we
will assume that utility functions are piecewise-linear and concave (PLC) and produc-
tion sets are polyhedral. Clearly by making the pieces fine enough, the approximation
to the original utilities and production sets can be made as good as needed. In a cel-
ebrated result, Arrow and Debreu [Arrow and Debreu 1954] showed the existence of
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equilibrium for a very general class of markets using Kakutani fixed point theorem
(highly non-constructive). This was followed by attempts at finding algorithms that
compute market equilibria; especially worth mentioning are algorithms of Scarf [Scarf
1967] and Smale [Smale 1976] to find approximate fixed points. Although these algo-
rithms are known to perform well in practice, and have found important applications,
they may take exponential time in the worst case.

A systematic study within theoretical computer science in last thirteen years has
led to many remarkable algorithmic and complexity theoretic results for computing
equilibria. In the beginning, polynomial time algorithms were obtained for exchange
markets with linear utilities [Devanur et al. 2008; Jain 2007; Ye 2008; Orlin 2010;
Vegh 2012; Duan and Mehlhorn 2013]'and for certain other cases [Codenotti et al.
2005; Jain and Varadarajan 2006; Devanur and Kannan 2008]. Then for general util-
ity functions Separable PLC (SPLC) and PLC, the complexity of computing an equi-
librium was shown to be PPAD-complete [Chen et al. 2009; Vazirani and Yannakakis
2011; Chen and Teng 2009], and FIXP-complete [Garg et al. 2014a; Garg et al. 2014b]
respectively. It is unlikely that a polynomial time algorithm exists for these markets.

For markets with production, [Jain and Varadarajan 2006] gave a polynomial time
algorithm for production and utility functions coming from a subclass of nested CES
(constant elasticity of substitution) functions. We note that these production functions
are constant returns to scale, and they are relatively easy to deal with since there is no
positive profit to any firm at an equilibrium. For more general functions, equilibrium
computation in markets with SPLC utilities and SPLC production is PPAD-complete
[Chen et al. 2009; Garg and Vazirani 2014] and for PLC utilities and polyhedral pro-
duction sets, it is FIXP-complete [Garg et al. 2014a; Garg et al. 2014b]. We note that
SPLC production set is a special subcase of polyhedral production set. [Garg and Vazi-
rani 2014] also gave a polynomial time algorithm for markets with SPLC utilities and
SPLC production, when either the number of goods or the number of agents and firms
is constant.

In this paper, we show two new results. Our first result gives a polynomial time algo-
rithm for computing an equilibrium in Arrow-Debreu markets with PLC utilities and
polyhedral production sets provided the number of goods is constant. This is the first
polynomial time result for the most general case of Arrow-Debreu markets. We build
on the construction of [Devanur and Kannan 2008], which uses the cell decomposition
and LP duality techniques in a remarkable way, and gives a polynomial time algorithm
for exchange markets (without production) with PL.C utilities provided the number of
goods is constant.

Our second result gives a novel reduction from an Arrow-Debreu market M (with
production firms) to an equivalent exchange market M such that the equilibria of M
are in one-to-one correspondence with the equilibria of M. Earlier, Rader [Rader 1964]
gave such a reduction (called Principle of Equivalence) for a slightly different market
setting (see Section 4.2 for details), where utility functions of agents in the reduced
market M are optimization problems over production constraints of firms. These are
“artificially constructed”, i.e., they are not in the standard form since variables can
take negative values and therefore do not correspond to consumption of goods. In con-
trast, our reduction is quite different and we construct explicit utility function for each
agent in M which are defined over amount of the goods consumed in M. Further, if

— M has concave utilities and convex production sets (standard assumption in Arrow-
Debreu markets [Arrow and Debreu 1954]), then M has concave utilities.

1Some of these are for Fisher markets [Brainard and Scarf 20001, a special case of exchange economy.



— M has PLC utilities and polyhedral production sets, then M has PLC utilities.

— M has nested CES-Leontief utilities and nested CES-Leontief production, then M
has nested CES-Leontief utilities. We note that these are one of the most widely
used functions to model both production and consumption in applied general equilib-
rium [Shoven and Whalley 1992; de La Grandville 2009]. Also the popular modeling
language MPSGE [Rutherford 1999] uses these functions to model production and
consumption for equilibrium analysis.

Our reduction is simple and efficient, where all parameters of M can be obtained in
linear time from M. Further, it does not subsume our first result, because we create
one new good in M for each firm in M, hence it gives a polynomial time algorithm us-
ing [Devanur and Kannan 2008] only when both the number of goods and the number
of firms are constant.

