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Abstract

Clearing payments are payments between agents to settle their mutual liabilities.
The interdependence between agents in financial networks complicates the analysis
of clearing payments as the extent to which an agent can pay its creditors depends
not only on its own assets but also on the incoming payments from the other agents.
Each financial network is endowed with agent-specific claims rules that prescribe how
each agent pays its creditors. Consequently, our model not only captures standard
principles of bankruptcy law, such as limited liability of equity, absolute priority of
debt over equity, proportionality, and priority, but also allows for more general un-
derlying payment mechanisms. A payment matrix that contains clearing payments in
accordance with claims rules is a transfer scheme, which is not necessarily uniquely
determined. This article is the first to provide the complete characterization of all
such transfer schemes. Our characterization relies on additional cash vectors, which
summarize the payments in excess of the minimum clearing payments. The set of such
vectors is shown to be homeomorphic to the set of transfer schemes. We introduce a
recursive procedure to compute any additional cash vector, and thereby indirectly a
corresponding transfer scheme. The characterization opens up the opportunity for a
network-based axiomatic analysis of transfer rules, which prescribe clearing payments
for each financial network. In fact, we show that the characterization can be used to
provide new axiomatizations of transfer rules in which each agent pays its creditors in
accordance with the proportional claims rule.
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1 Introduction

Financial globalization, spurred on by the fact that financial interconnectedness allows risk
diversification, is not always to the benefit of the resilience of the financial system as a
whole. A noteworthy example is the 2007-2008 financial crisis in which instability in the
United States housing market led, as a result of financial interconnectedness, to financial
instability in markets elsewhere in the world. Financial instability in one market spreading
to other markets is a phenomenon known as financial contagion. Glasserman and Young
(2016), Jackson and Pernoud (2021), and Elliott and Golub (2022) provide excellent surveys
of recent research on financial contagion in financial networks.

Clearing payments are at the core of the global financial system, especially in times of
financial distress. Clearing payments are payments between agents (e.g., financial institu-
tions) to settle their mutual liabilities. The interdependence between agents complicates
the analysis of clearing payments in a network setting because the payment of one agent
to another agent is contingent on its own assets as well as the payments it receives from
other agents. Understanding clearing payments is therefore fundamental to facilitate proper
decision-making, both from a normative and a positive point of view. The current article is,
to our knowledge, the first to provide a complete characterization of clearing payments.

The model of a financial network we consider is in line with Eisenberg and Noe (2001),
a seminal article on financial contagion. A financial network is characterized by a finite
set of agents that each have an estate and liabilities to the other agents. Eisenberg and
Noe (2001), along with extensions of its model such as Cifuentes, Ferrucci, and Shin (2005),
Elsinger, Lehar, and Summer (2006), Rogers and Veraart (2013), and Demange (2018),
assume proportionality of the payments. From the outset, however, we do not restrict our
analysis to proportional repayments of liabilities by the agents. Instead, we allow each
financial network to be endowed with agent-specific claims rules that prescribe how each
agent pays its creditors (cf. Cséka and Herings (2018); Ketelaars, Borm, and Herings (2023);
Cséka and Herings (2024)). In particular, for each agent, its payments to its creditors follow
from allocating its asset value (i.e., its initial estate plus incoming payments) in accordance
with its claims rule. For example, the proportional rule states that the creditors of an agent
should be paid in proportion to their claims on that agent.

The agent-specific claims rules ensure that the payments adhere to two standard princi-
ples of bankruptcy law, namely limited liability of equity and absolute priority of debt over
equity (cf. Eisenberg and Noe (2001)). The first requires that the total payments by an
agent can never exceed the amount it has at its disposal to pay its creditors. The second
requires that an agent can have a strictly positive equity — available to be divided among
the shareholders — only if it has paid all its debts in full.

As claims may be of different seniority, creditors in insolvency proceedings (e.g., in the
United States and the European Union) are partitioned into classes of different priority and
within each class the creditors are paid proportionally (see, e.g., Kaminski (2000), and Chap-
ter 4 of Wessels and Madaus (2017)). Moulin (2000) provides an axiomatic characterization
of claims rules that incorporate such a priority structure, in which the payments within each
priority class can also differ from proportional payments. The claims rules that we consider
capture the priority and proportionality principles of bankruptcy law, but also allow for more
general underlying payment mechanisms.



Our focus of interest is on clearing payments that are in accordance with claims rules.
We define a transfer scheme as a clearing payment matrix that respects the claims rules.
Csdka and Herings (2024) formulate a sufficient condition for uniqueness of transfer schemes
in financial networks. In general, the set of transfer schemes for a financial network is a non-
empty complete lattice, so both a bottom transfer scheme and top transfer scheme exist.
A bottom (resp. top) transfer scheme contains the minimum (resp. maximum) amount of
payments required to clear the financial network. However, there can exist infinitely many
transfer schemes for a financial network.

We call the agents for which the payments are not uniquely determined irreqular. We
partition the set of irregular agents into strongly connected components. Two distinct irreg-
ular agents are connected if there exists a chain of payments from one agent to the other,
such that for any two adjacent irregular agents in the chain, their mutual payments are not
uniquely determined. A strongly connected component is a set of irregular agents in which
any two distinct agents in that set are connected, and that set is maximal with respect to
this property. We show that the mutual payments that are not uniquely determined are re-
stricted to strongly connected components. More specifically, the payments between agents
in a strongly connected component and agents outside that strongly connected component
are always uniquely determined.

Our characterization of transfer schemes is based on additional cash vectors. An addi-
tional cash vector for a financial network contains the total cash of an agent in excess of the
total cash under the bottom transfer scheme for that financial network. Agents use their
additional cash to pay their creditors an additional amount. Additional cash vectors are
consistent in the sense that, for each agent, its total additional outgoing payments equal its
total additional incoming payments. We show that, for each financial network, the set of
transfer schemes is homeomorphic to the set of additional cash vectors. That is, we provide a
continuous one-to-one correspondence between transfer schemes and additional cash vectors.
We also establish that our correspondence is monotonic.

So far, the literature on financial networks has introduced procedures to determine the
bottom and top transfer schemes for a financial network. For example, Eisenberg and Noe
(2001) introduces the fictitious default algorithm, which computes the top transfer scheme
for a financial network in which each agent uses the proportional rule and in which each
estate is non-negative. In a more general setting, which allows for general agent-specific
claims rules and possibly negative estates, like we do in this article, Ketelaars et al. (2023)
shows that the bottom and top transfer schemes can be obtained as the limit of iterative
procedures.

Computing a transfer scheme that is different from the bottom and the top transfer
schemes requires more work. We introduce a recursive procedure to compute every addi-
tional cash vector for an arbitrary financial network. The set of additional cash vectors is
homeomorphic to the set of transfer schemes, so the iterative procedure indirectly computes
any transfer scheme as well. We take as input a vector of agent-specific weights that are
between zero and one. The weight corresponding to an agent determines the additional cash
of that agent. In each step, the additional cash of each agent determined in a previous step
is fixed, and the procedure determines the corresponding minimum and maximum additional
cash of the current agent under consideration, which may require an infinite number of iter-
ations. The additional cash of this agent is then a convex combination of its minimum and



maximum additional cash. The convex combination is based on the agent-specific weight.
If the agent-specific weight is zero, the additional cash of that agent equals the minimum;
if it is one, it equals the maximum. The result of the iterative procedure is an additional
cash vector that is based on a vector of weights. In particular, if all agent-specific weights
are equal to zero (resp. one), we obtain the bottom (resp. top) transfer scheme. The set
of additional cash vectors for a financial network is then characterized by considering all
possible vectors of weights.

Our analysis shows that computing additional cash vectors is generally complex. Inter-
estingly, as we will see, it is significantly simpler when each agent uses the proportional rule
to pay its creditors. The literature on financial contagion emphasizes uniqueness of propor-
tional payments, in which case only one proportional transfer scheme has to be computed.
For example, conditions for uniqueness of proportional payments in a financial network are
stated in Eisenberg and Noe (2001) and Glasserman and Young (2015). Nevertheless, it is
quite common for proportional payments not to be uniquely determined. This occurs, for
instance, when at least two agents have an estate of zero and have positive liabilities towards
each other, but no liabilities to the other agents.

Even if proportional payments are not uniquely determined, we show that proportional
additional cash vectors and proportional transfer schemes still have a relatively simple
structure. We accomplish this by associating each strongly connected component with a
component-specific weight between zero and one, which is shared among the irregular agents
within that component. The total excess of an agent is defined as the total amount this agent
could receive in excess of the bottom transfer scheme. Then, for each strongly connected
component, and for each agent belonging to that component, its proportional additional
cash is equal to a fraction of its total excess, and its proportional payments are given by a
convex combination of its proportional bottom and top payments. The specific fraction and
convex combination are determined by the weight associated with the strongly connected
component, which is allowed to differ across strongly connected components.

Furthermore, the characterization of the set of transfer schemes facilitates the formula-
tion of azioms that lay the foundations of clearing payments in a financial network. We
introduce three axioms specific to the financial network setting: weak convezity, decomposi-
tion, and convexity. We show that each of three axioms, when considered individually, lead
to an axiomatization of the proportional rule in financial networks. Our axioms, weak con-
vexity, decomposition, and convexity are related to homogeneity, additivity, and linearity for
functions on general vector spaces, respectively. In general, homogeneity and additivity are
independent axioms, and they jointly imply linearity (see also Hamel (1905), and Torchinsky
(1988)). Conversely, linearity implies both homogeneity and additivity.

Weak convexity states that any convex combination of the bottom and top transfer
schemes for a financial network is also a transfer scheme for that financial network. Convexity
extends this notion by requiring that any convex combination of any two transfer schemes
is also a transfer scheme. Both axioms provide a remedy when one has two candidate
transfer schemes for a financial network. As only one transfer scheme can be carried out,
one could, as a compromise, take a payment matrix that is in between the two transfer
schemes. However, in general, such a payment matrix is not a transfer scheme, unless the
agents pay according to the proportional rule. Decomposition requires that the additional
payments by the agents can be decomposed as follows. Consider a transfer scheme based on
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a vector of weights. First, subtract from this transfer scheme the bottom transfer scheme.
This constitutes an additional payment matrix that contains the payments by the agents
net of the bottom transfer scheme. Second, decompose the vector of weights and construct
the corresponding additional payment matrices. Decomposition states that the additional
payment matrices obtained in the second part added together are equal to the additional
payment matrix obtained in the first part. Decomposition thus facilitates prescribing clearing
payments either in stages or at once.

Csdka and Herings (2021) provides an axiomatization of the proportional rule in finan-
cial networks using invariance to mitosis, impartiality, and continuity.! This axiomatization
is on the class of financial networks for which the estate of each agent is strictly positive,
which implies that there always exists exactly one proportional transfer scheme. Calleja
and Llerena (2023) generalizes this result by considering non-negative estates. On the other
hand, our characterization of transfer schemes and the axiomatizations of the proportional
rule hold for any real value of the estates (i.e., negative, zero, or positive).

This article is organized as follows. Section 2 introduces additional cash vectors and
shows that, for each financial network, the set of all such vectors is homeomorphic to the set
of transfer schemes. Section 3 contains our characterization result via additional cash vectors
that are constructed by a recursive procedure. Section 4 shows that the set of irregular agents
in a financial network can be partitioned into strongly connected components. This result
is then used to show that proportional clearing payments have a relatively simple structure.
Section 5 provides new axiomatizations of the proportional rule in financial networks. Section
6 concludes. The proofs of the main results are given in the main text, whereas the remaining
proofs are presented in the appendix.

2 Towards Characterizing Transfer Schemes

2.1 Financial Networks

A financial network is a pair (E,C) € RN x RY*Y in which N is a finite set of agents,
E = (e;)ien is an estates vector, and C = (¢;;)ijen 18 a claims matriz. Each coordinate e;
of E represents the, possibly negative, estate corresponding to agent ¢ € N. The negative
estate of an agent is interpreted as the amount that it uses for own consumption before it
pays its creditors. The claims matrix C represents mutual liabilities between agents. Each
cell ¢;; of C represents the non-negative claim of agent j € N on agent ¢« € N. Row ¢ in
C' thus captures creditors of agent 7, whereas column ¢ of C' captures debtors of agent i.
We assume that agents have no claim on themselves, that is, ¢;; = 0 for all ¢« € N. No
additional conditions are imposed on the claims matrix; in particular, there is no condition
on the relation between claims ¢;; and c¢j; for ¢ # j. The class of all financial networks on N
is denoted by FV.

