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Abstract. The paper investigates an optimal control problem for a distributed system arising in
the economics of endogenous growth. The problem involves a specific coupled family of controlled
ODEs parameterized by a parameter (representing the heterogeneity) running over a domain that may
dynamically depend on the control and on the state of the system. Existence of an optimal control
is obtained and continuity of any optimal control with respect to the parameter of heterogeneity is
proved. The latter allows to substantially strengthen previously obtained necessary optimality con-
ditions and to obtain a Pontryagin’s type maximum principle. The necessary optimality conditions
obtained here have a Hamiltonian representation, and stationarity of the Hamiltonian along any opti-
mal trajectory is proved in the case of time-independent data.
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1 Introduction

In modeling endogenous economic growth we encounter the following situation: at any given time ¢
there exists a variety of technologies (or products, intermediate goods, etc.) represented by an interval
[0, Q(t)] of real numbers, so that every ¢ € [0, Q(t)] labels some technology that exists at time ¢, and
the larger is ¢, the newer is the technology. The technological frontier, (Q(¢), has its own dynamics
where investments in research and development appear as a control input (various ODE models of
this dynamics are available in the literature, see e.g. [7]). In addition, there is a physical capital stock,
x(t, q), of technology g € [0, Q(t)]. For every technology ¢ the capital (¢, q) obeys a linear ODE
involving depreciation and investment (also a control variable) in this technology. That is, we have a
family of ODEs parameterized by g. It is important to notice that this family of ODEs (viewed as a
distributed control system) is meaningful only in the domain {(¢,q) : ¢ > 0, ¢ € [0, Q(t)]} because
investments in non-existing technologies are not possible. Since Q(t) depends on the R&D control,
we encounter a distributed control system on a controlled domain. Various optimization problems can
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be associated with this system, and we choose one that is general enough to cover many interesting
economic models that are a subject of current investigations.

In order to make a link and a comparison with the existing economic literature we refer to [5, 6,
9], mentioning that although a variety of goods is present in these papers, true heterogeneity is not
involved, since the products are viewed as identical, in contrast to the present paper. Models with truly
heterogeneous goods are investigated in [8, 3], but in a rather different context, where the dynamics
of the capital stock is ignored.

The investigation of optimization problems on a controlled domain is burdened by several cir-
cumstances: the possible non-differentiability of the function “control — objective value” (shown
in [4]); the non-concavity of this function—in a maximization problem!—shown in Section 3 below;
technical complications due to the dependence of the spatial domain on the control.

Optimality conditions for a more general optimal control problem than the one considered in this
paper are obtained in [4]. However, these conditions are shown in [4] to be efficient for analysis
and numerical approaches only under an a priory continuity-type regularity condition for the optimal
control. The verification of this regularity condition turns out to be uneasy even in simple special
cases, since it cannot rely on the efficient optimality conditions requiring the regularity themselves.

One of the main aims of the present paper is to prove that the optimal control in the more specific
problem considered here satisfies the regularity condition discussed above. As a consequence of this
and the results in [4] we obtain optimality conditions of Pontryagin’s type, which are good enough
for analytic and numerical investigation (as described in [4]). In this sense the present paper is a
substantial complement and enhancement of [4].

The obtained optimality conditions are reformulated in an appropriate Hamiltonian form, which
turned out not to be a trivial task for the considered problem, since the distributed dynamics has to
be appropriately extended outside the intrinsically relevant spatial domain. Under some additional
conditions the Hamiltonian reformulation allows to prove stationarity of the Hamiltonian along the
optimal solutions in case of stationary data.

An additional contribution of the paper is the proof of existence of an optimal solution of the con-
sidered maximization problem, which is not straightforward due to the non-convexity of the problem.

The plan of the paper is as follows. In Section 2 the problem and the assumptions on the data are
stated in detail. In Section 3 existence of optimal control is proved and an example showing the non-
convexity of the considered optimal control problem is given. The core of the present paper is Section
4 where continuity of any distributed optimal control with respect to the parameter of heterogeneity
(i.e. its regularity) is proved. In section 5 we derive Pontryagin’s type necessary optimality conditions
for the optimal control problem we consider in this paper and prove constancy of the Hamiltonian
along any optimal trajectory for the case of time-independent data.

2 Formulation of the problem and preliminaries

In this section we formulate a problem which is a particular case of the general one considered in [4].
Let [0, 7] be a fixed time-interval and let [0, Q)] be an interval where the parameter of heterogeneity,
q, will take values (T > 0 and Q > 0 are given). Denote D = [0, T] x [0, Q]. State variables in the
model below are the functions

z:D—RY Q:[0,T]—[0,Q], vy:[0,T]— R



while v : D — [u,u] C Rland v : [0,T] — [v,9] C R! are control functions, u > 0, @ > 0,
v > 0and v > 0 being given. For a given Q : [0,7] — [0, Q] we denote D¢, := {(t,q) € D : t €
[0,T] and ¢ € [0,Q(t)]}.

The optimal control problem we consider reads as follows:
T Q)
ma [ [T (L0, 0t 0. 0(0) - b u(t.a)) da - catv(©) |at (1)
(u(-)0() Jo 0

subject to the equations

Q) = qi(t,Q)y(t) + g2(t, Q(1)v(t) forae. t €[0,T], Q(0)=Q", (2)

Q(t)
y(t) = / d(t,qu(t.q)dg  forae. t € [0,T], 3)
0
(t,q) = —dz(t,q) + u(t,q) fora.e. (t,q) € D, 4)
2(0,q) = 2°(g) forae. ¢ € [0,Q"), 5)
z(t,Q(t)) = 2’(t) for t € (0,T], (©)
u(t,q) € [u,u] forae. (t,q) € D, v(t) € [v,v] forae.t e [0,T). (7

Everywhere, an upper “dot” means differentiation with respect to ¢, so that (¢, q) = 0x(t,q)/0t.
The exact meaning of a solution of system (2)—(6) is given below.

