Economic Theory
https://doi.org/10.1007/500199-024-01564-x

RESEARCH ARTICLE

®

Check for
updates

Non-smooth integrability theory

Yuhki Hosoya'

Received: 21 October 2023 / Accepted: 23 February 2024
© The Author(s) 2024

Abstract

We study a method for calculating the utility function from a candidate of a demand
function that is not differentiable, but is locally Lipschitz. Using this method, we obtain
two new necessary and sufficient conditions for a candidate of a demand function to
be a demand function. The first concerns the Slutsky matrix, and the second is the
existence of a concave solution to a partial differential equation. Moreover, we show
that the upper semi-continuous weak order that corresponds to the demand function
is unique, and that this weak order is represented by our calculated utility function.
We provide applications of these results to econometric theory. First, we show that,
under several requirements, if a sequence of demand functions converges to some
function with respect to the metric of compact convergence, then the limit is also a
demand function. Second, the space of demand functions that have uniform Lipschitz
constants on any compact set is compact under the above metric. Third, the mapping
from a demand function to the calculated utility function becomes continuous. We
also show a similar result on the topology of pointwise convergence.
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1 Introduction

In classical economics, measuring utility was important because the sum of utilities
was seen as the most important index for determining the goodness of the society. After
the latter half of the nineteenth century, it gradually became clear that this measuring
problem was very difficult, and economics placed the greatest emphasis on analyses in
which utility need not be measured (the so-called axiomatic approach). However, once
Debreu (1974) had proved the Sonnenschein—Mantel-Debreu theorem, the limitations
of the axiomatic approach became clear. That is, we can determine almost no properties
of the economy without a specification of the utility functions.

Therefore, a method of estimating utility functions from data has become neces-
sary. However, an important problem arises here. Namely, the only data available for
estimating utility functions are those relating to the consumer’s purchase behavior, and
thus, only the demand function, not the utility function, can be directly estimated from
data. Because of this, the estimation method currently used is basically a method of
parameter estimation in which the demand function and the utility function are exoge-
nously assumed to correspond one-to-one through their parameters. This method is
known as calibration.

Our purpose is to construct a general theory that calculates the utility function from
an arbitrary demand function without such an exogenous assumption. This research
area is known as integrability theory. In this context, Hosoya (2017) developed a spe-
cific method for calculating the corresponding utility function from a given candidate
of the demand function. This previous paper also discussed how to handle cases in
which the demand function contains errors. Let us elaborate on this issue. To obtain the
demand function, we need to estimate it from the purchase behavior of the consumer,
as discussed above. The problem addressed by Hosoya (2017) is the following: if the
error in the demand function is small, is the corresponding error in the utility function
also small?

The problem is essentially that of continuity. In other words, it requires the property
that, when the demand function changes slightly, the corresponding utility function
also changes only slightly. The most important aspect of the continuity problem is the
topology. Because Hosoya (2017) assumed that the demand function is continuously
differentiable, the local C! topology was used for the space of demand functions.
However, this result is problematic in many ways. The most significant problem is
that there are few econometric results that discuss the space of the demand function
with the local C'! topology. This is because there are very few estimation methods that
allow the error to converge to 0 with respect to the local C! topology as the data size
increases. Therefore, even if good results are obtained with respect to this topology,
the results cannot be used in econometrics.

For the above reason, a weaker topology is needed. Common topologies used in
econometric theory for such problems are the topology of compact convergence and
the topology of pointwise convergence. However, using these topologies means that the
space of continuously differentiable functions becomes not complete. We therefore
need to reproduce the results of Hosoya (2017) without assuming that the demand
function is differentiable. This is the research objective of the present paper.
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Non-smooth integrability theory

Weakening the assumption of differentiability to that of continuity, however, means
that we are confronted with the problem found by Mas-Colell (1977). He demonstrated
the existence of a continuous demand function such that there are two corresponding
continuous utility functions representing different preference relations. Applying this
to our context means that, in the space of continuous demand functions, even if the
error of the demand function is 0, the estimated error of the utility function may not
be 0. This is highly undesirable.

Thus, as a compromise, we assume that the demand function is locally Lipschitz.
By Rademacher’s theorem, any locally Lipschitz function is differentiable almost
everywhere, and thus, for a locally Lipschitz candidate of the demand function, we
can define the Slutsky matrix almost everywhere. In this paper, we first use this result
to extend Theorem 1 of Hosoya (2017). Namely, when a candidate of the demand
function satisfies Walras’ law and is locally Lipschitz, if its Slutsky matrix is symmetric
and negative semi-definite almost everywhere, then the corresponding utility function
can be constructed by solving a differential equation (Proposition 1). We present an
example of such a calculation where this method works effectively (Example 1).

This result has several important consequences. First, using this result, we can
obtain two conditions that are each necessary and sufficient for a candidate of the
demand function to be a demand function (Corollary 1). As was the case under con-
tinuous differentiability, the symmetry and negative semi-definiteness of the Slutsky
matrix “almost everywhere” constitute one necessary and sufficient condition. A more
important necessary and sufficient condition is the existence of a unique global con-
cave solution to a specific partial differential equation with an arbitrary initial value
condition. This property is robust in terms of limit manipulation, i.e., it holds for the
limit of a sequence of functions satisfying it. Hence, it provides an important stepping
stone for the subsequent arguments in this paper.

The utility function corresponding to a demand function obtained by our method
is upper semi-continuous on the range of the demand function, and we guarantee the
uniqueness of the corresponding upper semi-continuous preference relation on the
same space. Outside of the range of the demand function, Hosoya (2020) derived a
construction method for an upper semi-continuous utility function and ensured the
uniqueness of the corresponding upper semi-continuous preference relation when the
range of the demand function is sufficiently wide. We present a slight variation of
this construction method and prove that, again, if the range of the demand function
is sufficiently wide, an upper semi-continuous utility function can be constructed
outside the range of the demand function and the corresponding upper semi-continuous
preference relation is unique (Corollary 2). Thus, it is not possible to obtain under
our assumptions the non-uniqueness examples that Mas-Colell (1977) obtained for
continuous demand functions.

With these results as the groundwork, we finally discuss the main focus of this study,
namely the continuity of the mapping from the demand function to the utility function.
As already mentioned, one of the typical topologies that can be given to the space of
demand functions is the topology corresponding to uniform convergence on compact
sets. In this space, even if a sequence of locally Lipschitz demand functions converges
to some function (which is not necessarily a demand function), it is not guaranteed that
the limit is locally Lipschitz. However, if the limit happens to be locally Lipschitz, we
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can show that the limit of a sequence of demand functions is still a demand function
(Theorem 1).

With this in mind, we construct a certain space of functions. Specifically, this is
the space of demand functions that satisfy Walras’ law and have a uniform Lipschitz
constant on any compact set. Using Theorem 1, we can prove the compactness of this
space (Corollary 3). That is, in this space, every sequence of demand functions has a
convergent subsequence whose limit is also a demand function.

For a unique derivation of the utility function, however, the range of the demand
function must be sufficiently wide, as discussed above. We have found an example
of a sequence of demand functions that satisfy all the assumptions of Corollary 3
and have a sufficiently wide range, yet the range in the limit is very small (Example
2). Therefore, an additional assumption is needed for the continuity result we desire.
Namely, the range of the function in the limit must also be sufficiently wide. In addition,
when all functions satisfy the “C axiom” introduced by Hosoya (2017, 2020), then the
desired continuity proposition can be obtained (Theorem 2). That is, when a sequence
of demand functions converges to a demand function with respect to the topology
discussed above, then the corresponding sequence of utility functions also converges
to the corresponding utility function uniformly on any compact set consisting of strictly
positive consumption vectors.

Note that this result does not hold at the boundary: that is, when some commodity
can be zero, we can only derive a more naive result (Corollary 4). Actually, we construct
an example in which the sequence of values of the utility functions does not converge
to the value of the limit utility function at the boundary (Example 3).

By strengthening the C axiom, we can strengthen the result of Corollary 3 and
Theorem 2. We construct a new space of demand functions such that the C axiom is
uniformly imposed on the whole space. We can then show that this space is compact,
and furthermore, the mapping from this space to the space of the corresponding utility
functions is continuous (Corollary 5). This is our desired result.

These are all results for the topology of compact convergence. We derive the same
result as Corollary 5 for the topology of pointwise convergence. That is, if a sequence
of demand functions in the space treated in Corollary 5 converges to some function
pointwise, then this limit is also a demand function belonging in the same space,
and the corresponding sequence of utility functions converges uniformly to the utility
function corresponding to the limit demand function (Theorem 3). This is another
desired result.

The results in the second half of the paper are specifically constructed with a view
to discussing the consistency of estimation methods. An estimation method of the true
value x is said to be consistent if the estimated value x y converges in probability to x as
the data size N increases. To summarize our results, we can state the following: if the
estimation method for the demand function satisfies consistency, then the estimation
method for the utility function that is constructed by the given estimation method
for the demand function and the computational process in Proposition 1 also satisfies
consistency. We believe that this presents a new way of estimating utility functions for
econometric theory. In particular, this result can be applied to any estimation method,
whether parametric or non-parametric.
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Non-smooth integrability theory

The structure of this paper is as follows. First, Sect.2 defines several terms in
consumer theory that are necessary for understanding this paper. Section 3 introduces
a method of constructing the utility function. Section4 discusses the compactness
of the space and the continuity of the representation results. Section5 considers the
position of the present work in the context of related research and provides a list of
open problems. Section 6 summarizes the conclusions of this study. Because many of
the theorems in this paper have long proofs, all proofs are placed in Sect. 7.

2 Notation and definitions

Throughout this paper, we use the following notation: Rﬁ = {x € RV|x; >
Oforalli € {1,...,N}}, and Rﬁ_ﬁ_ = {x € RV|x; > Oforalli € {1,...,N}}.
The former set is called the nonnegative orthant and the latter set is called the positive
orthant. We write x > yifx —y € Ri’ andx > yifx —y € Rﬁ+.IfN = 1, then
we omit N and simply write R and R, .

Fix n > 2. Let © denote the consumption set. We assume that Q = R’ unless
otherwise stated. A set A C Q7 is called a binary relation on Q.

For a binary relation A C ©2, we say that it is

complete if, for every (x, y) € Q2, either (x,y)eAor(y,x) € A,

e transitive if (x, y) € A and (y, z) € A imply (x, z) € A,

e upper semi-continuous if, for every x € @, the set U(x) = {y € Q|(y, x) € A} is
closed,

e continuous if A is closed in Q2,

e upper semi-continuous on B if, forevery x € B, theset UB (x) = {y € B|(y, x) €
A} is closed with respect to the relative topology of B, and

e continuous on B if A N B2 is closed in B2.

A binary relation 2~ on € is called a weak order if it is complete and transitive. For
a weak order -, we write x 77 y instead of (x, y) €7 and x % y instead of (x, y) ¢2Z.
Moreover, we write x > yifx 2~ yandy 7 x,andx ~ yifx 2 yand y - x.
Suppose that 77 is a weak order on . If there exists a function u : 2 — R such
that
X5y e u) = uy),

then we say that u represents 2, or u is a utility function of .
Consider a function f : R}, x Ry, — Q. We call the following condition the
budget inequality:
p-f(p,m) <m.

If the budget inequality holds for all (p, m) € R’} , xR, then we call f a candidate
of demand (CoD). Moreover, if

p-fp.m)=m
forall (p, m) € R, x Ry, then we say that this CoD f satisfies Walras’ law.
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Let 7 be a weak order on Q. For each (p,m) € R, x Ry, we define
A(p,m) ={x € Q|p-x <m},

fR(p,m) ={x € A(p,m)|x = y forall y € A(p, m)}.

We call the set-valued function f % the demand relation of -, and if it is single-valued,
then we call f % the demand function of 2= If u represents -, then f* denotes f .
ForaCoD f,if f = f %, then we say that f corresponds to 7~ and - corresponds to
f. Of course, if f = f", then we say that f corresponds to # and u corresponds to
f.Wecall aCoD f ademand function if f = f % for some weak order Zon Q.

Let f be a CoD. We say that f is income-Lipschitzian if for every compact subset
C C R’J’ML x R4 4, there exists L > 0 such that if (p, m), (p, my) € C, then

If(p,m1) = f(p,ma)|| < Llmy —m3]|.

Moreover, we say that f is locally Lipschitz if for every compact subset C C R} | x
R4, there exists L > 0 such that if (py, my), (p2, m2) € C, then

ILf(p,m1) — f(p,m2)| < Ll(p1,m1) — (p2, ma)||.

Obviously, every locally Lipschitz CoD is income-Lipschitzian, and it is known that
every continuously differentiable CoD is locally Lipschitz.
Suppose that f is a CoD that is differentiable at (p, m). Define

dfi d fi
a—f(p, m + 2 m) £ oy m),
Pj om

sij(p,m) =
and let Sy (p, m) denote the n x n matrix whose (i, j)-th component is s;;(p, m).
This matrix-valued function Sy(p,m) is called the Slutsky matrix. An alternative
expression of this matrix is as follows:

S¢(p,m) = D, f(p,m)+ Dy f(p,m)fT(p, m),

where 7 (p, m) denotes the transpose of f(p, m). If f is locally Lipschitz, then by
Rademacher’s theorem, f is differentiable almost everywhere, and thus, the Slutsky
matrix is defined almost everywhere. We say that f satisfies (S) if Sy (p, m) is sym-
metric almost everywhere, and satisfies (NSD) if S (p, m) is negative semi-definite
almost everywhere.