Each financial network on N is endowed with a vector of claims rules ¢ = (p')ien in

!The axiomatization relies also on claims boundedness, limited liability of equity, and absolute priority
of debt over equity. In this article, these axioms are already embedded in the claims rules associated with a
financial network.



which ¢': R x (R 5 {o}) — RY is the claims rule associated with agent ¢ € N that
prescribes how each creditor of agent 7 is to be paid. The vector of claims on agent 1 € N
is denoted by ¢; = (cij)jeny € RY, in which ¢; = 0 because agent i has no claim on itself.
Formally, for all i € N, a claims rule ¢° prescribes, for all a € R and ¢; € (Rf\{i} x {0},
the allocation vector ¢'(a,c;) that satisfies

(i) 0 < ¢i(a,c) < ¢y forall j €N,

(ii) Z ¢! (a,¢;) = min{max{0, a}, Z cij}-

JEN JEN

The set of all vectors of claims rules on N that satisfy (i) and (ii) is denoted by V.

Consider i € N, a € R, and ¢; € (Rf\{i} x {0}). The claim of agent 7 on itself is zero,
so condition (i) implies that ¢i(a, ;) = 0. Conditions (i) and (ii) imply that ¢'(a, ;) = 0V in
case a, the amount agent ¢ has at its disposal to pay its creditors, is negative, and ¢'(a,¢;) = ¢
in case a is larger than or equal to the sum of the claims. Otherwise 0 < a < ) jen Cijs SO
condition (ii) is given by >_._\ ¢%(a,¢) = a, which entails that all what agent i has at its
disposal to pay its creditors is paid to its creditors.

We assume that all the claims rules satisfy resource monotonicity: for all i € N, for all
& e RV % {010 and for all @ € R and a € R with a’ < a, it holds that ¢'(a’,¢;) <
¢'(a,¢;).? Define

RN = {¢p € VN [for all i € N, ¢ satisfies resource monotonicity}

as the set of all vectors of claims rules on N for which each claims rule satisfies resource
monotonicity.

We consider two claims rules in particular, namely the proportional rule, and the Talmud
rule (Aumann & Maschler, 1985). Both rules satisfy resource monotonicity.

The proportional rule allocates, to each creditor, a proportion of the amount to be di-
vided, where the proportions are determined on the basis of each creditor’s claim relative to
the total claims. A claims rule ¢’ is the proportional rule PROP (i.e., ' = PROP) if, for

all a € R and ¢ € (RY ' x {0}) with 0 < a < Y, i, and all j € N,

. _ Cij
©0i(a,¢) = =———a.
P Yhen Cik

If the amount to be divided is relatively small, the Talmud rule divides the estate equally
among the creditors, where the amount that each creditor receives is capped at half its
claim. If the amount to be divided is relatively large, all creditors receive at least half their
claim, and what they receive on top of that is such that the losses (i.e., the part of the claim
that each creditor does not receive) are incurred equally by the creditors, where the loss of

2Resource monotonicity implies another desirable property, namely resource continuity (i.e., continuity
with respect to the amount to be divided among the creditors). All the claims rules that we consider in this
article are thus also resource continuous.



each creditor cannot exceed half its claim. A claims rule ¢* is the Talmud rule TAL (i.e.,
¢ =TAL) if, foralla € R and ¢; € (Rf\{l} x {0}7) with 0 < a < 3,y ¢k, and all j € N,

902' (a E) . min{ﬁ, %Ci]’} if a < %ZkEN Cik,
. ) = ]
7 %Cz’j + maX{%Cij - 3,0} ifa> % > ken Ciks

where, in both cases, 8 > 0 is such that ZJEN @ﬁ(a,éi) =a.

2.2 Transfer Schemes and Additional Cash Vectors

A payment matrix for a financial network on N that contains consistent transfers between
agents in accordance with ¢ € RY is a transfer scheme. For each agent, its payments to
its creditors follow from allocating its estate plus incoming payments in accordance with its
claims rule. Moreover, for each agent, the payment to itself is equal to zero because it has
no claim on itself.

Definition 2.1. Let (E,C) € FV, and let ¢ € R™. The payment matrix P is a transfer
scheme for (E,C) with respect to ¢ if, for all i, j € N,

pij = @ilei + Y prir @)- (2.1)
keN

The set of all possible transfer schemes for (E, C') with respect to ¢ is denoted by P?(E, C').

Payments in a transfer scheme P € P?(E, () are in accordance with claims rules, which
implies that limited liability of equity and absolute priority of debt over equity are satisfied.
Limited liability of equity entails that the total outgoing payments of each agent cannot
exceed the amount it has at its disposal. That is, for all 2 € N,

Zpij < max{0,e; + iji}-

jEN jEN

Absolute priority of debt over equity implies that an agent has a strictly positive equity only
if it has paid off all its outstanding liabilities. Hence, each agent either settles all its claims
or pays everything it has at its disposal to his creditors. That is, for all i € N, either p;; = ¢;;
for all j € N, or

Zpij = maX{O, €; —|— Zpﬂ}

JEN JEN

Ketelaars et al. (2023) shows that the set of transfer schemes for a financial network
is a non-empty complete lattice with respect to the element-wise ordering < of RV A
lattice is a partially ordered set in which every pair of elements has a greatest lower bound
(bottom) and a least upper bound (top) within the lattice. A lattice is complete if also every
non-empty subset has a bottom and a top within the lattice.

Proposition 2.2 (Proposition 3.4 in Ketelaars et al. (2023)). Let (E,C) € FN, and let
¢ € RN. Then, the set of transfer schemes P?(E,C) is a non-empty complete lattice.
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The set of ¢-transfer schemes for a financial network (E,C) € FV is a non-empty complete
lattice, so there exists a bottom transfer scheme and a top transfer scheme within the lattice.
The bottom transfer scheme P?(E,C) € P?(E,C) is such that, for all P € P?(E,C), it
holds that P?(E,C) < P; the top transfer scheme ?(b(E, C) € P?(E,C) is such that, for all
P € P?(E,C), it holds that P’(E,C) > P.

In the remainder of this section, we provide a new equivalent representation of the set
of transfer schemes that relies on the bottom and top transfer schemes and on vectors that
contain a specific additional amount of cash that agents receive and use to pay their creditors.
This turns out to be useful later on when we introduce a recursive procedure, which takes
as input the bottom and top transfer schemes, that characterizes all transfer schemes for a
financial network.

We distinguish between two types of agents in a financial network, namely those for
which the payments to their creditors are the same under any two transfer schemes, and
those for which this is not the case. We focus our attention on the latter type of agents
because their irregular payments are the reason why transfer schemes need not necessarily
be unique. Agents for which their payments under the bottom transfer scheme differ from
their payments under the top transfer scheme, are called irregular. Agents for which this is
not the case are called reqular. The total amount each agent could receive in excess of the
bottom transfer scheme is called the total excess.

Definition 2.3. Let (E,C) € FV, and let ¢ € RY. The set of irreqular agents I*(E, C) for
(E, C) with respect to ¢ is defined by

I°(E,C) = {i € N| for some j € N, Qf’j <ﬁfj}.

Additionally, the vector of total excess Ed)(E ,C) € RY for (E,C) with respect to ¢ is given
by, for all i € N, @} (E, C) = ¥, (5 — 1%).

Note that there may exist two transfer schemes under which an irregular agent pays its
creditors equally. In general, however, there always exist two transfer schemes under which
an irregular agent pays at least one of it creditors differently.

The following example demonstrates that irregular agents appear not only when each
agent uses the proportional rule, and at least two of them have an estate of zero and the
others have a non-negative estate (see, e.g., Eisenberg and Noe (2001)).

Example 2.4. Consider the financial network (E,C) € FN given by N = {1,2, 3,4},

0 0120
4 001 2
E=13| ™dC=15 10 2
1 3030
Let ¢ = (TAL, TAL, TAL, TAL) = TAL. The bottom transfer scheme and the top transfer

scheme for (F,C') with respect to TAL are given by

0 1 1lo 04 11 0
TAL 10 0 1 2 —TAL 100 1 2
PH(E,C) = 0 1o ! and P~ (E,C) = 0L 0 1 (2.2)
130 12 0 20 2 0



respectively. It holds that I™AL(E, C) = {1, 3,4} and aTAL(E, C)=(1,0,1,3). A
The following proposition states four properties regarding regular and irregular agents.
Proposition 2.5. Let (E,C) € FV, and let ¢ € RV.
(i) It holds that |I®(E,C)| # 1.
(ii) Leti € N. Then, i € I?(E,C) if and only if ZjeN]_??i < ZjeNﬁ?i.

(iii) If i € I°(E,C), then, for all P € P*(E,C),

Zpij =€+ iji-

jEN jEN
(iv) Leti € N. Then, for all A € [O,Ef(E, )],

Dol A A=Y ity p AT

JEN JEN keN

Proposition 2.5 (i) states there can not be exactly one irregular agent in a financial
network. The number of irregular agents is either equal to zero, that is, there is exactly one
transfer scheme for the financial network, or the number of irregular agents is at least equal
to two and at most equal to the number of agents in the financial network.

Second, the payments that irregular agents receive from the other agents are strictly
smaller under the bottom transfer scheme than under the top transfer scheme. The total
excess is therefore always strictly positive for an irregular agent. On the other hand, regular
agents receive the same amount from the other agents under any transfer scheme. The total
excess is therefore equal to zero for regular agents. Agents with a negative estate and no
incoming payments and agents with an estate exceeding their total liabilities are always
regular.

Third, for each irregular agent, its total outgoing payments equal its estate plus its total
incoming payments.® It implies that the total excess of each irregular agent is alternatively
given by the difference between its outgoing payments under the top transfer scheme and its
outgoing payments under the bottom transfer scheme. Formally, for alli € I?(E, C), it holds

that Ef(E, C) = ZjeN(ﬁf} — ]_?Z) A total excess can as such be interpreted as a total excess

of incoming payments or a total excess of outgoing payments. Additionally, Proposition 2.5
(iii) and condition (ii) of a claims rule imply that, for all P € P*(E,C) and all i € I?(E, C),
0<e+ Zjeiji < ZjeN Cij.

Fourth, if an agent has additional cash at its disposal and distributes this among its
creditors, then this additional cash is distributed in full among its creditors.

The following definition introduces additional cash vectors that represent the cash of
agents in excess of the cash under the bottom transfer scheme. An additional cash vector

3Proposition 2.5 (iii) generalizes Proposition 1 in Cséka and Herings (2024) as result (iii) allows for
negative estates.



contains the additional cash that each agent has at its disposal to pay its creditors, which
is bounded from below by zero and bounded from above by its total excess. An additional
cash vector satisfies a consistency requirement in the sense that, for each agent, the total
additional outgoing payments (i.e., the left-hand side of (2.3)) equal the total additional
incoming payments (i.e., the right-hand side of (2.3)). Thus, the additional cash of an agent
can be interpreted as either the total additional incoming payments or the total additional
outgoing payments of this agent.

Definition 2.6. Let (E,C) € F¥, and let ¢ € RY. The vector d € [ON,3¢(E, C)] is an
additional cash vector for (E,C') with respect to ¢ if, for all i € N,

di = (&le; + Zgjj +dj,5j) — %) (2.3)
JEN

keN

The set of all possible additional cash vectors for (E,C) with respect to ¢ is denoted by
D?(E,C).

Condition (2.3) essentially relates only to irregular agents because it is always satisfied for
regular agents. If i ¢ I?(FE,C), then, by Proposition 2.5 (ii), agent i always gets paid the
same under any transfer scheme, so Elf(E, C') = 0 and d; = 0; furthermore, the right-hand
side of condition (2.3) denotes the total additional incoming payments of agent i that is

bounded from below by zero and from above by EZ?(E, ('), which in this case means that it
is zero as well.

For each irregular agent, condition (2.3) requires that its total additional payments flow
through the financial network in such a way that this exact amount is being paid back to
this irregular agent. If that were not the case, then this irregular agent could not have paid
this additional amount in the first place. Note that 0V and ZZ¢(E, (') are solutions to (2.3),
corresponding to the bottom and top transfer schemes, respectively.

The following example illustrates additional cash vectors with respect to the financial
network of Example 2.4.

Example 2.7. According to (2.3), an additional cash vector for the financial network
(E,C) € FN of Example 2.4 with respect to TAL follows from solving

di = TAL; (1 + 25 +d4, (3,0,3,0)) — 12, (Agent 1)
d3 = TAL3(0+ 12 + dy,(0,1,2,0)) — 13 + TAL3(1 + 24 + dy,(3,0,3,0)) — 12, (Agent 3)
dy = TALy(—3+4 +ds,(0,1,0,2)) — 1. (Agent 4)

It follows that the set of additional cash vectors for (E,C') with respect to TAL is given by
DTAL(E C) = {(A,0,2A,2A) | A € [0, }1]} If A= %, then d = (%,O, }l,i). The inflow of
payments to agent 1 equals %, which comes from agent 4; the outflow of payments from agent
1 equals % as well, which goes to agent 3. The inflow to agent 3 equals i, of which % comes
from agent 1 and % comes from agent 4; the outflow from agent 3 equals }l as well, which
goes to agent 4. The inflow to agent 4 equals }L, which comes from agent 3; the outflow from

agent 4 equals % as well, of which % goes to agent 1 and % goes to agent 3. A
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In Example 2.7, the set of additional cash vectors has one degree of freedom. In general,
however, this need not always be the case as the following example illustrates.