In general Arrow-Debreu markets are considered harder to analyze than exchange
markets, due to the complexities introduced by firms. This is evident from the dispar-
ity in the amount of work done on exchange markets and on Arrow-Debreu markets.
Our reduction is contrary to these beliefs and can be utilized in understanding
Arrow-Debreu markets better using the known results for exchange markets. Various
structural results have been extended to the general economy [Sonnenschein 1973;
Mas-Colell 1991] from pure exchange using Rader’s implicit reduction. Our explicit
reduction, in addition, facilitates equivalent description of utility function for a given
production set. Using this we can extend computational as well as structural results
for exchange market with specific utility functions to general markets with specific
production functions.

Technical Details. For the first result, we need to capture: (i) optimal production
schedules of each firm, (i) optimal bundles of each agent, and (iii) market clearing
conditions. In comparison with exchange markets, we not only have one additional
task of handling optimal production schedule of each firm, but also now agents optimal
bundles depend on the profit earned by firms because they own a share of that profit.
Hence the construction of [Devanur and Kannan 2008], which captures agents optimal
bundles, needs to be appropriately extended. And clearly market clearing conditions
need to handle the fact that amount of goods available is not a constant anymore and
depends on the production.

Essentially like in [Devanur and Kannan 2008], we will partition the price space
with a set of hyperplanes/polynomial surfaces, and then in each cell of the partition,
we will check if there is a price vector which gives an equilibrium. Since the number
of goods is constant, price space is constant dimensional and we put polynomial many
hyperplanes/polynomial surfaces, which partition the space into polynomially many
non-empty cells and for each cell we construct a polynomial time query. Hence we get
a polynomial time algorithm.

As discussed above, we cannot directly capture optimal bundles of agents because
the budget constraints depend on the profit earned by firms and profit depends on the
production schedules used by firms. If we introduce variables for the produced and
used goods of firms optimization programs, then there will be too many variables (as
number of firms need not be a constant) and above all, these variables will be common
to both agents and firms optimization programs. To overcome these difficulties, first we
partition the price space with hyperplanes obtained from firms optimization programs,
where each cell in the partition captures the set of optimal production schedules of each
firm and in turn their profit as a linear function in price variables.

Using the profit earned by each firm in a particular cell, we next capture the agents
optimal bundles by further partitioning this cell into subcells, using a similar construc-



tion as in [Devanur and Kannan 2008], where each subcell has information about the
optimal bundles of each agent. Next we need to check if this subcell also satisfy mar-
ket clearing conditions. Note that unlike in exchange, the amount of goods available to
agents is not a constant anymore due to production. We use a novel application of LP
duality to ensure that production is accounted for in market clearing. Using this, we
further partition the price space, and finally we obtain a polynomial time query to be
checked in each cell.

The reduction of the second result maps agents and goods of M into agents and
goods of M. For each firm in M, it creates a new agent and a new good in M. The
initial endowment and utility function of each new agent is set in such a way so that
it functions exactly like the corresponding firm in M. One possibility is that agents
consume the raw goods, and bring the produced good as part of the initial endowment
to sell in the market. One problem is how to produce variable amount of a good from a
fixed endowment. Another major difficulty is to convert the production set, which is a
correspondence, into a utility function. And the third is to transfer profit of a firm from
its agent to another agent, which we do by adding an extra good whose price captures
the profit. We note that equilibria of M is just a projection of the equilibria of M.

2. THE ARROW-DEBREU MARKET MODEL

The Arrow-Debreu market [Arrow and Debreu 1954] consists of a set G of divisible

goods, a set A of agents and a set F of firms. Let m % |Al,n & |G| and [ & | .

The production capabilities of a firm is defined by a set of production schedules. If
a firm can produce a bundle x? of goods using bundle =" as raw material, then such
a production schedule defines a production possibility vector (PPV) (z? — x"). The set
of PPVs of a firm determines its production capabilities. Let S € R" denote the PPV
set of firm f. Following are the standard and natural assumptions on S/ [Arrow and
Debreu 1954].

(1) Set S’ is closed and convex, and contains the origin.

(2) The set of produced goods and raw goods of a firm are disjoint. Define R/ o {je
G |vj <0, v €S} tobe the set of raw goods and P/ Liieg] v; >0, veS}to
be the set of produced goods, then R/ NP/ = (.

(3) Downward close - Adding to raw material does not decrease the production, i.e., if
v €S/, and w < v, while w; > 0,Vj € P/ then w € 7.

(4) No production out of nothing - {® S’} NR™ = 0.