From an economic point of view Q(t) is the technological frontier at time ¢, which changes in
accordance with (2) (where g; and g9 are given functions), z(t, ¢) is the amount of physical capital
(or, alternatively, a quality measure) of technology ¢, v(t) is a direct investment in development of
new technologies, u(t, ¢) is the investment in the technology ¢ € [0, Q(¢)], while y(¢) is the indirect
effect of the capital investments on the development of new technologies. The objective functional
represents the aggregated net revenue (L, c¢; and cy are given functions), where the dependence on
t allows for discounting. The depreciation § > 0 and the function d are given, Q° € (0,Q) and
2%(q), ¢ € [0,Q"] are given initial data, z°(¢) is a boundary condition, which represents the amount
of capital stock (or quality level) of technology ¢ at the time this technology is developed, that is,
when Q(t) = ¢.

The set of admissible controls is U XV, where i = {u € Loo(D) : u(t,q) € [u,u] fora.e. (t,q) €
D} andV = {v € Lo([0,T]) : v(t) € [v,7] forae.t e [0,T]}.

We study problem (1)—(7) under the following Standing Assumptions (i) — (vii) (cf. [4]).

Standing Assumptions (i) — (v):

(i) The functions L, g1, g2, ¢1 and ¢y are measurable in (¢, ¢), locally essentially bounded, differ-
entiable in (@, x,y), with locally Lipschitz partial derivatives, uniformly with respect to (¢,q) € D.
The function L is concave in (x,y), the function ¢; is strongly convex and twice continuously dif-
ferentiable in « on an open set containing [u, @], uniformly in ¢ € [0, T, the function ¢y is convex
and differentiable in v on an open set containing [v, v], with locally Lipschitz derivative, uniformly in
t € [0,T1, the function d is measurable on D;

(ii) there exist g, > O and g; > 0,7 = 1,2, such that g, < ¢;(¢,Q) < g; forae. t € (0,77, for
Q € [Q% Q] and fori = 1,2;

(iii) there exist d > 0 and d > 0 such that d < d(t,q) < d for a.e. (t,q) € D;



(iv) g, u+g,v > 0;
(v) 2% : [0, T] — R! is continuously differentiable, z° : [0, Q°] — R! is continuous, z°(Q") =
b
x°(0).

Since for any given u € U and v € V one can represent

) Q(t)
Qt) = q1(t,Q(1)) /0 d(t, q)u(t, q) dg + ga(t, Q(t))v(t) (8)

and the function in the right-hand side is locally Lipschitz in (), equation (2) has locally an absolute
continuous solution () = Q[u, v] and it is unique on its maximal interval of existence in [0, 7).

Standing Assumption (vi):
For every (u,v) € U x V the solution Q[u, v] exists on the whole interval [0, 7] and takes values in

[Q°, Q.

Given u € U and v € V, we define for q € [0, Q]
0 if ¢ € 0,Q"],
Olu,v](q) = { Qu,v]"H(q) ifq € (Q,Qu,v](T)),
T if g € [Qlu, v](T), Q].

The definition is correct, since Q[u, v] is invertible according to Standing Assumptions (ii)—(iv), and
its image is [Q°, Q[u,v](T)]. We extend the definition of 2°(-) to [0, Q] as 2°(¢) = 2°(0) for ¢q €
(Q°, Q] and extend the dynamics of the distributed space variable (-, -) to the whole region D by
replacing (4)—(6) with

i(t,q) = it forae. ¢ € [0,Q], andae. t € [0,0[u,v](q)), 9)
i(t,q) = —06x(t,q) +ult,q) forae. qe[0,Q], andae.t € [0[u,v](q),T], (10)
2(0,q) = 2°(¢q) forae. ¢ € [0,Q)]. (11)

By solution of (9)-(11) we mean a function xz(-,-), measurable on D, such that for almost every
q € [0, Q] it holds that (11) is satisfied, z(-, ) is absolutely continuous on [0, 7] and satisfies (9) and
(10) almost everywhere in t € [0, T]; z(t,-) € Loo([0, Q]) forevery ¢ € [0, T]. We thus view (9)—(11)
as a family of ODEs (one for each ¢ € [0, Q]), where the functions y = y[u,v] and Q = Q[u, v] are
already defined in (2), (3) as described above.

For each ¢ € [0, Q] we define

2%(q) if g € [0,Q"],
a*[u,v](q) == ¢ 2*(0[u,v](q)) if ¢ € (Q°, Qu,v](T)),
a*(T) if ¢ € [Q[u,v](T),Q].

Then for given controls (u, v), the solution of (4)—(6) on the domain DQ[WJ} is

t
slusol(t,) = e I )+ [ (s g)as (12)
Olu,v](q)

In accordance with (9)—(11), we extend z[u, v] as

wlu, v](t, q) == 2"(t) for (t,q) € [0,T] x [Q[u, ] (1), Q]. (13)



3 Existence of optimal control

In this section we prove existence of a solution of problem (1)—(7). We present the proof in detail,
since the standard Lebesgue-Tonelly approach has to be appropriately adapted to the considered max-
imization problem. The reason is that the problem turns out to be non-concave, as shown in the end
of the section.