Example 2.8. Consider the financial network (E,C) € FN given by N = {1,2, 3,4},

0
E = 8 and C =
0

S w o o
w o o o

S O =N
S O N

Let ¢ = TAL. The bottom transfer scheme and the top transfer scheme for (E,C) with

respect to TAL are given by 0Y*Y and C, respectively. Therefore, ™ (E,C) = N and

4B, 0) = (3,3,3,3).

Anything that agents 3 and 4 have at their disposal is paid to agents 1 and 2, respectively.
Therefore, any additional cash vector has the form d = (dy, d, d;, ds). Figure 2.1 visualizes
all additional cash vectors for (E, C') with respect to TAL. Any point on the solid black line
or in the shaded gray area corresponds to an additional cash vector for (£, C') with respect

to TAL.

do

di

Figure 2.1: The solid black line and the shaded gray area represent the set of additional cash
vectors for (F,C) with respect to TAL.

A

In the following definition, we translate an additional cash vector into a payment matrix
in the sense that agents pay their creditors using the additional cash that they receive on
top of what they receive under the bottom transfer scheme.

Definition 2.9. Let (E,C) € FV let ¢ € RY, and let d € D?(FE, C). Then, the function f
on D?(E,C) produces an N x N payment matrix that is defined by setting, for all 4,5 € N,

fij (d) = @;(61‘ + Z]_?il + di,Ei). (24)

keN
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In a similar fashion, we can define the function that translates a payment matrix into a
vector in which each coordinate equals the total excess, albeit with respect to an arbitrary
transfer scheme instead of the top transfer scheme. For each (E,C) € F¥ and ¢ € RY, the
function g on P?(E, C) is defined by setting, for all P € P?(E,C) and all i € N,

G(P) =Y v — Y % (2.5)

JEN JEN

In this way, as the following proposition states, the function g is the inverse of f. This
implies that the function f produces a transfer scheme and the function g produces an
additional cash vector. The proposition additionally states that the function f and its
inverse g are monotone.

Proposition 2.10. The function g is the inverse of f, and the functions f and g are mono-
tone.

As a consequence of the following theorem, finding a transfer scheme boils down to finding
an additional cash vector. It states that the set of additional cash vectors is homeomorphic
to the set of transfer schemes. That is, the function f is continuous and provides a one-to-one
correspondence between additional cash vectors and transfer schemes, and its inverse, given
by g, is continuous as well.

Theorem 2.11. Let (E,C) € FN, and let € RY. Then, D?(E,C) and P*(E,C) are
homeomorphic through f.

Proof. We have to show that f is bijective and continuous, and that g is continuous. Propo-
sition 2.10 implies that f is invertible, so it is bijective. Because, for all i € N, ¢’ satisfies
resource continuity, the function f is continuous. Clearly, ¢ is continuous. O

The following corollary follows from Theorem 2.11 and the fact that the set of transfer
schemes is a non-empty complete lattice (see Proposition 2.2). It states that the set of
additional cash vectors for a financial network is a non-empty complete lattice, so there
exists a bottom additional cash vector and a top additional cash vector.

Corollary 2.12. Let (E,C) € FN, and let ¢ € RYN. Then, the set of additional cash vectors
D?(E,C) is a non-empty complete lattice.

For all (E,C) € FN and ¢ € RY, it holds that 0¥ € D?(E,C) is the bottom additional

cash vector and that ZZ¢(E, C) € D?(E,C) is the top additional cash vector.
The following example builds on Example 2.7 and illustrates how additional cash vectors
can be used to construct the set of transfer schemes.

Example 2.13. Recall from Example 2.7 that the set of additional cash vectors for (E,C)
with respect to TAL is given by D™M(E, C) = {(A,0,2A,2A)| A € [0,1]}. Then, for all
de D™ (E,0),
TAL(0 + 12 + A, (0,1,2,0)) = (0, 1,11 + A, 0), (Agent 1)
TAL(-3+4+2A,(0,1,0,2)) = (0,,0,3 + 24), (Agent 3)

)9
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TAL(1 + 25 +2A,(3,0,3,0)) = (12 + A,0,12 + A, 0), (Agent 4)

such that the set of transfer schemes for (£, C') with respect to TAL comprises

A
P* = ,

0 5 0 342A

I3+A 0 12+A 0

in which A € [0, 1]. Note that A = 0 gives the bottom transfer scheme and that A = 1 gives
the top transfer scheme (see also (2.2)). A

3 The Characterization of Transfer Schemes

In the existing literature on financial networks, there exist iterative procedures to find only
the bottom and top transfer schemes. Ketelaars et al. (2023) shows that the bottom (resp.
top) transfer scheme is obtained by a, possibly infinite, iterative procedure that generates a
monotonically increasing (resp. decreasing) sequence of payment matrices that approaches
the complete lattice of transfer schemes from below (resp. above). The iterative procedures
are defined on [0NV*N O] = {P € RV*N|for all i,j € N, 0 < p;; < ¢;;}, which is a complete
lattice.

Proposition 3.1 (cf. Theorem 3.10 in Ketelaars et al. (2023)). Let (E,C) € FV, let
¢ € RN, and let h: [0N*N C] — [0V*N O] be defined by setting, for all P € [0"*N C], and
foralli,j € N, hij(P) = ¢%(e; + Y pcy Pris Ci). Then,

(i) P°(E,C) = Jim P*, where, for all k € N, P*1 = h(P*) with P* = 0N*N;
—00

(i1) ﬁqb(E,C’) = klim P*, where, for all k € N, P*1 = h(P*) with P* = C.
—0o0

Alternatively, one can obtain the bottom and top transfer schemes by solving an appro-
priately defined optimization problem (see, e.g., Eisenberg and Noe (2001) and Cséka and
Herings (2022)).

In this section, we introduce an iterative procedure that one can use to find any ad-
ditional cash vector that differs from the zero vector and the vector of total excess. The
homeomorphism between the set of additional cash vectors and the set of transfer schemes
(Theorem 2.11) implies that iterative procedure can be used to find a transfer scheme that
differs from the bottom and top transfer schemes.

For ease of exposition, we set N = {1,...,n}, in which n = |N|. We take a vector
A € [0, 1]V of weights as given, in which, for each i € N, ); is a measure of the payment by this
agent, in addition to what it pays in total under the bottom transfer scheme. The procedure
constructs a vector of additional cash in the following recursive way. The procedure starts
with agent 1 for which \; determines its additional cash, which stay constant throughout.
Agent 1 essentially injects cash into the financial network, so the procedure subsequently
constructs two vectors of additional cash such that, for each agent, the inflow of additional

13



payments equals the outflow of additional payments. The procedure determines both the
minimum and maximum additional cash of the next agent, which is agent 2. These two
bounds on the additional cash together with Ay determine the additional cash of agent 2,
which stay constant throughout. Keeping the additional cash of agents 1 and 2 fixed, the
procedure determines the minimum and maximum additional cash of agent 3, which are
then used to construct the additional cash of agent 3. This process is repeated until the
additional cash of each agent is determined, which takes exactly n steps.

Definition 3.2. Let (E,C) € FV, let ¢ € RY, and let A € [0,1]". The vector § € R is
a A-additional cash vector for (E,C) with respect to ¢ if there exists = (0;,...,6,) and
0 = (04,...,0,) such that the additional cash of agent 1 is given by

61 = (1 - )\1)@1 + )\1@1

with §, = 0 and 6, = ET(E, ('), and, recursively, for all £ € {2,...,n}, the additional cash
of agent / is given by

6@ = (1 — )‘Z)QZ + )\ggg
in which 6, and 0, are equal to
0,= min dy

deD%(E,C) (3.1)
subject to d; = 6; Vi<V,

and
ge = max dg
deD?(E,C) (3.2)

subject to d; = 0; Vi<,
respectively.

It is important to note that the additional cash of agent n follows directly from the
additional cash of the other agents, irrespective of A, € [0,1]. The optimization prob-
lems (3.1) and (3.2) lead to two additional cash vectors (0y,...,0,_1,0,) € D?(E,C) and
(01,...,0,_1,0,) € D?(E,C). As a result, we obtain that

b, = Z(%(ey‘ + leﬁj +0;,¢5) — I_?fn) = On, (3.3)
j<n keN
which implies that 6,, = (1 — \,)8,, + A0, = 6,. Hence, a M\-additional cash vector, if it
exists, is an additional cash vector, that is, §# € D?(E,C).
We will now describe the recursive procedure of Definition 3.2 in more detail and show

how to construct solutions to (3.1) and (3.2), which are in fact well-defined in each step.
Let (E,C) € FN, and let ¢ € RY. As agent 1 is the first agent, the minimum additional

cash is zero, whereas the maximum additional cash is af(E ,C). The additional cash of agent
1 is given by

0, = (1—\)0+Md(E,C),
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and stays constant throughout. If agent 1 is regular (i.e., 1 ¢ I?(E,(C)), then ET(E, C)=

and therefore ; = 0. Given #,, we construct a vector of additional cash in such a way that
the additional cash of agent 2 is minimal, and that the vector of all these additional cash
constitutes an additional cash vector. That is, we solve the following optimization problem:

min  dy
deD?(E,C) (3.4)

subject to dy = 6;.

To find a solution to (3.4), we define, for all k € N, the vector y*(k) € R} in which, for
alli € {2,...,n},

Z?(D L ACE: 22_921 +01,¢1) — Q‘fi), (3.5)
heN
and, recursively, for all k£ € N,

Yk +1) =71+ (¢ ej+2phj+fy &) — %) (3.6)

j>2 heN

The additional payments by agent 1 with respect 6, are represented by 7*(1) (see (3.5)).
Indeed, because 0; € [O,EZT(E, ()], Proposition 2.5 (iv) implies that
D) =2 eiler+ 3 pp +0,7) —pf) =6 (3.7)
j>2 j>2 heN
Resource monotonicity of ¢! and 6; € [0, E(f(E, C)] imply that, for alli € {2,...,n}, 73(1) €

[O,Ef(E,C)] as well. The additional payment by agent 1 that is given in (3.5) induces a
sequence (y2(k))ren. This sequence is monotonically increasing and bounded from above,
so by the monotone convergence theorem for sequences it has a limit. To see this, let
i € {2,...,n}, and note that

V) SR+ Y (e + ) py +2(1).8) —ph) =77(2),

§>2 heN

in which the inequality follows from the fact that, for all j € {2,...,n}, ¢’ satisfies resource
monotonicity and 1?(1) € [O,c_ij)(E, C)]. Let k € N and assume that (k) < v*(k+1). Then,
by resource monotonicity of the claims rules in ¢, it follows that

Yk +1) =721+ > (¥l ej+2phj+v ) — 1)

7>2 heN
214> (e + Zﬂij +95(k +1),5) = %)
§>2 heN
=k +2),

in which the first and second equality follow from (3.6). By induction, the sequence (lf(k))keN
is monotonically increasing. In addition to this, because, for all £ € N, and for all j €
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{2,...,n}, ﬁ(k) € [O,Ef(E, )], the sequence (72(k))xen is bounded from above by Ef(E, 0).
We denote the limit of the sequence (v2(k))ren by 6, that is, for all s € {2,...,n},

6? = lim (k). (3.8)
k—oo0—1
Combining the vector in (3.8) with the additional cash of agent 1 results in an additional cash
vector. In fact, the additional cash of the other agents, which are induced by the additional
payments of agent 1, are minimal. The following lemma formalizes this.

Lemma 3.3. It holds that (6,,05,...,0%) € D*(E,C). Furthermore, for all d € D*(E,C)
with dy = 0y, it holds that d; > 67 for alli € {2,...,n}. In particular, if \y = 0, then 67 = 0
forallie{2,...,n}.

Lemma 3.3 implies that 63 is the optimal value of the minimization problem (3.4).

Second, given #;, we can also determine the maximum additional cash vector in which the
additional cash of agent 1 is fixed, but the additional cash of agent 2 is maximal, such that,
for all agents, the inflow of additional payments equals the outflow of additional payments.
This entails solving the following optimization problem:

max do
deD¢(E,C) (3.9)
subject to dy = 6.

