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This paper continues the study, initiated by Cole and Fleischer in [Cole and Fleischer 2008], of the behavior
of a tatonnement price update rule in Ongoing Fisher Markets. The prior work showed fast convergence to-
ward an equilibrium when the goods satisfied the weak gross substitutes property and had bounded demand
and income elasticities.

The current work shows that fast convergence also occurs for the following types of markets:

— All pairs of goods are complements to each other, and
— the demand and income elasticities are suitably bounded.

In particular, these conditions hold when all buyers in the market are equipped with CES utilities, where
all the parameters p, one per buyer, satisfy —1 < p < 0.

In addition, we extend the above result to markets in which a mixture of complements and substitutes
occur. This includes characterizing a class of nested CES utilities for which fast convergence holds.

An interesting technical contribution, which may be of independent interest, is an amortized analysis
for handling asynchronous events in settings in which there are a mix of continuous changes and discrete
events.
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1. INTRODUCTION

This paper continues the investigation, begun in [Cole and Fleischer 2008; Rastogi
2008] of when a tatonnement-style price update in a dynamic market setting could
lead to fast convergent behavior. This paper shows that there is a class of markets
with complementary goods which enjoy fast convergence; prior results applied only to
goods which are substitutes.

The impetus for this work comes from the following question: why might well-
functioning markets be able to stay at or near equilibrium prices? This raises two
issues: what are plausible price adjustment mechanisms and in what types of markets
are they effective?
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This question was considered in [Walras 1874], which suggested that prices adjust
by tatonnement: upward if there is too much demand and downward if too little. Since
then, the study of market equilibria, their existence, stability, and their computation
has received much attention in economics, operations research, and most recently in
computer science. A fairly recent account of the classic perspective in economics is
given in [McKenzie 2002]. The recent activity in computer science has led to a con-
siderable number of polynomial time algorithms for finding approximate and exact
equilibria in a variety of markets with divisible goods; we cite a selection of these
works [Codenotti et al. 2005b, 2006; Devanur and Vazirani 2004; Devanur et al. 2002;
Devanur and Kannan 2008; Garg and Kapoor 2004; Jain and Vazirani 2007; Orlin
2010; Vazirani 2010; Vazirani and Yannakakis 2010; Zhang 2010]. However, these al-
gorithms do not seek to, and do not appear to provide methods that might plausibly
explain these markets’ behavior.

We argue here for the relevance of this question from a computer science perspec-
tive. Much justification for looking at the market problem in computer science stems
from the following argument: If economic models and statements about equilibrium
and convergence are to make sense as being realizable in economies, then they should
be concepts that are computationally tractable. Our viewpoint is that it is not enough
to show that the problems are computationally tractable; it is also necessary to show
that they are tractable in a model that might capture how a market works. It seems im-
plausible that markets with many interacting players (buyers, sellers, traders) would
perform overt global computations, using global information.

Recently, a different perspective was put forward in [Echenique et al. 2011], which
argues that the fundamental question is whether computationally tractable instances
of the model can fit rational data sets. But at this point, to the best of our knowledge,
there are no results for the market problem.

It has long been recognized that the tatonnement price adjustment model is not
fully realistic: for example, [Fisher 1972] states: “such a model of price adjustment
-+- describes nobody’s actual behavior.” Nonetheless, there has been a continued in-
terest in the plausibility of tatonnement, and indeed its predictive accuracy in a non-
equilibrium trade setting has been shown in some experiments [Hirota et al. 2005].

Plausibly, in many consumer markets buyers are myopic: based on the current
prices, goods are assessed on a take it or leave it basis. It seems natural that this
would lead to out of equilibrium trade. This is the type of setting which was studied
in [Cole and Fleischer 2008] and in which we will address our main question: under
what conditions can tatonnement style price updates lead to convergence?

1.1. The Market Problems

The One-Time Fisher Market! A market comprises a set of goods G =
{G1,G3,--- ,G,}, and two sets of agents, buyers B = {B;, B, -+, B}, and sellers
S. The sellers bring the goods G to market and the buyers bring money with which to
buy them. The trade is driven by a collection of prices p; for good G;, 1 < i < n. For
simplicity, we assume that there is a distinct seller for each good; further it suffices
to have one seller per good. The seller of G; brings a supply w; of this good to market.
Each seller seeks to sell its goods for money at the prices p;.

Each buyer B, comes to market with money by,; B, has a utility function
up(21¢, -+ ,Tne) expressing its preferences: if B, prefers a basket with z;, units to the
basket with y;, units, for 1 <i <n, then w,(z1¢, -+ ,2ne) > we(y1e, -, yne). Each buyer

I'The market we describe here is often referred to as the Fisher market. We use a different term because we
want to distinguish it from the Ongoing Fisher Market model described below.
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By intends to buy goods costing at most b, so as to achieve a personal optimal combi-
nation (basket) of goods.

Prices p = (p1,p2, -+ ,pn) are said to provide an equilibrium if, in addition, the
demand for each good is bounded by the supply: >°;" , z;¢ < w;, and if p; > 0 then
> e, i = w;. The market problem is to find equilibrium prices.? The symbol * mark-
ing a variable will be used to denote the value of the variable at equilibrium.

The Fisher market is a special case of the more general Exchange or Arrow-Debreu
market.

While we define the market in terms of a set of buyers B, all that matters for our
algorithms is the aggregate demand these buyers generate, so we will tend to focus
on properties of the aggregate demand rather than properties of individual buyers’
demands.

Standard notation z; = ), z; is the demand for good 4, and z; = z; —w; is the excess
demand for good i (which can be positive or negative). s; = p;x; is the total spending on
good i by all buyers. Note that while w is part of the specification of the market,  and
z are functions of the vector of prices as determined by individual buyers maximizing
their utility functions given their available money. We will assume that z; is a function
of the prices p, that is a collection of prices induce unique demands for each good.

In order to have a realistic setting for a price adjustment algorithm, it would appear
that out-of-equilibrium trade must be allowed, so as to generate the demand imbal-
ances that then induce price adjustments. But then there needs to be a way to handle
excess supply and demand. To this end, we suppose that for each good there is a ware-
house which can meet excess demand and store excess supply. Each seller has a ware-
house of finite capacity to enable it to cope with fluctuations in demand. It changes
prices as needed to ensure its warehouse neither overfills nor runs out of goods.

The Ongoing Fisher Market [Cole and Fleischer 2008] The market consists of a set
G of n goods and a set B of m buyers. The seller of good i, called S;, has a warehouse of
capacity x;. As before, each buyer B, has a utility function w,(z1s,- - - , z,¢) expressing
its preferences. The market repeats over an unbounded number of time intervals called
days. Each day, each seller S; receives w; new units of good 7, and each buyer By is
given b, money. Each day, B, selects a maximum utility basket of goods (x1¢,- - , Zne)
of cost at most b,. S;, for each good ¢, provides the demanded goods z; = >, @i.
The resulting excess demand or surplus, z; = z; — w;, is taken from or added to the
warehouse stock.

Given initial prices p7, warehouse stocks v{, where 0 < v{ < x;, 1 < i < n, and
ideal warehouse stocks v}, 0 < v} < x;, the task is to repeatedly adjust prices so as
to converge to equilibrium prices with the warehouse stocks converging to their ideal
values; for simplicity, we suppose that v} = x;/2.

We suppose that it is the sellers that are adjusting the prices of their goods. In order
to have progress, we require them to change prices at least once a day. However, for the
most part, we impose no upper bound on the frequency of price changes. This entails
measuring demand on a finer scale than day units. Accordingly, we assume that each
buyer spends their money at a uniform rate throughout the day. (Equivalently, this is
saying that buyers with collectively identical profiles occur throughout the day, though
really similar profiles suffice for our analysis.) If one supposes there is a limit to the
granularity, this imposes a limit on the frequency of price changes.

Notation We let v; denote the current contents of warehouse i, and v{ = v; — v} denote
the warehouse excess (note that v§ € [—x;/2, xi/2)).

2Equilibria exist under quite mild conditions (see [Mas-Collel et al. 1995] §17.C, for example).
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Market Properties We recall from [Cole and Fleischer 2008] that the goal of the
ongoing market is to capture the distributed nature of markets and the possibly limited
knowledge of individual price setters. One important aspect is that the price updates
for distinct goods are allowed to occur independently and asynchronously. We refer the
reader to the prior work for a more extensive discussion.

1.2. Our Contribution

As it is not possible to devise a tatonnement-style price update for general markets
[Papadimitriou and Yannakakis 2010; Saari and Simon 1978; Scarf 1960], the goal,
starting in [Cole and Fleischer 2008], has been to devise plausible constraints that
enable rapid convergence. This entails devising (i) a reasonable model, (ii) a price up-
date algorithm, (iii) a measure of closeness to equilibrium, and then (iv) analyzing
the system to demonstrate fast convergence; (v) this also entails identifying appropri-
ate constraints on the market. (1)—(iii) were addressed in [Cole and Fleischer 2008],
though there was an unsatisfactory element to the price update rule when coming
close to breaching a warehouse bound (i.e. the warehouse becoming empty or full); this
is fixed in the current work.

The constraints in [Cole and Fleischer 2008] were for markets of substitutes. These
constraints take the form of bounds on the elasticities of demand and wealth (defined
later). Curiously, the best performance occurred at the boundary between substitutes
and complements (with the buyers having so-called Cobb-Douglas utilities). Despite
this, the result did not extend into the complements domain. The present paper car-
ries out such an extension, handling markets in which a mixture of complements and
substitutes occur. The markets for which we show convergence again have bounded
elasticities (the precise constraints are detailed later). These markets include the fol-
lowing scenarios.

(1) All the goods are complements. A particular instance of this setting occurs when
each buyer has a CES utility with parameter p satisfying —1 < p < 0 (defined later).