Proposition 1 The optimal control problem (1)—(7) has at least one solution.

Proof. Denoting the cost functional (1) by J[u,v], let J*:= sup{J[u,v] : (u,v) € U x V }. Let
{(ug,vg)} be a maximizing sequence for (1)—(7). Since all control functions are equibounded, there
exist (after extracting subsequences) functions & € Lo(D) and © € Ly([0,77]) such that {u} con-
verges weakly in Lo(D) to @ and {vg} converges weakly in L2([0,77]) to 0. Since U and V are
weakly closed in Lo(D) and L2 ([0, T']) respectively, we have that (u,v) € U x V. Further we denote
Q. := Qluk, vi|, yr := ylug, vg] and zy := x[uy, vg] for every k € N. By Standing Assumption (vi)
{Qy} is equibounded on [0, T']. From here and from Standing Assumptions (ii) and (iii) it follows that
{Qy} is equibounded a.e. on [0, 7], meaning that {Q}} is equicontinuous. According to the Arzela—
Ascoli theorem there is Q € C([0,T]) such that (after extracting a subsequence) {Q;} converges to
@ uniformly on [0, T]. Further, because of (7) and of Standing Assumptions (iii) and (vi), {yx} is
equibounded a.e. on [0, 77, so there is § € L2([0,77]) such that (after extracting a subsequence) {yx}
converges to § weakly in Ly([0, T]). Hence, for each t € [0, T

t t
/ yg(7)dr —>/ g(r)dr as k — oc.
0 0

Also

t t rQr(T) t Q1)
/ yi(r) dr = / / d(r, q)u(r, q) dq dr — / / d(r, q)a(r, q)dgdr as k — oo
0 0 0 0 0

because of the equiboundedness of all integrands on D, of the uniform on [0, T'] convergence of {Qy }
to () and of the weak in Ly (D) convergence of {uy} to @. Differentiating in ¢ the equality

[iwrar= [ [ dcwitraaaar

Q)
g(t) = / d(t,q)u(t,q)dq forae. t € [0,T],
0

we obtain that

~

ie. y = ylu,0].

Further on, from (8) we obtain for every & € N and for every ¢ € [0, 7]

t
0

t Qr(T)
Qk(t)—Qo—/O Qk(T)dT_/ (gl(T,Qk(T))/(; d(T,q)uk(T,q)dq—i—gg(T,Qk(T))vk(7)>d7’.



From the uniform continuity of g;(7,-) on [Q", Q] (uniformly in 7 € [0, 7)), i = 1,2, the uniform on
[0, T'] convergence of {Q} to () and from the weak convergence of {uy } and {vy }, we obtain that

t ) Q(7) R
Qu(t) — Q° +/0 <g1 (1, Q(T))/O d(r,q)u(t,q)dqg + go(T, Q(T))f;(T)) dr as k— oo

for every ¢ € [0, T). Taking into account that Q;,(t) converges to Q(t) for all ¢ € [0, 7] and differen-
tiating in ¢, we see that Q)(¢) satisfies (2), i.e. Q = Q[a, 7).

Next, denoting 6, := Ouy,vy]| and x}, := x*[uy, vi], we first note that 6, converges uniformly on
[0,Q] to § := B[, 0] and this together with the continuity of z* on [0, T yields that x} converges
uniformly on [0, Q] to &*. It is clear from (12) and (13) that the sequence {z} is equibounded on D,
hence, there is & € Lo(D) which is the weak in Lo (D) limit of (a subsequence of) {zy}. So, for each
t € [0, 7] and each ¢ € [0, Q] we have

t rq t rq
/ / xy(7,0)dodr —>/ / #(r,0)dodr as k — oo. (14)
0o Jo o Jo

Taking (¢, ) € [0,T] x [0, Q(t)), we first obtain from (12) that

/l‘ktO'dO'—>/ —3(t=0(c Na*( da+// 0=t(s,0)dsdo
0 0(o)

as k — 00, because of the uniform on [0, Q] convergence of {#;} and {z}} and the weak in Lo(D)
convergence of {uy}. Next, the Lebesgue bounded convergence theorem yields

t rq t rq . t rq p7
/ / zi(r,0)dodr — / / e 00N 3 (o) do dr + / / / (s, ) ds do dr
0 Jo 0 Jo 0 Jo Jio)

(15)
as k — oo. Taking into account (14) and (15) and differentiating first in ¢, then in g, we obtain

« t
#(t,q) = e D)% (g) + / (s, q) ds
0(q)
for (t,q) € [0,T] x [0,Q(¢t)), i.e. & = x[a, 0].

Next we define the linear mappings u +— (Z[u], ¥[u]) in the following way:

R t
Hul(tg) = e 00 (g) ¢ / (s, g) ds,
0(q)

Qt)
glul(t) = /0 d(t, )u(t, ) dg.

One easily obtains that zx(t,q) = Z[ug](t,q) + Vok(t,q) and yr(t) = lur)(t) + vy k(t) with
Ye,k(t, @) — 0 uniformly on D and vy, (t) — 0 uniformly on [0, 7] as k¥ — oo. The functional

T [ Q) .
Touo] = [ [/O (Lt 0. Q1) 2lul(t,0), 9wl (1)) — ea(t,ult, ))) dg — cQa,v(t))] dt

6



is strongly in Lo (D) x Lo([0,T']) continuous and concave, hence, it is weakly upper semicontinuous.