For a CoD f, we define R(f) as the range of f. That is,

R(f) ={x € Q|x = f(p, m) for some (p,m) € R | x Ry }.

Finally, suppose that f is a CoD such that R( f) includes R’} , . Define

G/ (x) = ipeR1+

Y pi=1 f(p.p-x)=x
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Non-smooth integrability theory

for each x € R’ . This multi-valued function is called the inverse demand cor-
respondence of f. We say that f satisfies the C axiom if G/ is compact-valued,
convex-valued, and upper hemi-continuous on R’} .

3 Preliminary result: constructing a reverse calculation method

We first construct a rigorous and effective method for calculating a utility function
that corresponds to the given CoD.

Proposition 1 Suppose that f is a locally Lipschitz CoD that satisfies Walras’ law, (S),
and (NSD). Fix p > 0, and define u ¢ j(x) as follows. First, if x ¢ R(f), then define
ur 5(x) = 0. Second, if x = f(p, m) for some (p, m), then consider the following
differential equation

c)=f(A=0p+ip.ct)-(p—p) c(0)=m, ey

and define u y ;(x) = c(1). Then, the following hold.
1. uy j is well-defined,' and f = /.
2. Uf p LS upper semi-continuous on R(f).

3. If f = f~ for some weak order = on 2 that is upper semi-continuous on R(f),
then for every x, y € R(f),

xZyeuppx) =upp(y).
As a corollary, we obtain the following result.

Corollary 1 Suppose that f is a locally Lipschitz CoD that satisfies Walras’ law. Then,
the following four statements are equivalent.

1 f= fi for some weak order 7 on Q.
(i) f = fY"p, where uy ; is defined in Theorem 1.
(i) f satisfies (S) and (NSD).
(iv) Forevery (p,m) € R, x Ry, the partial differential equation

VE(q) = f(q, E(¢)), E(p) =m, (2)
has a unique concave solution defined on R’ | .

We present a few remarks on Proposition 1 and Corollary 1. In Hosoya (2017),
the same result as Proposition 1 was obtained for continuously differentiable CoDs.
Hosoya (2018) showed the same result for differentiable and locally Lipschitz CoDs.
Because every continuously differentiable CoD is locally Lipschitz, the latter result
is a pure extension of the former. In these previous theorems, the Slutsky matrix

I That is, there uniquely exists a solution ¢(¢) to (1) whose domain is [0, 1], and c¢(1) is independent of the
choice of (p, m) € £~ 1(x).
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was assumed to be symmetric and negative semi-definite at every (p, m). In contrast,
our Proposition 1 only requires the symmetry and negative semi-definiteness of the
Slutsky matrix at almost every (p, m). Hence, Proposition 1 is a further pure extension
of Hosoya’s (2018) result. However, this weakening of the assumption significantly
increases the difficulty of the proof for the following two reasons. First, the term
f((A—t)p+tp,c(t)) appearsin (1). However, theset A = {((1 —t)p+1tp, c(t))|t €
[0, 1]} is a null set with respect to the Lebesgue measure. Hence, the Slutsky matrix
may be undefined at all points of A. This fact renders many techniques used in related
research inapplicable. Second, the classical techniques that derive such a result were
constructed by Hurwicz and Uzawa (1971). However, in Hurwicz—Uzawa’s proof, the
weak axiom of revealed preference was first derived (Lemma 5 in their paper), and
then the main result was proved using the weak axiom. Because the claim of the weak
axiom includes a strict inequality, this property vanishes under limit manipulation.
This indicates that the usual approximation approach would not work in the proof of
Proposition 1.

In Hosoya (2021), a similar result was obtained using several techniques based on
partial differential equations. The proof in Hosoya (2021) solved the above difficulties
by applying perturbation techniques to a partial differential equation, although this is
difficult to understand. In contrast, we construct the proof of Proposition 1 based on
knowledge of ordinary differential equations.

Statement (iv) of Corollary 1 is a new necessary and sufficient condition for a CoD
to be a demand function of some weak order. The strong axiom of revealed preference
is necessary and sufficient for a CoD to be a demand function (Richter 1966; Mas-
Colell et al. 1995), and recently it was shown that (S) and (NSD) are necessary and
sufficient for a continuously differentiable CoD satisfying Walras’ law to be a demand
function (Hosoya 2017). Our condition (iv) is a new alternative necessary and sufficient
condition for a locally Lipschitz CoD satisfying Walras’ law to be a demand function.
Later, we discuss why this condition is crucial for the results presented in this paper.

Equation (2) is deeply related to the expenditure function. For a given weak order
2 on Qand x € 2, define

E*(p) =inf{p - y|y Z x}.

This function is called the expenditure function. Indeed, E* coincides with the value
function of the following minimization problem:

min  p-y
subjectto y € €,
yZ X

This is traditionally called the expenditure minimization problem in consumer theory.
The expenditure function is concave and continuous. Moreover, if f = f Z and fis
continuous, and if x = f(p, m), then ¢ — E¥(g) satisfies (2). This result is usually
called Shephard’s lemma (see Lemma 1 of Hosoya 2020). Therefore, condition (i)
implies condition (iv). It is obvious that condition (ii) implies condition (i), and it is
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easy to show that condition (iv) implies condition (iii). Finally, Proposition 1 claims
that condition (iii) implies condition (ii). This is the background logic to Corollary 1.

ff=f Z and f is continuous and income-Lipschitzian, then we can easily show
that p — E*(p) is the unique solution to (2),and u s 5(x) = E*(p) forallx € R(f).
If R(f) includes R’} | and is open in R’} , then by applying a similar proof as that of
Theorem 1 in Hosoya (2020), we obtain the following result.

Corollary 2 Suppose that f is a locally Lipschitz CoD that satisfies Walras’ law, (S),
and (NSD). Moreover, suppose that R(f) includes R', | and is relatively open in Q.
Define

uys p(x) fxeRi,,

. . 3)
infesosup{luy My e R, ly —xll <&} ifx ¢R},.

vy p(x) = {

Then, f = f'/» and vy j is upper semi-continuous. Moreover, the following hold.

(1) The function f satisfies the C axiom if and only if vy ; is continuous on R, , .

QD Iff=f z Sfor some upper semi-continuous weak order 77, then vy ; represents
7. In particular, such a 7~ must be unique.
3 f=f z for some continuous weak order 7, if and only if vy 5 is continuous.

Example 1 Consider the following CoD:

m 2
AL >
i : oo 0) if py > 4pim,
p,m) = 2 A e 2 )
£ Z'm P2} otherwise.
4p7 pip2

This function satisfies all requirements of Proposition 1 but is not continuously dif-
ferentiable. Moreover, R(f) = {(x1,x2) € Ri|x1 > 0}, and so this function also
satisfies all requirements of Corollary 2. Set p = (1, 1), and choose any x € R(f).
Then, x = f(p, m) for some (p, m) € R%r+ x Ry 4. If necessary, we can replace p»
with min{2,/p1m, p>}, and thus we can assume that p% < 4p1m. Moreover, again if
necessary, we can replace (p, m) with Lz(p, m), and thus we can assume p» = 1 and
4pim > 1. Let us try to solve (1) and determine uyrp(x)and vy 5(x).

First, define

2 2
w g, 4w —gq
f1<q,w>=<—,0),f2<q,w>= =, ——=2],
q1 47 4192

and consider '
)= f((1=tp+tp,cit))-(p—p). 4)
To solve (4), we have that

p1+td—p1)

c1(t) = (S)m,

@ Springer



Y. Hosoya

and because pr» = p =1,

1 1 !
ca(t) = ca(s) — Z |:P1 +1(1 —Pl) N )4 + s(1 —Pl):|.

In particular, if s = 0 and ¢2(0) = m, then

o 1[ 1 1]
c =m-—-|—)— —|.
? 41l pr+td—=p1) pi

Second, suppose that 4c2(1) > 1, where ¢;(0) = m. By our initial assumption,
4p1c2(0) = 1. Moreover, (p; +t(1 — p1))ca(t) is monotone in t.2 Therefore, c(1) =
c2(t) is a solution to (1) defined on [0, 1], and hence

1—pi
P1 '

c(l)=c(1)=m+

The condition 4¢y (1) = 4m + 1;% > 1 is equivalent to

4pim +1=>2p;. Q)

Because
1 1
X]=——>,X2=m— —,

4171 4p

we find that (5) is equivalent to
1
VX1 + x> 5

Moreover,
1

c(]):Jx_1+x2—Z.

Therefore, we obtain

1
ug p(x) =/x1+x2— T

if x;y > 0and /x| + xp > %
Third, suppose that4c2(1) < 1, where ¢2(0) = m. By the same argument as above,
this assumption is equivalent to

1
\/x_1+x2<§.

If 1 > pq, then (p1 + (1 — p1))ca(t) is either increasing or constant, and hence
4pim < 1, which contradicts our initial assumption. Thus, we have that 1 < p;. We

% Recall that (py + 1(1 = p1)ea(t) = (p1 +1(1 = p1)(m + 1/4p1) — 1/4.
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guess that c(t) = c¢a(t) on [0, t*] and c(¢) = ¢ (¢) on [t*, 1], where c(t*) = ¢ (t*) =
cy(t™) and ¢1(t*) = ¢2(¢*). Then,

1 —pi

(1 —
ct)(1 = p1) =4 =a0" = o

pr+tx(1—p1)

and thus, |
c(t™) =c1(t*) = c2(t") = .
4(p1 +t*(1 = p1))
Then,
. 1 1 1 1
oy =m—-|————— — — | = ,
41 p1+t*(1—p1) pi 4(p1 +t*(1 — p1))

and hence, we obtain

t*

_n [1 - 4P1m}
1—p1 [4pim+1]

Because 1 — p; < O and 1 < 4pm, we have that r* > 0. Moreover, because (p; +

t(1—p1))ca(t) is decreasing on [0, 1],4¢2(1) < 1,and 4(p; +t*(1 — p1))c2 (t*) = 1,

we have that t* < 1. Therefore, t* € [0, 1]. Hence,

1 1 . *
1 <

c(t) = M= g | i =pn) Pl] ifr =7,

(p1ttd=p1)) ifr > r*.

4(pr+r¥(1—=p1))?

We can check that this c(¢) is actually the solution. In particular,

0 1 16p%m2+8p1m+1
c(l) = = .
4(p1 + (1 = p1)? 1602
Because
1 1
X|=—5, X =m— —,
4pi 4p;

we have that

c(1) = (Va1 + 12)% = (Va1 +x2)°.
Therefore, if x; > 0 and /x1 + x2 < %, then
up 5(x) = (Vx1 +x2)%

In conclusion, we obtain

4/x1+xz—‘—1‘ ifx1 >0, Jxi +x2
up p(x) =1 (/a1 +x)? ifx; >0, Jx1+x2
0 if x; = 0.

1
Zjv

1
<§,
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Of course, in this case,

VAL +x— g if X4 x >
(VX1 +x)?  if Jx+x <

’

vy p(x) =

D= D —

This completes our calculation.

4 Main result: continuity of calculation

We are now able to calculate a utility function u 7 5 froma CoD f. However, in the real
world, we can only obtain finite data about f, and because f includes infinite data, we
cannot determine f rigorously. Hence, our CoD f must be considered as an estimated
value of the true demand function. In this view, we need a continuity result: that is, we
require thatif f’isnearto f,thenu s ;isalsoneartou s ;.If this condition s violated,
then we are confronted with a methodological difficulty—ensuring “consistency” for
the estimated utility function becomes hard.

We should explain this point in detail. Consider some estimation problem with the
true value x € X. Suppose that there is a given estimation method, and for some data
with size N, let x be the estimated value of x. Then, xy is a random variable on X.
This estimation method is said to be consistent if x converges to x in probability as
N — oo.

Suppose that there is an estimation method for the true demand function f, and fy
is an estimated value of f for some data set of size N. Suppose also that this estimation
method is consistent with respect to some topology on the space of demand functions.
For each fy, we can calculate the utility function u 5, and thus, u 5 can be treated
as an estimated value of the “true utility function” u ¢ 5. Our question is as follows:
does u sy 5 converge to u s ;57 If not, our estimation method violates the consistency
condition, and is thus not useful.

Hence, the continuity of u ¢ 5 with respect to f is very important. In this regard,
we first show the following result.

Theorem 1 Suppose that (f*) is a sequence of locally Lipschitz demand functions that
satisfy Walras’ law, and for every compact set C C R, x Ry, f k converges to a
CoD f uniformly on C as k — oo. If f is locally Lipschitz, then f is also a demand
function.?