(2) (A generalization of (1)) The goods are partitioned into groups. Each group com-
prises substitutes, while the groups are complementary. A particular instance of
this setting occurs when each buyer has a suitable 2-level nested CES utility [Keller
1976] (defined later).

(3) Each buyer has a suitable arbitrary depth nested CES utility.

Overall, we believe this result significantly expands the class of markets for which
the rapid convergence of tatonnement is known to hold, and thereby enhances the
plausibility of tatonnement as a usable price adjustment mechanism.

There are relatively few positive results for markets of complementary goods, and to
the best of our knowledge none for tatonnement algorithms. [Codenotti et al. 2005a]
gave a polynomial time algorithm based on convex programming to compute equilib-
rium prices for an Exchange Market in which every agent has a CES utitility with p
in the range —1 < p < 0. [Codenotti and Varadarajan 2004] gave a polynomial time
algorithm for Fisher markets with Leontief utilities, which was generalized in [Chen
et al. 2009], which considered hybrid linear-Leontief utility functions, in which goods
are grouped, and within a group the utilities are Leontief, and the group utilities are
combined linearly.

The economics literature has many results concerning tatonnement, but the positive
results largely concerned markets in which utilities satisfied weak gross substitutes,
i.e. the goods were substitutes.

Finally we discuss the amortized analysis technique we introduce to handle asyn-
chronous events. We use a potential function ¢ which satisfies two properties:
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— ‘fi—f < —0(k)¢ for a suitable parameter x > 0 whenever there is no event.
— ¢ is non-increasing when an event occurs (a price update in our application).

One can then conclude that ¢(t) < e=©*)$(0), and so ¢ decreases by at least a 1 — O ()
factor daily (for k = O(1)).

It is not clear how to craft a more standard amortized analysis, in which ¢ changes
only when an event occurs. The difficulty we face is that we model the warehouse
imbalances as changing continuously, and it is not clear how to integrate the resulting
cost with the gains from the price update events if ¢ changes only discretely.

1.3. Roadmap

In Section 2 we state the price update rules and review the definitions of elasticity.
We state our main results in Section 3, Then in Section 4 we provide an outline of the
analysis for markets where all the goods are complementary, illustrating this with the
scenario in which every buyer has a CES utility function. Finally, in Section 5, we ana-
lyze the mixed complements and substitutes scenario, illustrating it first with markets
in which the buyers all have 2-level nested CES-like utilities, and then expanding the
result to arbitrary levels of nesting. Some of the proofs are deferred to the appendix.

2. PRELIMINARIES

We review the price update rule and the definitions of elasticities. The basic price
update rule for the one-time market, proposed in [Cole and Fleischer 2008], is given

by
P — pi (1 —|—)\.min{1, w;w}) 7 o)

where 0 < A < 1 is a suitable parameter whose value depends on the market elastici-
ties.

In the ongoing market, the excess demand is computed as the excess demand since
the previous price change at time 7;. Thus in Equation 1, z; is replaced by the average

demand since time 7;, Z;[7;,t] = tfﬂ fTi x;(t) dt, where t is the current time. Recall we
assumed that each seller adjusts the price of its good at least once each day, sot—7; < 1.

In addition, one needs to take account of the warehouse excess, with prices dropping
if there is too much stock in the warehouse, and increasing if too little. To this end, we

define the target demand w; to be

w; = w; + kv, — o),
where x > 0 is chosen to ensure that |x(v; — v})| < dw;, for a suitable § > 0.
Now, as in [Cole and Fleischer 2008], we define the target excess demand to be
Zi = (Z’i[Ti7t] — @7, = i’i[Ti,t] — Ww; — I{(Ui — ’U;k)

As it takes time for the warehouse stock to adjust as a result of a price change, it
turns out that the price change needs to be proportional to the time since the last price
update (this is where the price update rule differs from [Cole and Fleischer 2008]).
This yields the price update rule

Di — pi <1+A~In111{17%}ﬁt>7 (2)

where At is the time since the last price update.
Implicitly, the price update rule is using a linear approximation to the relationship
between p; and x;. The analysis would be cleaner if the linear update were to log p;;
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however, this seems a less natural update rule, and having a natural rule is a key
concern when seeking to argue tatonnement could be a real process.
Next, we review the definitions of income and price elasticity.

Definition 2.1. The income elasticity of the demand for good i by a buyer with in-

come (money) b is given by dﬁj 7. We let v denote the least upper bound on the income

elasticities over all buyers and goods.

If all buyers are spending their budgets in full, then v > 1.

dzi [ x4
dp; | pi "
We let a denote the greatest lower bound on the price elasticities over all goods.

Definition 2.2. The price elasticity of the demand for good i is given by —

In a market of complementary goods 0 < a < 1; in the markets we consider, o >
v/2>1/2.

For the markets with mixed complements and substitutes we need a generalized
version of elasticity, which we call the Adverse Market Elasticity. These are the extreme
changes in demand that occur to one good, WLOG G, when its price changes, and
other prices also change but by no larger a fraction than p,. For suppose that p; were
reduced with the goal of increasing z;. But suppose that at the same time other prices
may change by the same fractional amount (either up or down). How much can this
undo the desired increase in x;? The answer is that in general it can more than undo
it. However, our proof approach depends on z; increasing in this scenario, which is
why we introduce this notion of elasticity and consider those markets in which it is
sufficiently bounded from below.

Definition 2.3. Define P to be the following set of prices:
{((1 +0)p1,q2, - ,qn) | fori > 2, q; € [{£5, (1 + 6)pi]}. The (ow) Adverse Market
Elasticity for GG, is defined to be

o lim 21 —21(2)
pecP 6—0 0xq
We let 5 be a lower bound on the Adverse Market Elasticity over all goods and prices.
It is not hard to see that for the case that all the goods are complements, 5 > 2a — 7.

3. OUR RESULTS
3.1. Markets with Complementary Goods

The analysis of these markets introduces the techniques needed for the more general
setting.

Our bounds will depend on the market parameters « and . It is convenient to set
8 = 2a — v; note that by assumption, 0 < § < 1. In addition, our bounds will depend
on the initial imbalance in the prices. To specify this we define the notion of f-bounded
prices.

Definition 3.1. f;(p) = max (5—;7 %’:), and f(p) = maxi<i<n fi(p). The prices are f-
bounded if f(p) < f.
Clearly, f(p) > 1 and f(p) = 1 if and only if p = p*. When there is no ambiguity, we use
f as a shorthand for f(p). We let f; denote the maximum value f takes on during the
first day, which will also bound f thereafter, as we will see.

It will turn out that we can assume y;/w; are equal for all i; we denote this ratio by
T,
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Our results will require A and « to obey the following conditions.

2 B 1 1
”Sr'mln{4v+ﬂ’2<8+4v/ﬂ> 1“2<1—a)} @

24 3 3 1 KT
“Loac< In g5t 4
r mm{? 721 a) 32} )

We then show the following bound on the convergence rate.

THEOREM 3.2. Suppose that 3 > 0, the prices are f-bounded throughout the
first day, and in addition that Equations (3)—(4) hold. Let M = ;b be the daily

supply of money to all the buyers. Then the prices become (1 + n)-bounded after
h’lf+ )\5 11’1 + 1 IOg m) days.

We also bound the needed warehouse sizes. We say that warehouse i is safe if v; €
[+xi, 3x:]. We define d(f) = max; x;/w; when the prices are f-bounded. In a market of
comp mentary goods, d(f) < f7.

As we will see, the analysis of Theorem 3.2 proceeds in two phases. We need to
specify some parameters relative to Phase 1. We define v( fl) to be the total net change

to v; during Phase 1. As we will see, v(f,) = O(:d(f,) + 55d(2)log 5) We define D(f)

to be the duration of Phase 1 in days. As we will see, D(f) = (% Inf+ ﬁ In %) We
will show:

THEOREM 3.3. Suppose that the ratios x;/w; are all equal. Suppose that the prices
are always f-bounded. Also suppose that each price is updated at least once a day.
Suppose further that initially the warehouses are all safe. Finally, suppose that Equa-
tions (3)—(4) hold. Then the warehouse stocks never either overflow or run out of stock;
furthermore, after D(f) + % + % days the warehouses will be safe thereafter.

3.1.1. Example Scenario: All buyers have CES Ultilities with —1 < p < 0. We begin by re-
viewing the definition of CES utilities. We focus on a single buyer By, and to simplify
notation, we let (y1,vy2, - ,yn) = (T10, 220 -+, Zpe). A CES utility has the form

1/pe
u(y17 Yz, 7yn - (Z a‘lypé> .

It is well known that when p, > 0, all goods are substitutes, and when p, < 0,
all goods are complements. We will focus on the case —1 < p, < 0. It is also
well known that with a budget constraint of b, the resulting demands are given by

~1
r4+1

yi = piba; " <Z;L1 pilr) , where r = 1/(p; — 1). A further calculation yields that
J

35%2% <r=—1/(1 - p;). Let p = ming p;. Then 2% japt < —1/(1 — p). In addition, it is

easy to show that for CES utilities, v = 1. Consequently, when p > —1, 8 > 0; it follows
that the bounds from Theorems 3.2 and 3.3 apply.

3.2. Markets with Mixtures of Substitutes and Complements

To understand the constraints needed in this setting, we need to know that the anal-
ysis for markets of complements, which we adapt to the current setting, proceeds in
two phases. Recall that the prices are f-bounded. In Phase 1, (f — 1) reduces mul-

ACM Journal Name, Vol. X, No. X, Article X, Publication date: February 2012.



X:8

tiplicatively each day. Phase 1 ends when further such reductions can no longer be
guaranteed. In Phase 2, an amortized analysis shows that the misspending, roughly
>, lzilpi + |w; — w;i|p;, decreases multiplicatively each day.