To find a solution to (3.9), we define, for all & € N, the vector 72(k) € R?++™ in which, for
alli € {2,...,n},

_ — _ _
(1) = & (B, C) — (b5 — wiler + )y, +61,20)), (3.10)

heN

and, recursively, for all k£ € N,

Tilk+1) =7 (1) = ) (05— el + ) py +75 (k). )

§>2 heN

Here, for each agent i € {2,...,n}, 72(1) denotes the excess amount this agent has at its
disposal initially, net of the payment by agent 1 with respect to #;. In particular, although the
additional payments by agent 1 to the other agents remain the same in this ‘top’ procedure
in comparison with the previous ‘bottom’ procedure, the additional total amount available
to the remaining agents with respect to (3.10) differs (see (3.7)) and is equal to

S 7)) =Y d(E.C) - [@(E,C) ),

j>2 j>2

in which the equality follows from Proposition 2.5 (iv). In contrast to the sequence (v*(k))ren,

the sequence (572 (k))ren is monotonically decreasing and bounded from below by zero — one
can verify this by applying the same arguments that we used for the sequence (ZZ(k))keN.
We denote the limit of the sequence (72(k))ren by 92, that is, for all i € {2,...,n},

—2

0, = lim 77 (k). (3.11)

7
k—o0
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The following lemma states that the vector in (3.11) combined with the additional cash of
agent 1 is an additional cash vector in which the additional cash of the agents are maximal,
though they are not necessarily maximal for agent 1. The lemma is stated without an explicit
proof because its proof is along the lines of the proof of Lemma 3.3.

Lemma 3.4. It holds that (61,05, ...,0.) € D*(E,C). Furthermore, for all d € D*(E,C)

with di = 01, it holds that d; < 5? for alli € {2,...,n}. In particular, if \y = 1, then
5? = c_lj)(E,C') forallie{2,...,n}.

Likewise Lemma 3.3, it follows from Lemma 3.4 that 9; is the optimal value of the maxi-
mization problem (3.9).

The following example demonstrates how a minimum and a maximum additional cash
vector is constructed, provided that the additional cash of agent 1 is fixed. The example
additionally shows that the minimum and maximum additional cash of the remaining agents
need not necessarily coincide.

Example 3.5. Reconsider the financial network (E,C) € FV of Example 2.8 given by
N ={1,2,3,4},

and C' =

o O O O
S w o o
w o o o
S O =N
S O N

Let ¢ = TAL. Recall that the bottom transfer scheme and the top transfer scheme for (E, C)

with respect to TAL are given by 0Y*¥ and C, respectively, and that ITAY(E, C) = N and

4B, 0) = (3,3,3,3).
Let \; = %, so 0, = %0 + %3 = 1 and the additional payments by agent 1 to the other
agents are given by (see (3.5))

7*(1) = (TAL;(1,(0,0,2,1)));>2 = (0, 3,

N =

).

The excess amounts that the other agents have at their disposal with respect to 6;, are given

by (see (3.10))
72(1) = (3’ 37 3) - ((07 2a 1) - (TALi(lv (07 O’ 27 1)))1’22) = (37 1%7 2%)

Table 3.1 shows 7*(k) and 7%(k) for the next four steps. The sequences (y*(k))ren and
(72(k))en converge to 62 = (1,1,1) and 8° = (2, 1, 2), respectively.

k|1 2 | 3 | 4 | 5 |-
12<k) (O’%’%) (%’%7%) (%?%7%) (%7%7%) (ia%,%)
FHk) | (3,11,28) | (23,14,28) | (24,11,20) | (24,11, 20) | (24,1120 | ...

Table 3.1: The values of the first five elements of the sequences (v*(k))ren and (7°(k))ren,
generated for the financial network (E, C') with respect to the Talmud claims rule TAL.
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Figure 3.1a visualizes Q%, the minimum additional cash of agent 2, as 6, the additional
cash of agent 1, varies from 0 to 3. Figure 3.1b visualizes this for the maximum additional
cash of agent 2. Note that @2 is discontinuous at ; = 1, whereas 03 is discontinuous at
0, = 2.

3 ; ; 3
2r 2
B3] s
1 1
0
o ] 5 5 0 1 2 3
91 01
(a) The minimum additional cash of agent 2, (g)) The maximum additional cash of agent 2,
Qg, as a function of 61, the additional cash of 05, as a function of 6;, the additional cash of
agent 1. agent 1.
Figure 3.1

A

As the additional cash of agent i € {2,...,n} is bounded from below by 67 (Lemma 3.3)
and bounded from above by @? (Lemma 3.4), we thus also find that 7 is at most equal to
—2

0.

Corollary 3.6. For alli € {2,...,n}, it holds that 7 < 5?.

Now, we fix the additional cash of agent 2:
9 —2
92 = (1 - >\2)Q2 + >\2927

which is a convex combination of its minimum additional cash and maximum additional
cash. Moreover, by combining the results of Lemmas 3.3 and 3.4 and Corollary 3.6, for any
d € D?(E,C), we can set

— 2 -
Ll Ry
0 if 03 = 05,

such that A\, € [0,1] and 6, = dy. The choice of Ay = 0 in case §; = @3 is arbitrary.
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Given the additional cash of agents 1 and 2, we can subsequently determine the minimum
and maximum additional cash of agent 3 in order to construct the additional cash of agent
3. By repeating this recursive process, the additional cash of each agent can be constructed,
which takes exactly n steps. This leads to the following definition.

Definition 3.7. Let (E,C) € F¥ let ¢ € RY, and let A € [0,1]". The vector §(\) € RN
is defined by setting

01(\) = (1= A0} + \if,
with #* = 0V and 0 = Ed)(E, ('), and, recursively, for all £ € {2,...,n},

0i(A) = (1 — A\)E. + A,

¢! = lim 7(k) and 8, = lim 7(k), (3.12)

k—o0 — k—o00

respectively, in which,

%) = (@lle+ Y pp +0;(N), ) — ) (3.13)

i
j<t heN
and

1) = & (B, C) = > (3 — elle + D00 +0,(0),%)),

j<t heN
and, recursively, for all k € N,
P (k1) = 20+ Sy + S pE 1 R).7) — ). (3.14)
j>e heN
and
Vilk+1) =71(1) = > _(0f = #lles + ) ph +75(k), %)) (3.15)
j>e heN

By applying the same arguments that we used for the sequence (v?(k))ien, it follows
that, in each step, the sequences given by (3.14) and (3.15) are monotonically increasing and
monotonically decreasing, respectively. As both sequences are bounded from below by zero
and from above by the total excess, their limits, which are given in (3.12), exist.

The vector that is the result of the recursive procedure given in Definition 3.7 is a A-
additional cash vector; in fact, it is the only one.

Proposition 3.8. Let (E,C) € FN, let ¢ € RY, and let X\ € [0,1]". Then, the vector (\)
is the only A-additional cash vector for (E,C') with respect to ¢.
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Using the following three lemmas, we are able to characterize the set of additional cash
vectors via A-additional cash vectors that follow from the recursive procedure given in Defi-
nition 3.7.

The additional cash of exactly one agent is determined in each step of the iterative
procedure given in Definition 3.7. As a result, the range of additional cash available to
subsequent agents, which is always well-defined, becomes smaller. The following lemma
formalizes this observation.

Lemma 3.9. Let (E,C) € FN, let o € RN, and let X € [0,1]". Then, for alll € {2,...,n—
1Y and all i € {£ +1,...,n}, it holds that 8 < ™' and 55 > 55“. Moreover, for all
0e{2,....n}, it holds that 0 < 7'

The following lemma generalizes Lemma 3.3 and Lemma 3.4 in the sense that in each step
of the iterative procedure given in Definition 3.7 two additional cash vectors are obtained.

Lemma 3.10. Let (E,C) € FN, let ¢ € RY, and let X\ € [0,1]N. Then, for all { €
{2,...,n}, it holds that

(i) (B1(N), ..., 0,_1(N\),8,...,68%) € D(E, Q)
(ii) (0,(N), ..., 001 (N),By.....0.) € DY(E,C).

As the following lemma implies, the additional cash vectors that are constructed in each
step of the iterative procedure given in Definition 3.7 are minimal and maximal. Moreover,
if the additional cash of each agent equals the minimum amount (i.e., A\ = 0%), then the
iterative procedure yields the zero vector. On the other hand, if the additional cash of each
agent equals the maximum amount (i.e., A = 1V), then the iterative procedures yields the
total excess vector.

Lemma 3.11. Let (E,C) € FN, let ¢ € RY, and let X\ € [0,1]¥. Then, for all { €
{2,...,n}, and all d € D?(E,C) with d; = 0;(\) for all i € {1,...,¢ — 1}, it holds that
d; > 6° and d; < @f foralli € {¢,...,n}; in particular, if, for alli € {1,...,0—1}, \; =0
(N =1), then 6 =0 (8, = d(E,C)) for alli € {¢,...,n}.

More importantly, Lemma 3.10 implies that the vector of additional cash that is the
result of the iterative procedure is an additional cash vector — after all, if the additional
cash of the first n — 1 agents are known, then so is the additional cash of agent n. And,
Lemma 3.9 and Lemma 3.11 imply that, for any d € D?(E,C), we can set, for each agent
te{l,...,n},

J— ¢ .

Ge=le g g0
MN=¢0,-0 (3.16)

0 if 0 = 9,

to obtain 6,(\) = dy. Combining Lemma 3.9, Lemma 3.10 and Lemma 3.11 therefore yields
the following characterization of the set of additional cash vectors.
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Theorem 3.12. Let (E,C) € FN, and let ¢ € RN. Then,
D*(B,C) ={0(\) | X € [0,1]"}.

Proof. First, let A € [0,1]Y. From Lemma 3.10 it follows that (6;()\),...,0,_1()\),0") €
D?(E,C) and (6;(\),...,0,_1(\),0.) € D*(E,C). Then, by (3.3), 8" = 6., which implies
that 6,(\) = (1 — X,)8" + A0, = 0". Hence, we have that (\) € D?(E, C).

Second, let d € D?(E,C). For each ¢ € {1,...,n}, set A\, according to (3.16). If
dY(E,C) > 0, then A\, = (dy/d}(E,C)) € [0,1] such that 6;(\) = \d'(E,C) = d;. Other-
wise ET(E,C’) =0,s0d; =0 and 0;(\) = 0. Next, let £ € {2,...,n} and assume that, for
alli e {1,...,0—1}, 6;()\) = d;. From g, < ?ﬁ (Lemma 3.9) and 6 < d, < gﬁ (Lemma 3.11)
it follows that A, € [0, 1] such that

0u(A) = 0 + Ae(B — ) = 0 + di — 0 = .
By induction, for all i € {1,...,n}, it holds that \; € [0, 1] and 6;(\) = d;. O

Because the iterative procedure given in Definition 3.7 can be used to obtain any ad-
ditional cash vector, and because each additional cash vector corresponds to exactly one
transfer scheme, the iterative procedure can also be used to obtain any transfer scheme. To
emphasize that, for each A € [0, 1]V, the vector §(\) corresponds to an additional cash vector
for a financial network (E,C) € FV with respect to ¢ € RY, we henceforth denote 6()\) by
6**E,C). Hence, for all (E,C) € FN and for all ¢ € RY,

PUE,C) = {f(0"(E,C) | X € [0,1]"}.

Correspondingly, we define a (¢, \)-based transfer rule 7®* on F that assigns to each
financial network exactly one ¢-based transfer scheme with respect to A, which indicates the
extent to which agents pay in addition to what they pay under the ¢-based bottom transfer
scheme.

Definition 3.13. Let ¢ € RY, and let A € [0, 1]". The (¢, \)-based transfer rule 7*: FN —
RV*N s for all (E,C) € FV, given by

TN B, C) = f(0°NE, C)).
Denote the set of transfer rules by T® = {(\,7%*) | X € [0, 1]V}.

For each vector of agent-specific claims rules ¢ € RY, the set of transfer rules 7¢ consists
of pairs of weight vectors and associated transfer rules that prescribe, for each financial
network, a transfer scheme based on ¢ and A\ € [0, 1]".

Given ¢ € RY, two distinct weight vectors A\, X' € [0, 1]V with \; # A, for some i €
{1,...,n — 1}, lead to two distinct transfer rules 7%* and %N 4 However, two weight
vectors A\, X' € [0, 1]V that are equal except for the last coordinate, lead to identical transfer
rules 7%* and 7% because A, can be chosen arbitrarily in the construction of a A-additional
cash vector.

4To illustrate this, consider the financial network (E,C) € FV given by N = {1,2},

5o (%) mic-[o 1.