As a corollary, we obtain an important result. Let A, = [v~!, v]"*+!. Define a

metric
o0

1
p(f. fy=) -min{ sup [If(p,m)—f'(p,mll. 1},

vV
o2 (pm)eA,

where f, f’ are CoDs. We can easily show that p is a metric in the space of CoDs,

and a sequence ( f¥) converges to f with respect to p if and only if, for every compact
set C CR, xRy, (f k) converges to f uniformly on C.

3 It is obvious that, under the assumption of this theorem, f satisfies Walras’ law.
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Suppose that L = (L,) is a sequence of positive real numbers. Define .%, as the
set of demand functions f that satisfy Walras’ law and the following inequality:

If(p,m) = flg,w)l < Lyll(p,m) — (g, w)]

forall v € Nand (p, m), (g, w) € A,.
Corollary 3 The space .F is compact with respect to the metric p.

To ensure the uniqueness of the upper semi-continuous weak order corresponding
to f, we need to use Corollary 2. Thus, an additional assumption is needed: that is,
R(f) must include R’ | and be open in R’} . Suppose that (f k) is a sequence on %
that converges to f, and for every k, f¥ satisfies all requirements in Corollary 2. Does
f also satisfy the requirements of Corollary 2? Unfortunately, the following example
indicates that the answer is negative.

Example 2 Consider the class of CES utility functions:
W (x) = (f +x§)7,
where 0 < 1 and o # 0. The corresponding demand function is

=1
1—0o

plm
fEpom) = ———.
1—0o 1—o

p t+p

We assume that o < 0. To differentiate this function, for j # i and (p, m) € A,, we
have that

=2 240 —o
3 fe [(A—o)p ™ +p," " p;7Im S
Bfl‘ (p,m)| = : il ;ﬂ/ S?’
P (I=o)(p " +py ")
e e O
aff —op; ‘p;‘m v3
81-(p’m)= lij =0 SZ’
P (1—o)p] " +py )2
;]
af7 Pil_a v?
m)| = ———F =< —.
om (P, m) e =3 2

Thus, if we define L, = v, then fl.f’ € %1. Moreover, for every o < 0, we have that
R(f°) = R%r . However, f converges to a function f as 0 — —oo with respect to
the metric p, where

Silp,m) = foa(p,m) = )
p1+ p2

and R(f) = {(c, ¢)|c > 0}. This fact implies that the limit manipulation in .%; may
shrink the range of the demand function.
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The above example shows that, for our purpose, an additional assumption is needed.
One of the easiest ways to solve this problem is to assume that the limit CoD f satisfies
all assumptions of Corollary 2. The result is as follows.

Theorem 2 Let (f¥) be a sequence of locally Lipschitz demand functions such that f*
satisfies Walras’ law for all k and it converges to a locally Lipschitz demand function
f with respect to p. Suppose that R(f*) includes R% | and f k satisfies the C axiom for
all k, and that f also satisfies these conditions. Then, for every compact set D C R’} |,

sup |u gk 5(x) —uyr p(x)] =0
xeD

as k — oo.

The definition of v ; in Corollary 2 only depends on the values of u s 5 on R’} , .
Hence, it seems to show that v fk,jp converges to vy 5 pointwise, where v 5. p is as
defined in Corollary 2. However, there are several technical difficulties that mean we
cannot obtain such a result. Instead, we can show the following result.

Corollary 4 In addition to the assumptions of Theorem 2, suppose that R(f) and all
R(f*) are relatively open in Q. Then, lim SUPy_, o0 Uk 5(X) = vy 5(x) for every
x e Q.

Because v sk ;(x) = 0 for every x € @, if vy 5(x) = 0, then vk 5(x) converges
o vy 5(x). However if vy 5(x) > 0, whether v *p 5(x) converges to vy ;(x) or not
is unknown. Indeed, we have the following example in which limy_, 5o v 5 p (x) #

vf’[;(x).

Example 3 Suppose that 4 : Ry — Ry is C*, nondecreasing, and lim.—.o h(c) =
0, lim.—, o h(c) = 0o. Choose any (x1, x2) € Ri 1> and consider the equation

1 L 1+1
1+ 1+ 5
(xl C+x, ‘) = h(c).

By the same arguments as in the proof of Example 4 in Hosoya (2020), we can
show that there exists a unique solution ¢* > 0 to the above equation, and if we
define uh(xl,xz) c*, then u" is C*°, monotone, and strictly quasi-concave. If
(x1,x2) € R2 \R++, then we define

u (x1,x2) = Inf suplu” (x], X)) (x]. x5) € RA,. [[(x1, x2) — (x]. x| < &),

By the same arguments as in the proof of Corollary 2, we can show that u” is upper
semi-continuous on R%r. Moreover, again by the same arguments as in the proof of

Example 4 in Hosoya (2020), we can show that f"h is also C*°, and R(f“h) =R2

Furthermore, if &’ — h in the sense of C2, then we can easily show that ul’ = yh
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with respect to the local C? topology on R |, and by Proposition 2.7.2 of Mas-Colell
(1985), we have that fh/ — f" with respect to the metric p.

Leth : Ry — R, be a C* nondecreasing function such that 2(0) = 0, k(1) =
h(2) = 1, () > 0if ¢ ¢ [1,2], and lime—, h(c) = +oo. Additionally, let
n : Ry — R4 be a C* function such that n(c¢) = 0 on [0, 1] and [4, +o0[, n(c) is
increasing on [1, 2], constant on [2, 3], decreasing on [3, 4], and max ¢[1 47 [7'(c)| <
min.¢(3.4) 7' (c). Define h*(c) = h(c) + k~'n(c). Then, h* — h with respect to the
C? topology, and thus fhk — f" with respect to p. Let p = (1, 1). Then, we can
easily check that

1
vk 5(1.0) =5,

for all k, and
1

ﬁv

which implies that limy_, U ik [3(1, 0) #vpn ;5(1,0).

Ufh’[;(l, O) =

We now present another completeness result. Choose a sequence M = (M,) of
positive real numbers and define .#, j as the set of all f € % such that R(f)
includes R’}r+, f satisfies the C axiom, and if x elv=!, v[", then for all p € Gf(x)
andi € {l,...,n}, pi > M,.

Corollary 5 .Z1, u is compact under the metric p. Moreover, if (%) is a sequence on
F1,m that converges to f with respect to p, then for every compact set D C R, ,,

sup |u gk 5(x) —uyr p(x)] =0
xeD

as k — oo.

In Theorem 2, the C axiom is required. Corollary 2 states that if R(f) is relatively
open in €2, this axiom is equivalent to the continuity of vy ; on R’ ,. Indeed, the
requirement that R(f) is relatively open in €2 is not used in the proof of this fact.
Therefore, under the assumptions of Theorem 2, the same proof shows that u 15 p and
uy p are continuous on R’ , . We use the continuity of u s 5 on R} | in the proof of
Theorem 2; see Lemma 4. However, v 5 is not necessarily continuous on 2 itself,
even if R(f) is open; see Example 4 of Hosoya (2020).

If f is a demand function that is continuously differentiable on P = f _1(R’j_ )
and the rank of Sy(p,m) is always n — 1 on P, then we can show that the inverse
demand correspondence G/ (x) is a single-valued continuously differentiable function,
and thus the C axiom is automatically satisfied. For a proof, see Proposition 1 of
Hosoya (2013). In this connection, if ( f kyisa sequence on %y, such that every f kis
continuously differentiable and the rank of S s« (p, m) is always n—1on ( f HIRnL),

then there exists a sequence M = (M) such that every f* is in %y j if and only

k
if inf; min; min,ec Gif (x) > O for every compact set C C R’ . This is another
sufficient condition for the limit function f of (f*) to satisfy all requirements of
Theorem 2.
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Finally, we present a result for pointwise convergence. In many cases, the solution
function of a differential equation does not exhibit good behavior with respect to
pointwise convergence. However, in this case, the problem can be avoided using the
equicontinuity of .7 . Hence, the following theorem holds.

Theorem 3 Suppose that (f*) is a sequence in Fy, that converges pointwise to f.
Then, f € Fr. In particular, if f* € Fp v forall k, then f € F1_y, and for every
compact set D C R |,

sup |ufk’1;(x) —ufp(x)—0
xeD

as k — oo.

This result is unexpected in some ways. Previous results in this context have usually
required a stronger topology in the space of demand functions to prove convergence
in some topology of the space of utility functions. For example, in Hosoya (2017),
convergence with respect to a uniform topology in the space of utility function could
only be proved if the C! topology is equipped in the space of demand functions. In
Theorem 3, however, this relationship is reversed.

As a final note, we mention the closed convergence topology of weak orders. If the
shapes of utility functions are specified for some set of weak orders, then in most cases,
the compact convergence of the utility function is equivalent to the convergence in the
closed convergence topology of the weak order. Hence, for example, it is quite easy
to derive the convergence result in the closed convergence topology from Theorems
2 and 3. In this connection, in econometric studies that use statistical models that
require a particular shape for the utility function, we can inversely derive the compact
convergence of their utility function from the convergence of corresponding orders
in the closed convergence topology. In this sense, the use of a specified shape of the
utility function is not a disadvantage for Theorems 2 and 3.

5 Discussion
5.1 Comparison with related literature

The history of integrability theory begins with Antonelli (1886). This theory aims to
calculate a utility function from the consumer’s purchase behavior. Hurwicz (1971)
classified this theory into two categories, indirect and direct. The indirect approach
involves deriving the inverse demand function from the purchase behavior and then
calculating a utility function by finding some function that satisfies Lagrange’s first-
order conditions for the inverse demand function. The direct approach derives the
demand function from the purchase behavior, solves Shephard’s lemma as a partial
differential equation to calculate the expenditure function, and then calculates the
utility function from this expenditure function. Antonelli (1886) used the indirect
approach, as did most of the classical results (Pareto 1906; Samuelson 1950; Katzner
1970; Debreu 1972). In contrast, Hurwicz and Uzawa (1971) obtained a classical
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result using the direct approach. Hosoya (2013) provides an example of the indirect
approach, while Hosoya (2017) is an example of the direct approach. Proposition 1 in
this paper is categorized as a direct approach.

To understand the position of this paper in integrability theory using the direct
approach, let us look at the classical result of Hurwicz—Uzawa. They showed that if
a CoD is differentiable and locally Lipschitz, satisfies Walras’ law, (S), (NSD), and
a condition called the “strong income-Lipschitzian” requirement, then it is a demand
function. Although they did not specify how to derive the utility function in their
theorem, the utility function that appears in their proof essentially coincides with our
u ¢ 5. Following their paper, several studies attempted to remove the “strong income-
Lipschitzian” requirement, and Hosoya (2017, 2018) finally succeeded in doing so.

Let us explain the logic that allowed us to eliminate the strong income-Lipschitzian
requirement. In the proof of Hurwicz—Uzawa’s Theorem 2, this condition is only used
to derive the existence of the solution to the partial differential equation (2). In fact, the
necessary and sufficient condition for the existence of local solutions to (2) is (S), which
was proved in Theorem 10.9.4 of Dieudonne (1969). Hurwicz—Uzawa constructed a
similar proof to that of Nikliborc (1929) to show the existence of a global solution to (2),
in which the strong income-Lipschitzian condition and (S) were used. From this and
(NSD), they then proved the claim considered in Step 4 of the proof of our Proposition
1. Once the existence of global solutions to (2) and the statement in Step 4 have been
shown, we no longer require the differentiability of f to prove this theorem. In contrast,
Hosoya (2017) brought (NSD) to the proof of the existence of the global solution to (2)
and showed the existence of global solutions without the strong income-Lipschitzian
condition. This is why we can eliminate the strong income-Lipschitzian condition
from this theorem. Hosoya (2017) treated continuously differentiable CoDs, and later
this result was extended to differentiable and locally Lipschitz CoDs (Hosoya 2018).

The present paper removes even the requirement for differentiability and assumes
only locally Lipschitz conditions for CoDs. First, we explain why the removal of dif-
ferentiability is needed. Classical methods for estimating demand functions have been
studied for a long time (for example, Deaton (1986) contains a detailed description of
parameter estimation methods for demand functions). More recently, Blundell et al.
(2017) presented a method for estimating the demand function without parametriza-
tion. Obviously, such estimation methods must be verified to satisfy consistency. As
already mentioned, consistency means that the estimated value x from a dataset of
size N converges to the true value x in probability as N — oo. Therefore, it must be
confirmed that the estimated value fy of the demand function converges to the true
demand function f. However, because both fy and f are functions, the convergence
concept can make an important difference. As far as we know, in econometric theory,
either pointwise convergence or uniform convergence on compacta is used in most
research. However, the space of the differentiable demand functions is not closed in
both topologies.