Also, now that substitutes are present, we will need an upper bound on the price
elasticity (see Definition 2.2), as in [Cole and Fleischer 2008]. We let £/ > 1 denote this
upper bound. For convergence we will need that A = O(1/FE).

Denote the spending on all goods which are substitutes of G; by S, and the spend-
ing on all goods which are complements of G; by S.. We need to introduce a further
constraint. The reason is that the amortized analysis depends on showing the mis-
spending decreases. However, the current constraints do not rule out the possibility
that when, say p; is increased, the spending decrease on G1’s complements, |AS,.|, and
the spending increase on G’s substitutes, |AS;|, are both larger than the reduction in
misspending on G;. It seems quite unnatural for this to occur. We rule it out with the
following assumption.

ASSUMPTION 1. Suppose that p; changes by Ap;. Then there is a constant o/ < %,
such that |AS.| < o'z;|Ap;|.

We require that 3, as defined in Definition 2.3, satisfy 8 > 0. Our results will require
A and & to obey the following conditions.

2

. B (1—-2a")3
"5r'mm{ﬂ+4(2E—ﬁ)’8a/(2E—5)+4ﬂ} 5)
24 . 1 KT
F s g\ 53 ©

THEOREM 3.4. Suppose that [ > 0, the prices are f-bounded throughout
the first day, and Equations (5)-(6) hold. Let M = Zj b; be the daily sup-

ply of money to all the buyers. Then the prices become (1 + n)-bounded after
O(%lnf—i—ﬁln%—i—%logL) days.

1N min; w;p;
Theorem 3.3 with Equations (5)—(6) replacing Equations (3)—(4) also continues to
apply. Here d(f) < f2P-5,

3.2.1. Example Scenario: 2-Level Nested CES Type Utilities. Keller [Keller 1976] proposed
and analyzed nested CES-type utility functions, which we use to provide an example of
utility functions yielding a mixture of substitutes and complements. Goods are parti-
tioned into different groups. Two goods in the same group are substitutes, while two
goods in different groups are complements.

Again, we focus on the demands (y1¢, y2¢, - - - , yne) of a single buyer B,. For each group

1 pi - . . I K3
we define ug , = (Ziea ai ying’/‘) “, which is called a utility component; 0 <

G,

- S . oo \ /Pt
Pae <1 The overall utility function is given by wu, := (ZE ag g Ug, Z) , Where —1 <
pe < 0. The bounds on p5 , and p, are needed to allow us to show convergence; Keller

allowed arbitrary values (no larger than 1).

We will show that E = maxg, #@ and § = miny 1%@ — 1. The bounds from Theo-
rems 3.4 and 3.3 will apply. 7

3.2.2. Example Scenario: N -Level Nested CES Type Utilities. This result extends to arbi-
trary levels of nesting. A Nested CES Type Utility is best visualized as a utility tree.
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A leaf represents a good, and an internal node represents a utility component. There
is a value of p associated with each internal node. Each utility component is of the
form (3°7", akuz)l/ ? in which u;, may be the quantity of one good z;, or another utility
component.

We focus on one particular good i. Let A1, A>, -+ , Ay be the internal nodes along the
path from good i to the root of the utility tree, and let p1, p2,- - - , pn be the associated
p values. Let o, = ﬁ for 1 < k < N. Define 3; = 01 — |oy — 1] — Zf]\;l log — o1l

E; = max {l,max;<r<nox} and o, = (1 — \)~F (\UN -1+ Zfl\;l log — 0q+1|). We set

f = min; 8;, F = max; E; and o’ = max; . Again, the bounds from Theorems 3.4
and 3.3 apply.

3.3. Comparison to Prior Work

[Cole and Fleischer 2008] introduced the notion of ongoing markets and analyzed a
class of ongoing Fisher markets satisfying WGS. The current work extends this analy-
sis to classes of ongoing Fisher markets with respectively, only complementary goods,
and with a mixture of complements and substitutes. The present work also handles
the warehouses in the ongoing model more realistically.

This entails a considerably changed analysis and some modest changes to the price
update rule. As in [Cole and Fleischer 2008], the analysis proceeds in two phases. The
new analysis for Phase 1, broadly speaking, is similar to that in [Cole and Fleischer
2008], though a new understanding was needed to extend it to the new markets. The
analysis for Phase 2 is completely new. The analysis of the bounds on the warehouse
sizes is also new.

A preliminary unrefereed report on these techniques, applied to markets of substi-
tutes, was given in [Cole et al. 2010]; this manuscript included other results too (on
managing with approximate values of the demands, and on extending the results to
markets of indivisible goods). The current paper subsumes the analysis techniques
in [Cole et al. 2010].3

4. THE ANALYSIS FOR COMPLEMENTARY GOODS

The largest challenge in the analysis is to handle the effect of warehouses. In [Cole
and Fleischer 2008], the price updates increased in frequency as the warehouse lim-
its (completely full or empty) were approached, which ensured these limits were not
breached. It was still a non-trivial matter to demonstrate convergence. In the present
paper, the only constraint is that each price is updated at least once every full day.
This seems more natural, but entails a different and new analysis.

The analysis partitions into two phases, the first one handling the situation when at
least some of the prices are far from equilibrium, and for these prices, the warehouse
excesses have a modest impact on the updates. This portion of the analysis is some-
what similar to the corresponding analysis in [Cole and Fleischer 2008], except that we
manage to extend it to markets including complementary goods. In the second phase,
the warehouse excesses can have a significant effect. For this phase, we use a new and
amortized analysis. The imbalance being measured and reduced during Phase 2 is the
misspending (roughly speaking, >°.[p;|z; — w;| + p;|@w; — w;|]). It is only when prices
are reasonably close to their equilibrium values that we can show the misspending de-
creases, which is why two phases are needed. Interestingly, in a market of substitutes,

3Note for the reviewers: This is the one refereed venue where these techniques are being submitted for
publication. We make this point because with an earlier submission of this work, one referee appeared to
consider [Cole et al. 2010] to be prior work.
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regardless of the prices, the misspending is always decreasing, so here one could carry
out the whole analysis within Phase 2.

Phase 1. In Phase 1, we show that each day (f — 1) shrinks by a factor of at least
1—0()0).

For simplicity, we begin by considering the one-time market.

Suppose that currently the prices are exactly f-bounded, and that there is a good,
WLOG good G, with price p; = pj/f. We will choose the market properties to ensure
that z; > fPw;, regardless of the prices of the other goods, so long as they are f-
bounded. This ensures that the price update for p; will be an increase, by a factor of at
least 1 + Amin{l, (f% — 1)}) =1+ p.

To demonstrate the lower bound on x;, we identify the following scenario as the one
minimizing z;: all the complements G; of G; have prices fp;.

A symmetric observation applies when p; = fp}, and then the price decreases by a
factor of at least 1 — A(1 — f=9) =1 —wv.

We can show that the same market properties imply that after a day of price updates
every price will lie within the bounds [p*(1+ )/ f, fp*(1 — v)], thereby ensuring a daily
reduction of the term (f — 1) by a factor of at least 1 — ©(\03).

We use a similar argument for the ongoing market. First, we observe that if the price
updates occurred simultaneously exactly once a day, then exactly the same bounds
would apply to Z;, so the rate of progress would be the same, aside the contribution
of the warehouse excess to the price update. So long as this contribution is small com-
pared to (f” —1)w; or to (1— f~%)w,, say at most half this value, then the price changes
would still be by a factor of at least 1+ $Amin{1, (f* —1)}) and 1 — $A(1— f#), respec-
tively.

To take account of the possible variability in price update frequency, we demonstrate
progress as follows: we can show that if the prices have been f-bounded for a full day,
then after two more days have elapsed, the prices will have been f’-bounded for a full
day, for (f'—1) = (1—©(\8))(f —1). The reason we look at the f-bound over the span of
a day is that the price updates are based on the average excess demand over a period
of up to one day. A second issue we need to handle is that the price updates may have
a variable frequency; the only guarantee is that each price is updated within one full
day of its previous update. The net effect is that it takes one day to guarantee that f
shrinks and hence two days for the shrinkage to have lasted at least one full day.

It follows that Phase 1 lasts O(53 log[(fi — 1)/(fu — 1)]) days, where f; is the initial

value of f, and fj; is its value at the start of Phase 2.

We want the following conditions to hold in Phase 2: z;,z; < (2 — §)w; and p; < 2p}.
As we will see, choosing f; = min{(1 — 26)~/# (2 — §)*/7} suffices. As it turns out, the
calculations simplify if we also enforce that (1 —26)~1/# < (2—6)'/7.1f26/3 < 1, then
1425/8< fu<1445/8<2.

As already argued, the behavior of the ongoing and one-time markets are within a
constant factor of each other in Phase 1 (the ongoing market progresses in cycles of
two days rather than one day, and reduces (f — 1) by a factor in which X is replaced by
A/2). So in this phase we analyze just the one-time market.

First, we state several inequalities we use. They can be proved by simple arith-
metic/calculus.

LEMMA 4.1.
(@ If0 <X <1, then 7 <1—3.
B) IF0<A<land 1<z <2 thenl—\1-1/z) <z M2,

(c) Ing)\glandlgng,thenmgx*/\.

ACM Journal Name, Vol. X, No. X, Article X, Publication date: February 2012.
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Using the definitions of v and « in Definitions 2.1 and 2.2, one can easily obtain the
following lemma.

LEMMA 4.2.

() If the prices of all goods are raised from p; to p; = qp;, where q > 1, then z; > z;/q".
(b) Ifthe prices of all goods are reduced from p; to p; = qp;, where q¢ < 1, then z, < x;/q".
(c) If p; is raised to p; = tp;, where t > 1, and all other prices are fixed, then z! < z;/t“.
(d) If p; is reduced to p; = tp;, where t < 1, and all other prices are fixed, then x} > x;/t*.