Let ¢ € RY and A, X € [0,1]" with A; # ;. Then, 7%*(E,C) = A,C and 7% (E,C) = N,C.
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4 Strongly Connected Components in Financial
Networks

In this section, we show the general result that the set of irregular agents can be partitioned
into strongly connected components for which the payments between any pair of strongly
connected components are uniquely determined. We then use this result to show that the
set of PROP-based transfer schemes has a relatively simple structure.

Let (E,C) € FN,and let ¢ € RY. We define the directed graph G*(E,C) = (I*(E,C), A)
that consists of the irregular agents in (F, C') with respect to ¢ and in which there is an arc
from i € I?(E,C) to j € I?(E,C) if agent i pays agent j differently with respect to the
bottom and top transfer schemes; that is, the set of arcs is given by

A={(i.j) € I’(E.C) x I’(E.C) |p, < B}

Note that, for all i € I?(E,C), (i,1) ¢ A because c¢; = 0, which implies that ]_93 =0= ]3;’;

An irregular agent i € I?(E,C) is connected to another irregular agent j € I?(E,C) in
G?(E,C) if, for some k > 2, there is a directed path of agents (i1, .. .,14) such that i; = i and
ir = j and, for all £ € {1,...,k — 1}, (ig,igs1) € A. A set of irregular agents S C I?(E,C)
is a strongly connected component in G®(E,C) if any two distinct irregular agents in S are
connected, and S is maximal with respect to this property. For each i € I?(E,C), let S(i)
denote the strongly connected component to which ¢ belongs. Then, the collection of strongly
connected components C?(E,C) = {S(i) |i € I?(E,C)} forms a partition of I?(E, C).

The following theorem implies that the payments between two distinct strongly connected
components are uniquely determined. The payments to and by regular agents are always
uniquely determined. Therefore, in particular, the payments between agents in a strongly
connected component and agents outside that strongly connected component, are uniquely
determined.

Theorem 4.1. Let (E,C) € FN, and let $ € RY. Then, for all S € C*(E,C), for alli € S,
and for all j € I?(E,C)\ S, it holds that p?, = y-

Proof. Assume that |C?(E,C)| > 2. Define the following subcollection of strongly connected
components:

_ 6 - e ¢ o _ o0
S={SeC’E,QC)|forallies, foral jeI°EC)\S, Py, =Dij}-

If S € S, then there is no arc from S to a different strongly connected component S’ €
C*(E,C). On the other hand, if S € C?(E,C)\ S, then there is an arc from S to a different

strongly connected component S’ € C?(E,C).
It suffices to prove that S = C?(E, C). To this end, we will prove that, for all S € S,

Z Z @l (ej + Zpk +d;,¢;) _'1;) 0, (4.1)
JEI?(E,C)\S i€S keN

which implies that there is also no arc from a different strongly connected component S’ €

C*(E,C) to S. And, for all S € C?(E,C)\ S,

Z Z% ej+2pk +d;,¢;) _~7;) 0, (4.2)

JEI?(E,C)\S i€S keN
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which implies that there exist an arc from a different strongly connected component S’ €
C*(E,C) to S.

Combining (4.1) and (4.2) gives the desired result. To see this, suppose that & #
C(E,C). It follows from (4.1) that each S € C?(E,C) \ S must have an outgoing arc
that points to a different S’ € C?(E,C) \ S. Additionally, from (4.2) it follows that each
S € C?(E,C)\ S must have an incoming arc that comes from a different S’ € C*(E,C) \ S.
As a consequence, at least two strongly connected components S, S’ € C*(E,C)\ S are
connected in the sense that for all 7 € S and all j € S’, 7 is connected to j and j is connected
to i. However, this is a contradiction because it entails that neither S nor S’ is a strongly
connected component.

Let S € C?(E,C). For all j € I?(E,C)\ S, condition (2.3) of an additional cash vector
can be restricted to irregular agents, so it can be written as

d; = Z(@;(ei + Zgiz +d;, ¢) — I_?Z) + Z (Spj'(ei + ZQZ +d;, ¢) — BZ) (4.3)

i€S keN iel¢(E,C)\S keN

Similarly, for all j € I?(E,C) \ S, Proposition 2.5 (iv) is given by

di=) (elle;+ ) v +dpe) =i+ Y (elleg+ D _pf+dc) —pf). (44)

i€S keN i€I?(E,0)\S keN

Using (4.3) and (4.4), we find that

Z Z (90;'(61‘ + Z}_?il +d;,c) — EZ)

i€S jeI*(E,C)\S keN
= Y - Y (Giet oph tdim) )
JeI*(B,C)\S JEI*(E,C)\S i€I¢(E,C)\S keN
= > D @le+ ) p+di) - p))
JEIP(E,C)\S i€S keN
I (e, ¢ A )
FY Y e S s )
JEI?(B,C)\S icl?(E,C)\S keN
- Y Y @lar i) )
JEIS(E,C)\S icI$(E,C)\S keN
= ‘6A+ ¢+d,5,)_ ¢)
901 J Ek’] 79 “9 ]—?]z .
JEI?(E,C)\S €S keN

The first equality follows from (4.3); the second equality follows from (4.4). If S € S, we
obtain (4.1); if S € C?(E,C) \ S, we obtain (4.2). O

Using Theorem 4.1, we will show that the set of additional cash vectors with respect to
the proportional rule has a relatively simple structure. For each financial network and each
vector of claims rules, the set of irregular agents can be partitioned into strongly connected
components in which the payments between any two strongly connected components are
uniquely determined. With each strongly connected component we associate a specific weight
that is common between all agents in that strongly connected component.
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Definition 4.2. Let (E,C) € FV, and let ¢ € RY. Then, X € [0,1]" is a component-based
weight vector for (E, C) with respect to ¢ if, for each S € S?(E, C), there exists a A\g € [0, 1]
such that, for all « € S, \; = Ag. The set of all possible component-based weight vectors for
(E,C) with respect to ¢ is denoted by A?(E,C).

Let (E,C) € FN, and let ¢ = (PROP);cy = PROP. For each X\ € A?(E, C), define the
vector of additional cash d()\) € RY as follows. The additional cash of a regular agent is set
to zero, thus, for all i ¢ I?(E,C), d;(\) = 0. On the other hand, for all S € C?(E,C) and all
1 € 5, the additional cash of irregular agent ¢ is determined by the weight Ag that is associated
with the strongly connected component to which agent i belongs, thus d;(\) = )\Sa?(E ,C).

Indeed, as the following theorem states, d()) is an additional cash vector for (£, C) with
respect to PROP. Furthermore, any additional cash vector for (E,C) € FV with respect to
PROP can be written as d()) for some A\ € APROP(E ().

Theorem 4.3. Let (E,C) € FN. Then, DPROP(E C) = {d(\)| X € ATROP(E, C)}.

Proof. For ease of exposition, set ¢ = PROP. Theorem 4.1 implies that, for each i €
I?(E,C), condition (2.3) of an additional cash vector can be restricted to the strongly con-
nected component S € C?(E, C) to which irregular agent i belongs. That is, d € [O,E¢(E , O]
is an additional cash vector for (E,C') with respect to ¢ if, for all i ¢ I?(E,C), d; = 0, and,
for all S € C?(E,C) and all i € S,

di=7 (plle;+ Y vy +djey) — ).

jes kEN

We need thus only focus on the irregular agents and the strongly connected components to
which they belong.

For all S € C?(E,C) and all i € S, we have ¢;; > ]_)?j > ij > 0 for some j € S, so
also Y,y ik > 0; furthermore, Proposition 2.5 (iii) implies that, for all P € P?(E,C),
0 < e+ Y renPri < Dopen Cik- Consequently, when ¢ = PROP, we have d € D?(E,C) if,

for all S € C?(E,C) and all i € S,

di= (ple;+ Y vy +dje) —p)

JES keN
_§ €J+§pk+dz . e]—i-égjz .
jes kGN keN “ik kEN keN ]k

=D dis—
J
jes ZkEN C]k?

First, let A € A?(E,C). Then, for all S € C*(E,C) and alli € S,

d;(\) = \sd?(E,C) = Z)\Sd (E,C)=21—

jeS

= Asd;(A
ZkeN Cik Z ZkeN Cjk
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in which the second equality follows from E¢(E, C) € D?(E,C). Thus, d(\) € D?(E,C).

Second, let d € D?(E,C) and let A € [0,1]V. Let S € C?(FE,C) and, for all i € S, set
i = di/af(E, (') such that d; = )\ZE?(E, (). We will prove that there exists a A\g € [0, 1]

such that, for all ¢ € S, \; = A\g. This implies that, for all i € N, d; = d;(\).
Because d € D?(E,C), for all i € S, it holds that

Z)\ +

jes ZkEN Cjk
In addition to this, because 3¢(E, C) € D?(E,C), for all i € S, it holds that

ZAd (E,C)=—2—

jes ZkeN Cjk

Combining (4.5) and (4.6) implies that, for all i € S,

> =\ )l (E,C)=21— =0

ies 2 ken Cik

Without loss of generality, let S = {i1,...,is} with s = |S| be such that \;, >

Let ¢ € {1,...,s — 1} and assume that \;, = --- = \;,. We will show that \;,
iy = -+ =\, then, for all ¢ € {iy,...,4}, (4.7) simplifies to
(N — N )d (E, C’)— = 0.
Z ’ ZkeN Cik

J€{iot1,is}
As a result, we obtain

¢ i1y i} Cii
()‘ie+1 - )‘Ze) Z dj (E’ C)—

je{i£+l ----- is}

= (/\i4+1 - /\iz) . Z Z ‘ (E C)

i€{i1,si0} J€{io41,0 505} ZkEN ok
= Z ()‘iul - )‘l) Z d (E C>E c
ie{il ..... ’ig} jE{iZJrl ~~~~~ is} keN Jk
> (A — M)A (B, C)
. Z Z Y ZkeN Cik

The second equality follows from \;, = --- = )\;,; the inequality follows from A,

the last equality follows from (4.8).

n

1041 —

(4.5)

(4.6)

(4.7)

- 2> A

=\ It

41

(4.8)

2> i

Because S € C?(E,C), agents i, and i,,; are connected, and thus by Theorem 4.1,
cji > ﬁfi > ]_9?’1, > 0 for some j € {igi1,...,is} and i € {iy,...,is}. Consequently, it

follows that A
A. p—

11

ies1 — Nig = 0, which, in turn, implies that A\;, = A, .
-+ = \;,. In particular, if we set Ag = \;; =+ = \;,, then A\g € [0, 1].
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Theorem 4.3 that characterizes the set of additional cash vectors with respect to the
proportional rule implies that the iterative procedure as given in Definition 3.7 simplifies
considerably when ¢ = PROP. Let (E,C) € FV, and let A € [0,1]". Consider S € C*(E, C)
and let £ = min{j|j € S} be the first agent in the strongly connected component S that
is selected in the iterative procedure. Theorem 4.3 implies that, for all i € S, 9? ”\(E, C) =
)\SE?(E, C), in which Ag = A;. The weight A, € [0,1] of agent ¢ € S thus determines the
additional cash of the other agents in the strongly connected component S. In fact, only the
bottom and top PROP-based transfer schemes have to be determined to construct the set
of PROP-based additional cash vectors.

The set of additional cash vectors is homeomorphic to the set of transfer schemes (Theo-
rem 2.11), which means that Theorem 4.3 reveals the structure of the set of transfer schemes
with respect to the proportional rule. Let (E,C) € FV. For each A € APROP(E (), the pay-
ment matrix f(d())) is a transfer scheme for (E, C') with respect to PROP. More specifically,
for all S € CPROP(E, C) and all i € S, the payment by agent i to agent j € N is given by a
convex combination of the bottom PROP-based payment and the top PROP-based payment
with respect to Ag € [0, 1], that is,

Fig(dN) = (1= Xs)pi O + Aspy o7 (4.9)

All mutual payments between agents in a strongly connected component and agents outside
that strongly connected component are uniquely determined, which is not the case for mutual
payments inside the strongly connected component (Theorem 4.1). In the latter case, the
convex combination in (4.9) is therefore nontrivial. Theorem 2.11 and Theorem 4.3 imply
the following corollary.

Corollary 4.4. Let (E,C) € FN. Then, PPROY(E,C) = {f(d()\)) | X € APROP(E. C)}.

5 Axiomatizations of the Proportional Rule

This section demonstrates that Theorem 3.12 on the characterization of additional cash
vectors lends itself to an axiomatic analysis of proportional clearing payments.