Also, one easily obtains that J{uy, vi| = J[ug, v] + v, With v, — 0 as k — oco. So, we have

J* = lim Jug, v = klim Jug, vx] < J[a, 9] = Jla, 0],

k—o00

i.e. (1, ) is a solution of the optimal control problem (1)—(7). Q.E.D.

Remark 1 We note that problem (1)—(7) is not concave, so the obtained existence result is not an
entirely trivial issue. The non-concavity is shown in the following example in which a particular case
of (1)—(7) is considered. We show that the cost functional J(-) considered over the one-dimensional
line segment in U consisting of all constant functions in ¢/ (the control v is absent) is not concave as
a function of one variable.

Example. Consider the problem

T Q)
max J(u) := / / (z(t,q) — au®(t,q)) dgdt,
v 0 Jo
subject to the equations

Q1) = By forae.t €[0,7], Q(0)=1,

Q)
y(t) = / u(t, q)dq forae. t € [0,7],
0
i(t,q) = ult,q) forae. (t,q) € Dq,
z(0,¢9) =0 for a.e. ¢ € [0,QY],
z(t,Q(t)) =0  for te (0,77,
u(t,q) € [u,u] forae. (t,q) € D.
Here o > 0 and 3 > 0 are given, 0 < u < @, and it is assumed that Q > efuT,
Now, take u(t,q) = u € [u,@]. Then Q[u](t) = e’ fort € [0,T] and O[u](q) = L}—uln(q) for
q € [1,e5T]. Hence,
tu if (t,q) €[0,T] x [0,1]
D=1 (1= L) u it (tg) € [fIna). 7] x [1,e7T]

and 1
J(u) = —% PuT Fu (eﬂ“T 1) + —(oau—1T)

From here we obtain that

2 T? 2

11 I - 2,  “t - BuT e pul
J" (u) ( 2aT — affT u 52 + " ) e’ 4 5o (e 1).
The last term above is positive. Denoting
2T T2



we have

(T, u) = [(—m - ﬁi“’> + <—aﬁu + i) T] T.

1
Take now ug € (u,w) such that —aSug + — > 0 (if necessary, we decrease the lower bound u > 0).
ug

1 1 2
Now, for u € [u, ug] we have —afu —i— > —afug + — and 20+ — ﬁ > 20+ — Bu? . Hence,
if T' is large enough, ®(7,-) > 0 holds true on [u, ug), i.e J”( ) > 0 on [u, ug), i.e. J(-) is strongly

convex, hence non-concave, on the set of constant controls u € [u, ug).

4 Regularity of the optimal control

As it was shown in [4, Theorem 2], Pontryagin’s type optimality conditions for an optimal control @
are valid if this control satisfies the “regularity condition” that %(t, -) is for almost every ¢ continuous
from the left at ¢ = Q(¢). In this section, it shall be proved that any optimal control in problem
(1)—(7) 1s “regular”’. We need the following additional assumption.

Standing Assumption (vii):
The functions L, L, and d are continuous with respect to ¢ uniformly in the rest of the variables.

Proposition 2 Let Standing Assumptions (i)—(vii) be fulfilled. Then any optimal control G of problem
(1)—(7) is continuous in q for almost every t € [0,T].

Before proving the proposition, an auxiliary problem and two auxiliary results will be considered.
Let (2,9, Q, u, V) be a solution of problem (1)—(7), the existence of which was proved in the previous
section. Consider the new optimal control problem

Q(t
mas J (u / / L(t,q,Q(t), a(t, ), §(8)) — ex(t, u(t, q))] dg dt (16)
subject to
z(t,q) = —dx(t,q) +u(t,q), forae. (t,q)€ DQ a7n
z(0,q) = 2%4q) forae. g€ [0,Q"], (18)
(t,Q(t)) = 2b(t) for t €0, (19)
Q)
/ d(t,q)u(t,q)dg = g(t) forae. t e 0,77, (20)
0
u < u(t,q) < T forae. q€[0,Q(t)). 1)

This is a reduction of the original problem, where y, () and v are fixed at their optimal values, ¥, Q, .
Obviously % is an optimal control for the reduced problem.

We introduce the following notational convention: dependencies on values of the control or the
state variables, fixed at the considered optimal trajectory are suppressed. For example, L(t,q,z(t,q)) :=

L(t,q.Q(t), x(t,q),§(t)), Lau(t,q) == Ly(t,q,Q(t),2(t, @), 5(t)), g1(t) := g1 (t, Q(t)), ete.



Consider the following (decoupled) family of ODEs parameterized by ¢ € [0, Q(T')]:

Mt q) = 6A(t,q) — La(t,q), A(T,q) =0, te€ [6(g),T]. 22)

Clearly, a unique solution (¢, ¢), which is absolutely continuous in ¢ and measurable and uniformly
bounded in ¢ exists on DQ.