LEMMA 4.3. When the market is f-bounded,

(1) if p; = rp;/f where 1 < r < f?, then x; > w; f** r=%;
() if pi = fp}/qwhere 1 < q < f2, then z; < w; f1~2%¢"

PROOF. We prove the first part; the second part is symmetric. By the definition of
complements, z; is smallest when p; = fp} for all j # i. Consider the situation in which

pr = fp; for all goods k. By Lemma 4.2(a), x; > *. Now reduce p; = fp} to p; = rp}/f.

By Lemma 4.2(d), z; > 7y = wi f2 0 rTe, O

LEMMA 4.4. Suppose that 3 = 2a — v > 0. Further, suppose that the prices are
updated independently using price update rule (1), where 0 < \ < 1. Let p denote the
current price vector and let p’ denote the price vector after one day.

(D) If f(p)? > 2, then f(p') < (1-3) f(p).
@) If f(p)P <2, then f(p') < f(p)=P/2m2),

PROOF. Suppose that p; = rf( ), where 1 < r < f(p)?. By Lemma 4.3, z; >
w; f(p)?r~ and hence % > f(p)?r—® — 1. When p; is updated using price update
rule (1), the new price p; satisfies

; P - min Ppe .
plzrf(p) [1-|-/\ {1,f(p) r 1}]
Let hy(r) ;=7 [1+ X -min {1, (f(p)’r=* — 1)}]. Then
d%hl(r) >1 -+ (1—a)\f(p)Pr—>>0.
Thus

*

Pi (142 min {1, f(p)? — 1}].

- f(
Similarly, suppose that p; = af(p)p;, where 1 < ¢ < f(p)?. By Lemma 4.3, z; <

v

w; f(p)~Pq* and hence % < f(p)~P¢™ — 1. When p, is updated using price update
rule (1), the new price p/; satisfies
1 * : -8 o
p; < A [T+ X -min {1, f(p) Pq* —1}].

Let ho(q) := ¢ [L+A-min {1, f(p) P¢* —1}]. Then

Tohel@) £ % (A= 1= (L= (D)%) <0
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Thus
Py < f)ps L+ A -min {1, f(p)™% — 1}] = fp)pi [1+ A(f(p)~° —1)].

Hence, after one day, a period in which each good updates its price at least once, we
can guarantee that

/) < 000 s {120~ 107 e )

which, by Lemma 4.1(a), is at most (1 — 3) f(p) when f(p)® > 2.
When f(p)? < 2, by Lemma 4.1(b), 1 — A(1 — f(p)~?) < f(p)~**/2™2) By Lemma
4.1(c), m < flp)=. 80 f(p) < f(p)l—/\ﬂ/@lﬂ?)_ 0

THEOREM 4.5. Suppose that 3 > 0, A\ < 1, and that the prices are initially f-
bounded. When &/3 < 1, Phase 1 will complete within O (% In f + 551n %) days.

PROOF. Suppose that initially f > 2'/# and 1 +26/3 < 2'/#. By Lemma 4.4, after n;
days, where n; satisfies the inequality f (1 — 3)"" < 2!/, the market is 2'/#-bounded.

It suffices that:
Inf— 1n2
=27 1
MR T ( “f>

If 21/% <1+ 26/, then O(+ In f) days suffice.

After this, by Lemma 4.4, after an additional n, days, th% market becomesa 1 +
(26/3)-bounded, if n, satisfies the inequality (2'/7)(1=*8/(2In2)"* <1 4 95/, It suffices
that:

Nno =

Inf+Inln(1+425/8) —Inln2 _0 1 1—|—1n1
In(1 — A\3/(2In2)) A3 5 5) )"
The last equality holds as §/8 < 1 and hence Inln(1 + 26/8) = In (6/8) + O(1).
The sum n; + no bounds the number of days Phase 1 lasts. O

Comment. If we wish to analyze the one-time market or the ongoing market without
taking account of the warehouses, then arbitrarily accurate prices can be achieved in
Phase 1, and the time till prices are (11 + nf-bounded, for any 7 is given by the bound in
Theorem 4.5, on replacing the term ; log 5 by 5 log %

To apply this analysis of Phase 1 to other markets, it suffices to identify conditions
that ensure z; > f%w; when p; = p}/f, and z; < f~° when p, = fp?.

Phase 2. Once the warehouse excesses may have a large impact on the price updates,
we can no longer demonstrate a smooth shrinkage of the term (f — 1). Instead, we use
an amortized analysis. We associate the following potential ¢; with good G;.

¢; = pi[span{Z;, x;, w; } — c1 A(t — 73)|ZTi — Wi| + ca|W; — w;l],

where span{t, to, t3} = max{t1,to, t3}—min{t;, t2,t3} and 1 > ¢; > 0, ¢ > 1 are suitably
chosen constants. We define ¢ := . ¢;. The term —c;A(t — 7)|Z; — w;| ensures that
¢ decreases smoothly when no price update is occurring, as shown in the following
lemma.

LEMMA 4.6. Suppose that 4x(1 + c2) )\ < 1/2. If |lw; — w;| < 2 - span(z;, T;, W;),
then M < —“1(}:;62 ®; and otherwise < o < —"(%;l)qﬁi, at any time when no price

update ZS occuring (to any pj).
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PROOF. To simplify the presentation of this proof, let K denote x(z; — w;) and let S
denote span(x;, Z;, w;).

Note the following equalities: d“;i = 4 g+ =0, 5% = —K and dditi = Zi=n “’1 . Then
W = —c K - sign(w; — w;) and hence
d ¢ [d d|z; —w; e
d(z:; = D; Tf — Cl)\|fl w1| — Cl)\<t — Tl)% — CQK . 51gn(wi — ’LUZ)
[dS _ _ L e
= p; E — AT — W] — el A [(x — Ti) + (t — 1) K] - sign(T; — w;) — o K - sign(w; — w;)
[dS ~ . L L
= D; E — Cl)\( ’U}l) . s1gn(xi — U}l) — Cl)\(t — Ti)K . 81gn(aii — wl) — CQK . s1gn(wi — wi) .
Next by means of a case analysis, we show that
do; . -
dii < pi[[K| — a1 AS — o K - sign(w; — w;)] . (7

We show Case 1 in detail. Cases 2 and 3 are similar.
Case 1: z; > T; > w; or w; > ZT; > ;. % =K- Slgl’l(JUz — iUvz)

dd(ii = p;i [(K — 1My — w;) — el At — 1) K)sign(z; — w;) — co K - sign(w; — w;)]

= Di [K(l — Cl)\(t — 7'1))Slgl’l($Z — @z) — Cl)\|xi — @Zl — 02K . Slgl’l(ﬁ)iZ — wi)]
é Di [|K| — Cl>\S — CQK . mgn(fﬁl — ’LUZ)] .
Case 2: x; > w; > T; or T; > w; > .
Case 3: w; > x; > T; or T; > x; > W;.
Now we use the bound from (7) to obtain the bounds on the derivatives stated in the
lemma. There are two cases: |w; — w;| < 25 and |w; — w;| > 28S.
Case 1: |w; — w;| < 28S.
Then |$Z — wl| < |-'17z — ’&)}| + ‘@z — wi| <S+25 =35 And

do;
dqz < = A\piS+ (L4 co)pil K| < — e ApiS + 3(1 + ca)pikS
A—3(1+ ~
= —(aA =31 +c2)r)piS < — Cll(—@)npi(s + co|w; — wy|)
+202

_cl)\—3(1+02)n . _Fc(l—i—cQ)
1+ 2¢9 b= 1+ 2¢o

Case 2: |w; — w;| > 28S.

Then |w; — w;| < |w; — x| + |z —wi| < S+ v, —wi| < w + |x; — w;| and hence

bi-

|wW; —w;| < 2|x; —w;|. Note that sign(z; — w;) = sign(w; — w;), s0 —c2 K - sign(w; — w;) =
—cokl|a; — wyl.
U — —epiS 1
7; S el + Kpilzi — wi| — cokpilzi —wil = —c1ApiS — (c2 — 1)kpi|x; — wil
cog—1 - co— 1 ~
< —Cc1Ap;S — Kpi|W; —w;| < — 220 kpi(c2S + ca|w; — w;|)
2
Kk(cg — 1
< *M@-
262

a
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The remaining task is to show that ¢ is non-increasing when a price update occurs.
This entails showing that the decrease to the term p;-span{z;, z;, w;} is at least as large
as the increase to the term p;co|w; — w;| plus the value of the term p;ci A\(t — ;)| Z; — w;],
which gets reset to 0.

LEMMA 4.7. Let 8 = 2o — v and suppose that 5 > 0 and the following conditions
hold:

(I) f<(1-20)"Y8 < (2—46)"/7 since the last price update to p;;

(2) @+01+625§1—5;

3) 14+d6+c1+c0)A<],
where & = 2(1—a)(1-28)"7/# (1 + %) Then, when a price p; is updated using
rule (2), the value of ¢ stays the same or decreases.

If § and X are small, then & = (2 — 2a) (1 +0 (%5)) (I+0W\)=2-2a+0 (%) +
O()), and Condition (2) becomes 2—2a+c¢; +O(5(1+7v/8))+O(X) < 1, which is satisfied
on setting ¢1, A, 6(1 +v/8) = O(2a. — 1). The third condition is then satisfied by having
A = O(1). More precise bounds are given later.

To demonstrate a continued convergence of the prices during Phase 2, we need to
relate the prices to the potential ¢. We show the following bound.

THEOREM 4.8. Suppose that the conditions in Lemmas 4.6 and 4.7 hold. Let M =
> ;b be the daily supply of money to all the buyers. Then, in Phase 2, the prices become

(1 + n)-bounded after O (% log ﬁ) days.