The goal of a firm is to produce as per a profit maximizing (optimal) schedule.
Firms are owned by agents: O} is the profit share of agent i in firm f such that

VfEF, > icn®y =1

Each agent i comes with an initial endowment of goods; W; is amount of good j
with agent i. The preference of agent i is given by a utility function u; : R} — R,.
Each agent wants to buy a (optimal) bundle of goods that maximizes her utility to the
extent allowed by her earned money — from initial endowment and profit shares in the
firms.

Let p € R" denote the prices of goods, where p; is price of good j. Given p, let OPT"(p)
and OPT/(p) respectively denote the set of optimal bundles of agent i and the set of
optimal production schedules of firm f. Let ' € R" denote the assignment of goods to
agent i. Let (x/7, xf J’J) € (R, P7) denote the assignment of raw and produced goods
to firm f such that (x/? — x/7) € S/.



If there is an assignment z' € OPT"(p) for each agent i, and (z/", z/?) € OPT’(p)
for each firm f so that there is neither deficiency nor surplus of any good, then such
prices are called market clearing or market equilibrium prices. Let © = {x*, 2/, /P :
i € A, f € F} denote an assignment of the market. Formally,

Definition 2.1 (Market Equilibrium). Given an Arrow-Debreu market M, (x,p) is
an equilibrium of M if ' € OPT'(p),Vi € A, (z/",zf?) ¢ OPT!(p),Vf € F and

market clears, i.e., Y, 4 ) + 3 eyl <Y Wi+ Y e ral? Vi E€G.

The market equilibrium problem is to find such prices when they exist. In a cele-
brated result, Arrow and Debreu [Arrow and Debreu 1954] proved that market equilib-
rium always exists under some mild conditions, however the proof is non-constructive
and uses heavy machinery of Kakutani fixed point theorem. A well studied restriction
of Arrow-Debreu model is exchange economy, i.e., markets without production firms.

In economics, it is customary to assume that utility functions are concave, and
production sets are convex. Since we are in a finite precision model of computation, we
will assume that utility functions are piecewise-linear concave (PLC) and production
sets are polyhedral. Clearly by making the pieces fine enough, the approximation to
the original utilities and production sets can be made as good as needed.

Polyhedral production sets. Each firm has a production technology to produce a set
of goods from a set of different raw goods. The polyhedral production set of firm f can
be described as

oot ot
> Djaf” < Y Gl + T, vk,
jePs JERS

where D; S Of . S and T,f ’s are given non-negative rational numbers, and acf P and a:Jf o

denote the amount of good j produced and used respectively. The variables x]f P and

;z:f " are respectively defined only for those goods j which can be produced and used by

firm f.
Given prices p, firm f’s profit maximizing plan is a solution of the following linear
program (LP):

max Z pj:cjf’p + Z pja:j’r

jepPsf JERS
> Dhal? <= ¥ Chal” + 1L vk &
jePTS JERS

fip for
T EO,xj <0

Remark 2.2. Note that we use non-positive (instead of non-negative) variables to
capture amount of raw goods in the above program, which is different from the earlier
work [Garg et al. 2014a]. This is crucial in getting the polynomial time algorithm later
because now the inner product of every feasible point with the price vector captures
the profit at that point.

PLC utilities. The PLC utility function u; : R’} — R, of agent i can be described as

ui(z') = mkin{z Ujpz; +Ti},
j



where U j’fk’s and 7}’s are given non-negative rational numbers. Given prices p, agent

i’s optimal bundle is a solution of the following linear program (LP), where ¢/ captures
the profit of firm f:

max u;

u; <Y Uhas + Tj, Vk
J

dowipi <Y Winj+) 04
7 J f

xj.zo, Vjieg

(2)

3. A POLYNOMIAL TIME ALGORITHM

In this section, we describe a polynomial time algorithm for computing a market equi-
librium in Arrow-Debreu markets with piecewise linear concave (PLC) utilities and
polyhedral production sets provided the number of goods is constant. We build on the
construction of [Devanur and Kannan 2008], which gives a polynomial time algorithm
for exchange markets (without production) with PLC utilities provided the number of
goods is constant. We need to capture: () optimal production schedules of each firm,
(#4) optimal bundles of each agent, and (i) market clearing conditions. In compari-
son with exchange markets, we not only have one additional task of handling optimal
production schedule of each firm, but also now agents optimal bundles depend on the
profit earned by firms because they own a share of that profit. Hence the construc-
tion of [Devanur and Kannan 2008], which captures agents optimal bundles, needs
to be appropriately extended. And clearly market clearing conditions need to handle
the fact that amount of goods available is not a constant anymore and depends on the
production.