We will introduce axioms for any set of transfer rules 7¢. Recall from Definition 3.13
that a set of transfer rules 7% comprises pairs of weight vectors and associated transfer
rules. A transfer rule 7%* prescribes, for each financial network (E,C) € FV, a transfer
scheme based on A € [0,1]" in which each agent i € N uses its claims rule ¢’ to pay its
creditors. A proportional transfer rule TPROP is a specific type of transfer rule in which
each agent i € N uses the proportional rule (i.e., ¢ = PROP). The set TFROF contains such
proportional transfer rules.

Our axioms are weak convexity, convexity, and decomposition, which are related to ho-
mogeneity, linearity, and additivity for mappings on general vector spaces, respectively. Ho-
mogeneity and additivity are independent axioms in general. There exist mappings that
are homogeneous but not additive, and vice versa. A mapping is linear if and only if it is
homogeneous and additive.

For example, let M = {1,2} and ¢ > 0 and consider the mapping g: [0,1]¥ — R in
which, for all A € [0, 1], g(\) = A\icif A = Xy, and g(\) = 0 otherwise. The mapping g is
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homogeneous if, for all p € [0,1] and all X € [0, 1], g(u)) = pg()). Clearly, the mapping
g is homogeneous. The mapping ¢ is additive if, for all A, X € [0, 1]™ with A + ) € [0, 1],
gA+XN) =g(A)+g(N). Consider A = (0,1/2) and N = (1/2,0). Then, g(A+X) = (1/2)c #
0=g(A\) + g(X), illustrating that g is not additive.

Mappings that are additive but not homogeneous exist, too, and such mappings must be
discontinuous. Exemplifying existence of such mappings requires the axiom of choice, which
goes beyond the scope of this article. We refer the interested reader to Hamel (1905), and
also to page 20 of Torchinsky (1988).

Interestingly, we will see that weak convexity, convexity, and decomposition are equivalent
in the financial network setting because all three characterize the set of proportional transfer
rules. In fact, weak convexity, being the axiom imposing the least restrictive conditions on
the clearing payments, suffices to characterize the proportional rule in financial networks.

Weak convexity entails that any convex combination of the bottom and top transfer
schemes is also a transfer scheme.

Definition 5.1. Let ¢ € RY, and let ¢° = (0N, 799") € T2 and o! = (1N, 791") € T°.
The set of transfer rules 79 satisfies weak converity if, for all u € [0,1], (1 — pu)o® + pot =
(B, (1= )72 4 pro™) € T2,

That is, weak convexity requires that a convex combination of the transfer rules 790" and
791" with respect to p € [0, 1] equals the transfer rule 79+ .

In the unilateral claims problem setting, in which an amount is to be divided among a
group of claimants with respect to a claims vector, weak convexity as in Definition 5.1 has no
bite because it is satisfied by any claims rule. The claims rule ¢’ of agent i € N prescribes a
unique allocation vector for each claims problem. In the financial network setting, however,
multiple transfer schemes can exist for a financial network and there is a choice to be made.

Theorem 5.2 states that only the set of proportional transfer rules is weakly convex.

Theorem 5.2. Let ¢ € RY. Then, T? satisfies weak convexity if and only if ¢ = PROP.

Proof. First, assume that T satisfies weak convexity. Consider (E,C) € FVN with E = 0V
and C' > 0, in which C is a symmetric claims matrix. Then, it holds that 7‘15’0N(157 C) =
PY(E,C) = 0NN and 741" (B, C) = P*(E,C) = C.

Let i € N. Weak convexity of 7¢ implies that, for all u € [0,1], 7" (E,C) = (1 —
W) (B, C) + prt ™ (B, C) = (1 — p)ON*N + uC and thus

e = @1y crin @), (5.1)

keN

in which the equality follows from 7¢#" (E,C) = uC € P?(E,C). The claims matrix C
is symmetric, 50 Y, .y Chi = D pen Cik- Let p € [0,1) and set a = p) , nCri- Then,
a €1[0,> ien Cik) and

. C; C; _
©'(a,¢;) = puc; = Chi = a = PROP(a,¢;),
keZN D kenCik  Dpen Cik
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in which the first equality follows from (5.1) and the second equality follows from v cxi =
ZkeN cir- Hence, we establish that ¢* = PROP.

Second, assume that ¢ = PROP. Let p € [0,1], and let (E,C) € FN. To prove that

TPROP gatisfies weak convexity, it suffices to show that
FPROPUN (0 = (1 — ) PPROP(B, C) + 4P T (B, O). (5.2)
It holds that u¥ € APROP(E C), so (4.9) and Corollary 4.4 imply that (5.2) holds. O

Convexity generalizes weak convexity by requiring that any convex combination of any
two transfer rules must also be a transfer rule.

Definition 5.3. Let ¢ € RY. The set of transfer rules 7¢ satisfies convezity if, for all
oc=\7%)€T?and o = (V,7%") € T%, and for all u € [0, 1], it holds that (1 — u)o +
po’ = (1= A+ pN, (1 — p)70* + pro¥) € T2,

That is, convexity requires that a convex combination of the transfer rules 7¢* and 7
with respect to p € [0, 1] equals the transfer rule 7#0=#A 8 In essence, convexity means
that any convex combination of any two transfer schemes is also a transfer scheme.

In the financial network setting, only the set of proportional transfer rules is weakly
convex. In fact, as the following proposition states, it is also the only one to be convex.

Proposition 5.4. Let ¢ € RY. Then, T? satisfies converity if and only if ¢ = PROP.

We conclude the section by introducing decomposition. Let ¢ € RN, and define the
set T¢ = T¢ — {(ON,729")}. A pair (A, 7%*) € T? prescribes, for each financial network
(E,C) € FN, the additional payment matrix 79*(E,C) = 7*ME,C) — %" (E,C) that
contains payments net of the bottom transfer scheme P?(E,C). Weak convexity can be
expressed in terms of 7¢ by requiring that, for all x € [0,1], (1, u7") € T°.

Decomposition says that the ¢-based additional payments by the agents can be decom-
posed as follows. If we have the pair (A 4+ X, 7)) € T¢ with A + X € [0,1]V, then
decomposition implies that the additional payment matrices prescribed by 79 can be
decomposed into the payment matrices prescribed by 7%+ and 7%

Definition 5.5. Let ¢ € RY. The set T satisfies decomposition if, for all o = (), 79*) € %*b,
and o/ = (N, 7%") € T¢ with A+ € [0, 1]V, it holds that o +0’ = (A+ X, 722 +7) € T2,

Also decomposition has no bite in the unilateral context of claims problems and claims
rules because the allocation vector prescribed by each claims rule is uniquely determined,
which implies that any claims rule satisfies decomposition.

Decomposition entails that there exist a way to prescribe the payments between agents
in stages. For example, to prescribe the top transfer scheme for a financial network (i.e.,
A = 1), one can first prescribe a transfer scheme with respect to A = (1/m)» withm € N
and subsequently construct the additional payment matrix with respect to X' = (1 —1/m)¥
to prescribe the remaining transfers. That is, decomposition of T implies that
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In fact, as the following proposition states, decomposition implies weak convexity. Crucial
in proving this result is that the agent-specific claims rules satisfy resource monotonicity, and,
by extension, also resource continuity.

Proposition 5.6. Let ¢ € RY. If T? satisfies decomposition, then T® satisfies weak con-
verity.

In addition to Proposition 5.6, the set TPROP gatisfies decomposition. This leads to the

following result that the proportional rule can also be axiomatized using decomposition.

Proposition 5.7. Let ¢ € RY. Then, T satisfies decomposition if and only if ¢ = PROP.

6 Concluding Remarks

This article analyzes financial networks that consist of agents that have assets and are con-
nected to each other by mutual liabilities. We study transfer schemes, which are payment
matrices that contain clearing payments in accordance with claims rules. A transfer scheme
prescribes, for each financial network, payments between agents to settle their mutual li-
abilities. This article is the first to fully characterize such transfer schemes. In fact, our
characterization result, which relies on additional cash vectors, encompasses a wide variety
of claims rules that dictate how agents should pay their creditors, including the proportional
rule that is commonly used in practice.

We introduce a recursive procedure that computes all transfer schemes for an arbitrary
financial network. Using this complete characterization, we show that transfer schemes in
which each agent pays its creditors in accordance with the proportional rule, have a relatively
simple structure. When the mutual payments of an agent are not uniquely determined, we
speak of an irregular agent, whereas we speak of regular agent otherwise. Payments between
irregular agents in any proportional transfer scheme can be written as a component-based
convex combination of their proportional bottom and top payments. Irregular agents be-
longing to the same strongly connected component have the same weight that determines
the convex combination, but the weights may vary across strongly connected components.

Our characterization additionally facilitates a general network-based axiomatic analysis
of transfer rules, which associate with each financial network a transfer scheme. We introduce
three axioms, namely weak convexity, convexity, and decomposition, that each individually
provide an axiomatization of transfer rules that are based on proportional claims rules. To
formulate different axioms specific to the financial network setting, one can take inspiration
from axiomatizations of claims rules for a unilateral bankruptcy situation. Thomson (2019)
provides an extensive survey of the literature on axiomatizations of claims rules. We leave a
study in this vein as future research.

Finally, we want to stress that Demange (2023) and Csdéka and Herings (2023) focus on
kinds of proportionality that are different from ours. Demange (2023) provides an axiom-
atization of the constrained proportional rule in financial networks, which is not a claims
rule because payments can be larger than the claims to prevent bankruptcy of some agents.
Cséka and Herings (2023) provides an axiomatization of the pairwise netting proportional
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rule in financial networks in which agents first settle their bilateral claims after which the
proportional rule is applied with respect to the reduced claims. The two consecutive steps
of the pairwise netting proportional rule can not be captured by a single claims rule.
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A  Proofs

Payments in accordance with a transfer scheme give rise to a redistribution of the estates
vector, which we call a transfer allocation.

Definition A.1. Let (E,C) € FN let ¢ € RY, and let P € P?(E,C). The vector
a(P) € RY is the transfer allocation corresponding to P with respect to ¢ if, for all i € N,

P) :€i+zpji_zpij- (A1)
jEN jEN

If an agent has a positive transfer allocation, then it has paid off all its debts; if an agent
has a negative transfer allocation, then it has not paid any of its creditors. This is what the
following lemma formalizes.

Lemma A.2 (Lemma 5.2 in Ketelaars et al. (2023)). Let (E,C) € FV, let ¢ € RY, let
PeP?E,C), and leti € N. Then,

(1) if a;(P) > 0, then p;; = ¢;; for all j € N;
(11) if a;(P) <0, then p;; =0 for all j € N.

As the following lemma states, any two transfer schemes lead to the same transfer allo-
cation.

Lemma A.3 (Proposition 5.3 in Ketelaars et al. (2023)). Let (E,C) € FN, let ¢ € RY,
and let P, P' € P*(E,C). Then, a(P) = a(P").

Both Lemma A.2 and Lemma A.3 are used in the proof of Proposition 2.5.
Proof of Proposition 2.5. (i). Suppose that |[I?(E,C)| = 1. Let i € I?(E,C). Then,
there exists a 7 € N with j # ¢ such that

¢ = it 380 < et AT =T
keN keN

By resource monotonicity of ¢?, it holds that
et D bl <t B
keN keN
or, equivalently,

Z&i‘ < Zﬁil

kEN kEN

Therefore, because ]‘)ﬁ = 1_9?; = 0, there must exist an ¢ € N with ¢ # i such that ]_)Z, < ]_)‘Z.,
that is, £ € I?(E,C). This contradicts |I?(E,C)| = 1.
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(ii). Let 1 € N. First, assume that i € I?(E,C). Suppose that ZkeNﬂii = ZkeNﬁii'
Then,

et D =t ) P

keEN keEN

such that, for all j € N\ {i},

Py = eilei+ Y pp.e) = wylei+ )T @) =1,
keEN keEN
which contradicts i € I?(E,C). Hence, it must hold that ZkeN Efi < ZkeN 3_7(1?1-

Second, assume that ),y Q‘:i < Y oken 1‘9&. Resource monotonicity of ¢* implies that
there exists a j € N \ {i} such that

P =dilei+ > pl,E) < dileit+ Y P a) =P,
keN keN

which implies that i € I?(E, C).

(iii). Let i € I?(E,C), and let P € P?(E,C). First, suppose that P € P?(E,C) is such
that a;(P) > 0. Then, by Lemma A.3, a;(P) = a;(P*(E,C)) = ai(FqS(E, C)) > 0. From
Lemma A.2 it consequently follows that Bf} = ]3?]- = ¢;; for all j € N, which contradicts the
assumption that i € I?(E,C).

Second, suppose that P € P?(E,C) is such that a;(P) < 0. Then, by applying similar
arguments as for the case in which a;(P) > 0, it follows that ]_9;?; = ]_ij =0 for all j € N,

which contradicts the assumption that i € I?(E,C).
Hence, it must hold that a;(P) = 0, which is equivalent to » .. pi; = €; + >,y pji (see
(A.1)).

