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EXISTENCE OF SOLUTIONS IN A CLASS OF DYNAMIC
SPATIAL CONSUMPTION MODELS"

Iordan V. Iordanov, Andrey A. Vassilev

We investigate the existence of solutions to a class of economic models that feature a
dynamically optimizing consumer who makes both consumption and spatial location
(migration) decisions. We show that under certain assumptions a solution to the
model exists.

Introduction. In the present paper we study the existence of solutions to a class
of dynamic economic models featuring a combination of consumption-saving and spatial
location decisions made by an optimizing agent. The problem stated here constitutes
a natural building block for developing larger models to study aggregate consumption
and migration phenomena. We translate the economic problem into an optimal control
problem with a finite horizon and prove the existence of a solution to this problem under
certain assumptions. Unlike traditional existence proofs in the spirit of Theorem 4, §4.2
in [4], we dispense with convexity assumptions on the set of generalized speeds for the
optimal control problem. The setup and the assumptions we employ, are described in
Section 2. Our existence result, along with its proof, is stated in Section 3.

2. The problem. We consider the following problem:

W e Je().2(0)) = [ fu(e(t) = ale))e"dr + 1a(T)

subject to
(2) a(t) = ra(t) + w(x(t)) — pe(t) — h(i(t)), a(0) =ao =0,
(3) x(t) = 2(t), z(0) = zo € [0,1].

Problem (1)—(3) is a continuous-time optimal control problem with a finite horizon
T, where a(t) and z(t) are the state variables and c¢(t) and z(¢) are the controls. The
assumptions we make, are as follows. For the controls they are:

(4) 0<c(t)<C, Vte|0,T],
(5) |z(t)| < Z, vVt € 10,7,
with Z,C > 0.
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We impose the nonnegativity constraint

(6) a(T) > 0.
Then, the set of admissible controls is taken to be
A :={c(t) € L2[0,T],2(t) € La[0,T], such that conditions (4), (5) and (6) are satisfied}.

The real function w(x) is defined and continuous on the real line. We assume that
W < w(x) <W and w(z) > 0 for z € [0,1], w(z) < 0 for = ¢ [0, 1].

The real-valued functions u(-) and i(-), defined on [0, c0), are increasing, continuous
and concave.

The real-valued functions g(-) and h(-) defined on [—Z, Z], are continuous and convex.
We also assume that g(z), h(z) > 0 and that g(0) = h(0) = 0.

The parameters p, r and p are taken to be strictly positive.

In economic terms, the above model looks at the optimal decisions of an economic
agent who tries to maximize utility u(-) from consumption ¢(t), where a unit of consump-
tion is obtained at price p. This consumer is characterized, at each time instant ¢, by
financial asset holdings a(t) and location in space x(t). Assets earn interest r and in
location z the agent can receive! wage w(x). Apart from c(t), the consumer chooses a
location in space through the speed of relocation z(t). Changing one’s location incurs
certain monetary costs (transportation, transaction etc.), denoted by h(-), which depend
on the speed of relocation. The consumer is also assumed to form habits with respect to
the current location and, thus, to experience a certain psychological discomfort (disutility)
g(-) from relocation. Both the utility of consumption and the disutility from relocation
are time-discounted at rate p. Finally, the consumer also derives utility I(-) from the level
of financial assets a(T') left as a bequest at the end of his lifetime.

3. The main theorem. To prove the existence of a solution to the model, we start
by stating two supplementary results.

Lemma 1. Let the functions z;, i =1,2,..., and T be defined on [0,T] and let take
values in the interval [a,b]. Let x; tend uniformly to T as i — oo (denoted by ©; = T)
and w € C°[a,b]. Then, we have

i) gjjl s
i) w(@n) = w(@),
iti) w (;i x) = w(z).
in [0,T], as m — oo.