Lemma 1 Let the Standing Assumptions (i)—(vii) be fulfilled. Let i be an optimal control of problem
(16)—(21) and let X be the solution to (22). Then for almost every t € [0,T] the function u(t, -)
maximizes

Q)
/0 At qulg) — e1(t, u(e))] dg 23)

over the set of u € Lo ([0, Q(t)]) satisfying

Q(t)
|7 it au@a =0, s<u@<u forae gep.Qo) 24)

Proof. Let u(¢,q) be any measurable function on D satisfying the constraints (20), (21). Denote by
Z(t, q) and x(t, q) the trajectories corresponding to % and u, respectively. Further, define Au(t, q) :=

T Q)
&= /0 /0 [L(t, ¢, 2) = L(t,q, %) = ex(t, u(t, ) + ex (¢, 4t )] dg dt,
T Q)
= [ s, 0), Bt ) — sttt ) a1 ) da

T rQ(t)
:/O /0 [(Lo(t,q,2), Az(t, q)) — c1(t,u(t, q)) + c1(t,a(t, q))] dgdt + e(Au),  (25)

where

(D) / / o84, 5(t,0) + 5(t, ) Ax(t,0)) — La(t, @), Ax(t, g)) dgdt.

The difference Ax(t, q) satisfies in D the differential equation

with initial conditions Az (0, q) = Az(t, Q(t)) = 0. Therefore, for some constant M, ||Az|s <
M meas ({t € [0,T] : u(t,-) # a(t,-)}).Since L, is Lipschitz in z, it follows that

le(Au)| < Mymeas ({t € [0,T] : u(t,-) # a(t,-)})?. (26)



Using (22) for A\, the following holds true:
/ / +(t,q, %), Ax(t,q)) dgdt = / / (6A(t,q) 5\(15 q), Az(t,q))dgdt

/ / (5/\tq Ax(t,q) dth—/ / 5\tq ), Az(t,q) dgdt

+/ (A(t,Q(t)), Az(t, Q(t) dt—i—/ / —0Az(t,q) + Au(t,q)) dgdt
Q(T)

/ / A(t, ), Au(t, q)) dgdt — /O (AT, q), Ax(T, )) dg

n / ' (3(0,0), Aa(0,0) dg

/ / At q), Au(t, q)) dgdt.

Inserting the last expression in (25), and using the optimality of & which implies AJ < 0, we obtain

Q(t)
/ / At,q)u(t,q)—ci(t,u(t,q))] dgdt > / / (t,q)—c1(t,u(t,q))] dg dt+e(Au).
27)
Assume that the assertion of the lemma is not true, i.e. there existan e > 0 and a subset A C [0, 7]
with meas(A) > 0 such that for every ¢t € A there exists a u;(-) € Lo ([0, Q(¢)]) such that

Q) Q)
/0 (At @)ue(q) — c1(t,ue(q))] dg > /0 [A(t, @)a(t,q) — c1(t,a(t, q))]dg + €. (28)

Next we want to show that we can take u; to be measurable in (t,q). Consider the set valued mapping
I': A= Li([0,Q)]), defined as

L) = {u(-) € X : (G1(t,u()), Ga(t, u(-))) € [0,00) x {0}},
where X := {u(-) € L1([0,Q]) : uw < u(q) < u}, and

Q) )
G1(t,u(")) =/0 [A(t, @)u(q) — c1(t,u(q)) — At, q)u(t, q) + c1(t,a(t, q))]dg — &,

Q)
Galt,ul) = /0 d(t, q)u(g) dg — §(t).

The so defined function fulfills the assumptions of Theorem 8.2.9 (p. 315 of [2]), because X is a
complete separable metric space, (G1(t,u(-)), G2(t,u(+))) is Caratheodory, I'(t) # 0 Vt € A.
Therefore, a measurable selection w(t) € I'(¢) exists. Since w is a measurable function from A
to L1([0, Q]), there exists an equivalent function u(t,¢) measurable in (t,q) (Lusin’s theorem and
Lemma 2.1 on page 25 in [11]).

10



Now choose m big enough such that % < eand = < meas(A), then choose a subset A, of A
with meas(A,,) = 1 and define

[ ult,q) if te A,
m(t7q)_{ a(t,q) if te[0,T]\An

The so defined control u,, is admissible because @ and u are measurable and fulfill the conditions
(20)—(21). It differs only on a set of measure m ! from the optimal control and therefore, using (26),
le(Auy,)| < Mam™2.

Using (28) and the definition of A,, and u,,, it follows that

( €
[ [ B ait e onae
/ / At, @)um(t, q) — c1(t, um(t,q))] dgdt
< /A m /0 A(t, q)alt,q) — ex (¢, a(t, g))] dg dt — e(Au)

Q) ) X £
Am J0O m
where the second inequality comes from (27) and the last one holds true because of the choice of m.
The obtained contradiction completes the proof. Q.ED.
-1

In what follows ¢} denotes differentiation with respect to u. Also, (/ (t))~!(n) denotes ( %61 (t, )) (n).

Lemma 2 Let the Standing Assumptions (i)—(vii) be fulfilled and let \ be the solution to (22). The
function

u if A+&d(t,q) < c(t,u)
Ut g\, €)== q ()" A +&d(tq) if (tu) <A+Ed(t,q) < c(t, ) (29)
7 if A+ Ed(t,q) > ¢,(t,T)

is continuous in q, Lipschitz in )\, and there exists a measurable on A[O, T] ﬁfnction f (t), such that the
optimal control U(t, q) of problem (1)—(7) fulfills u(t,q) = U(t,q, A(t,q),&(1)).