In this connection, we are interested in whether our constructed utility function
u s ;5 satisfies consistency. In other words, we argue whether u , 5 convergesto u s ;
if fy converges to f. Hosoya (2017) showed that if fy converges to f in the sense
of C! on any compact set, then u fv.p converges to u s 5 uniformly on any compact
set. However, as already mentioned, there is almost no estimation method in existing
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studies that treats C! convergence in the estimation of the demand function. Hence, this
result is not practical. Therefore, we want to consider the case in which fy converges
to f uniformly on any compact set. Then, the following problem arises. Because we
can choose our estimation method, we may be able to choose one that makes fu
differentiable. However, f is the limit of f with respect to the uniform topology, and
thus, f is not necessarily differentiable. If u ¢ 5 can only be defined on differentiable
functions, then, for nondifferentiable f, u s 5 cannot be defined in the first place, and
the convergence problem of u y, 5 becomes nonsensical.

Proposition 1 in this paper fundamentally resolves this problem. If we construct an
estimation method so that the estimated value fy is included in %, then the limit f
is automatically a locally Lipschitz function. Thus, Proposition 1 can be applied, and
we can define u ¢ ;. Furthermore, we have already confirmed in Theorems 1 and 2 that
the space of the demand functions we wish to use, such as .%; and .%,_y, is closed
with respect to uniform convergence,* and thus, the possibility that the true value is
an inconvenient function can be eliminated at the construction stage of the estimation
method. Theorem 3 proves that the same holds for pointwise convergence.

These arguments only make sense if Proposition 1 can be verified. Therefore, Propo-
sition 1 is the crux of this study. However, the removal of differentiability poses two
difficulties in the proof of Proposition 1. First, as already mentioned, the Lebesgue
measure of the trajectory of ((1—2)p+¢p, c(¢)) in (1) is 0. By Rademacher’s theorem,
any locally Lipschitz function is differentiable almost everywhere. However, f may
be nondifferentiable at every point on the above trajectory, because this trajectory is a
null set. Even if it is differentiable, the Slutsky matrix may not have good properties.
This means that most of the tools used in integrability theory up to now cannot be
used as they are. This problem is solved by perturbing the solution to the differential
equation by the income (see Lemma 2 in the proof). Another difficulty arises in Step 4
of the proof of Proposition 1. This step claims that p - y > m. However, this inequality
is strong, and the simple perturbation technique can no longer be used in the proof,
because the strong inequality is replaced by a weak inequality through limit manip-
ulation. This can be solved by rigorous evaluation of the inequality of the perturbed
trajectory, but this evaluation is not straightforward (see the proof of Step 4).

Corollary 1 is derived from Proposition 1. This is one of the newest results in
integrability theory. As implied by Houthakker (1950) and shown by Uzawa (1960) and
Richter (1966), the strong axiom of revealed preference is a necessary and sufficient
condition for a CoD to be a demand function. For this result, no topological condition is
imposed on the CoD. If a CoD satisfies Walras’ law and is continuously differentiable,
then (S)+(NSD) is a necessary and sufficient condition for it to be a demand function,
as shown by Hosoya (2017). Corollary 1 demonstrates that the same result holds
when the CoD is not differentiable, but only locally Lipschitz. The most important
thing about Corollary 1, however, is that it presents another necessary and sufficient
condition for a CoD to be a demand function, namely the existence of a concave global
solution to the partial differential equation (2).

To illustrate the importance of this result, we begin by recalling the strong axiom
of revealed preference. A CoD f satisfies the strong axiom of revealed preference

4 Actually, they are not only closed, but also compact. See Corollary 3.
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if and only if, for every finite sequence x', ..., x* such that x’ = f(p’, m’) and
ploxtl < mi, pt.x' > m'. The problem is that there is a strong inequality in
this claim. Even if f* satisfies this condition, this strong inequality changes to a weak
inequality in the limit f, and thus, we cannot determine whether f is actually ademand
function. This implies that the strong axiom of revealed preference cannot be used to
prove results such as Theorem 1.

A similar problem arises when we discuss this problem using conditions (S) and
(NSD). Even if f* converges to f with respect to the metric p, it is uncertain whether
the derivatives converge. Therefore, even if f¥ satisfies (S) and (NSD), f may violate
(S) or (NSD), and so we cannot prove that f is a demand function. If we change the
metric and use a stronger topology, we can show that (S) and (NSD) hold in the limit
f. In this case, however, it becomes difficult to find results in econometric theory
corresponding to such a topology. Therefore, these conditions are also undesirable.

Condition (iv) of Corollary 1 fundamentally resolves this problem. Indeed, in the
proof of Theorem 1, we confirm that f satisfies condition (iv). This property is not
broken by convergence with respect to p, which makes such a proof possible. Hence,
the remainder of our results depends on condition (iv).

Theorems 2 and 3 require the C axiom. This axiom was first discovered by Hosoya
(2017), and was therefore not used by Hosoya (2015) to show a result similar to
Theorem 2 in integrability theory using the indirect approach. Because G/ (x) is
assumed to be a single-valued, continuously differentiable function in the indirect
approach, this axiom automatically holds. This is why the C axiom does not appear
in Hosoya (2015). The C axiom is known to be equivalent to another axiom called
the NLL axiom. In Theorem 2 of Hosoya (2020), it was shown that, for an income-
Lipschitzian demand function f that satisfies Walras’ law, f = f“ for some function
u :  — R such that u is continuous on R’| | if and only if f satisfies the C axiom.
In this paper, this result is required to prove Theorem 2 (see Lemma 4).

Finally, we make an important statement. Research on estimation methods for
demand functions can be separated into two types. The first type specifies the shape
of the corresponding utility function, whereas the second type does not specify any
particular shape. Of the research already mentioned, Deaton (1986) does not specity
the utility function, but Blundell et al. (2017) do to some extent. In this connection,
some readers may think that this study is not useful in research that specifies the shape
of the utility function. However, this is not the case because, even if the shape of the
utility function is assumed, the estimate of the utility function associated with the
demand function must represent the same order as our utility function u ¢ ;. Hence, by
a consistency result for u s 5, we can almost automatically obtain a consistency result
for their utility function by the method in the last paragraph of the previous section.

5.2 Several open problems
In this paper, we have attempted to produce the desired results as far as possible.

However, there remain several problems that we cannot solve. Here, we describe a
few of them that we consider important.
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First, in Corollary 1, we proved the equivalence of conditions (i) and (iv) by
assuming that f is locally Lipschitz. Can this equivalence also be proved when f
is continuous and income-Lipschitzian? If so, then the income-Lipschitzian require-
ment would be sufficient for the proof of Theorem 1, which would mean that the result
of Theorem 1 could be discussed on a wider space than that of locally Lipschitz CoDs.
This would also strengthen Corollary 3 and Theorem 2.

Second, the question remains as to whether Corollary 4 can be strengthened. We
have only shown that lim sup;_, ,, v 3 I;(x) < vy p(x), and found an example such
that the inequality becomes strong. However, this inequality could perhaps be modified
to an equality under some weak additional assumptions. In particular, equality may
be guaranteed when x is an element of R(f), or vy 5 is continuous at x. If we could
prove this, our result would be much better.

The third problem concerns whether the condition that R(f) is an open set is
necessary in the first place. In the proof of Corollary 2, we show that vy 5 coincides
with the utility function defined in Hosoya (2020). For some technical reasons, it is
necessary that R(f) is an open set to guarantee that f = f'/.». However, there is no
known counterexample of f such that R(f) is not an open setand f # fU/.7. Perhaps
f = f¥» holds even when R(f) is not an open set.

Fourth, there remains the task of identifying the conditions for v ¢ 5 to be continuous.
Condition a. of Theorem 6 in Hurwicz and Uzawa (1971) is frequently used in this
context. This condition states thatif p > 0, p # 0 and p; = 0 for some i, then for any
convergent sequence (pF)to pon R% , andany (g, w) € R} |, f(pk, Vp ok (f(g, w)))
is unbounded. However, when discussing this condition, Hurwicz—Uzawa restrict the
domain of the utility function to R(f). Therefore, whether the continuity of vy ;
outside R(f) can be guaranteed by this condition remains an open question.

Finally, although our paper only considers the classical consumer theory, there are
several new consumer theories treating nonlinear or stochastic budget inequality. See,
for example, Shiozawa (2016) for the former, and Allen et al. (2023) for the latter. Our
study does not provide a solution to the estimation problem in those theories, and it is
a future task.

6 Conclusion

In this study, we obtained a procedure for calculating a utility function from a given
locally Lipschitz CoD that satisfies Walras’ law. Using this procedure, we found two
necessary and sufficient conditions for a locally Lipschitz CoD that satisfies Walras’
law to be a demand function. Moreover, under the assumption that the range of this
CoD includes the positive orthant and is open in the consumption space, we obtained
the uniqueness result for the corresponding upper semi-continuous weak order to this
CoD, and derived an upper semi-continuous utility function that represents this weak
order.

Using these results, we proved a completeness result for the space of demand
functions. That is, we showed that if every sequence of demand functions that is
locally Lipschitz and satisfies Walras’ law converges to some function with respect
to the topology of compact convergence, then the limit function is also a demand
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function. From this result, we showed that the space of demand functions that has a
uniform Lipschitz constant on any compact set is compact under this topology.

Furthermore, we showed that if every function has a sufficiently wide range and
satisfies the C axiom, then our derived utility function is continuous with respect to the
demand function. Using this result, we showed that the space of demand functions that
has uniform local Lipschitz constants and uniformly satisfies the C axiom is compact,
and the mapping from the space of demand functions into the space of utility function
is continuous. We demonstrated that a similar result holds even when we use the
pointwise topology.

We also provided three examples. The first demonstrated that our calculation pro-
cedure for the utility function works well. The second example showed that the range
of the CoD may shrink under limit manipulation. The third example demonstrated that
our continuity result may not hold in the corner of the consumption space. We think
that all examples are meaningful in this context.

Although there are many open problems concerning this area of research, we believe
that the results in this paper are sufficiently strong and worthwhile for applied economic
research. In particular, we think that our results provide a foundation for applying
integrability theory in the field of econometric theory.

7 Proofs
7.1 Mathematical knowledge on Lipschitz analysis and differential equations

We repeatedly use Lipschitz analysis in the proofs of our theorems. However, the
Lipschitz property of the solution function (defined later) for differential equations is
not well known. Thus, we introduce several important properties in this subsection.

First, recall the definition of a locally Lipschitz function. Let f : U — RY be
some function, where U C RM is open. This function is said to be locally Lipschitz
if, for every compact set C C U, there exists L > 0 such that for every x, y € C,

If ) = fOII = Llix = yll-
Because the following property is important, we present a proof in this subsection.

Fact1 Let f : U — RY, where U C RM is open. Then, f is locally Lipschitz if and
only if, forevery x € U, thereexistsr > Oand L > Osuchthatify,z € U, ||ly—x| <
r,and ||z — x|| <r, then

If) = f@I =Ly -zl
Proof of Fact 1 Suppose that f is locally Lipschitz. For each x € U, there exists r > 0

such that B (x) = {y € RM|||y — x|| < r} C U, and B, (x) is compact. This implies
that there exists L > 0 such that if y, z € B,(x), then

If ) = f@I < Llly -zl
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To prove the converse relationship, we use proof by contraposition. Suppose that f is
not locally Lipschitz. Then, there exist a compact set C and sequences (x¥), (y*) on
C such that, for all &,

IF ) — £OOI > klxk — ¥

Because C is compact, we can assume that x* — x*, y¥ — y* as k — oo. Then,

£ = fFOOI = kllx™ = y*|

for all k, which implies tha_t x* = y*. Choose any r > 0 and L > 0. Then, there exists
k > L such that x¥, y¥ € B, (x*), and thus the latter claim of this fact is violated. This
completes the proof. O

From the above fact, we have that every continuously differentiable function is
locally Lipschitz. Of course, the converse is not true: consider f(x) = |x]|.

The next fact is known as Rademacher’s theorem. Because the proof of this fact is
long, it is omitted here.’

Fact2 Suppose that f : U — RV, where U ¢ RM is open. If f is locally Lipschitz,
then it is differentiable almost everywhere.

Next, we explain some knowledge of ordinary differential equations (ODEs). First,
consider the following ODE:

x(1) =g, x(1), x(to) = x*, (6)

where g : U — RN and U R x R¥ is open. We call a subset I of R an interval if
it is a convex set containing at least two points. We say that a function x : I — R¥ is
a solution to (6) if and only if 1) I is an interval containing ty, 2) x(f9) = x*, 3) x is
absolutely continuous on any compact interval C C I, 4) the graph of x is included in
U,and 5) %(t) = g(t, x(¢)) for almostevery t € I.Letx : I — RN andy: J — RY
be two solutions. Then, we say that x is an extension of y if J C [ and y(t) = x(¢)
forall € J. A solution x : I — R¥ is called a nonextendable solution if there is no
extension except x itself. The next fact is well known, and thus we omit the proof.’

Fact 3 Suppose that g is locally Lipschitz. Then, for every interval I including 1o,
there exists at most one solution to (6) defined on 7, and if there exists a solution, it is
continuously differentiable. In particular, there exists a unique nonextendable solution
x : I — RN to (6), where [ is open and x (¢) is continuously differentiable. Moreover,
for every compact set C C U, there exist 1, f € I such thatif r € I and eithert <
orty < t,then (¢, x(¢)) ¢ C.