(iv). Let ¢ € N, and let A € [O,Ef(E,C)]. If i ¢ I?(FE,C), then Proposition 2.5 (ii)
implies that d/ (E,C) = 0 and A = 0. The fact that P?(E,C)) € P?(E,C) implies that

S A=Y e+ Y pl+ AT,

JeEN JjeEN keN

Assume that ¢ € I?(E,C). We distinguish between two cases with respect to A.
First, let A be such that

Bl—f-Z]_?zZ—f—A < ZCZ‘]'.

kEN JEN

Then, by condition (ii) of claims rule ¢,

Y oilei+ > P+ AT) =+ Y pl A (A.2)

JEN keN keN

32



Furthermore, from Proposition 2.5 (iii) it follows that

Yopl =ity pp (A.3)

JEN keN

Therefore, (A.2) and (A.3) imply that

Dol AA=Y it ) p+AT).

JEN JEN kEN

Second, let A be such that

kEN JEN

We will first show that (A.4) implies that A =3 N(ﬁfi— Bﬁ) If (A.4) holds, then condition

(i) of claims rule ¢’ implies that

Z o' (e + Zgi + A G) = Z Cij- (A.5)

jeN kEN jeN
Moreover, if (A.4) holds, then, because A <3, N(ﬁ;@ — 1_9?’2,), it must also hold that
€ + Zﬁﬁz = Z%w
keEN jEN

and conditions (i) and (ii) of claims rule ¢’ imply that ﬁfj = ¢;; for all j € N. Moreover,
from Proposition 2.5 (iii) it follows that

JEN JEN kEN

Combining (A.4) and (A.6) gives

Cij < € ¢ <€ Dri = Cij,
DSty phtA<et) Ph=)

JEN keEN keN JEN

from which it follows that e; + >, .y Bfi +A=e+D 1en ﬁzi so that

A= @5-p ﬂ (A7)

JEN

Lastly, Proposition 2.5 (iii) implies that

dopl =ity g (A8)

JEN keN
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Therefore,

ZQZ+A:ei+Zin+A

jEN kEN
=et ZBZ T Z@iz _Bii)
keN keN
keN
jEN
=D gleit ) p+ AT
jEN keN

The first equality follows from (A.8); the second equality follows from (A.7); the fourth
equality follows from (A.6); the last equality follows from (A.5). O

Proof of Proposition 2.10. Let (E,C) € FV, and let ¢ € RY. To show that g is the
inverse of f, we first show that, for all d € D?(E,C), f(d) € P?(E,C), and that, for
all P € P?(E,C), g(P) € D*(E,C). Subsequently, we show that, for all d € D?(E,C),
g(f(d)) = d, and that, for all P € P?(E,C), f(g(P)) = P. Finally, we show that f and g¢

are monotone.

Let d € D?(E,C). We will show that f(d) € P?(E,C). By (2.1), it suffices to show that,
for all 7,5 € N, it holds that

fij(d) = 903-(61' + Z fri(d), @)

kEN

Let « € N. Then, for all j € N,

fii(d) = ¢jei + lezz +d;, &)

keN

=plei+ Y llen+ Y pl +ditr).)

keN heN

= @;(67; + Z fki(d)vzi)v

keEN

in which the first equality follows from (2.4), the second equality follows from d € D?(E, C),
and the third equality follows from (2.4).
Let P € P?(E,C). As P € P?(E,C), it holds that, for all 7,5 € N,

pij = jlei + Zpkz‘,@).
keN

Then, for all 7,5 € N, it also holds that

pij = ¢i(ei+ Y vl + gi(P), @), (A.9)

keN
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From P > P?(E,C) it follows that g;(P) > 0 for all i € N; from P < F¢(E, C) it follows
that g;(P) < E?(E, C) for alli € N. For all i € N, (2.5) and (A.9) imply that

g:i(P) = (l(e; + Zﬁ,fj +9;(P),5;) = p?).

=71
JEN keN

Therefore, it holds that g(P) € D?(E,C).

Let d € D?(E,C). Then, for all i € N,
)= fild) =Y 0 =D (plle; + Y pp +dj) = %) = di,
jEN jEN jEN keEN
which implies that g(f(d)) = d.
Let P € P?(E,C). Then, for all i,j € N, it holds that
fii(g(P)) = ¢j(e; + Zl_?;i +9i(P), @) = @(e; + Zpkz,fi) = Dij>
keN keEN

which implies that f(g(P)) = P.

Let d,d’ € D?(E,C) such that d < d’. Then, for all i,5 € N,
Fii(d) = e+ > p0 +di @) < e+ > pl +di, @) = fi(d),
kEN kEN

in which the inequality follows from resource monotonicity of ¢'. Hence, f(d) < f(d'), so f
is monotone.
Let P, P’ € P?(E,C) such that P < P'. Then, for all i € N, ¢;(P) = > jen Pii —

D eN 1_92’,2 <D ien P — ZjeN]_oj; = ¢;(P"). Hence, g is monotone. O

Proof of Lemma 3.3. To show that (0y,03,...,0%) € D?(E,C), we have to show that,

= Sl + Y8 + 8~ 85

j>2 heN

and, for all i € {2,...,n},

2 ¢

]>2 hGN

in which 7?(1) is given by (3.5). Let i € {2,...,n}. Then,



—1—2902 ej—i—th hmfy (k). &) —p%)

j>2 heN
+Z goz ej—l—th —i-@],cj _jz,).
7>2 heN

The first equality follows from (3.8); the second equality follows from (3.6); the third equal-
ity follows from the fact that, for all j € {2,...,n}, ¢’ satisfies resource continuity and
limy, o0 02 (€ + > heN Eij + ﬁ(k),éj) exists; the last equality follows from (3.8). Hence,
(A.10) holds. Finally, for agent 1 it holds that

b= (piles+ ) pp +6,a) —pl)

j>2 heN

=> 27

Jj=2

=3O =D (Pl + Y pl + 07 7) — b))

§>2 k>2 hEN

_ZZgoke]—i—th —|—92" z_oj’k)

§i>2 k>1 heN

=X D (e + D pp o) —pp)

j>2 k>2 heN

= > (e + Do +65.2) — %)

j>2 hEN

The first equality follows from Proposition 2.5 (iv); the second equality follows from (3.5);
the third equality follows from (A.10); the fourth equality follows from Proposition 2.5 (iv).

Let d € D?(E,C) with d; = 6;. Let i € {2,...,n}. The proof that d; > 67 follows by
contradiction. Assume that d; < §7. Note that

di = (#lle; + Zﬂfj +d;, ) — )

jEN heN
> pien + Zgil +o,a) - Bi)
heN
- Zf (1),
in which the first equality follows from d € D?(E, (), the inequality follows from d; = 6,
and resource monotonicity of ¢’ for all j € {2,...,n}, and the last equality follows from

(3.5). Therefore, because d; < 67, there must exist a K; € N such that
7)< SpK) Sdi <+ D) < <6

—1

Consequently, using d € D?(E, C) and (3.6),

di =~ +Z<ple]+2ph+ _)

j>2 heN
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<)+ D (Dlles + ) py + 25K, E) —p2)

i>2 heN !

which implies that

Plles+ Y 00 +d 7)) < ¢lle; + > ph + 72K, @)
heN heN

for some j € {2,...,n}\ {i}. In fact, resource monotonicity of the claims rules in ¢ implies
that d; < Zi(KZ-) for some j € {2,...,n} \ {i}. Let iy € {2,...,n} \ {i} be such that
d;, < ZZ(K}). Then, there exists a K;, € N such that

V) < <) (Ky) Sdiy <9 (K +1) < <6
Note that zfl(Kil) < f_y?l(Ki); hence K, < K; and d; > 7(K;) > 7?(Kj,). Subsequently, in
a similar fashion as for agent 7, d;, < ’_y?l (K;, + 1) implies that

i (e + Zﬂfj +d;,¢5) < ¢ (e + ZB}Z +75(K4 ). 6)
heN heN

for some j € {2,...,n} \ {i1}. Resource monotonicity of the claims rules in ¢ implies that
there exists a j € {2,...,n} \ {i1,4} such that d; < ’_y?(Ki ). Let iy € {2,...,n}\ {i1,i}
be such that d;, < 1?([(2- ). Note that iy & {i;,i} because d; > 1?<Ki ) and agent 4; can
not make a payment to itself, that is, we must be able to select an agent that is different
from agents ¢; and i. By repeatedly applying the same arguments, we eventually run out of
agents to select because the number of agents is finite. This thus leads to a contradiction,
so we can assert that d; > Q?.

If \; =0, then §; = 0. If we consider 0V € D?(E,C), then, for all i € {2,...,n}, we
must have that 0 = d; > Q? > 0, which implies that Q? =0. O

Proof of Lemma 3.9. Let £ € {2,...,n — 1}. We prove that, for all i € {£{+1,...,n},
8¢ < 6. The proof for @f > @fﬂ follows by applying similar arguments. It suffices to show

that, forall i € {{+1,...,n} and all k € N, lf(k) < L@rl(k;).
First, for alli € {¢{+1,...,n},

(1) = (@lle; + D py +0;(0).5) — )

<t heN

<Y (@le + ZB% +0;(\), %) — pf)
j<t4l heN

=),

in which the inequality follows from resource monotonicity of ¢* and ,()\) € [O,Ef(E ,O)].
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Second, let k € Nand let i € {{+1,...,

lj(k:) < ﬁ“(k‘). Then,

Ak + 1)

>l

+Z goz e]—ierh —1—7

n}. Assume that, for all j € {£+1,...

¢) —p%)

=71
heN

—Z% e]—l—th +0;(N),¢;) — _ﬂ)

i<t

heN

+(glee+ Y pl, +4(k).2) — pl)

heN

+ > (¢ eﬂerthrv &) —1%)

j>0+1

heN

< Z o) eJ—I—th +0;(N),¢;) — _ﬂ)

j<é+1

heN

+ Z 801 ej—i_zphj—i_,ye—i_l ’_]> —jsz)

j>0+1

heN

in which the inequality follows from resource monotonicity of ¢ and lg(k) < 6 < 0,(N),
and resource monotonicity of ¢/ and lf(k) < Zﬁﬂ(k) forall j e {{+1,...,n}.

Therefore, by induction, for all i € {£+1,...

Now, let £ € {2,...,
(k) —~*(k) > 0. Let i € {¢, ...,

7i(1) = 2;(1)

Let k& € N, and assume that (k)
resource monotonicity, it follows that

—7%(k) > 0. Because, for all j € {¢,...,

,n} and all k € N, y5(k) <457 (k).

n}. To show that 9" < gg, it suffices to show that, for all £ € N,
n}. Then,

= @ -p%) 0.

j=t

n}, ¢’ satisfies

Vilk+1) =ik +1) =Y (Dlles + Do +75(k),8) — @lles + D po +24(k),2))
>t heN heN
> (lle; + Y p) + (k). 5) — wlles + Y vy +1(k),2))
>0 heN heN
Hence, by induction, for all k € N, 7(k) — lf(k’) > 0, which implies that ¢ < @f. O
Proof of Lemma 3.10. For all { € {2,...,n}, let
gﬁz (01(>\)7 '793—1<>\>aQ§7"'aQ£)7
_ — —
aé— (91()\), .,95_1()\),95,...,971).
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By Lemma 3.3 and Lemma 3.4, we know that o?,a® € D?(E,C). Let ¢ € {2,...,n—1}.
Assume that o?,a? € D?(E,C). We show that o™ € D?(E,C). The proof for a¢t! €
D?(E, C) follows by applying similar arguments.

For notational convenience, we set, for all j € N,

§=e+ ZBZ

heN
First, let i € {g+1,...,n}. Then,
9rt = khm 13+1(k)
—00
— ~at1 . Jle +1 N b
=y (D) + lim Y (& + 1 (), ) — b))
Jjzq+1
q+1 —l— Z 901 fj hm ’YqH( ),Ej) —}_oj,)i)
j>q+1
: L
=W+ D (Pl + 857 7) - ).
Jj>q+1

The first equality follows from (3.12); the second equality follows from (3.14); the third
equality follows from the fact that, for all j € {¢+1,...,n}, ¢ satisfies resource continuity
and limg_, ¢ (&5 + f_y‘;,“(k),éj) exists; the last equality follows from (3.12). Hence, for all

ie{g+1,...,n},
07 = N (G +0,(0,8) —p) + D (FG+0E) — ). (A11)

Ji Jt
J<g+1 j2q+l1

What remains to be shown is that, for all i € {1,..., ¢},

0:(N) = D (P& +0,(0),8) —po) + D (PG + 07 7) — po).