Proof. According to Lemma 1, for almost every ¢ € [0, T'] the function @ (¢, -) maximizes (23) subject
to (24). According to the Theorem in Section 4.2 (p. 218) in [1], there exist {o(¢) > 0 and {*(?) € R
with £2() + (€*(t))? > 0, such that for a.e. ¢ € [0, Q(t)], @i(t, ¢) solves the problem

wE[u,u] Q(t

~—

max {&J(t)wt, Qw — er(t,w)] +€°() [d(t, w2V ] } . (30)
It can be shown that £y(¢) can be taken equal to 1.
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Fix (t,q) € Dg. For &(t) = 1, problem (30) is equivalent to minimization of ¢y (t,w) —
[€*(£)d(t, q)+A(t, q)]Jw over w € [u,@]. Since ¢ (¢, -) is strongly convex, that is, ¢/ (t,w) > & > 0 for
all w, the function ¢ (, -) is invertible. Since (¢} (t)) =1 (c} (t,w)) = w we have [(¢}(t)) "1 (c} (t, w))]" =
1 and therefore

< €29

—
| =

() (8 w)) = o7
The maximizer is thus obtained by the sign of
At,q) — ¢ (8, w) + £ ()d(t, )

for w € [u, T The optimal control is therefore (¢} (t)) "1 (A(t, q) + £*(t)d(t, q)) projected on [u, ).
That is, the optimal control can be written in feedback form (29), u(t,q) = U(t, g, 5\(75, q),&*(t)). It
is clear from (29) and (31), that U (¢, q, A, €) is Lipschitz with respect to A with constant (€)~*. The
continuity in g follows from that of d(¢, -)

The Lagrange multiplier £* from above may not be measurable. We will now prove that there
exists a measurable multiplier £(-) such that U(t,q, A(¢,q),&(t)) = Ul(t,q, A(t,q),&"(t)) on Dg,

~ ~

hence 4(t,q) = U(t,q, A(t,q),&(t)). Consider the set valued mapping

Q1) .
G(t) := {5 eR: /0 d(t,q)U(t,q,\(t,q),&)dg — y(t) = O} , t€[0,T]. (32)

Since g(+) is measurable, from Theorem 8.2.9 in [2], it follows that G(-) is measurable, therefore, a
measurable selections exists which we denote by f ().

Note that the mapping & — U (t,q, M(t, ), £) is monotone increasing. Let £(t) > (<) &*(t)
hold for some ¢ € [0,7]. Due to the monotonicity of U this implies the corresponding inequality
U(t,q, M, q), (1) > (<) U(t, g, Mt q), €*(t)) for ¢ € [0, Q(t)]. Since the equality in (32) is satis-

A

fies with both { = £(?) and § = £*(t), and since d(t, ¢) > 0, we conclude that U (t, g, At q), £5(t)) =

Ul(t,q,A(t,q),&(t)) for a.e. ¢ € [0,Q(t)]. This completes the proof.
Q.ED.

~

defined in Lemma 2. We know from Lemma 2 that 4(¢, q) = U(t, q, S\(t, q),&(t)
Let us consider the following boundary value problem on DQ:

Proof of Proposition 2. Let A(t, ¢) be the solution of (22), and let U(-, -, -, -) and £(-) be the functions
)-

i(t,q) = —0x(t,q) + Ult, q, At, ), (1)), 2(0(q), ) = 2°(q) (33)
)\(t,q) =0\(t,q) — L(t,q,2(t,q)), AT, q) = 0. (34)

Obviously (Z, ;\) is a solution of this system. Our goal below will be to prove that it is the only
solution and that it depends continuously on ¢, hence 4 also depends continuously on q.

Consider the initial value problem (33)-(34) with A(d(q),¢q) = p instead of the end point con-
dition for A. Due to the standing assumptions and Lemma 2, the right-hand side of the differential

system in (33), (34) is Lipschitz continuous in (A, z). Then for every g the initial value problem has a

12



unique solution (x(t, q; p), A(t, q; p)) on [é(q), T). Let us fix g and suppress it, as well as é(t), in the
notations below.

To prove uniqueness of the solution of (33)—(34), assume that there are two solutions, (1, A1)
and (2, \2). If A;(A) = X2(6), then both solutions coincide with (z(;p), A(¢;p)) for p = A (6).
Therefore, let us assume that Ay(0) — A1(f) > ¢ for some ¢ > 0. Let 7 be the maximal number
in [0, T] such that Ay(t) — A\ (t) > e for all ¢ € [0, 7]. Using that the function A — U(t, \) is
non-decreasing due to its definition in (29) and the convexity of ¢, we obtain that for ¢ € [9, 7]

da(t) — #1(t) = =6(w2(t) — 21()) + U(t, Aa(t)) = U(t, M (1)) > =6(w2(t) — 21(2)).-

Since x1(6) = z2(0), the above inequality implies zo(t) — x1(¢t) > 0 for all ¢ € [0, 7|. Using the last
inequality and the fact that the function x — L, (¢, z) is non-increasing due to the concavity of L, we
obtain

Aa(t) = Ai(t) 6(A2(t) = A1(t)) = (La(t, 22(t)) — Le(t, z1(2)))

S(Xa(t) = M (t) >0, teld ],

which implies A\2(7) — A1(7) > €. This means that 7 = T and, in particular, Ao(T") — A (T") > e.
This contradicts tl}e boundary condition in (34), and implies that the solution of (33), (34) is unique
(namely, (j(7Q)7A(7Q))) R

Next, we shall prove the continuity of A with respect to ¢. Due to the boundedness of 4 it is easy
to verify that there is a compact interval P C R containing all values A(6(q), q), ¢ € [0, Q(T)]. Let
us prove the following property (P): for every ¢ > 0 there exists § > 0 such that for any ¢, g2 €
[0, Q(T)] and p1, p2 € P satisfying |q1 — 2| < d and M\(T, q1;p1) = MT, g2;p2) = 0, it holds that
lp1 —po| <e.