PROOF. During Phase 2, p; < 2p; and z; < 2w;. Consequently, ¢ = O3, pjw;) =
O(M). Once ¢ has shrunk to nmin; pfw;, we know that all prices are (1 + n)-bounded.
Finally, Lemmas 4.6 and 4.7 imply that ¢ shrinks by a (1 — ©(x)) factor each day. O

If the updates in Phase 2 start with an initial value for the potential of ¢; < M, then
in the bound on the number of days one can replace M with ¢,.

Summing the bounds from Theorems 4.5 (note that § < ) and 4.8, yields Theo-
rem 3.2, modulo showing that Equations (3)—(4) suffice to ensure the conditions in
Theorems 4.5 and 4.8.

4.1. Bounds on the Warehouse Sizes

Phase 1. Recall that f; is the initial value of f. Define d(f) = max; z;/w; when the
prices are f-bounded. In a market of complementary goods, d(f) < f7. We can show:

LEMMA 4.9. In Phase 1, the total net change to v; is bounded by O(%:d(f;) +

$d(2)log §).

Phase 2. Because Phase 2 may last x(1/x) days, we cannot simply use a bound on its
duration to bound the capacity needed for warehouse i, for its capacity is O(**), which
could be smaller than the bound based on the duration of Phase 2.

Instead, we observe that in Phase 2 the price adjustments are always strictly within
the bounds of 1 + AA¢, where At is the time since the previous update to p;. If v; <
Xi/2 — bw;, then an update of p; by a factor 1 — A\uAt, implies that w; — z; > (pw; +
kbw;)At, and (w; — Z;)At is exactly the amount by which v; decreases between these
two price updates. As the prices are ((1 — 26)~%)-bounded, the difference between the
price increases and decreases is bounded, and consequently, over time the change to
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the warehouse stock will be dominated by the sum of the kbw; At terms. This is made
precise in the following lemma (an analogous result applies if v; > x;/2 + bw;).

LEMMA 4.10. Let a1, as,k > 0. Suppose that v; < v} — ayw; and that ka; > 4X*. Let
7 be the time of a price update of p; to p;1. Suppose that henceforth p; < efpi 1 for some
[>0.Ifk > 2 (f +ay), then by time 7+ (k+1) the warehouse stock will have increased

to more than v; — ajw;, or by at least asw;, whichever is the lesser increase.

PROOF. Suppose that v; < v} — a;w; throughout (or the result holds trivially).

Each price change by a multiplicative (1 + pAt) is associated with a target excess
demand z; = Z; — w; — k(v; — v}), where Z; = pw,. Furthermore, the increase to the
warehouse stock since the previous price update is exactly —(z; — w;)At = [—pw; —
k(v; — )AL > (—p + kap )w; At.

Note that 1 + 2 > e*~2%" for lz| < 1. Thus 1 + pAt > eHAt=2X*At (pecall that all price
changes are bounded by 1 + AA®).

Suppose that over the next k£ days there are [ — 1 price changes; let the next [ price
changes be by 1 + u1Aty,1 + psAts,--- ,1 + 1;At;. Note that the total price change
satisfies e/ > Il <;<; (14 p; At;) > eX1zizi (AL =222 At) Mg i Ati(p —2X%) < f.

We conclude that when the /-th price change occurs, the warehouse stock will have
increased by at least >, _, ., (—pi+ra1)w; At; > — f+k(—2X2+ ka1 )w; > (—f+ Skrar)w;,

both inequalities following because 4)\? < ka;. If k > K%l( f + az), then the warehouse
stock increases by at least asw;. O

Comment. The relationship between the change in capacity and the size of the price
update is crucial in proving this lemma, and this depends on having the factor At in
the price update rule.

To complete the analysis of Phase 2, we view each warehouse as having 8 equal sized
zones of fullness, with the goal being to bring the warehouse into its central four zones.
The role of the outer zones is to provide a buffer to cope with initial price imbalances.

Definition 4.11. The four zones above the half way target are called the high zones,
and the other four are the low zones. Going from the center outward, the zones are
called the central zone, the inner buffer, the middle buffer, and the outer buffer. The
warehouse is said to be safe if it is in one of its central zones or one of its inner buffers.

Let D(f;) bound the duration of Phase 1 and let v(f;) be chosen so that v( f;)w; bounds
the change to v;, for all i, during Phase 1. We gave a bound on v(f;) in Lemma 4.9.

We will assume that the ratios y;/w; are all the same, i.e. that every warehouse can
store the same maximum number of days supply. This will be without loss of generality,
for if the smallest warehouse can store only 2d days supply, Theorem 3.3 in effect shows
that every warehouse remains with a stock within dw; of x;/2. An alternative approach
is to suppose that each seller S; has a separate parameter «; (replacing ). The only
effect on the analysis is that the convergence rate is now controlled by x = min; «;.

To prove Theorem 3.3 it will suffice that the following conditions hold. for all i:

(1) x; > 22w, and y; > Sv(fi)w;.

B
@) 6= .
(3) M < pxi

Comment. We note that were the price update rule to have the form p,
piermin{Lz/witAt yather than p, « p;(1 + Amin{1, Z/w;}At) then the constraint (3) in
Theorem 3.3 would not be needed (this constraint comes from setting a; in Lemma
4.10 to the width of a zone). We call this alternate rule the exponential price update
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rule. However, we prefer the form of the rule we have specified as it strikes us as being
simpler and hence more natural.

4.2. Condition Summary

Lemma 4.7 and Theorem 3.3 require several constraints on the parameters
K,0, A, c1,co. We can unwind these conditions to show how these parameters depend
on the market parameters a,~ and .

Let r = x;/w;. Then the conditions can be satisfied when Equations (3) and (4) hold.
Note that » needs to be sufficiently large, or in other words y; for every i needs to be
sufficiently large, to ensure that there is a choice of A\ which satisfies both the upper
and lower bounds. Further note that the term \/’g—j , which is due to Constraint (3),
would not be needed were we to use the exponential price update rule.

5. MARKETS WITH MIXTURES OF SUBSTITUTES AND COMPLEMENTS

For the markets with mixtures of substitutes and complements, we defined Adverse
Market Elasticity and made Assumption 1 in Section 3.2. Note that for the case that
all the goods are complements, 3 as defined in Definition 2.3 equals 2a — 7.

We can then show that Theorem 4.5 applies here too. We can also show the following
results, analogs of Lemma 4.7, and Theorems 4.8 and 3.2.

LEMMA 5.1. Suppose Assumption 1 holds and (3, as defined in Definition 2.3, sat-
isfies 3 > 0. Suppose that the following conditions hold:

(1) f<(1-26)"Y8 <(2—6)"/2E=0) since the last price update to p;;
(2) 20/ (1 —28)CE=P/B ¢ + a0 <105
(3) (20(1—28)"CE=P/B 4 146+ ¢1 +c8) A< 1,

where "' := o/ + 2(E — 1). Then, when a price p; is updated using rule (2), the value of
¢ stays the same or decreases.

THEOREM 5.2. Suppose that the conditions in Lemmas 4.6 and 5.1 hold. Let M =
> ;b be the daily supply of money to all the buyers. Then, in Phase 2, the prices become

(1 + n)-bounded after O (% log L) days.

nmin; w;p;

Theorem 3.4 follows on summing the bounds from Theorems 4.5 and 5.2, and on
showing that Equations (3)—(4) imply the constraints in Lemmas 4.6 and 5.1. Theo-
rem 3.3 also continues to apply unchanged. Here d(f) < f2¥—5.

5.1. Example Scenario: 2-Level Nested CES Type Utilities

We will use index i to denote a good, G; to denote the group containing good i, index j
to a denote a good in G; (but not good 7) and index & to denote a good in a group other
than G;. Denote the spending on all the goods in the group G; by sz and the total
income of the buyer by b. Keller [Keller 1976] derived the following formulae:

Ox;/0p; 1 | S L (s s\ s
wfp lopg | sa) l-p\sg b)) b
Ox;/Op; 85 1 b 1 i—l 9

x;/p; b \1-pgsg: 1-p\sa

Osy, Sk p
= 2" .
Op; bl—p
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As1>pgz>0,p<0andb> sg, g%] > 0and dzfz‘f” > — lfpa; i.e. every pair of goods

in the same group are substitutes and £ = maxg 1_1%.

As p <0, gip’z < 0, which is equivalent to gipf < 0; i.e. two goods in different groups
are complements.

To compute 3, we note that when p; changes by a factor ¢, the smallest change in
demand occurs if the prices for its substitutes, namely, the goods in its group, all also
change by ¢, while the prices for its complements, namely all the other goods, change

Ox; /Op; Ox;/0p; __ 1 1
by a factor 1/t. As p <0, r/pp + 2 jeq i z/pjp =15 T 1_70) S~

When the prices of all goods are ralsed by a factor ¢ > 1 and then the prices of all goods
in G are reduced by a factor 1/t2, z} > 2;t*/(!=?)=1; when the prices of all goods are
reduced by a factor ¢ < 1 and then the prices of all goods in G are raised by a factor
1/t2, o < 2;4%/(=P) =1 Thus § = 1% —1.

Finally, note that }, 7> qu = z%‘s" %52 and |AS:| = >, [Asi|. When p; is raised,
x; < x;, and hence |AS,| < —£ xl\Apl| when p; is reduced, it is reduced by a factor of
>(1—-A).Asz; <ax(1-— ) s , |AS.| < __”p(l — A)"Fx;|Ap;|. Thus Assumption 1 is

satlsﬁed with o/ = & (1 — \)~E. Hence the bounds from Theorems 3.4 and 3.3 apply.
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A. POTENTIAL FUNCTION LEMMAS
We complete the proof of the missing cases for Lemma 4.6.

LEMMA 4.6. Suppose that 4x(14c2) < Ay < 1/2. If |w;—w;| < 2-span(z;, T;, w;), then
dj;" < - ”&;Ej) ¢; and otherwise % < —"””(CQ%D@, at any time when no price update is
occuring (to any pj).