Proof. The proof directly replicates the standard proofs of counterpart results on
numerical sequences. [l

Lemma 2 (The Banach-Saks Theorem). Let {v,}52 1 be a sequence of elements in a
Hilbert space H which are bounded in norm: |jv,|| < K = const, ¥n € N. Then, there
exist a subsequence {vy, }32, and an element v € H such that

1We do not model labour-leisure decisions in this setup, so the consumer may be taken as supplying
inelastically a unit of labour at each moment in time.
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—v|| — 0 as s — 0.

Proof. See, for example, [1, pp. 78-81]. O

Theorem 1. Under the assumptions stated in section 2, there exists a solution to
problem (1)—(3) for (c(t), 2(t)) € A.

Proof. We start by noting that the set of admissible controls A is nonempty. To see
this, choose controls ¢(t) = ¢o = const and z(t) = 0. Then, any ¢q € [0, min{w(zg)/p, C}]
ensure that a(T") > 0.

Next, observe that

T T T
—Prdr| < —Ptar < —Ptar < T )
/0 u(c(t))e™Ptdt _/0 lu(e())|e™ P dt < ; OISnCaSXC|u(c)\e dt < 0Igncaugxc|7,a(c)|<o<>
Also,
T T
03/ 2(t e*”tdtg/ max g(z)dt =T max g(z) < 0.
" gtet) [ o g(e)at = 7 ma o(2)
Finally,

a(T) < e ag + T max |w(z)|], i.e. 0 < a(T) < const < oo,

so that I(a(T")) is bounded.

Thus, for (c(t),z(t)) € A, the objective functional (1) is bounded. Consequently,
Jo = sup(.(),.1)ea J(c(t),2(t)) < oo. Then, we can choose a sequence of controls
{(cx(t), z(t))} C A such that J(cg(t), zx(t)) — Jo.

Let ar(t) and zx(t) be the state variables corresponding to the controls (ci(t), 2 (t)).
It is easy to verify that the functions ay(t) and x(t) form a uniformly bounded and
equicontinuous set. Then, by the Arzela-Ascoli theorem (see, e.g., [4], Ch.4), there exists
a subsequence (ag, (1), xk, (1)) = (a(t), Z(t)).

Notice that for (¢(t), z(t)) € A, we have

T T T
lle(®)]l L, :/ |e(t)|?dt :/ c(t)?dt g/ C%dt = C*T,
0 0 0

T T
|MM%=/)MM%S/1Tﬁ=ﬁT
0 0

Then, if ¢x_ () and z_ (t) are the controls corresponding to (ay, (t), xx,(t)), by Lemma
2 we can in turn choose subsequences cy, (t) and zy,, (¢) whose arithmetic means tend
in Ly[0,T]-norm to some elements in Lz[0, 7], denoted ¢(t) and Z(t), respectively. For
brevity, we introduce the notation ¢4(t) := cx, (t), 24(t) 1= 2, (1) etc., as well as &, (t) =

% gl ¢q(t) and Zm(t) := % 27::1 2q(t).

Then, we have established that: (1) (aq(t),z4(t)) = (a(t),z(t)) as ¢ — oo and (2)
Em(t) o c(t), Zm(t) L—2> Z(t) as m — 0.

So far, it is not clear whether é,,(t) and Z,,(t) are admissible: they obviously satisfy
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(4) and (5) but the corresponding a(7") may fail to satisfy (6). However, we can show
that the controls ¢(¢) and z(t) are admissible.

Indeed, according to [3, Ch. 7, §2.5, Prop. 4] we can choose subsequences of ¢, (t)
and Z,,(t) that converge a.e. and, after passing to the limit, we obtain that ¢(¢) and Z(t)
satisfy (4) and (5).