According to the continuous dependence of the solution of an ODE with Lipschitz continuous
right-hand side with respect to initial data and parameter (see e.g. [10, Theorem 2], where the required
continuity in ¢ is not necessary.) the mapping [0, Q(T)] xR 3 (¢,p) = A, ¢;p) € C([é(q),T]) is
continuous, hence it is uniformly continuous on [0, Q(T')] x P.

Assume that property (P) does not hold. Then there exists € > 0 such that for every § > 0 there
exist q1, g2 € [0, Q(T)] and p1, po € P such that |q1 — q2| < 6, M(T', q1;p1) = AT, g2;p2) = 0, and
p2 — p1 > €. Due to the (uniform) continuous dependence we may choose § > 0 so small that

AT, g2;p2) — AT, q1;p2)| < /2.

V

‘We have

A0(q1), q13p2) — MO(q1),qi;01) =p2 —p1 > &, x(0(q1), q15p2) = x(0(q1), q1; p1)-

Then we can prove in exactly the same way as a few paragraphs above that A(t, g1; p2) — (¢, q1;p1) >

A

eforallt € [#(q1),T]. Hence
AT, q2;p2) = MTyq1501) > MT,q15p2) — NI qisp1) —€/2 > €/2.

This contradicts the equality A\(T, q1;p1) = A(T, g2; p2) and proves property (P).

Applying property (P) for p; = M(A(qi), qi), i = 1, 2, we obtain that for every € > 0 there exists
§ > 0 such that |g; — ¢2| < & implies [A(9(q1),q1) — M(0(g2),42)| < e. Then using again the
continuous dependence of the solution of ODEs we conclude that ¢ — :\(, q) is continuous. From

the equality u(t,q) = U(t,q, A(t,q),&(t)) and Lemma 2 we obtain the desired continuity of (¢, -).
Q.E.D.
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S Pontryagin maximum principle and stationarity of the Hamiltonian
along any optimal trajectory

In this section we derive necessary optimality conditions of Pontryagin’s type for problem (1)—(7)
and prove stationarity of the Hamiltonian along any optimal trajectory in the case of stationary data.

Define the adjoint variables (A(Z, q), iu(t), 0(t)) for (t,q) € D as solutions to the following
adjoint system (we use the notational convention from the beginning of Section 4)

. A~

At q) = 0A(t,q) — Lo(t,q) (t.q) € Dy, MT,q) =0, ¢q€[0,Q(T)], (35)
u(t) = u(t) [-gg@ a(t) - gg@ o0 - L. QW) + et a(t,00)  (36)
LA Q()[-ba0(t) — #0(1) + alt, O(1))] — w(B)d(t, O(1)yilt, Q1))
Q(t)
—/0 Lq(t,q) dg, te[0,T], wu(T)=0,
Q)
v(t) = u(t) g1 (t) + /0 Ly(t.q)dg, te€[0.7). (37)

The distributed equation (35) is viewed as a family of ODEs parameterized by ¢, with a zero end-point
condition att = T. B
Define H : D x R x [0,Q] x R X [u, 7] x [v,7] x Rx R xR+ Ras

H(tv q, %, Qay7u7v7 )‘7/-1/7 V) = [L(t7Q7$7 va) - Cl(t,’U,) - CZ(tav)} +
+ A (—0x +u) + plg1(t,Q)y + g2(t, Q)v] + v d(t, q)u.

Theorem 1 Let Standing Assumptions (i)—(vii) be fulfilled, let (1,0) € Loo(D) X Loo([0,T]) be
an optimal control of the problem (1)—(7) and denote by 2 := (Z,Q, 1) the corresponding state
trajectory. Then the adjoint system (35)—(37) has a unique solution @ := (A, fi,0) and for a.e.

(t,q) € Dy

H(t,q, 2(t,q),u(t,q),0(t), 7(t,q)) = () 2

H(t,q,2(t,q), u, 0,7 (t,q)). (38)

x[v,7]

Proof. Essentially, the result follows from the more general Theorem 2 in [4]. A key requirement in
[4, Theorem 2] (and the main difficulty) is the regularity condition for the optimal u, which we proved
in Section 4. A minor additional work is needed due to the non-distributed control v(¢) involved in
the present paper in order to cover some existing economic models. Only distributed controls are
involved in [4], but in all other respects the model there is more general, in particular, the control and
the states may be multi-dimensional.

It is easy to bring our problem (1)—(7) to a form tractable by [4, Theorem 2]. Indeed, we introduce
a second (artificial) distributed control us (¢, q) € [v, 7] and an additional integral state

Q(t)
Yya(t) = /0 us(t, q) dg. (39
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It is clear that whatever is Q(t) > 0, every measurable v with v(¢) € [v, 7] can be represented as
v(t) = ya(t)/Q(t) with ua(t,q) = v(t) € [v,7] in (39), and uy satisfies the regularity condition.
Moreover, every measurable us(t, q) € [v, U] defines in the same way a measurable v(t) € [v, 7).

We modify problem (1)—(7) by replacing everywhere v with ¢, /@, and adding equation (39) as
a second integral equation along with (3). Clearly, @ and (¢, q) = ©(t) forms an optimal control
pair for the modified problem. Applying Theorem 2 in [4] and returning to the original control v we
obtain the claim of the theorem. The technicalities are straightforward. Q.E.D.