Essentially like in [Devanur and Kannan 2008], we will partition the price space
with a set of hyperplanes/polynomial surfaces, and then in each cell of the partition,
we will check if there is a price vector which gives an equilibrium. Since the number
of goods is constant, price space is constant dimensional and we put polynomial many
hyperplanes/polynomial surfaces, which partition the space into polynomially many
non-empty cells and for each cell we construct a polynomial time query. Hence we get
a polynomial time algorithm.

As discussed above, we cannot directly capture the agents optimal bundles because
the budget constraints depend on the profit earned by firms and profit depends on the
production schedules used by firms. If we introduce variables for the produced and
used goods in the agent’s optimization program, then there will be too many variables
(as number of firms need not be a constant) and above all, these variables will be com-
mon to both agents and firms optimization programs. To overcome these difficulties,
first we partition the price space with hyperplanes obtained from firms optimization
programs, where each cell in the partition captures the set of optimal production sched-
ules of each firm and in turn their profit as a linear function in price variables. Using
the profit earned by each firm in a particular cell, we next capture the agents optimal
bundles by further partitioning this cell into subcells, using a similar construction as
in [Devanur and Kannan 2008], where each subcell has information about the opti-
mal bundles of each agent. Next we check if this subcell also satisfy market clearing
conditions, for which we generalize the [Devanur and Kannan 2008] construction, and
finally we obtain a polynomial time query as in Theorem A.2 to check in each subcell.

Next we describe each step in detail:



Step 1 (Optimal production schedule). Recall that the optimal production schedule of
firm f is given by the following optimization program:

max Z pjxf’p + Z pjx;”'

jePS JERS

£t Lo dr o pf
Y Dhal? <N clalm+ 1!, vk 3)
JjePs JERS

fip fr
T 207% <0

Note that the feasible set is independent of prices, and the variables corresponding to
the amount of raw goods are intentionally chosen to be non-positive (see Remark 2.2),
which is crucial for the algorithm — it will later help us in capturing profit. Further
without loss of generality we may assume that it is a full dimensional polytope, say
P, and no constraint is redundant. At any given prices, the set of optimal production
schedules will be convex hull of a set of vertices of P. We are interested in the reverse
question: Given a vertex v of P, at what prices v is an optimal production plan for firm
f? To answer this, we partition the price space by the following set of hyperplanes for
every two vertices v and v’ of P,

pv="puv.

For each cell in this partition, one can identify the set of optimal production schedules,
Q/ for each firm f, (i.e., convex hull of all the vertices which are optimal). From this,
we can also deduce how much profit each firm makes in this particular cell as a linear
function of prices. For an equilibrium in this cell, next we want to check if a price
vector here also gives an optimal bundle to each agent so that market clears.

Step 2 (Optimal bundle). Recall the optimal bundle of agent i is given by the following
optimization program:

max u;

u; < Uhas +Tj, Vk
J

D owips = Y Wipi+ 3 06
J J f

x5 >0,Vj€g

4)

Here the budget constraint requires the profit obtained by each firm f. We substitute
&7 by the corresponding profit of the cell in Step 1, and make this constraint indepen-
dent of the production. Now we use the construction of [Devanur and Kannan 2008]
with the modified budget constraint and obtain the hyperplanes, Q! for each agent i,
to further partition this cell into subcells. For the sake of completeness, we give its
details in Appendix B.

Now given a subcell, we have a polytope Q/ capturing optimal production schedules

of each firm f, and a polytope Q' = Q' N {32, %hp = >, Wini + 32, @}gbf} capturing
optimal bundles of each agent i. Next we need to check if 3(z/", =f?) € Qf Vf € F
and 3z’ € Q% Vi € A so that market clears.

Step 3 (Market clearing). There are two main difficulties here: Q¢ depends on prices
and the total number of variables (search space) is mn+nl, which is very large. Both of
these are also faced by [Devanur and Kannan 2008] and we extend their construction



to handle these. For the second, we use LP duality to reduce the dimension of search
space.

LEMMA 3.1 ([DEVANUR AND KANNAN 2008], EXTENDED). Given polytopes Qf for
each firm f and Q' for each agent i, I(=/" x/P) € Qf x' € O such that ¥, xh —
Eij’T =1+ fof’p,Vj € Gifand only if Vg € R™,3°;q; < >, maxgi o g.x' —
Yo pmingrr grryeor (q.xf" + q.z’P).