5 See, for example, Heinonen (2004).

6 Recall that, for a function f : [a,b] — RN , it is said to be absolutely continuous if and only if it
is differentiable almost everywhere, and f(y) — f(x) = fxy f'(z)dz for all x,y € [a, b]. For another
definition and the relationship between definitions, see Theorem 7.18-7.20 of Rudin (1987).

7 See, for example, Theorems 1.1 and 3.1 in chapter 2 of Hartman (1997).
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Next, consider the following parametrized ODE:
X(t) = h(t, x(@),y), x(to) =z, (M

where 1 : U — RN and U ¢ R x RY x RM is open. We assume that / is locally
Lipschitz. Fix (y, z) such that (zp,z, y) € U. Then, (7) can be seen as (6), where
g(t,x) = h(t,x,y) and x* = z. Hence, we can define a nonextendable solution
x> RN according to Fact 3. We write x(¢; y, z) = x”%(¢), and call this
function x : (¢, y, z) — x(¢; y, z) the solution function of (7). The following fact is
necessary, but is not particularly well-known; thus, we prove it in this paper.

Fact4 Under the assumption that % is locally Lipschitz, the domain of the solution
function is open, and the solution function is locally Lipschitz.

Proof of Fact 4 First, we introduce a lemma. O

Lemma 1 (Gronwall’s inequality).8 Suppose that g : [to, t1] — R is continuous, and

t
g() < / Ag(s)ds + B(0),
1

0

foralmosteveryt € [tg, t1], where A > 0 and B(t) is an integrable function on [ty, t1].
Then, for almost ever” t € [tg, t1],

t
g() < B+ A / A=) B(s)ds.

fo

In particular, if B(t) = C(t — tg) for some constant C, then for every t € [ty, t1],
C
gD = (T — ).

Proof First, for almost every ¢ € [to, t1],

' 1
4 <e_At/ g(s)ds) = A (g(t) —/ Ag(s)ds) <eMB@).
dt o 10

Integrating both sides, we obtain

t t
eiA’/ g(s)dsf/ e A B(s)ds,
fo

fo

8 The first inequality of this lemma is famous and introduced by many textbooks. See, for example, problem
5.2.7 of Karatzas and Shreve (1998). However, we also need the second inequality in many situations, and
there is no readable proof of this inequality in published textbooks. We provide the proof of these inequalities
for readability and to make the present paper self-contained.
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and thus,

t t
g(t) < A/ g(s)ds + B(t) < B(1) + AeA’/ e A B(s)ds,
0]

]

which implies that the first inequality holds almost everywhere. If B(¢) = C(t — 1),
then by continuity, the above inequality holds everywhere, and integration by parts
yields

t
g(t) <C(r —1o) + AC/ A (s — 1y)ds

fo

1 ! t
=C(t — 1) + AC [—XEA(’_S) (s — to)} + C[ A9y
1

0 0

d C
— C/ eA(l—S)ds — _(eA(t—l()) _ 1)’
o A

as desired. This completes the proof. O

Let V C R x RM x RY be the domain of the solution function x(z; y, z). Choose
any (t*, y, z) € V. By Fact 3, there exists an open interval I such that 7 > x(z; y, z)
is a nonextendable solution defined on 7, and * € I. Choose 1,1, € I such that
t1 < min{t*, to} < max{r*, o} < t,. Consider the following differential equation:

X)) =h(t,x@t)+7 —2z,y), x(t) =z (8)

If77 =zand y = y, then x* : t — x(¢; y, z) is a solution to (8). Choose a, b > 0
sufficiently small and define

M(a,b) = {(t,x,y . )t € [, 6], |Ix —x* @O <a, Iy =yl <b, lIZ —z| <b},
O'(a,b) = {(t,x +2' — 2z, Y)|(t. x, ", 2) € (a, b)}.

By definition, I1(a, b) and IT'(a, b) are compact. We assume that a, b are sufficiently
small that IT'(a, b) C U. Because & is locally Lipschitz, there exists L > 0 such that,
for every (1], 2}, ¥}). (5, 25, y3) € I'(a, b),

Ih(ty, 27, ¥1) — B(t5, 25, y) I < LIty — 5] + llz — 250 + lyp — v3 il
Suppose that ||y’ — y|| < b, ||z/ — z|| < b, and define t2+(y’, ¢*z) as the supremum
of the set of all  €]ty, 2] such that there exists a solution x : [ty, ] — RY to (8) and

(s,%(s),y, 7)) € (a, b) for all s € [1y, t]. By Fact 3, we have that g‘(y/, N>t
and there exists a solution ¥ : [79, &, (', 2)] — R to (8).If r € [0, 5 (', 2)], then

t
[X(t) —x* ()] < f Ih(s, X(s) +2" =z, ¥') — h(s, x*(s), y)llds
0]
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t
< / (s, X(s) + 2" —z,¥) — h(s, x*(s) + 2" — z, y)lds
0]
t
+/ lA(s, x*(s) + 2" — 2, y') — h(s, x*(s), y)llds
10
t
< / L|X(s) —x*(s)llds + LIy = yll + 12" — zID @ — 10).
o

Therefore, by Lemma 1,
1) —x*O1 < Ay’ = yll + 112/ — D"~ — 1. ©)
Choose b' €]0, b[ sufficiently small that
b (27 1) < q. (10)
Suppose that ||y’ — y|| + |/ — z|| < &' and 5} (', ') < t2. Because ¥ is defined at
1 (', z'), we have that (5 (y', ), X(t; (¥, 2)), ¥', 2) € T(a, b). By (9) and (10),
%t (v, 7)) — x* (57 (', 2))|| < a, which contradicts the definition of £, (¥, 2').

Therefore, if ||y’ — y|| + |z —z|| < b/, then X(¢) is defined on [fy, t2], and if t € [tg, 13],
then

I1Z(6) — x*Oll < (Iy — yll + 112 — zlD =@ — 1),

By a symmetric argument, we have that if 4" €]0, b[ is so small that
b (eF0™) — 1) < q, (11)

and ||y’ — y|| + Iz’ — z|| < b/, then (8) has a solution % defined on [71, fp], and if
t € [11,10],

I1£@) = x* Ol < Ay = yll + 12 = zlD(e" == —1).

Clearly,
x(t;y,7)=x@t)+7 —z,

and thus the domain V of the solution function x includes
[t 2] < (O DY =yl + 12" =zl < b},

which is a neighborhood of (¢*, y, 7). Moreover,

max_[x(t;y,2) — x(t; y, Dl < (Iy — yll + 2/ — zlDet @),
telto, 1]

and thus Fact 1 implies that the solution function is locally Lipschitz. This completes
the proof. O
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We now present the formula for the solution to linear differential equations. Con-
sider the following ODE:
x(t) = a()x(1),

where [ is an interval including 7o and @ : I — R is a bounded measurable function
on I. Then, the solution to the above equation is as follows:

x(1) = x(t9)eo “O%
For a proof, see Theorem 1 of section 0.4 in loffe and Tikhomirov (1979).
Finally, we note a partial differential equation that appears in consumer theory.

Fact5 Let f be a continuous CoD and 7~ be a weak order such that f = f Z. Define
E*(p) =inf{p - yly Z x}.

Then, the function E* is concave and continuous on R’ , . In addition, suppose that
f satisfies Walras’ law and x = f(p, m). Then, E*(p) = m and E*(¢g) > 0 for all
g € Rl . Moreover, the function E* is continuously differentiable, and for every
1€ RiJr’ X X

VE'(q) = f(q. E*(9)). (12)

This function E is usually called the expenditure function, and equality (12) is
called Shephard’s lemma. For a proof, see Lemma 1 of Hosoya (2020).

7.2 Proof of Proposition 1

First, consider the following parametrized ODE:

ct) = f(A—=0p+tq,c@)-(g—p), c0) =w, (13)

and let c(¢; p, g, w) denote the solution function of (13). We introduce two lemmas.

Lemma2 Let U =R}, x Ry. Choose any (p, m) € U. Suppose that W C U and
the Lebesgue measure of U \ W is zero. Moreover, suppose that ¢ € R’} , and there
existsi* € {1, ..., n}suchthat q; # pi*, and that the domain of the solution function
c(t; p, g, w) of the ODE (13) includes [0, t*] x P x Pj for t* > 0, where Py is a
bounded open neighborhood of q, P> is a bounded open neighborhood of m, and PJ’.“
denotes the closure of Pj. Forevery (t,7, w) C R such tharr € [0, %], r € P, for

f,‘ l'fl' < i*,
ri=13qi ifi =i",
Fio1 ifi > i*,
and w € P, define

E,r,w)y=((1—=t)p+tr,ct; p,r,w)).
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Then, the Lebesgue measure of €~ (U \ W) is also zero.

Proof Without loss of generality, we assume that i* = n. Throughout the proof of
Lemma 2, we use the following notation. If » € R”, then 7 = (r1, ..., r,—1) € R*7L.
Conversely, if 7 € R thenr = (r1,..., 11, qn)-

Let 131 ={F e R"|r € P} and 131 be the closure of 131. Although the actual
domain of & is [0, t*] x 131 X P,, throughout this proof, we consider that the domain
of & is [0, *] x 131 x P¥. We show that £ is one-to-one on the set 0, #*] x f’l X
P. Suppose that t; # 0 # 1, and &(1, 71, wy) = &(t2, 72, w2) = (v, ¢). Because
v, = (1 —t)pn + t1ign = (I — t)pn + t2q, and p, # gq,, we have that 1; =
t. Because v; = (1 —t1)p; + tir;; = (1 — t1)p;i + t1r and 11 # 0, we have
that r1; = rp;, and thus 7 = 7;. Therefore, it suffices to show that c(z; p, r, w) is
increasing in w. Suppose that w; < w» and c(¢; p, r, wy) > c(t; p, r, wa). Because
c(0; p,r,wy) = wy < wy = c(0; p, r, wr), by the intermediate value theorem, there
exists s € [0, t] such that c(s; p,r, w1) = c(s; p,r, wz). Then, by Fact 3, we have
wi = c(0; p,r,w1) =c(0; p,r, w2) = wy, which is a contradiction.

Next, define

VE=g(e 1, *] x Py x PY).

We show that £ ~! is Lipschitz on V*. Define

v J—
t(v) = ”—p"’

4n — Pn

- 1 .
F(v) = m[(t(v) - Dp+vl

Suppose that (v, c1), (v2,c2) € V¢ and (vj,cj) = &(tj,7j, w;). Then, we have
t; =t(vj) and 7; = 7(v;). Clearly, the functions #(v) and 7 (v) are Lipschitz on vE.
Next, consider the following ODE:

d(s) = f((1 = (s +1—0)p+ (s +1 — 0)r(v),d(s)) - (r(v) — p), d(t2) = c.

Let d(s; t, v, ¢) be the solution function of this ODE. If (v, ¢) = &(¢, 7, w) for some
(t, 7, w) € [£71*, t*]x Py x P¥,thend(s; t, v, ¢) = c(s+t—t2; p, r, w). Moreover,
the set

{(t, v, 0)|t € [L7'¢%, 1], (v, ¢) = &1, F, w) for some (F, w) € Py x P}

is compact, and by Fact 4, (¢,v,c) +— d(t» — t;t,v,c) is Lipschitz on this set.
Therefore,

lwi —wa| = [d(t2 — t15 11, v1, 1) — d(t2 — 125 12, V2, C2)]
< L[|ty — 2| + [ (v1, 1) — (v2, 2)]l]
= L[|t (v1) — t(2)| + [(v1, c1) — (v2, c2)l]
< LM + Dl(v1, c1) = (v2, ),

@ Springer



Y. Hosoya

where L, M > 0 are some constants, and therefore our claim is correct.
Now, recall that the Lebesgue measure of U \ W is zero. Because & ~! is Lipschitz
on V¢, we have that the Lebesgue measure of

el (vinw\wy)
is zero. Therefore, the Lebesgue measure of
U~ (VEN (U\W))

is also zero. Clearly, the Lebesgue measure of
e O\ (U™ vV N @ \w)

is zero, because this set is included in {0} x P; x Pj. This completes the proof of
Lemma 2. O

Lemma3 Choose any (p, m) € R'| . Then, there exists a solution E : R', | — R,
to the partial differential equation

VE(q) = f(q. E(q), E(p) =m, (14)

if and only if the domain of the solution function of (13) includes [0, 1] x {p} x R’} , x
{m}. Moreover, in this case, for each q € R’j_+,

E(q) =c(l; p,q, m).

Proof Suppose that a solution E : R", | — Ry to (14) exists. Choose any g € R’} .
Letd(t) = E((1 —t)p +tg). Then, d(0) = E(p) = m and

dt)y= f((1 —t)p+1q,d®) - (q — p),

and by the uniqueness of the solution to an ODE (Fact 3), we have that d(¢) =
c(t; p,q,m). Hence, the domain of the solution function ¢ includes [0, 1] x {p} x
R% | x {m}, and moreover, E(q) = d(1) = c(1; p,q, m).

We show that the converse is also true. Suppose that the domain of the solution
function ¢ includes [0, 1] x {p} xR’} | x {m}. Define E(q) = c¢(1; p, g, m). We show
that E(q) is a solution to (14).