PROOF. To simplify the presentation of this proof, let K denote x(z; — w;) and let S
denote span(z;, Z;, w;). Here we show the details for Cases 2 and 3, which were deferred
from the main paper.

ds Ti—T;

do; T; — Z; ~ . _ L
d(i — th ° + Xz —w;) + e\t — Ti)K> sign(z; — ;) — o K - sign(w; — w;)
o

< Di [—|fl — x1| + Cl>\|$i — ’[171| + |K| — CQK . s1gn(1172 — ’U)Z)]
< Di HK| + (Cl>\ — 1)|f1 — Iz| — CQK . mgn(iﬁz — UJZ)]
< i HK| — Cl)\S — CQK . sign(ﬁi — wz)] , as )\Cl < %
Case 3: w; > x; > T; or T; > x; > W;. % = (ztl_;gl + K) . Sigl’l(:fi — {LVLL)

do; i — T ~ L L
dq; = Di |:( (l’ x -+ K) -+ Cl>\($7; — wl) -+ Cl)\(t — TZ)K) mgn(wi — Zz) — CQK . s1gn(wi — ’UJZ)

pi [—|Zi — x| — |z — wi| — K(1 — erA(t — 7))sign(w; — Z;) — co K - sign(w; — w;)]
Di [—Cl)\|i‘i — xi\ — Cl/\‘l‘i - w,| + |K| — K - sign(@i - wl)]
Di HKl — Cl)\S — CQK . sign(@i — wl)] .

IAINA

O

The following lemma provides an upper bound on the change to the potential func-
tion when there is a price update. Subsequently, this lemma will be used to show that
at a price update, the potential function stays the same or decreases under suitable
conditions. Recall that s; denotes the spending on good ;.

LEMMA A.1. Suppose p; is updated. Let S;,. := Z#i, As;>0 |As;| and Sgee =
Zj;éi,ASj<O |As;l.
(1) If sign(z; — w;) is not flipped and x; moves towards w;, the change to ¢ is at most
—w;|Ap;| + sign(Ap;) - As; + Sine + Sdec + 1 Api|T; — w;|(t — 7;) + cadw;|Ap;|.
(2) If sign(x; —w;) is not flipped and x; moves away from w;, or if sign(x; — ;) is flipped,
the change to ¢ is at most
—pi|Ti — w;| +w; | Api| — sign(Ap;) - As; + Sine + Sdee + 1 AP; | T — Wi |(t —73) 4+ cadw; | Ap;].

PROOF. Let p}, z; and s} = p;x} denote the price of good G, the demand for good G;
and the spending on good G; after the price update respectively. We separate the proof
into three cases.

Case 1: sign(z; — w;) is not flipped and x; moves towards w;.

As z; moves towards w;, following the update, sign(Ap;) = sign(z; — w;) = sign(x; —
U~Ji) = 51gn(a:§ — {EL)

Consider the term p; - span{z;, z;, w; }. Before the update to p;,, it equals

Di - Span{Z;, x;, w; } > p;|z; — w;| = (s; — piw;) - sign(Ap;).
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After the update,
pi - span{z;, x;, Wi} = (p; + Api)|a; — W] = (s} — piw; — Wi Ap;) - sign(Ap;).
Hence, the change to the term following the update is at most
(s, — s; — w; Ap;) - sign(Ap;) = sign(Ap;) - As; — w;|Ap;].

For the terms —p;c1 A\(t — 7;)|Z; — W;| + capi|W; — w;|, an update on p; resets 7; to ¢t and
|w; — w;| < dw;. Hence the change to these two terms is at most c; A\p;|z; — w;|(t — 7;) +
codw; | Ap;|.

For any other good j, the terms —p,ci1 A(t — 7;)|Z; — W;| + c2pj|W; — w;| do not change,
and the term p; - span{Z;, z;,w,} changes, but by at most As;. In the worst case, the
change of this term, summing over all j, is at most S;,,c + Sgec.

Case 2: sign(x; — w;) is not flipped and z; moves away from w;.

As z; moves away from w;, following the update, sign(Ap;) = sign(z; —w;) # sign(z;—
i) — sign(x] — ).

Consider the term p; - span{z;, x;, w; }. Before the update to p;, it equals

pilzi — & = pilai — Wil + pilw; — @i| = (si — piw;) - (—sign(Ap;)) + p;|Ti — wil.
After the update,
(pi + Aps)|z; — | = (55 — piw; — wiAp;) - (—sign(Ap;)).

Hence the change to the term following the update is at most

Asin Case 1, there are further changes, but bounded above by S;,.. + Sqec + 1 A\pi|T; —
w;|(t — 7;) + c20w; | Apy].
Case 3: sign(x; — w;) is flipped.

As sign(z; — w;) is flipped, z; moves toward w; initially, hence sign(Ap;) = sign(z; —
w;) = sign(z; — w;) # sign(x} — w;).

Let z; = argmaxxe{%@}h: — w;|. Consider the term p; - span{Zz;, z;, w;}. Before the
update to p;, it equals

PilTi — wi| = (piTs — piw;) - sign(Ap;).
After the update, it equals
(pi + Aps) |2} — Wil = (s; — piwi — Wi Ap;) - (—sign(Api)).

Hence the change to the term following the update is at most
Wi |Ap;i|—(Asi+8;—piw;i+piT;—piw;)-sign(Ap;) = w;|Ap;|—sign(Ap;) As;—p;|z; —w;| —p;|Ti—w;].
As —p;|x; — w;| < 0and —p;|T; — w;| < —p;|T; — w;|, we obtain the same upper bound on

the term p; - span{z;, z;,w;} as in Case 2. The rest of the argument is the same as in
Case 2.

O

B. MARKETS WITH COMPLEMENTARY GOODS

The following lemma states several inequalities we will use. They can be proved by
simple arithmetic/calculus.

LEMMA B.1.
(@ If0<e<land 0<z<1,then (1+¢€)*—1<exr
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() If0<e<land0 << 1, then 1~ (1-¢) < (1+ 555 ) ex.
(c) IfE>1,e>0andr:=max{£5 e} <1, then (1—¢)'"F 1< £

(d IfE>1and0<e<1,thenl— (1+e)' F <(EF-1e
(e) If t > 1and e >0, then (1 —¢)~

LEMMA 4.7. Let 5 = 2a — v and suppose that § > 0 and the following conditions
hold:

(1) f<(1-26)718 < (2—6)Y/7 since the last price update to p;;

(2) d+61+025§1—5,’

3) A+d4+c +e2d)A <],
where & := 2(1—a)(1-26)"7/8 (1 + %). Then, when a price p; is updated using
rule (2), the value of ¢ stays the same or decreases.

PROOF. The first condition is used with Lemma 4.2(b) to ensure that z; < (2 — §)w;,
which implies o<l Then, by price update rule (2), |Ap;| = Ap;|z; — w;|/w;.

Step 1: This step shows that the amount of spending transferred due to a price change
is bounded by aw;|Ap;|.

By the first condition and Lemma 4.2(b), z; < (1 — 26)~7/%w;. Hence by definition of
a 2(1—a) (1 + %) z; < aw;.
Case 1(a): Price p; is increased to tp;, where t > 1,1i.e. Ap; = (t — 1)p;.

By Lemma 4.2(c), the spending increase on GG; due to this price increase is at most
(tps) (B) — zip; = (7% = D)ap;.

By Lemma B.1(a), 1= — 1 < (1 — a)(t — 1). Hence 2(t'=* — 1)p;x;, which is twice
the upper bound on the spending drawn from other goods due to the price increase,
satisfies

1 -1
2t Dpiw; < 2(1—a)(1-26) P (t—1)psw; < aw; (1+ ML+3) ))> |Api| < awi|Api|.

20— XM1+46
Case 1(b): Price p; is reduced to tp;, where t < 1.

By Lemma 4.2(d), the spending decrease on G; due to this price decrease is at most
zip; — (tpi) (8) = (1 —t'*)ap;.

By price update rule (2), 1 > t > 1 — A(1 + §). By Lemma B.1(b), (1 — t!7@) <

(1 + %) (1 —a)(1 —t). Hence 2(1 — ¢t =%)p;x;, which is twice the upper bound
on the spending lost to other goods due to the price reduction, satisfies

AL+ 0)

21 — t' = M)psx; < 2 (1 + TSR]

) (1—a)(1 —t)ps (1 —26)""Pw; < aw;|Ap).

Step 2: Apply Lemma A.1 with the result of Step 1 to show that the potential function
¢ stays the same or decreases after a price update.

We assume Ap; > 0. The proof is symmetric for Ap;, < 0. As the goods are pairwise
complements, when Ap; > 0, S;,. = 0 and As; = Sgc..

Case 2(a): sign(x; — w;) is not flipped and z; moves towards w;.

By Lemma A.1, the change to ¢ is at most —w; |Apz\—|—2|Asl|+cl Api|Ti— w1|+625w1|Ap2|
Case 1(a) gives 2|Asz| < aw;|Ap;|. Noting that w;/w; > 1 — §, this change is at most
(@4 1 + 20 — (1 — 0))A\p;|Z; — w;|. The second condition in this lemma implies this
change is zero or negative.
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Case 2(b): sign(z; — w;) is not flipped and x; moves away from w;, or sign(z; — w;) is
flipped.

By Lemma A.1, the change to ¢ is at most —p;|z; — w;| + w;|Api| +
C1ADi|T; — W;i| + codw;|Ap;|. Noting that w;/w; < 1 + J, this change is at most
((14+64+c1 +c20)X — 1) pi|Z; — w;|. The third condition in this lemma implies this
change is zero or negative. 0O

C. BOUNDS ON THE WAREHOUSE SIZES
LEMMA 4.9. In Phase 1, the total net change to v; is bounded by O(%td(f;) +

d(2) log 2).