PROOF. Suppose there exists &' € QO and (:Icf”’, :Ef’p) € 9O/ such that market clears,
ie, Y, & — dof jjf’ =1+3 j:;’p,Vj € G then we have
1=q. & — "+ &) < max g.x' — min alm + qalr
ql=gq (; Ef;( ) < Zmeg gz’ — ) @B o q.x’")
For the other direction, consider the set P = {y € R" |y = > .2’ — Zf(a:f” +
xhr), x' ¢ O, (el xP) € 9f}. Using LP duality, if 1 ¢ P implies that there exists
q € R" and w € R such that ¢.1 > w and q.y < w,Vy € P. Using this, we get

.1 > maxq.y = max q.z° — min T 4+ q.atP).
g1 >maxq.y ;wieéiq D g in (g q.al")

O

Next we use the above lemma to capture market clearing. Essentially, we will parti-
tion the (p, q) space (R?") by a set of hyperplanes so that for each cell in the partition,
we can obtain both min g/ zr.rmeos (g2’ + q.&/?),Vf and max,, 5, g.«*,Vi at some

particular vertices, say v! and v!, of the respective polytopes and that depends only on
the cell.

Recall that Qf is independent of price variables and we partition the (p, q) space
(R?™) by the following set of hyperplanes for every two vertices v/ and o/ of Qf:

g’ = q.o'.

Now consider Q' = Q' N {32, @lp; = 3, Wip; + 3, ©%4¢7}, where Q' is independent
of the prices. A vertex of Q' is a solution of n linearly independent equations and
one of them is Y=, %p; = >, Wip; + 3°;©%¢/, so each coordinate of a vertex of Q'

may be written as a ratio, whose numerator is independent of price variables p and
denominator is a linear function of p. Next partition the (p, q) space by the following

set of hyperplanes for every two vertices v* and ¢ of Q'
q.v' = q.70".
Note that each of these equations is a polynomial of degree n + 1 in variables (p, q).

Given a cell in this partition, we can easily determine the vertices v! and vl taking
the maximum and minimum value respectively.

Step 4 (Final query). For each cell, we need to solve the following problem:

d7p . Vq, qu < Zq.vi - Zq.vf.
J i f

From the above analysis, it is clear that this is a polynomial inequality after clearing
the denominator and Theorem A.2 is directly applicable.



4. PRODUCTION TO EXCHANGE

In this section, we give a general reduction from an Arrow-Debreu (AD) market (in-
cluding production) M to an exchange market M. Recall that M consists of a set of
agents, a set of goods, and a set of firms. The idea is to replace each firm in M by a
new agent in M which exactly behaves like the corresponding firm.

Recall that R/ and P/ respectively denote the set of raw and produced goods for firm
f, and these two sets are disjoint. For simplicity, first we describe the reduction when
production capabilities of each firm f is given by a function F/ : ]R‘ff‘ — lefl, where
Fl(z/7) = {F/(x/") : j € P!} for a bundle =/ of raw goods. Let =/ denote the

bundle of produced good, where atjf P = ij (xf7),¥j € Pf. Let A denote the maximum
quantity of any good that can be produced in M. Since total initial endowment of each
good is finite and no production out of nothing, A is finite?.

Given an AD market M, construct M as in Table I. Consider the one-to-one mapping
between equilibria of M and M as in Table II, where ¢/ captures the profit of firm f.

Table I. Reduction from an AD market M to an exchange market M

M= (AG.F) with (W,U,0,F), m ™ |A|,n *|g|,1 | F|

(Each agent is indexed by i € [m], good by j € [n], and firm by f € [I])
WJ‘ : Endowment of good j with agent ¢

O} : Profit share of agent i in firm f

u; : R} — Ry : Utility function of agent i

Ff(zr): ]R‘ff‘ — lef‘ : Production function of firm f

M= (AG) with (W,0), |A|=m+1|G| =n+1
A = {ilieAYu{m+f|feF}
g = {iliegtu{n+flfer}
Wi ifj<n n
) {93{ ifj=ntys TIST
Wi =
A ifjep! .
{ 0 Otherwise ifi>m
i : R — R : Utility function of agent i in M
& eRYY, Z| ={:jeGlandd  ={7}:je RS}
uz(a?fg) ifi <m
u(2) = Fl@& y+#, jep!
min{ i ( lff) »o } ifi=m+f
AT,

2In case of PLC markets, bit length of A is polynomial in the size of input and can be computed in polynomial
time [Garg et al. 2014a].



Table II. One-to-one mapping between equilibria of M and M

M — M
(x¢,p) «— (Z,P)
2t ifj<n o
j <
{ 0 ifj>n fizm
ti= w)r ifje RS # o= @
1 ifj=n+f J J
xf’p — A _ fm‘Ff
j
o= Yicps x;’ppj — D jers %f"TPj .
pj = Dy
_— p; ifj<n
pj = of  ifj=n+f

LEMMA 4.1. ~If (z,p) is an equilibrium for M, then (Z,p), as per Table II, is an
equilibrium for M.