First, let A* be the set of all (¢, w) such that f is differentiable and S is symmetric
and negative semi-definite at ((1 — ) p +1tq, c(t; p, q, w)) for almostevery ¢ € [0, 1],

and the mapping 7 — c(¢; p, 7, g,, w) is differentiable at ¥ = (q1, ..., g,—1) for
almost every ¢ € [0, 1]. Suppose that (¢, w) € A* and let ¢; denote the i-th unit
vector. Then, foreachi € {1,...,n — 1},9

9 In this proof, we frequently abbreviate several variables for simplicity.
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. c(t;p,q+hej,w)—c(t; p,q,w)
lim
h—0 h

= lim —
h—0 h

t
X U fL=s)p+s(qg+he), c(s; p,g+he,w))-(q+ he; — p)ds
0

t
—/0 f((l—S)p+sq,c(s;p,q,w))-(q—p)ds}

d “[af; df ac
Z J J
/0 /i = |:S8Pi om 8611}(% Pi s

by the dominated convergence theorem, and thus g—i(r; P, q,w) is defined for all
t € [0, 1] and is absolutely continuous in 7. Define the ?ollowing absolutely continuous
function

dc
9q;

By the above evaluation and the symmetry of the Slutsky matrix, we have that for
almost all ¢ € [0, 1],

() = & p,g,w)—tfi((l—=1)p+1tq,c(t; p,g, w)).

. “Tafi of oc -
qo(r)=fi+j§[r ’+3njaqi}(qj—pj)—ﬁ—r;[

ofi  0fi
ap; J

ap + ﬁf’} (gj —pj)

“rof; ofi ofi A = A f;
=lZ|:{—A—mfjj|(CIj—Pj)+qij§8r;(CIj—Pj)

=at)p@),

where a(t) is some bounded measurable function. By the formula for the solution to
linear ODEs, we have that

0(t) = p(0)elo a)ds,

However, we can easily check that ¢(0) = 0, and thus ¢(#) = 0. In particular,
¢(1) = 0, and thus

ac
a—q(l; p.q,w) = fi(qg,c(1; p,q, w)).
l

Second, suppose that g, # p, andi € {1,...,n — 1}. By Lemma 2 and Fubini’s
theorem, there exist § > 0 and a sequence (¢*, w¥) on A* such thatg* — ¢, w* — m
as k — oo, and for every k, i € {l,...,n — 1} and almost every h €] — §, §[,
(g% + he;, w*) € A*. Then, for every h €] — 8, 8[,
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h
c(1; p, qk + he;, wk) —c(1; p, qk, wk) = / f,-(qk +se;, c(1; p, qk + se;, wk))ds.
0

By the dominated convergence theorem, we have that

h
E(q + he;) — E(q) =/ filg +se;, E(q + se;))ds,
0

which implies that
oFE
5. (@ = fila. E(@)).
qi

Third, suppose that ¢, = p, andi € {I,...,n — 1}. Lete = (1,1,...,1) and
define ¢g* = g + k~'e. Then, q,’j # pn, and thus, for every h €] — ¢, qil,

h
E(g" + he;) — E(gY) =/ fi(q" + sei, E(q" + se)ds,
0

and by the dominated convergence theorem,

h
E(q + he;) — E(q) =/ filg +se;, E(q + se;))ds,
0

which implies that

E
a—(q) = filg, E(g)).
qi

In summary, we obtain the following: for every g € R,  andi € {1,...,n — 1},

o0E
a—(q) = fi(q, E(@)). (15)
qi

Replacing the role of n with that of 1 and repeating the above arguments, we can show
that (15) holds for i = n, and thus VE(g) = f (g, E(q)). This completes the proof. O

We now complete the preparation for proving Proposition 1. We separate the proof
of Proposition 1 into ten steps.

Step 1 Suppose that t* > 0 and the domain of the solution function c(t; p, ¢, w)
of (13) includes [0, t*] x {(p, g, m)}. Define p(t) = (1 —t)p + tq and x(t) =
f(p(0), ¢(t; p, g, m)). Then, p - x(t*) = m and p(1*) - x(0) = c(*; p, g, m).

Proof of Step T We prove only the former claim, because the latter claim can be shown
symmetrically. Define p(¢,r) = (1 — t)p + tr, and let A(¢*) be the set of all (r, w)
such that the domain of t +— c¢(¢; p,r, w) includes [0, r*], and for almost every
t € [0,¢*], f is differentiable and Sy is symmetric and negative semi-definite at
(p(t,r),c(t; p,r,w)). By Lemma 2 and Fubini’s theorem, there exists a sequence
(qk, wk) on A(+*) that converges to (g, m) as k — o0. Define d(t) = p - x(¢) and
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d*(t) = p- f(p(t,q"5), c(t; p, g¥, wh)). Then, d¥ is absolutely continuous, and for
almost all ¢ € [0, 1*],

d*(t) = pT Sp(p(t, ¢, c(t; p. ¢~ wh)) (" — p).

Now, differentiating both sides of Walras’ law, we obtain

(p(t, dNTSr(pt. g"), ct; p, g%, w)) (" = p)=o0.

Subtracting the latter from the former, we have that

d*(t) = —t(g" — p)TSp(p(t, g%, c(t; p. ¢~ W) (" - p) > 0,

and thus, d* (¢) is nondecreasing. Because d* (1) — d (1) for every ¢, we have that d(t)
is also nondecreasing, and thus

p-x(t*) =dt*) = d(0) = m,
which completes the proof of Step 1. O

Step 2 The domain of the solution function c(¢; p, g, m) includes [0, 1] x R% | x
RﬁHF X R++.

Proof of Step 2 Suppose not. Then, there exist p, g € R’} , and m € R such that
c(t; p, q, m)isdefined only on [0, #*[, where t* < 1.Let p(¢t) = (1—¢t)p+tgandx =
f(p, m). By Fact 3, we have that the trajectory of the function (p(¢), c¢(t; p, g, m))
is excluded from any compact set in R’} | x Ry4 as r — %, and thus either
limsup,_, « c(t; p,q,m) = oo or liminf,«c(t; p,qg,m) = 0. By Step 1,
max{p - x,q - x} > p(t)-x > c(t; p,q,m) for every t € [0, t*[, and therefore,
there exists an increasing sequence (1) such that ¥ — * and c¢(t*; p, g, m) — 0
as k — o0o. Define x¥ = f(p(tk), c(tk; p,q,m)). Because p XK >m= p - x and
p(*) - x = c(t*; p, g, m) = p(*) - x*, we have that ¢ - x > ¢ - x*. Hence, (x¥) is a
sequence in the following compact set

{yeQlg-y=<q-x}

Therefore, without loss of generality, we can assume that x¥ — x* as k — oo.
Because p - x* > m, we have that x* > 0. However,

0< p(t™ -x*= lim p*) - x* = lim c(*; p, g, m) =0,
k— 00 k—o00

which is a contradiction. This completes the proof of Step 2. O

Step3 Forallt € [0, 1], c(1 —¢; p,q,m) = c(t; q, p,c(1; p, g, m)). Moreover, if
m > m', then c(t; p, g, m) > c(t; p,q, m’) forevery t € [0, 1].
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Proof of Step 3 First,

d
e —tp.g.m) = f((1 =g +tp.c(l=t:p.q.m)-(p—q)
and thus, by the uniqueness of the solution to an ODE (Fact 3), we have that

c(l—1t;p,q,m)=c(t;q, p,c(l; p,q,m)).

Next, suppose that c¢(t; p, g, m) < c(t; p, g, m’) for some ¢ € [0, 1]. By the interme-
diate value theorem, there exists s € [0, 1] such that c(s; p, g, m) = c(s; p, g, m').
Again, by the uniqueness of the solution to an ODE, we have that

m = c(0; p, g, m) = c(0; p,g,m") =m’,
which is a contradiction. This completes the proof of Step 3. O

Step4 Suppose that x # y, x = f(p,m), y = f(q,w), and w > c(1; p, g, m).
Then, p -y > m.

ProofofStep 4 First, define m* = c(1;q, p,w)." By Step 3, we have that
c(t;q, p,w) = c(l —t; p,q,m*), and thus m* > m. Moreover, w > c(1; p, g, m)
if and only if m* > m.

Define p(t) = (1 —t)p +tq and d(t) = p - f(p(t), c(t; p, g, m*)). We have
already shown in the proof of Step 1 that d (¢) is nondecreasing. Therefore, if m* > m,
then

p-y=p-flgw) =d1)=d0)=m">m,

as desired. Thus, we hereafter assume that m* = m. In this regard, we have that
w = C(l, P9, m)’ and C(l —1; q, D, w) = C(t; JZR’D m)

Define A* as the set of all (r, ¢) such that f is differentiable and Sy is symmetric
and negative semi-definite at ((1 — ¢)p + tr, c(¢; p, r, c)) for almost all ¢ € [0, 1].
By Lemma 2 and Fubini’s theorem, there exists a sequence (¢, w¥) on A* such that
(qk, wky — (g, m)ask — oco.Let2e = ||x — y||, and define ) = —t)p—f—tqk
and x* (1) = f(pX (), c(t; p, ¢*, w¥)). Then, x*(1) — y and x¥(0) — x as k — oo,
and thus, without loss of generality, we can assume that || x* (1) —x¥(0)|| > & for all k.
By assumption, x¥(¢) is a Lipschitz function defined on [0, 1]. If f is differentiable at
(P*(0), c(t; p, g%, w")), then define S¥ = S;(p* (1), c(t; p, g, wk)). By assumption,
S{‘ can be defined and is symmetric and negative semi-definite for almost all # € [0, 1].
Because S,k is symmetric and negative semi-definite, there exists a positive semi-
definite matrix Af such that Slk =— (Af)z. Moreover, the operator norm || Aﬁ‘ || is equal

10 Note that, this is equivalent to w = ¢(1; p, ¢, m™).
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to 4/ ||S,k||.11 Because f is locally Lipschitz, there exists L > 0 such that ||Stk|| <L

for all k and almost all ¢ € [0, 1]. Define d*(t) = p - x*(¢), and choose § > 0 such
that £ > 2L%8||g¥ — p||* for every sufficiently large k. By the same arguments as in
the proof of Step 1, we can show that

d*(t) = —t(¢" — p)TSkg" - p) = t1AK (" - P12

i*@) = skg* - p)

for almost all ¢ € [0, 1]. Therefore,

1
/ K()dt
0

1 1
_fo ||Ai‘||2||Ai‘(qk—p>||%lrfo0 1A% — p)|Pdr

2 1 1
& < (1) — KO = < / 10 1Pdr = / 155 (q* — p)|Pde
0 0

A

b 1
1.
—L / 1AR Gk — p)Pdr + L / Lit@ar
0 s 1
L
< L%|lg" — pI* + g(d"(l) —d*s)),

and thus,
2

2L M ©
Letting k — oo, we have that

52
p-y=d() Zd(8)+ﬂ > d(0) =m,

as desired. This completes the proof of Step 4. O

11 Because S,k is symmetric, there exists an orthogonal transform P such that

X 0 ... 0
0x...0

sk=pT , P,
0 0 ... A,

where 1; is some eigenvalue of S,k. Because Sf is negative semi-definite, A; < O for every i. Hence, if we

define
VAl o ... 0
0 /=i ... O
Ak = pT _ o o |e
0 0 ...V
then S,k = —(A;‘ )2. Moreover, because the operator norm ||Slk || (resp. ||Af |I) coincides with max; |A;],

(resp. max; +/[A;],) all our claims are correct.
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Step5 Ifx £y, x = f(p,m), y= f(g, w),and p-y <m, theng - x > w.!?

Proof of Step 5 By the contrapositive of Step 4, we have that c¢(1; p,q,m) > w =
c(0; g, p,w). By Step 3, m = ¢c(0; p,q,m) > c(1; q, p, w). By Step 4, we obtain
that g - x > w, as desired. This completes the proof of Step 5. O
Step6 Foreveryq € R, c(1;q, p,c(1; p.g,m)) = c(1; p, p, m).

Proof of Step 6 Define p(t) = (1 — t)p + tq, m* = c(1; p, p,m) and w(t) =
c(1; p, p(t),m*). By Step 3, c¢(1 — t; p, p,m) = c(t; p, p, m*), and thus w(0) =

¢(0; p, p, m) = m.Moreover, by Lemma 3 and Step 2, E(r) = c(1; p, r, m*) satisfies
the following differential equation:

VE(r)= f(r, E(r)).
Therefore,

d d
w(r) = e p (I=0np +tq,m*) = s B =Dp+1q)

=f((d-Dp+tq, E(l—-t)p+1tg)- (g —p)
=f((1=Dp+tq,w()- (g —p).

By the uniqueness of the solution to an ODE, we have that
w(t) =c(t; p,g,m)
for all t € [0, 1]. Now, define m* = ¢(1; p,q,m). Then,
c(l; p,g,m*) =wl) =mt.
By Step 3, we have c(1 — t; p, g, m*) = c(t; q, p, m™), and thus
m* =c(l;q, p,m"),
as desired. This completes the proof of Step 6. O

Step 7 Suppose that x = f(p,m) = f(q, w). Then, c(1; p, p,m) = c(1; q, p, w).