PROOF. In one day, v; shrinks by at most (d(f) — 1)w;; it can grow by at most w;.
Since f shrinks by a 1 — ©()) factor every O(1) days while f > 21/8  during this part of
Phase 1, v; can shrink by at most O(}_,~, d(fi[1 — ©O(\)]")w;) = (“’L d(f1)), the equality
following because d(f) grows at least linearly. In this part of Phase 1, v(¢) grows by at

most w; log fi = O(w;d(f1)).
The remainder of Phase 1 yields a further possible change of d(2) to v; per day, for a

total of O(5%d(2) log 5%5) = 0(34d(2)log 8). o

LEMMA 4.10. Let ay,as,k > 0. Suppose that v; < v} — ajw; and that ka; > 4)\2. Let
T be the time of a price update of p; to p; 1. Suppose that henceforth p; < el pi.1 for some
f>0Ifk> 2 ( f+ay), then by time 7+ (k+1) the warehouse stock will have increased
to more than v — ajw;, or by at least asw;, whichever is the lesser increase.

LEMMA C.1. Let ay, a2,k > 0. Suppose that v; > v} + ayw;. Let T be the time of
a price update of p; to p;1. Suppose that henceforth p; > e /p;1 for some f > 0. If
k> ( f +as), then by time 7+ (k + 1) the warehouse stock will have decreased to less
than v + ayw;, or by at least asw;, whichever is the lesser decrease.

PROOF. Suppose that v; > v} 4 a;w; throughout (or the result holds trivially).

Then each price change by a multiplicative (1 4+ pAt) is associated with a target
excess demand z; = 7, — w; — k(v; — v]), where Z; = pw;. Furthermore, the decrease
to the warehouse stock since the previous price update is exactly (Z; — w;) At = [uw; +
k(v; — vF)]AL > (u 4 Kaq)w; At.

Note that 1 + 2 < e® for |z| < 1. Thus 1 + uAt < et4t,

Suppose that over the next k£ days there are [ — 1 price changes; let the next [ price
changes be by 1 + uiAty, 1 + psAts,--- ,1 + p;At;. Note that the total price change
satisfies e~/ < Ih<i<i(1 4 wAt;) < ezl<l<l’“m Thus Zl<z<l puildt; > —f.

We conclude that when the I-th price change occurs, the warehouse stock will have
decreased by at least ), ., (ui + ka1)w; At; > (— f+ kzml)wz Ifk > - (f + as), then
the warehouse stock decreases by at least a,w;. O

THEOREM 3.3. Suppose that the ratios x;/w; are all equal. Suppose that the prices
are always f-bounded. Also suppose that each price is updated at least once a day.
Suppose further that at the start of Phase 1 the warehouses are all safe. Finally, suppose
that for all i:

(1) Xi Z 512'[01' and Xi 2 8v<f1)wz
©2) 6= le
3) N2 < "Xl .
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Then the warehouse stocks never go outside their outer buffers (i.e. they never overflow
or run out of stock); furthermore, after D(f,) + %2 + % days every warehouse will be safe

thereafter.

PRrROOF. We will consider warehouse i. We will say that v; lies in a particular zone
to specify how full or empty the warehouse is.

After D(f;) days, Phase 2 has been reached. By the first condition, in this period of
time the warehouse stock can change by at most v(f,)w; < x;/8, so v; can have moved
out by at most one zone; thus it lies in the middle buffer or a more central zone.

We show that henceforth the tendency is to improve, i.e. move toward the central
zone, but there can be fluctuations of up to one zone width. The result is that every
warehouse remains within its outer zone, and after a suitable time they will all be in
either their inner or central zone.

In Phase 2, the prices are (1 —25)~'/% bounded, we can conclude that they are in the
range [1 —2§/3,1+46/3])if 26/8 < % and § < 1. Further, this is contained in the range
[e=49/8 ¢49/8], Hence p; can change by at most a factor of e*3%/7,

First we show that v; can move outward by at most one zone width. By Lemma
C.1 (taking a; such that a;w; is the width of one zone, i.e. a; = éxi/wi, as = 0
and f = 80/0), after 8//(f8ra1) days the value of v; will have returned to value v;(t)
or remained below this value. During this period of time, the stock can increase by
at most 80w;/(Bka1). Note that by ry/2 = éw;, a1 = §xi/w; and the first condition,
86w;/(Brar) = 32w;/B < 7-x;, which is half the width of a zone. This guarantees that
the stock will never be overflow. ~

By Lemma 4.10 (taking a; = £xi/wi, az = xi/w; and f = 85/0), v; reaches the

upper central zone after (86/8+az2)/(ka1) = % + 2 days. Applying the argument in the

last paragraph anew shows that henceforth v; remains within the upper inner buffer.

We apply the same argument to the low zones using Lemma 4.10 (here we need to
use the third condition). The same results are achieved, but they take up to twice as
long, and the possible increase in stock is twice as large as the possible decrease in the
previous case, but still only one zone’s worth. O

D. UNWINDING THE CONDITIONS IN THE COMPLEMENTARY CASE

Lemma 4.6, Theorem 4.7 and Theorem 3.3 require several constraints on the param-
eters k,9, A, ¢c1, co. We unwind these conditions to show how these parameters depend
on the market parameters «,~ and 3. We list the conditions below:

(1) 414 c2) < ey <1/25
(2) (1-26)"Y8 < (2-6)'/;
(8) G+ c1+c26 <1—6wherea=2(1—a)(l—25)"/8 (1 + 2“17”))))

(ESYEET)
4) 1+0+c1+e)A<1;
5) xi > %wz and x; > 8v(fi)w;;

(6) 6 =535
(7 N < g5

Recall that without loss of generality we may assume y;/w; are the same for all i.
Let 7 = X, When r > max {%, 8v(f1)}, Condition (5) is satisfied.

w;

We first impose that

. 1 3
5§m1n{£y,4},A§7,0125,02:2. (8
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Condition (4) is then satisfied. Condition (1) becomes
24

< 9
,

By Lemma B.1(e), (1 —26) /8 <1+ %’5 as 2v/B <1/2and /8 > 1. Thus Condition
(2) is satisfied when 1 + %6 < 2 — ¢, which is equivalent to

p
§< . 10
T A+ B (19
Condition (3) is satisfied when (8+47/6)§+7X/6 < In ( y: this implies (8+4v/8)6+
2(1 >\(1+6)))\ < ln 1—0( and hence 2(1 — O[) exp (4(5’}///8 + m) S eXp(78ﬂ). Thls
further implies @ = 2(1 — a)(1 — 26)~7/# (1 + m) <1-—4.
When we further impose that
1 1
<z - 11
(8+4’y/5)5_21n2(1_a), 1y
Condition (3) can be satisfied when
3 1
<Zln——. 12
AsgnTy (12)

Using the bounds on ¢ in (8), (10) and (11), and substituting into Condition (6), yields

Kk <

(B 1 B 111}
'mm{%7+ﬂY¥4V+6?@+4w%)nﬂl—w

I 3N

min { B ! In 1 }
N+ B 28+40/8) 20-a) )
Using the bounds on ) in (8), (9) and (12), together with Condition (7), yields

24<)\< N 1 1 KT
— mi B T R S
r 77 2(1—a)’ Y 32

Note that » = y;/w; needs to be sufficiently large to ensure that there is a choice of A
which satisfies both the upper and lower bounds.

The market is defined by the parameters «,~, 3. Then k, \,r are chosen to satisfy
the conditions. The price update rule uses x, A\, while the warehouse sizes are lower
bounded by rw;. The parameters c;, ¢, are needed only for the analysis.

E. MARKETS WITH MIXTURES OF SUBSTITUTES AND COMPLEMENTS
E.1. Phase 1 and One-Time Markets
As with the case of markets of complementary goods, it suffices to analyze the one-time
markets in Phase 1.
LEMMA E.1. When the market is f-bounded,

(1) if p; = rpt/f where 1 < r < f2, then @; > w; fr—E
(2) if pi = fp;/q where 1 < q < f? then ; < w;f~%¢".

PROOF. We prove the first part; the second part is symmetric. Let (p’_,,rp}/f) be the
f-bounded prices maximizing z; when p;, = rp}/f. First consider adjusting the prices
from p* to (p’_;,p;/f) by smooth proportionate multiplicative changes (or equivalently,
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proportionate linear changes to the terms log p; for all j). From the definition of 3 in
Definition 2.3, it is easy to show that the resulting demand for z; is at least w;f*.
Now increase p; by a factor of . As by assumption F is the upper bound on the price
elasticity, the increase in the value of p; reduces z; by at most 7, yielding the bound
xz; > wfPr=F. O

LEMMA E.2. Suppose that 3 > 0. Further, suppose that the prices are updated

independently using price update rule (1), and that0 < X < ﬁ Let p denote the
current price vector and p' denote the price vector after one day.

(D) If f(p)P > 2, then f(p') < (1= 2) f(p).
@) If f(p)° <2, then f(p') < f(p)'~/(202),

*

PROOF. Suppose that p; = r%, where 1 < r < f(p)?. By Lemma E.1, z; >

w; f(p)’r~" and hence % > f(p)’r~* — 1. When p; is updated using price update
rule (1), the new price p; satisfies

D;
f(p)

Let ha(r) := 7 [L+ X-min {1, (f(p)’r—F — 1)}]. When f(p)Pr—F >2, %30 — 1 4 \ > o,
When f(p)’r—F <2,

ph =74t [T+ X min {1, f(p)r™" — 1}].

dirhg(r) =1-A1+(E-1)fp)°rF)>1-A2E-1)>0.
Thus
s P . min g _
P 5o (142 {1L.fp)” —1}].