It remains to show that a(T) = e’ [a + fo w(Z(t)) — pe(t) — h(?(t))]e‘”dt} >0,

where Z(t) = xg + f; Z(r)dr
Consider

(7) am(T) =™

a0 + / 0 (Em () — pim(t) — h<zm<t>>]e—rtdt] |

1 ™ 1 m
With Fpn(t) = 20 + fi m(T)dr = — > (w0 + Jy za(r)ar) = — > (1) Adding and
m = m =
1 m
subtracting g E w(z,y(t)), and applying Jensen’s inequality to the term h(Z,,(t)), we
q:

obtain

T 1
am(T) zerT/ l — Zw e "tdt
0 m =1

By Lemma 1, both integrands inside the square brackets in the last line of (8) tend
uniformly to w(Z(t)), so that the integral tends to zero. Thus, if lim a,,(7T") exists, we
m—00

have lim a,,(T) > 0.

m—00

We proceed to check that hm A, (T) = a(T) for a suitable subsequence Gy, (T').
1 m a m 1 m

We know that — > z,(t) = zo + fo — > z4(7)dr. Since — Y x,(t) = Z(t) and,
m g=1 m g=1 m g=1

additionally, as it is easy to verify by applying Holder’s inequality that fo Zm(T)dT —
fo 7)dT when Z,,(t) . Z(t), we obtain Z(t) = zo + fo T)dT = Z(t).

Since ¢, (t) Z ¢(t) and Z,,(t) L—2> Z(t), there exist subsequences Cm,; (t) and Zm; (t)
such that ¢, (t) — ¢(t) and Z,,;(t) — Z(t). To simplify notation, we refer to the
new subsequences as c]( ) and Z;(t). Slnce the function h(z) is bounded on [—Z, Z], by
Lebesgue’s dominated convergence theorem fo (Zj(t))e "tdt — fOT h(Z(t))e~"dt. Tt can
also be verified that fOT 5j (e "tdt  — fOT é(t)e rtdt. Lastly, we know that
fo w(Z(t))e "tdt — fT z(t))e "tdt as w(Z;(t)) = w(z(t)). Consequently, the limit

f (7) as mj — 00 exists and is equal to a(T'), so that a(T) > 0. This shows that ¢(t)
and Z(t) are admissible.

By an application of Lebesgue’s dominated convergence theorem to the corresponding
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(t))-

Y|

terms in (1), we get lim J(&;(t),2,(t)) = J(c(t),
j—oo
1 ™ .
Define py,, (T) := €™ fOT lw(fsmj ) — P > w(xq(t))] e~ "tdt. Obviously, G, (T) =
J q=1

G, (T)—pm, (T) also tends to a(T) and czzmj (T) > aq(T), where aq(T") corresponds

mj ¢=1
to (cq(t), 2¢(T)). Then, indexing by j instead of m; in order to simplify the notation, we
get

T ~
Jo = J(e(t), 2(t)) = lim {/0 [u(@;(t)) —g(ij(t))]eptdt+l(5lj(T))}

. {1_ZJ<ci<t>,zi<t>>} — .
Imee =S

This shows that the admissible pair (¢(t), Z(t)) is optimal, as required. O

> lim lzj: /T[u(c-(t)) — g(zi(t))]e P dt + 1 (ai(T))
Z ] : ) 4 4 7

4. Examples. In [2] we study the optimal behaviour of the consumer under the
assumptions u(c(t)) = c(t)'~*/(1 — 0), g((t)) = 72(t)?, Ua(T)) = e=Ta(T)'~*/(1 - 0)
and h(z(t)) = £z(¢)%.
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CBbINECTBYBAHE HA PEIINIEHUWUE HA EJINH KJIAC OT
ANMHAMMYHNA ITPOCTPAHCTBEHUN MOAEJIN HA ITIOTPEBJIEHUE

rop,zLaH B. ﬁOpﬂaHOB, Angpeit A. Bacusies

B paborara ce pasriexka BbIpoca 3a CHINECTBYBaHE HA PEIeHUs 3a eIUH KJac OT
MKOHOMMWYECKH MOJIEJIN C TOTPEOUTE, PelraBal] JUHAMIIHA ONTUMHU3AINOHHA 3378~
4Ja, B KOSTO ce IIpaBu U300p Ha MOTPEOIEHHETO U HA ITOJIOKEHUETO B IIPOCTPAHCTBOTO
(Murpanus). /TokasBa ce, 9e IPU ONPEJIEJCHU JIOMYCKAHUS CHINECTBYBA PENICHUE Ha,
Mozea.
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