ProofofStep7 Let p(t) = (1 —t)p +tq and m(t) = (1 — t)m + tw. Suppose that
f(p(t),m()) =y # xforsomet € [0, 1]. By Walras’ law, p(¢)-y = m(t) = p(t)-x,
and thus p-y > mand g -y > w by Step 5. However, this implies that p(t) -y > m(¢),
which is a contradiction. Therefore, f(p(t), m(t)) = x, and thus,

mt)=w-m=x-(q—p)= f(p@t),m@))-(q— p).

12 I other words, f satisfies the weak axiom of revealed preference.
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By the uniqueness of the solution to an ODE,

m(t) = c(t; P9, m),

and thus w = c(1; p, g, m). Therefore, by Step 6, we have that c¢(1; p, p,m) =
c(1; g, p, w). This completes the proof of Step 7. O

By Steps 2 and 7, we can define u ¢ 5 (x) for all x € €2, and our definition of u ¢ 5(x)
is independent of the choice of (p, m) € f’1 (x).

Step8 f = fu/p.
Proof of Step 8 Suppose that x = f(p,m),y #x,and p-y <m.If y ¢ R(f), then

ur () =0<uypx).If y= f(g, w) for some (¢, w), then the contrapositive of
Step 4 implies that c(1; p, g, m) > w. By Step 3,

c(t:q. p,c(l; p,g,m)) > c(t; q, p, w)
for every ¢ € [0, 1]. By Step 6,
ug px)=c(l;p,p,m)=c(l;q,p,cl;p,qg.m)>c(l;q, p,w) =uys ).
Therefore, x = f“/-7(p, m), as desired. This completes the proof of Step 8. O

Step 9 uy  is upper semi-continuous on R(f).

Proof of Step 9 Suppose that x = f(p,m) and u s ;(x) < a. By Fact 4, the solution
function c is continuous, and thus there exists ¢ > 0 such that c¢(1; p, p,m +¢) < a.
Define y = f(p, m + ¢€). Then, the set

U={z€eR(fHlp-z<m+e¢}

isaneighborhood of x in the relative topology of R(f),andforeveryz € U,uy 5(z) <
uy 5(y) < a. This completes the proof of Step 9. O

Step 10 Supposethat f = f % for some weak order =, and 2~ is upper semi-continuous
on R(f). Then, for every x, y € R(f),

xZyeur(x)=ur(y).

Proof of Step 10 First, choose any x € R(f) and suppose that x = f(p, m). Define
z= f(p,uys p(x)),and let

E*(q) = inf{q - w|w 7 x}.
By Fact 5, we have that

VE*(q) = f(q, E*(q)), E*(p) =m.
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Define d(t) = E*((1 —t)p + tp). Then,

dt)y=f(1=0p+1tp.d@) - (p— p),

which implies that d(t) = c(¢; p, p, m) for every ¢ € [0, 1]. In particular,
EX(p)=d()=c(;p, p,m) =uy j(x).

Now, choose any ¢ > 0. Then, there exists w € 2 such that p - w < E¥*(p) + ¢
and w 77, x. Define z° = f(p, E*(p) + ¢). Then, z° = w, and thus z° = x. Letting
¢ — 0, by the upper semi-continuity of 7, we obtain that z 7~ x.
Next, define
E*(q) = inf{g - ww Z z}.

By the same arguments as above, we can show that E*(p) = m, and thus x = z.
Hence, x ~ f(p,uy (x)) forallx € R(f).
Now, choose any x, y € R(f). Then,

xZy e f(poup () Z f(poup () & upp) >ur (),
as desired. This completes the proof of Step 10. O

Steps 8—10indicate that all of our claims in Proposition 1 are correct. This completes
the proof. O

7.3 Proof of Corollary 1

It is obvious that condition (ii) implies condition (i).
Suppose that condition (i) holds, and choose any (p,m) € R}, x Ryy. Let
x = f(p, m) and define
E*(q) =inf{g - yly Z x}.

By Fact 5, this E* is a concave solution to (2). Suppose that E is another solution to (2).
Foreachg € R, define ci(t) = EX((1 —t)p+1tq) and c2(t) = E((1 —1)p +tq).
Then,

¢i(t) = f((A—=1t)p+tiq,ci(®)) (g —p), ci(0) =m,

and thus, by the uniqueness of the solution to an ODE (Fact 3), we have that ¢; = c3.
In particular, E*(q) = c1(1) = c2(1) = E(q), and thus E = E*. Therefore, the
solution is unique, and condition (iv) holds.

Suppose that condition (iv) holds. Choose any (p, m) € R’} , x R, such that f
is differentiable at (p, m). Let E be a concave solution to (2). By an easy calculation,
we obtain

Hg(p) = Sy(p, m),
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where Hg(p) denotes the Hessian matrix of E at p. Because E is concave, Hg (p)
is negative semi-definite. Moreover, by extended Young’s theorem,'> Hg (p) is sym-
metric. Therefore, f satisfies (S) and (NSD), and condition (iii) holds.

Finally, our Proposition 1 says that condition (iii) implies condition (ii). This com-
pletes the proof. O

7.4 Proof of Corollary 2

Define

we - (x) = uf p(x) if x € R(f),
£p) =1, } .
infesosup{uyr 5(V)y € R(f), lly —xll <&} ifx ¢ R(f).

Theorems 1 and 2 of Hosoya (2020) state the following facts: 1) f = f“/-7,2) wyr 5
is upper semi-continuous, 3) w s ; is continuous on R’ | if and only if f satisfies the

C axiom, and 4) if 7~ is an upper semi-continuous weak order on € such that f = f z,
then for each x, y € €,

x Dy wrx) > wr ().

We first show that ws 5(x) = vy 5(x) forall x € Q.

Ifx R’_IH_, then wf,,;(x) = uf,ﬁ(x) = vf,[;(x).

Suppose that x ¢ R(f). Choose any ¢ > 0, and suppose that y € R(f) and
ly — x|l < &. Then, there exists z € R, such that z > y and ||z — x| < e. If
z= f(p,m),then p-y <m,and thus u s ;(z) > uy ;(y). This indicates that

n

sup{u s 5(MIy € R(f), lly —xll < e} =supluy (Mly e R, [y —xl <&},
and thus, vy 5(x) = wy p(x).
Suppose that x € R(f) \ R ,.Lete = (1,1,..., 1) and define X =x 4k le
Then, x* € R’ . Itis easy to show that
lim uf,;,(xk) =vy ;(x).
k— 00
Because u ¢ 5 is upper semi-continuous on R( f), we have that
lim uf,];(xk) Sup p(x).
k—o00
On the other hand, if x¥ = f(pk, m¥), then pk~x < mk,andthus,uf,;,(xk) > uyp p(x).

Therefore, we have that
Jim wr ;x5 > up 50x).
—00

13 See Lemma 3.2 of Hosoya (2021).
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Combining these inequalities, we have that
v 00 = lim uy 55 = wy 5(x),
k—00

as desired. Hence, vy 5(x) = wy 5(x).
The rest of the claim of this corollary is statement 3). If v 5 is continuous, then
f=f % for a continuous weak order 7~ defined as

xZy v px)=vr ().

Let us show the converse. Suppose that there exists a continuous weak order 2~ on
Q such that f = f Z. Debreu (1954) showed that there exists a continuous function
u : © — R that represents 2. By the above arguments, v ; also represents 7, and
thus vy 5 and u have the same order. On the other hand, in the proof of Theorem 1 of
Hosoya (2020), it was shown that if v 5(x) > 0, then

vrpx) =vr p(f(ps vy (X))
forall x € ©, and vy 5(0) = 0. Therefore, if v 5(x) > 0, then
u(x) = u(f(p,vy (),

andif vy 5(x) = 0, then
u(x) = u(0).

If vy 5(x) > 0, then for every sufficiently small ¢ > 0, there exists § > 0 such that if
y € Qand ||y — x|| <4, then

u(f(p,vrpx)—e)) <uly) <u(f(p,vypx)+e)),

which implies that |vy 5(y) — vy 5(x)| < €. If vy 5(x) = 0, then for every ¢ > 0,
there exists 6 > O such thatif y € Q and ||y — x|| < §, then

u(0) <u(y) <u(f(p,e)),

which implies that 0 < v¢ 5(y) < &. Therefore, vy 5 is continuous. This completes
the proof. O

7.5 Proof of Theorem 1

Define
I(t,c,g,p,q) =g —=t)p+tqg,c) (g —p),

where g : R | x Ry — R" islocally Lipschitz. Consider the following ODE:
ct) =1(t,¢(0), 8, p.q), c(0)=m, (16)
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and let c(; g, p, g, m) be the solution function. By Corollary 1, the domain of ¢
includes [0, 1] x { ¥} x R% . xR% , xRy forall k. First, we show that the domain
of ¢ includes [0, 1] x {f} x R, x R, x Ryy, and limy_, o0 c(#; K p.og.m) =
ct; f,p,q,m)forallt € [0, 1]and (p,g,m) e R, | xR} xRy .

Choose any (p, m) e R | xR, andg € R |, and define p(t) = (1 —t)p +1q.
For every continuous function g : R’} , x Ry — R", define

Hg(g) = sup g, ol
(r,c)E[K’l,K]”Jrl

Hereafter, we abbreviate c(¢t; f, p, g, m) as c(t) and c(¢; fk, p,q,m) as ck(t). As we
have already mentioned, c¥(¢) is defined on [0, 1] for all k according to Corollary 1.
If p = g, then our claim trivially holds. Hence, we assume that p # q.
Because f k is a demand function, there exists a weak order 2~k on € such that
fk= fb‘. Define
EX@ry = inf{r - yly Ze f(p.m)}.

By Fact 5, we have that k@) = Ek(p(t)). Choose wqy > 0 so small that wy < m and
nwop; < gimforalli e {l,...,n}.Ifg -y < wp, then y; < wp/g;, and thus

n
WO D
- 4

Therefore, if p(r)-y = wo forsomer € [0, 1], then p-y < m,and thus y Z* f*(p, m)
for all k. By definition, EX(p(t)) > wy, and thus ¢* () > wyq for all k and ¢ € [0, 1].
On the other hand,

ty=ENpw) < p) - fH(p.m)
<1 —-tm+tmax{q - x|p-x = m}
<m-+max{g - x|p-x =m}=w
for all kK and ¢+ € [0, 1]. Choose K > 1 such that p,q € [K~Y, K] and
wo, w; €]K !, K[. Because f is locally Lipschitz, there exists L > 0 such that
if (p/,m’), (¢’,w’) € [K~!, K]"*!, then

If ', m'y = f(qg", wHll < LIp',m") — (g", wH].

Let 7* be the set of all 7 € [0, 1] such that ¢(s) is defined and ¢(s) € [K~!, K] for all
s € [0,¢]. Forany t € I*,

t
Ik (t) — e(0)] < /0 I 5 (p(s), () = F(p(s), el — plids

t
< /0 5 p(s), K is) = F(pis), Fll
F £ (p(s), K (s) = F(p(s), csNHIllg — plids
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t
< /o Lllg = pllic*(s) — c(s)lds + Hx (f* = f)llg — plz,

and thus, by Lemma 1,

Ik (1) — c(n)] <

k _
M@Ll\q—ﬁll — 1. (17)

This indicates that ¢*(t) — c(r) as k — oo, and thus c(¢) € [wg, wi] for all t € I*.
Let t* = sup I'*. Because c(¢) is a nonextendable solution to (16), Fact 3 implies that
c(t) is defined at 7*. By the continuity of ¢ (), c(t*) € [wo, wi] C [K~!, K], and thus
I* = [0, r*]. If * < 1, then ¢(t*) €]K !, K[, and thus there exists 7 > ¢* such that
t € I'*, which is a contradiction. Thus, t* = 1 and I* = [0, 1], which implies that our
claim holds.

Therefore, we have that the domain of the solution function c includes [0, 1] x { '} x
RY . xR, xRy . Fix (p,m) e R’} xRy, and define E(q) = c(1; f, p,q, m).
By Lemma 3, E solves (2). By the above arguments, E(q) = limg_ oo EX(g) for all
q € R ,. Because E kis concave, E is also concave. By Corollary 1, f is a demand
function. This completes the proof. O

7.6 Proof of Corollary 3

Suppose that (f¥) is a sequence in .%y. Let p* = (1,1,...,1) and m* = 1. Then,
(f k¢ p*,m*))is asequence on [0, 1]". Therefore, it is bounded and there exists M > 0
such that || f k (p*, m*)|| < M for all k. Moreover, this sequence has a convergent
subsequence (FO® (p*, m*)). Next, for v > 2, suppose that £,,_ (k) is defined and
(f o (k)) is a uniformly convergent sequence on A, _j. Then, for any (p, m) € A,,

1Fo O ol < 1F5 O mH) + 15O pom) = £o1 O p* )|
<M+ L,v/n+ 1y,

which implies that (f¢-1%®) is an equicontinuous and uniformly bounded sequence
of functions on A,. By Ascoli—Arzela’s theorem, there exists a subsequence ( f¢®))
that uniformly converges on A . Therefore, (£, (k)) can be defined inductively. Define
£(k) = £x (k). Then, (£*®)is a subsequence of ( £¥) that converges to some function f
with respect to p. Clearly, f is a continuous CoD that satisfies Walras’ law. Moreover,
if (p, m), (g, w) € A, then

1f (o) = f g, w)ll = Jlim [L£5Op,m) = £ g, )l < Lull(p,m) = (g, w),

which implies that f is locally Lipschitz, and by Theorem 1, f € .% . This completes
the proof. O
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7.7 Proof of Theorem 2

First, we show the following lemma.