Similarly, suppose p; satisfies p; = % f(p)p;, where 1 < g < f (p)?. By Lemma E.1,
z; < w;f(p)~P¢¥ and hence %w;;“”? < f(p)~P¢¥ — 1. When p; is updated using price
update rule (1), the new price p’; satisfies

P < éf(p)p}f (1+A-min {1, f(p) ¢ —1}).

Let ha(q) == § [1+A-min {1, f(p)"7¢¥ — 1}]. When f(p)~%¢" > 2, L hi(q) = —5(1 +
A\) < 0. When f(p)~P¢F <2,

im(q) = q% 1+ A1+ (E-1)f(p) ¢")] < q% (-1+A2E 1)) <0.

Py < Fe)py [+ A-min {1, f(p)~7 = 1}] = f@)pj [1+ A(F() ™7 = )]

The remainder of the proof is exactly same as the the final part of the proof of Lemma
44. O

E.2. Ongoing Markets

LEMMA E.3. Suppose Assumption 1 holds, \E < 1 and \ < %, then |ASs| < (o +
2(E = 1))z| Apl.

PROOF. There are two cases.
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Case 1. The price of G; is reduced from p; to p; = tp;, where ¢ < 1.
Then 2/ < t~Fz; and hence As; < (t!=¥ — 1)p;z;. Then

|AS,| = |AS.| + As; < o'z | Aps| + (t7F — Dpix; < o'z Aps| + 2(F — 1)(1 — t)ps;.

The last inequality holds by applying Lemma B.1(c) with max {£*,A} < 1/2 and t >
1 — A. Noting that (1 — ¢)p; = |Ap;|, completes the proof.
Case 2. The price of G; is raised from p; to p; = tp;, where ¢ > 1.

Then 2/ > t~Fz; and hence As; > (t!=¥ — 1)p;z;. Then

|AS| = |AS.| — As; < o'xi|Api| + (1 — tl_E)pixi < dzi|Api| + (B = 1)(t — 1)p;i;.

The last inequality holds by applying Lemma B.1(d). Noting that (¢ — 1)p; = |Ap|,
completes the proof. O

The following lemma proves convergence in the market with mixtures of substitutes
and complements while incorporating warehouses.

LEMMA 5.1. Suppose Assumption 1 holds and (3, as defined in Definition 2.3, satis-
fies B > 0. Suppose that the following conditions hold:

(1) f<(1-26)"Y8 < (2—6)"/2E=0) since the last price update to p;;
(2) 20/ (1 —28)"CE=A/B 4 ¢ + ¢ <105
3) (20//(1—=20)"CE=A/B L1464 ¢ + c26) A < 1,

where "' := o' + 2(E — 1). Then, when a price p; is updated using rule (2), the value of
¢ stays the same or decreases.

PROOF. The first condition is used with Lemma E.1 to ensure that z;,z, < (1 —
26)~E=A)/By,; < (2 — §)w;, and hence that 2= < 1. By price update rule (2), |Ap;| =

We assume Ap; > 0. The proof is symmetric for Ap; < 0. Recall that when Ap; > 0,
|AS,| = |AS,| — As;.

Case 1: sign(x; — w;) is not flipped and z; moves towards w;.

By Lemma A.1, the change to ¢ is at most —w;|Ap;| + As; + |AS.|+|ASs| 4+ c1 \p; | T; —
’LEZ'| +Cg5”LU¢‘ApZ‘|, which is equal to —@Z|Apb| +2‘ASL| +Cl/\pi|i‘i - @ll +626wi\Api|. Notlng
Wi /w; > 1— 6 and z; < (1 — 20)~(2F=0)/By,, and applying Assumption 1, implies that
this change is at most (20/(1 — 26)~ZF=A/8 4 ¢; + 26 — (1 — ) w;| Api].

Case 2: sign(z; — w;) is not flipped and z; moves away from w;, or sign(z; — w;) is
flipped.

I])SI; Lemma A.1, the change to ¢ is at most —p;|z; — w;| + w;|Ap;| — As; +
|ASc| + [AS,| 4 c1Api|T; — wi| + c2dw;|Ap;|, which is equal to —p;|T; — w;| + w;|Ap;| +
2|ASS| + Cl)\pi|§7i — @1| + czéwimpi\. Noting that @Z/wl < 146 and z; < (1 -
20)~(2E=8)/By;, and applying Assumption 1, implies that this change is at most
((20/’(1 — 25)_(2E_ﬁ)/5 +14+6+c + 826))\ — 1) pL|§3L — ”LTJZ‘ O

F. UNWINDING THE CONDITIONS IN THE MIXTURE CASE

Lemma 4.6, Lemma 5.1 and Theorem 3.3 require several constraints on the parame-
ters k, 0, A, c1, ca. We unwind these conditions to show how these parameters depend on
the market parameters § and o’. We list the conditions below:

(1) 4651 +c2) < Ay <1/25
(2) (1—260)718 < (2—6)1/E-A);
(3) 20/ (1 —26)"CE=P/B fc) 400 <1 -6
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(4) (20"(1—20)"CE=A/F 4146+ ¢+ ) A<
(5) xi > %Pw; and x; > Su(fi)wi;

6) 6 =350
(7) A2 < e

We first impose the conditions

16 1

5§min{4(2E_ﬁ),4

},A§1,01—5,62—2. (13)

As in Section D, let r = ff}— When r > max {%, SU(fI)} and

> 274, (14)
Conditions (5) and (1) are satisfied.

By Lemma B.l(e), (1 — 20)-(E-9)/8 < 1 4 42805 g 2CEZ00 < /3 and
2EB*B > 1. Thus Condition (2) and (3) are satisfied when 1 + Wé < 2—§ and
20 (1 + WJ) + 46 < 1 respectively, which are equivalent to

_ !

o< B+402E —3)"" ~ 8a'(2E — B) + 48"

Condition (4) is satisfied when (20/’ (1 + W(?) +1+ 45) A < 1. The bounds on §

in (13) gives 42E=5) 5 < 1 and 44 < 1, hence Condition (4) is satisfied when

B
AL o
~ 40" +2 8E+4d' —6
Using the bounds on ¢ in (13) and (15), and substituting into Condition (6), yields
. ! 8 (1-2a)3
M\ 102E —B) 1 B+ 4(2E — §)’ 8a/(2E — B) + 43
: B (1-2a)p
= - 1mMin B .
r B+4+4(2E - 3)’ 8a/(2E — B) + 40
Using the bounds on ) in (13), (14) and (16), together with Condition (7), yields

24<)\< . 1 1 KT . 1 Kr
— min — 4/ —p=min{ ———— 4/ — 5.
r - "S8E+4a/ -6\ 32 S8E+4a' —6"\ 32

The market is defined by the parameters F, 3 and o'. Then &, \,r are chosen to
satisfy the conditions. The price update rule uses k, A\, while the warehouse sizes are
lower bounded by rw;. The parameters ¢, co are needed only for the analysis.

(16)

Kk <

o 31N

F.1. Example Scenario: N-Level Nested CES Type Utilities

We focus on one particular good i. Let Ay, As,--- , Ay be the square nodes along the
path from good 7 to the root of the utility tree, and let p1, p2,--- , pn be the associated
p values. Let o, = 1%% for 1 < k < N. Let Sy denote the set of goods which are in
the subtree rooted at A;. Let h; denote the total spending on all goods in S; and let
ANC(j) denote the least common ancestor of goods ¢ and j.
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Keller derived the following formulae:

0x;/0p; S =
# = 7](0']\7—1)—"- Z #(Uq—0q+1)
q

i/p; hn g=ANC(j)

Ox; /Op; s s
A i _1 St .
Py o1+ e (ony — 1)+ qE_l B (0g — 0g+1)

We now compute the Adverse Market Elasticity of good i. When the price of good i is
reduced by a factor of (1 — §) (think of § as being very small), raise the prices of all the
complements of good i by a factor of 1/(1—4§) and reduce the prices of all the substitutes
of good i by a factor of (1 — J). By the above formulae, x} > z,t%, where

0x;/0p; 0x;/0p;
5= T |
ilpi | wi/ps
s, No1 s Nolo
= o1——(on—1)= > (og—0g11) =Y | (on =1+ > F(og—0g41)
hN —1 Ma X hN o . hq
7= J q=ANC(j)
s, No1 s Nolo
> 01—#|0N—1|—Zh*2|0q—0q+1|—z Telon =1+ > 7o1og = ogt
N 1 q ) N —ANC(i q
q J q (@)
Sj e S;
= 01— |oy — 1 Zhij _Z |Uq_‘7q+1|zhfj
JESN N g=1 JESq 4

N-1
= o1~ oy =1 = ) log — ogsal-
g=1

Note that we do not require any two goods to always be substitutes or always comple-

ments. h
s ti by hn-i o ha M
The lower bound on 3; is tight when el yat RS vl

are all very large. Set S,

as defined in Definition 2.3, to min; ;.
Also note that

Oz, /Op; S; N hy hn
p— —1 —_ —_— —
i /i hn l 27 (hq—1 hyq

Vv
=

o

"

—
—
=

&

2

)

eSS

——
|

e
|

[]=
7N
>

T
|

D“c:;
S| S
N———
N——

= —max< 1, max oy ;.
1<k<N

Let F; = max {1, maxi<x<n o)} and set E = max; E;.
Keller also derived that

0s; S j
aT;i:% ﬁ(UN—l)‘f‘ > 7 (0q = 0g11)
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This yields
S g
Sias] < 0= Faldpd Y hlon — 1+ Y oy - g
o g7\ e=ANC(j) ¢
N-1
< @il Api| (1= A)7F <UN —1+ D log - Uq+1|> :
qg=1

Let ol = (1-)\)"F <|0N -1+ Zé\;l log — aqﬂ\). Assumption 1 is satisfied with o/ =

max; o;. Hence the bounds from Theorems 3.4 and 3.3 apply.

ACM Journal Name, Vol. X, No. X, Article X, Publication date: February 2012.