PROOF. We need to show that & gives an optimal bundle to each agent in M at
prices p and market clears. For this, first consider an agent i < m of M, whose budget

at prices p is
> Wins+>_ 66",
J f

This is same as the budget of agent i in M at prices p. Since utility function of agent
i < m of M is same as the utility function of agent i in M, i.e., no utility from goods
j > n, & gives an optimal bundle to agent i at prices p.

Next consider an agent i = m + f of M. At &, it gets A units of utility. Suppose there
is another bundle, say &', which gives more utility than A, then we have

Fl@ )+ > A, Vjep/ 5)
> 1

Further, &' must also satisfy budget constraint, which is

S @ipi+ Y Epi+Ehy Pars < A B
JERS jeprf jeprf

Using (5) and substituting p from Table II, we have

¢f < dlpel < D (A—dpi— Y iy < Y ij(fiTRf)pj =) d@lp,

jePS JERS jeEPS JERS



This implies that firm f in M can earn more profit using the bundle &' rather than
x/ at prices p, which is a contradiction. Further, it is easy to verify that each agent
satisfies the budget constraint at (Z, p). Therefore, & gives an optimal bundle to each
agent at prices p. For market clearing, we need to show that

m+l m+l

Sow = Sow
i=1 i=1
For j < mn,itis
Zaz—!—Za‘f’—FZA—Zx ZW%ZA
VfijeRS VfjePf VfjePf Vf:jePf

For j > n, it is

1—2(9] s

which follows from the market clearing at  in M. O

LEMMA 4.2. If (,p) is an equilibrium for M, then (z,p), as per Table II, is an
equilibrium for M.

PROOF. Atp, 2’ = &' is an optimal bundle for agent i because utility function u;(.) =
@;(.) for i < m, p; = p; for j < n and the budget Ej Wip; + Zf 9}¢f is same in both M
and M. Next we show that (z/", 2/7) gives an optimal production schedule for firm f

at prices p. Suppose there is another schedule (&', &/? = Ff(&/")) at prices p, which
is more profitable than (", 2/?). Then, we have

fip for ~f.p ~fr
Zl‘j pj_zxj pj < Z%‘ pj—Z% Pj
jePTS JERS jePS JERS

Using Table II, we get

z (A* ~m+f Z ~m+fpj < Z jfappj o Z i_;“,rpj

jepPrf JERS jepPsf JERT

~fp ~fr sm+f ~m+f
DA =wp+ Y w < Y3 e Y 5y,
jepPs JERS jeprs JERS

which implies that the bundle (:%f’r,Vj e RS (A - :E;-c’p),Vj € P/) and 1 unit of good
m+ [ also gives A units of utility to agent m + f at prices p, and it is cheaper than the
bundle Z™*/. Therefore, agent m + f can earn more than A units of utility at prices p,
which is a contradiction since 2™/ is an optimal bundle at prices p. Further, market
clearing in M easily follows from the market clearing in M. 0O

The next theorem easily follows from the construction.

THEOREM 4.3. The reduction of Table I reduces an Arrow-Debreu market with
nested CES-Leontief utilities and nested CES-Leontief production to an equivalent ex-
change market with nested CES-Leontief utilities.



4.1. Production: A correspondence
;
In general, production capabilities of a firm f is given by a correspondence F/ : le =

R‘ff | In this section, we extend the reduction of Section 4 to this case. Earlier, when it
was a function then there was a unique bundle of produced goods, that can be produced
from a given bundle of raw goods. Now it is a multiset and hence there is a choice. In
this case, from a given bundle of raw goods, the firm chooses a bundle, among all
choices, which maximizes its profit. Let /" denote a bundle of raw goods, and let
/P ¢ F/(2/") denote the bundle of produced good, which maximizes f’s profit.

The reduction of Table I is modified in Table III to handle this case. Note that only
the utility function of agents in M has been modified. Also observe that when the
correspondence F'/ is a function then it exactly matches with Table I.