Lemma 4 Suppose that f is a locally Lipschitz demand function that satisfies Walras’

law, alrzd R(f) includes R . If f satisfies the C axiom, then u s j is continuous on
R% ..
++

Proof Recall the differential equation (1):

c)=f(A=0p+1p.c@))-(p—p) c0)=m.

Let c¢(¢; p, m) be the solution function. We have that u ¢ 5(x) = c(1; p, m) if x =
f(p, m). Choose any sequence (x%) in R | such that x> xe R% | as k — oo,
and suppose that u s ;(x¥) /4 us 5(x). Taking a subsequence, we can assume that
there exists & > 0 such that |uf,;,(xk) —uy ;(x)| > & for every k. Choose any
p* € G/ (x*). Because G/ is upper hemi-continuous, taking a subsequence, we can
assume that p* — p* € G/ (x). Then,

ur ;x5 =1 p*, p* - xh) = c(l; p*, p* o x) = up p(x),

which is a contradiction. Therefore, u  ; is continuous on R’ | . This completes the
proof. O

Choose any compact set D C R’} | . Let x € D. We first show that there exist an
open neighborhood U of x and ¢ > 0 such thatif p € G/ (y) for some y € U and k,
then p; > e foralli € {1,...,n}.

Suppose not. Then, there exists a sequence ((p*, z)) on R% | x €2 such that pte
Gfkw) (ZZ) for all ¢, and z¢ — x and min; pf — 0 as £ — oo. First, suppose that
k(£) = k for infinitely many €. Taking a subsequence, we can assume that k(£) = k
for any £. By the C axiom, the inverse demand correspondence G/ “is compact-valued
and upper hemi-continuous. Moreover, p’ € G/ (z%) forall £ and z* — x as € — oo.
Therefore, if we choose

1 . . 7k
8=§m1n min p;|p € G/ (x)¢,
1

then & > 0 and min; pf > ¢ for sufficiently large ¢, which is a contradiction. Hence,
we can assume that k(£) is increasing. Taking a subsequence, we can assume that
pt — p* € R, where Zj p’}‘ = 1 and min; p} = 0. Choose i, j € {1, ..., n} such
that pf > Oand p§ =0.

Let e; denote the j-th unit vector. Choose a small § > 0, and set y; = x; +
2, yi(6) = x; — 6, and y,, = x;, forevery m € {1,...,n}\ {i, j}. Let y(§) =

14 Note that, in this lemma, R( f) need not be relatively open in €2, and thus Corollary 2 cannot be directly
applied.
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1y .-+, Yi(8), ..., yn).Because G/ is upper hemi-continuous, there exists a sequence
(8y) of positive real numbers such that §, — 0 as v — oo and there exists p’ €
Gf(y(B,,)) such that p¥ — pt € Gf(y(O)) as v — oo. Because pt - y(0) >
pt - (x+ej), we have that p¥ - y(8,) > p" - (x + ¢;) for sufficiently large v. Choose
suchav,anddefineq = p”andy = y(8,). Then,q € G/ (y),andthusy = f(q, q-y).
Define y* = f*¥(g,q-y). Then, y* — yask — oo.Byassumption,q~zl+q.,- <q-y
for sufficiently large ¢, and thus, we have that g - z¢ < ¢ - y¥© for sufficiently large
£. However,

lim pe-zzzp*.x>p*.y= lim pf,yk(f)’
{—o00 {—00

and thus p®-z% > p®.y*® if ¢ is sufficiently large, which contradicts the weak axiom
of revealed preference for f%©. Therefore, our initial claim is correct.

Define U, as such a neighborhood that corresponds with x € D. Then, (U,) is
an open covering of D, and thus, there exists ¢* > 0 such that if > jpj = 1 and
fk(p, p-x) = x forsome x € D and k, then p; > ¢* foralli € {1, ...,n}.

Let

C={peRl Ipe G/ (x) for some x € D},

Ck={peRi pe G'* (x) for some x € D}.

By the compact-valuedness and upper hemi-continuity of inverse demand correspon-
dences, C, Cy are compact. Because of our previous arguments, there exists a compact
set K C R | thatincludes C and all Cy. Define m; = min{p -x|p € K,x € D} >0
and my = max{p -x|p € K,x € D} > 0.

It suffices to show that sup, . |u gk 5 (x) —uy p(x)| — Oas k — o0. Suppose not.
Then, there exist ¢ > 0 and a sequence (x*) in D such that |u KO 5 (x4 — ufrp xH| >
e for all ¢, where k(€) is increasing. Because D is compact, we can assume that
xt — x* € D as £ — oo. Suppose that x* = KO (pt mt), where pt € Ci(e) and
m® = p®. x. Taking a subsequence, we can assume that p! — p* € K. Define
m* = p* . x*. Then, (p¢, m*), (p*, m*) € K x [m1, m>], and thus,

1F5 O mY — f(p*, mH)I < 1 FFOPE mb — F(pbmY|
+ 1 f(ptmY — f(p*, m")| — 0

as £ — oo. This implies that f(p*, m*) = x*.
Now, consider the following differential equation:

ét)y =1(t,c(1), g, p,m), c(0) =m", (18)

where g : R | xR, — Qislocally Lipschitzand I(t, ¢, g, p,m) = g((1 —t)p+
tp,c+m—m*) - (p — p). Let ¢(¢; g, p, m) be the solution function of (18). We
abbreviate c(r; f, p*, m*) as ¢*(t) and c(t; f¥©, pt, m?%) as c,(t). By Proposition 1,
the domain of ¢*(¢) and c¢(¢) includes [0, 1], u s 5(x*) = ¢*(1), and Mfk(k)‘ﬁ(xe) =
ce(D) +mt — m*.
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Choose a > 0 and b > 0 sufficiently small, and define
I = {(c, p,m)|3t € [0, 1]s.t. |c*(t) —c| < a, |lp— p*| + |m —m*| < b}.
Let IT be the set of all locally Lipschitz CoDs g such that |g — f|| < b, where

Al = sup A1 =t)p+1tp,c+m—mH)].
(t,c,p,m)€[0,1]xI1

Define IT = IT x 1. We assume that a, b are so small that 1) IT is a compact set in
Ryy xR}, xRy, 2) min{c +m —m*|(c, p,m) € TT} > 0, 3) there exists L > 0
such that if (t.c, p, m), (t,c’, p, m) € [0, 1] x I, then
If(A=Dp+ip,c+m—m*)— f(L=t)p+1p,c’'+m—m")|[|p—pl| < Llc—c'l,
and 4) there exists B > 0 such that if (¢, c, p, m, g) € [0, 1] x 1:1, then
Now, for any sufficiently large £, || p* — p*|| + [m® —m*| < b and || f*© — £|| < b.
For such an ¢, define ; = sup{r € [0, 1]|Vs € [0, ], (c¢(s), p¢, m®) € I1}. Because
ce(0) = m™ = ¢*(0), we have that #; is well-defined and positive. If ¢ € [0, #¢], then
lce(t) — c*(1)]
t
s/ [I(s, ce(s), fXO, ptom®) — I(s, ¢*(5), f. p*.m*)|ds
0
t
< / [1(s, co(s), 5O, ptom®) = I(s, cols). f. p*,m*)\ds
0
t
+/ [I(s, ce(s), f,p*,m*) —I(s,c*(s), f, p*,m")|ds
0
t
< [ Ll = ©lds + BAP' = p" -+ m” =+ 17O = 7.
0

By Lemma 1, we have that for any ¢ € [0, #¢],

B(lp* = p*ll + |m" —m*| + || /) - D e
L
=C(Ip* = p*ll + Im* —m*| + | 5O — £

lce(t) — c* ()] <

1y

for some C > 0. Now, choose any b’ €]0, b] with Cb’ < a. If € is sufficiently large,
then || p — p*|| + |m® —m*| 4+ || f*© — £|| < b’. For such an £, we have that t, = 1:
if not, then a < |cp(ty) — c*(t¢)| < Cb’' < a, which is a contradiction. Therefore,

lee(1) — c* ()] < CUp* — p*ll +1m* —m*| + 15O — £,
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and thus if ¢ is sufficiently large, then

e

o () = (O] < Jee(D) = (D] + m —m| < 3.

By Lemma 4, u s j is continuous at x*, and thus [u ¢ 5(x%) — u s j(x*)| < §if € is
sufficiently large. Therefore,

£ < |upo (%) —up ")

< lupro j () = up () + fup () —up 5O < e,

which is a contradiction. This completes the proof. O

7.8 Proof of Corollary 4

By Theorem 2, it suffices to show that lim sup_, ., v 5(x) < vy 5(x) forall x €
Q\R" , .Chooseany x € Q\R" , .Lete = (1, 1,..., 1) anddefinex* = x+£~'e. By
the same argument as in the proof of Corollary 2, we can show thatu 5 xt > v 5(x)
and limy—, o0 u 7, 5(x) = vy, 5(x). The same fact s true for vk 5. Choosee > 0.Then,

there exists £ such that uf,,;(xe) < vy p(x) + &. Because ufk’ﬁ(xe) — uf,ﬁ(xe), we
have that u 7k, I;(xz) < uy, ,;(x‘z) + ¢ for sufficiently large k. Therefore, for such k,
vk 5(X) < ufk’[;(xz) < vy 5(x)+2e. Hence, lim sup; _, Uk 5 (X) < vr 5(x)+2e,
and because ¢ > 0 is arbitrary, lim sup;_, vfk’ﬁ(xe) < vy j(x), as desired. This
completes the proof. O

7.9 Proof of Corollary 5

By Theorem 2, it suffices to show that if (f¥) is a sequence on .%, .M that converges
to f € . withrespect to p, then f € Z y.
First, choose any x € Ri - Then, there exists v such that x e]v’l, v[". Choose

ke’ ¢ (x) for each k. Because (p*) is a sequence of the compact set

P, ={P€Ri+|217i =1, minp; = M,},
- i

1

there exists a subsequence p*® such that lim;_, o, p‘® = p* € P,. Because f¢®
converges to f uniformly on any compact set,

x = lim OO ptO oy = F(p*, p* - x),
k— 00

and thus p* € G/ (x). This implies that R(f) includes RY ..
Second, choose any x €]v~!, v[", and suppose that there exists p € G/ (x) such
that min; p; < M,. Let x* = fX(p, p - x). Then, x* — x as k — oo, and thus
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xk €]v=1, v[" for sufficiently large k. Because p € G/" (x*), we have that f* ¢ .7, .,
which is a contradiction. Therefore, if p € G/ (x), thenmin; p; > M,.Because G/ (x)
is obviously closed, this implies that G/ is compact-valued.

Third, it is easy to show that for any demand function " and x € R(f”), G/ (x)is
convex. Therefore, G/ is convex-valued.

Finally, suppose that G/ is not upper semi-continuous at x. Then, there exist an
open neighborhood U of G/ (x) and sequences (x%) and ( p() such that x! — x as
¢ — oo and pz € Gf(xz)\U for all £. Choose v such that x¢ e]v=!, v[" for all
£. Then, (p%) is a sequence in the compact set P,. Thus, by taking a subsequence,
we can assume that p¢ — p* € P, as £ — oo. Because f is continuous, we have
that p* € G/ (x) C U, which is a contradiction. Therefore, f satisfies the C axiom.
Hence, f € % u, as desired. This completes the proof. O

7.10 Proof of Theorem 3

By Corollary 3, %, is compact with respect to p. Therefore, there exists a subsequence
(f®Y of (f*) such that for some g € .Z, p(f*®, g) — 0as k — oo. Because
(f*) converges to f pointwise, we have that f = g, and thus f € .Z}.

Next, suppose that f* € .7 L.m for any k. By Corollary 5 and the same argument
as in the above paragraph, we have that f € %1 j. Suppose that for some compact
set D C R,

lim sup sup |Mfk ﬁ(x) —uyr(x)| > 0.
k—>oo xeD

Taking a subsequence, we can assume that there exists ¢ > 0 such that
SUP,ep U gk 5(x) —uyp p(xX)| = € for all k. Because .%, is compact with respect

to p, there exists a subsequence (f¢®) such that limy_, o, p(f*®, £) = 0. By Corol-
lary 5, for any sufficiently large k, sup,cp |u pew 5(x) —uy 5(x)| < €, which is a
contradiction. This completes the proof. O
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