Ji Ji
J<g+1 Jzq+1

Let i € {1,...,q— 1}. The fact that a9, a? € D?(E,C) implies that

0:(N) =D (@l (& +0;(V), J2+§j¢2@+6q‘ —p)

J<q Jzq
= Z(@z(é—] + 9]()\>7 + Z 901 5,] + 9]70]) jl)
J<q jzq
=0;(N\).
Hence, it must hold that
D el +00T) =) g+ 0. (A.12)
Jj=2q Jj2q

Recall from Lemma 3.9 that §7 < 8. As a consequence, because, for all j € {q,...,n}, ¢
satisfies resource monotonicity, (A.12) implies that, for all j € {q,...,n},

0l(&+00.2) = l(&+05.7)). (A.13)
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For all j € {¢ +1,...,n}, Lemma 3.9 implies that 0 < 8q+1 < 0q+1

monotonicity of ¢’ and (A.13) imply that

Pl +8.7) = ¢l (& + 67 7). (A.14)

7
< Qj, SO resource

In particular, for agent ¢, 07 < 6,(\) < 53, so resource monotonicity of ¢? and (A.13) imply
that

gD?(fq + ngq) = ‘Pg(gq +04(A), Ty). (A.15)
Using a? € D?(E,C), (A.14) and (A.15), we obtain that
0:(\) = Z(‘Pz (& +0;(N) ]Z )+ Z % (& + eq c _~i)
J<q j2q
= S G0 — )+ Y (Pl + 0 ) — ).

J<g+1 Jj=q+1

Hence, for all ¢ € {1,...,q — 1},

0:(\) = D (& +0;(\), ) — P,
Jj<g+1 Jj>q+1

O+ D (WG +8 ) 1) (A.16)

-7

Finally, for agent ¢ it holds that

000 = S (6HE B2~ )+ 3 (0.0 1)

J<q
=D 000 =D > (@& + 0@ —pp) = D0 Y (w6 + 0 o) — 1)
71<q 71<q k<q 1<q k>q+1
+ >0 = TN (@ (& + 0k(N), ) —ij)
7j>q+1 7>2q+1 k<q

=2 > (e e - pp)

i>q+1 k>q+1

=> > (& +0;0),5) ]k+zz (Ph(& +0;00),5) = p%)

7<q k<q+1 i<q k>q+1

DY (G0N E) —pp) = D Y (& + 0 ) — p))
71<q k<q 71<q k>q+1

IO ETRTARSEVARD D o ETRTARIEI
j>q+1 k<qg+1 j>q+1k>qg+1

= >0 (e (& + 0k(N), o pkj D (e + 08 T - p! )
7>2q+1 k<q 12q+1 k>q+1

=D (@& + 0N 8) —p0) + Y (& + 85 e) — )

J<q Jj=q+1

3T + 002 1) — 30 Sk + 0N, @) — 1)
71<q k<q 7<q k<gq
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+D 0D PHEHO00,8) —p) — D D (@& + (N, @) — )

J<q k>q+1 Jzq+1 k<q
+ 2 2 G E) =) =3 > (& + 6 a) — )
J=2q+1 k<q J<q k>q+1
) > @G =)= D Y (PG e w) —p))
j>q+1 k>q+1 j>q+1 k>q+1
= D @G+ 0N P+ D (el + ) — ).
Jj<g+1 Jj>q+1

The first equality follows from Proposition 2.5 (iv); the second equality follows from (A.16)
and (A.11); the third equality follows from Proposition 2.5 (iv); in the fourth equality, we
rearrange the summations such that each row between the fourth equality and the fifth
equality, except the first one, equals zero; the fifth equality follows from the fact that the
payment of agent ¢ to itself is zero. O

Proof of Lemma 3.11. By Lemma 3.3 and Lemma 3.4, we know that, for alld € D?(E, C)
with d; = 6,(\), it holds that d; € [2,0;] for all i € {2,...,n}.

Let £ € {3,...,n} and d € D?(E,C) with, for all i € {1 .0 —1}, d; = 0;(N\). We need
to show that, for all i € {£,...,n}, it holds that d; > 6° and d; < @f. In particular, we will
show that, for all ¢ € {¢,... ,n}, we have d; > Qf. The proof for d; < 55 follows by applying
similar arguments.

Note that, for all i € {¢,...,n},

d; = Z(gpl 6]+th —i—d],cj p; —I—Z(,OZ 6]—|—th+ _)

j<t heN >0 heN
=Y (@lles+ D0 + 0,00, T) — 0% + > (Alle + D v +d;e) — )
j<t heN j>t heN
(1) + Y (plles+ ) pp +dje) = %)
>t heN
> (1),

in which the first equality follows from d € D?(E,C), the second equality follows from
0;(\) =d; for all j € {1,...,¢—1}, the third equality follows from (3.13), and the inequality
follows from resource monotonicity of the claims rules in ¢. Hence, if there exists an ¢ €
{¢,...,n} such that d; < 8¢, then there must exist a K; € N such that

V(1) < <G < di < AS(KG A+ 1) <--- <0G

In the proof of Lemma 3.3, we have shown that this leads to a contradiction. Therefore, for
alli € {¢,...,n}, it holds that d; > 6°.

Consider d = 0V € D?(E,C). Let £ € {2,...,n}. Assume that, for alli € {1,...,¢—1},
A = 0. If A\; =0, then #;()\) = 61 = 0, and, by Lemma 3.3, 5 = 0. Consequently, Ay = 0
implies that 6,(\) = #3 = 0. We now have that d; = 0 = 6;(\) and dy = 0 = 6,()), so
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0=ds > Qg > 0, which gives Qg = 0 and, as a result of \3 =0, #3(\) = Qg = 0. By induction,
we obtain that, for all i € {1,...,¢ — 1}, 6;(\) = 0 = d;. Hence, for all i € {¢,... ,n},
0=d; > Qf > 0, which implies that Qf = 0. If we consider 3¢(E, C) € D?(E,C) instead,
then, by applying similar arguments, we find that A; = 1 for all ¢ € {1,...,¢ — 1} implies
that 8, = d_(E,C) for alli € {¢,...,n}. O

Proof of Proposition 3.8. The proof of Proposition 3.8 follows from Lemma 3.10 and
Lemma 3.11, which is why it is given after the proofs of these two respective lemmas.

Set 8 = (6,....0%) and 6 = (9,,....0,).

We have to show that, for all £ € {2,...,n}, 85 and gﬁ are given by (3.1) and (3.2), respec-

tively. Let £ € {2,...,n}. Then, 6,(\) = (1 —/\Z)Qﬁ—i—/\g@ﬁ, and, by Lemma 3.10, we have that
(0N, ..., 01 (N), 0% ....6%) € DYE,C) and (B;(N),...,0i1(N),B,.....0.) € D*(E,C).

Lemma 3.11 implies that, for all d € D?(F,C) with d; = 6;(\) for all s € {1,...,¢ — 1}, it
holds that dy > 6% and d, < 8.

Assume that @’ € RY is a A-additional cash vector for (E,C) with respect to ¢. We
will show that (\) = d'. First, 6;(\) = )xflf(E,C’) = d}. Second, let £ € {2,...,n} and
assume that, for all ¢ € {1,...,0 — 1}, 6;(\) = d;. We will show that 6,(\) = d,. Con-
sider d € D?(E,C) with d; = dj for all i € {1,...,¢ — 1}. Because d’ is a A-additional
cash vector for (E,C) with respect to ¢, we know that d, = (1 — \))d;, + )\ﬂlg in which
d, < dy and d, > dy. In particular, as (6:1(\),...,0,_1(\), 6% ...,0%) € D*(E,C) and
(01 (N), ... ,93,1()\),52 . ,gi) € D?(E,C) (see Lemma 3.10), it follows that d, < 6, and
d, > 6,. Lemma 3.11 implies that d, > 6, and d, < 6,. Hence, we find that d, = 6,
and d, = 0, so 6,(\) = dj. By induction, for all i € {1,...,n}, 6;(\) = d; and therefore
(N =d. O

Proof of Proposition 5.6. Assume that T¢ satisfies decomposition. Let m € N and set
A= (1/m)N and X = (1 — 1/m)" such that A + X' = 1V, Let (A, 7%), (V,7%Y) € T?. Let
(E,C) € FN. Decomposition of 7% implies that
(B, C) = 19 mN (B, C) 4 70V (B C) — 7997 (B, C)
= 7717“15’(1/"L)N(E7 C)—(m-— 1)T¢’ON(E, ).

By using the fact that 70" (E,C) = P?(E,C) and %" (E,C) = P*(E, C), we find that

1 1—
oW (B, C) = (1 - —)PY(E,C) + —P°(E,C).
m m
Furthermore, if A = (m//m)~, in which m/,m € N with m/ < m, then decomposition of T ¢

implies that
7MY (B Y = m/ N (B C) — (m! = 1)PP(E, C)

o m—s (A.17)
= (1- —)Bd)(E, C) + EP (E,0).

m
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Let p € [0,1] and consider the sequences (m})eeny and (my)een in which, for all ¢ € N,
my, my € N with mj, < my such that lim, . (mj,/ms) = p. Then, for all 4,j € N,

(B, C) = e+ Y pf, + 8+ n(l; - 6)),7)

keN
g\t ki = T 00 my vooT
keEN
' . My i -
= lim @j(e+ Y pf + i+ g Ui — 80 %)
keEN

= lim 2™ (B ©)

L—o0
_ My 6 T
= Jlim (=7 + )
= (1 — w)p?, + b},

N N
= (1= " (B.C) + pr" (B, C),
in which the first equality follows from the definition of T¢’“N, the third equality follows from
resource continuity of ¢’, the fourth equality follows from the definition of 7™/ m)" and

the fifth equality follows from (A.17). O

Proof of Proposition 5.7. First, assume that T satisfies decomposition. Proposition
5.6 implies that 7 satisfies weak convexity, and Theorem 5.2 implies that ¢ = PROP.

Second, assume that ¢ = PROP. To prove that TPROP gatisfies decomposition, it suffices
to show that

(TPROP,)\Jr)\’ _ TPROP,ON> _ (TPROP,)\ _ TPROP,ON) I (TPROP,)\’ _ TPROP,ON>. (A.18)

Let (A, 7PROPXA) (N 7PROPX) o TPROP with A 4 N < 1V, Let (E,C) € FN. For all
i ¢ I"ROP(E (), the payments are uniquely determined, which implies that (A.18) is satisfied
with respect to such mutual payments. Thus, let S € CPROP(E (), i € S, and j € N.
Corollary 4.4 and (4.9) imply that there exists a (Ag + ) € [0, 1] such that the left-hand
side of (A.18) boils down to

(As + Ns) (7 = 10T, (A.19)

25
In a similar fashion, we obtain that the right-hand side of (A.18) boils down to

Ag(PEROP — pPROP) |\ (PPROP _ pPROF), (A.20)

=) -]
Clearly, (A.19) equals (A.20), so TPROP gatisfies decomposition. ]

Proof of Proposition 5.4. First, assume that 7 satisfies convexity. Consider o = (0V, Td)’ON) €
7% and o' = (1N, 7%') € T?. Then, by convexity, for all u € [0,1], (1 — p)o + po’ € T°.
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Because T satisfies weak convexity, Theorem 5.2 implies that ¢ = PROP.

Second, assume that ¢ = PROP. Let o = (\,7%*) € 7% and o/ = (X, 7%") € T2, let
p € [0,1], and let (E,C) € FN. To prove that (1 — u)o + uo’ € T, we have to show that
(1= @)7oNE, C) + pr¥ (B, C) = r#1=mAH(B, C).

Let i ¢ I%(E,C). Then, for all X € [0,1]V, it holds that 67 (E,C) = 0 which implies
that, for all j € N,

/ ,(1— by )\/
(1= WM B, C) + pr™ (B, C) = (1 = w)p, + pupf, = pf) = 7" (B, €).
Let i € I?(E,C), and let S € C*(E,C) with S 3 i. In addition, let £ = min{j|j € S} be the
first agent in the strongly connected component S that is selected in the iterative procedure.
Theorem 4.3 implies that, for all X € [0,1]V, 02" (E,C) = Nid. (E, C), in which X = \/;
0N (B.0) = (1 Xt + NFS,

Consequently, if we denote A\, and X, by Ag and N, respectively, we obtain, for all j € N,

correspondingly, Corollary 4.4 implies that, for all j € N

(1= TG (B, C) + pr™ (B,C) = (1= p)(1 = As)p!, + (1 = p)AsP];
+ (1 = X)p?, + pAST;
= (1= (L= m)As — pXo)p?, + (1 = ) As + uXs)f;

S a(oNe))
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