Table Ill. Reduction from AD market to exchange market

M= (A G F)with (W,U,0,F), m=|A|,n=1G|,1=|F|
(Each agent is indexed by i € [m], good by j € [n], and firm by f € [I])
W; : Endowment of good j with agent ¢
©} : Profit share of agent i in firm f
u; : R} — Ry : Utility function of agent i

Ff(zr): R‘ff‘ = lef‘ : Production correspondence of firm f

M= (AG) with (W,0), [A|=m+1|G| =n+1
g = {iliegtu{n+flfer}
A {ilieAyUu{m+f|feF}

Wi if j <n o
7 ol T <
o {@} ifj=n+f ifi <m
Wi =
A ifjepf .
{ 0 Otherwise ifi>m
U; : R — R,: Utility function of agent i in M
& eRYM, &, ={%:jecGtand & = {7}:je RS}
ui(;i'ig) ifi<m
U(x) = _max  min {f} +}}
min yeFf(m‘Rf)JGP ifi=m+f
ALy g

The one-to-one mapping between equilibria of M and M remains same as in Table
I1. The proof of correctness is essentially same as Lemmas 4.1 and 4.2. Next we show
that the utility function of newly created agents of M, corresponding to firms of M, in
Table III is not arbitrary, but concave.

LEMMA 4.4. The utility function of each agent i > m, defined by U;(&) in Table III,
is concave when the set of production capabilities, defined by the correspondence F7, is
convex.



PROOF. Let ' and z? be two bundles of goods in R”:"'. We need to show that
wi( Azt + (1 — N)x?) > Mg (2h) + (1 — N (2?), Y\ € [0,1], Vi > m.
Consider an agent i = m + f. Let g(x) = maXyeps(z ) min;cps {y; +z;}. Let y* €
Ff(xf

"Rf
g(x*) =y +ak for k = 1,2. Since the production capabilities of firm f is a convex set,

we have

) for k = 1,2 be the bundle picked in g(z!) and g(x?) respectively, and let

Myl 4+ 1= Ny? e FIOx! + (1 - N)z?) (6)
Let y be the bundles picked in g(Az' + (1 — M\)z?) and y; + z; = gz + (1 — N)z?),
where z; = Az} + (1 — A)z7. So we have

us(z*) = min{yfk + xfk7Amﬁ+f}, for k=1,2, and

u( Azt 4 (1 = N)x?) = min{y; + x;, A()\:c,lL+f +(1- )\):cfl+f)}.
Since g(x) picks the minimum coordinate value, we have

yf—kfoykarx’? fork=1,2 )]

Tk
Using (6) and (7), we get
yj ;> Ay + (1= Ny + 5
= Ayj +zj) + (1 = Ny} +27)
> My, +j,) + (1= N)(yj, +a7,)
This implies that

wi(Azt + (1= Nz?) > min{A(yj, +zj,) + (1= N (3, +25,), Az p + (1= Napp)}
> Amin{yj, + zj, Az, }+ (1= N min{y}, + 25, Az} ;}
= (') + (1 — Nug(2?)
O
THEOREM 4.5. An Arrow-Debreu market M with piecewise-linear concave (PLC)

utilities and polyhedral production set reduces to an exchange market M with PLC
utilities.

PROOF. We need to show that utility function of each agent i = m+ f, corresponding
to firm f, in M is PLC. Let u;(.) be the utility function of agent 4. It is easy to check
that u;(x"), defined in Table III, is the solution of following linear program (LP):

max u;
u; < Axiwrf
ui < @b +yl, VjeP!

> Diw < 3l v ®
jePS JERS
x5 >0, V)

yi >0, VjePf



Note that the feasible region of (8) is a polyhedral set in (u;, z, y"). The projection of
it onto (u;,x') is again a polyhedral set and its boundary gives the value of u;(z") for
the associated x*. Therefore, it is a PLC function. O

4.2. Rader’s reduction
Rader [Rader 1964] considered the following market setting: Agent ¢ has W]’ amount

of good j as an initial endowment and a production capabilities set Y. Each agent i
has a utility function u’ over consumption of goods. Let zj,; is the amount of good j,

agent i trades with agent i’, where z¢, ; < 0 means good is received by i and zt, ;>0
means good is received by i’. When there is no production, then the net consumption
of iis z' = W' + ", x!,, where 2" is required to be non-negative.

In case of production, let y° € Y, where negative coordinate means raw good and
positive coordinate means produced good. He proposed the following induced utility
function u’:

wi(z) = omax w4y,
YIEYD s.t. Zi4+Yi>0

This is a nice reduction (also called Principle of Equivalence) which preserves
concavity and monotonicity of utility function given that the production capabil-
ities set is convex. However as Rader said, these utility functions are “of course
artificially constructed” since they are not in any standard form, and moreover
they are defined on variables which can take negative values and are not even
related to the amount of goods agents consume in the market. Further we note that
market clearing conditions and budget constraints are different in this market setting.
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APPENDIX
A. RESULTS FROM COMPUTATIONAL ALGEBRAIC GEOMETRY
A set of degree d polynomials ¢1,...,q) € Rlz1,...,z,] partition the space into cells,

where each cell is defined by the sign assignment o € {0,1, -1} to the polynomials.
A basic fact about these cells is:

THEOREM A.1 ([BASU ET AL. 2004]). The number of non-empty cells and the time
required to enumerate them is O(M"+1)d®™),

Further, given a particular sign assignment o € {0,1, —1}™ one can check if there is
an x € R" such that sign(q1(x),...,qu(x)) = o (and output if there is one) by enumer-
ating over all the non-empty cells. Moreover, when the total number of variables are
constant, a more general problem, which has an existential and a universal quantifier,
can be solved as in the following theorem:

THEOREM A.2 ([BASU ET AL. 1996]). Given a set of degree d polynomials
Q.- au € Rlxi,....,Tn,y1,...,ys] and a sign assignment o € {0,1,—1}M,
the time required to check if there exists an = € R"™ such that Yy €

R™, sign(q1(x,y), ..., qum(x,y)) = 0, and output one if exists, is O(M(”H)Q)dO(”z).

B. PROCEDURE FOR OPTIMAL BUNDLES

In this section, we summarize the procedure for optimal bundles given in [Devanur
and Kannan 2008]. Recall that the optimal bundle of agent i is given by the following



program:
max u;

ui £ 3 Uy + T, Vh € [K]
J

dowipi < Y Winj+) 0
7 J f

x§20, Vieg

©))

Note that the budget constraint here is dependent on the profit earned by the firms,

however we can treat it as a linear function of prices as explained in Step 2 of the algo-

rithm in Section 3. Let ¢ % S Wipi+>; O/ ¢/ . Further, without loss of generality we

may assume that the constraints form a full-dimensional polytope and no constraint
is redundant.

Next for some choices of K* C [K] and J* C [n] such that |[K*| + |J*| < n, the set of
optimal bundles is Q° N {z : p.x = ¢'} where

Q' ={x: VkeK* u=Uja'+T}; Vk¢gK* u <Uj.x'+T},
vj e J*, @i =0; Vi g .J*, @i > 0}

There are O((K + n)") different choices for Q' and the correct one depends on the
prices. For this, we partition the price space so that the choice depends on the cell
in this partition. We are actually interested in the reverse question: For what prices,
(K*, J*) is the correct choice?

Next consider the dual problem of (9):

minimize aiei—i—g N T}
k

subject to  Vj, pjat > Z)\L s Z)\ﬁ 21
K K

at>0, AL >0

The set of optimal solutions of dual is given by:

D' ={a’,\y: Vje T piat => NUjs  Vig T pia’ =D NUL
k k
Vke K™ XL =0;  VkgK*™ A\ >0; S =1}
k

for some choices of K** C [K] and J** C [n].

Using complementarity slackness condition for the optimality, it is clear that if
K** = (K*)¢ and J** = (J*)¢ then a given (K*, J*) is the right choice for those prices,
for which both O and D' is non-empty.

Next we want to partition the price space so that given a cell in this partition, one
can determine if both Q% and D’ is non-empty. Note that Q' is independent of prices, so
clearly O is non-empty iff the hyperplane p.z = ¢’ intersects Q'. Further this happens
iff there are two vertices z and 2’ of Q° such that p.z < e’ and p.2’ > €.

Note that the vertices of Q' are same as the vertices of the simplicial subdivision
in the definition of agent i’s utility function. Next partition the price space with the



following hyperplane for each vertex of the simplicial subdivision z:
p.z=¢e'.

As discussed above, a cell in this partition can determine if Q' is non-empty. For the
non-emptiness of D, consider the equations:

Vi€, pjai= Y AU, and Y A =1
keK* keK*

We can eliminate «; from these equations and get:

VieJ", pi= > mUk.
keK*
Note that this is an over-determined system of equations, since the number of variables
are |[K*| < n —|J*| = |J**| = the number of equations. Hence one can solve for the }’s
in terms of p. In fact, each 1 is a linear function of p. In case the number of variables
are strictly less than number of equations, then one can solve for ;s using a subset
of equations and then plug in those values in the rest of equations, which again give a
linear equations in p. Finally, D’ is non-empty iff if the solution also satisfy:

VkeK*, pi, >0 and VjeJY, p;> > piUs.
keK™
Note that all equations are linear in p, so if we partition the space with these hyper-
planes then a cell in the partition determines if D’ is non-empty. Moreover the total

number of equations are polynomials and their degree are polynomial, and the number
of variables are constant. Hence the running time is polynomial.