Our next aim will be to obtain a Hamiltonian representation of the optimality conditions and to prove
stationarity of the Hamiltonian (for stationary problems) along any optimal solution. This turned out
to be a non-straightforward task, and even the correct definition of a Hamiltonian is not evident, due
to the endogenous change of the spatial domain in which the distributed equation (4) acts. In order
to correctly define the Hamiltonian we replace equations (4)—(6) with the extended system (9)—(11),
which has the advantage of defining a solution z on all the rectangular D (we remind that 20 was
extended to [0, Q] by setting 2°(¢) = 2°(0) for ¢ € (Q°,Q]). Similarly, we extend the adjoint
function A to the whole rectangular by defining )\(t, q) = 0 on D\Dg. This is consistent with the
redefinition of x, since L and the dynamics (-, ) do not depend on x for (¢,q) on D\Dg (cf. the
adjoint equation (11) on p. 293 in [4]).

We define the Hamiltonian as a functional depending on the following variables: ¢ € [0,7,
7 € Loo([0,Q)), Q €[0,Q],y € RY u € Loo([0,Q]), v € R, N € Loo([0,Q)), p € R, v € RL
The definition is as follows:

H(t7 x? Q7 y? u? U, )\7 M? V)

o Q
;:/0 (L(t, q,Q,x(q), y) — c1(t, u(q))) dg — ea(t, v) +/ Ag) (=0z(q) + u(q)) dg

0
Q Q
o /Q A(q)dq+u(gl<t,c2>y+g2<t,cz>v>+u(—y+ / d(t,q>u<q>dq).

Using this Hamiltonian functional, the primal control system (2), (3), (9)—(11) and the adjoint system
(35)—(37) can be written in a more compact form. The primal system takes the form

jj(ta ) = %(tv 1‘(t, ')a Q(t)7 y(t)> u(ta ')a U(t)a )‘(t> ')7 ,LL(t), l/(t))7 33‘(0, ) :xo(')v
Q(t) = g’;(ta JL‘(t, ')> Q(t)7 y(t)7 u(t> ')a U(t)v )‘(t> ')a M(t% V(t))7 Q(O) :QO’
0= %(tv x(tv ')a Q(t)7 y(t)7 U’(t> ')a U(t)v )‘(t> ')a M(t% l/(t))7

while the adjoint system can be written as

).‘(t> ) = _%(t> w(tv ')7 Q(t)v y(t)a u(t7 ')7 U(t)> >‘(t7 ')7 /L(t)v V(t))v >‘(T7 ) =0,
:u(t) = _g,;[(t? x(tv ')7 Q(ﬂ? y(t)a u(t7 ')7 U(t)> )‘(t7 ')7 M(ﬂ? V(t)>7 M(T) =0,
0= ?;;(tv .Z‘(t, ')7 Q(t)> y(t)7 U’(ta ')a U(t)v )‘(ta ')a :u(t)> V(t))'
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We mention that in general, the derivatives %7; and 8” are elements of the dual space of L. ([0, Q]),

but they turn out to be representable by L, functlons
The condition of maximization of the Hamiltonian takes the following form: for each ¢ € [0, T

H(t, 2(t, ), at, ), 0(t), 7 (t, ) = max H(t, 2(¢, ), u(:), v, 7 (t,-)), (40)

u,v

where, as in Theorem 1, 2 := (z, 0, g) and 7 := (5\, fi, V), and the maximization takes place on the
setof all u € Loo([0, Q(¢)]) with u(q) € [u,u] and all v € [v,7].
Having in mind the specific form of the Hamiltonian, above maximization condition splits in two:

Q(t)
maX/O (a1t ul(q)) + (At @) +v(1)d(t, q)) u(g)] dg,  u(q) € [u, 1]

u

max {—ca(t,v) + p(t)g2(t) v}

vE[v,7]

Clearly, the first maximization problem is equivalent to point-wise maximization for every g sepa-
rately, thus it is equivalent to (38).

Having at hand the correct Hamiltonian representation of the optimality conditions, we can prove that
for stationary problems the Hamiltonian is constant along any optimal solution. Our proof, however,
requires an additional assumption formulated in the next theorem.

Theorem 2 Let Standing Assumptions (i)—(vii) hold and let L be linear in y. Let the functions L,
c1, €2, g1, g2, d and & do not depend on t and let c2 be strongly convex and twice continuously
differentiable on an open set containing [v, V. Let (Z, Q 7,0, 0) be an optimal trajectory and let A
i, and U be the respective solutions to the adjoint system (35)—(37). Then the maximized Hamiltonian

MU&(t,-), Q8), §(1), A(t, ), Alt), D(8)) = TE%XH(SAU(@'%Q(t)v?ﬁ(t),u(')vv,)\(t,')»ﬂ(t)a9@)),
where the maximization takes place over the set of all u € Loo([0, Q(t)]) with u(q) € [u, ] and all
v € [v, 7], is constant on [0, T.

Proof. First of all we shall prove uniform boundedness of the trajectories and the adjoint vari-
ables. Denote for brevity z := (z,Q,y) and 7 := (\,u,v). Due to the boundedness of zY,
i, g1, go, d, [u, 7], and [v,T] (see the Standing Assumptions) there is a compact set Z € R®
such that (z(t,q),u(t,q),v(t)) € Z for every admissible control (u,v) and corresponding trajec-
tory z = (x,Q,y). Then the right-hand sides of the adjoint equations (35)—(37) are uniformly
bounded, hence there exists a compact set II € R? such that 7(¢,q) € II for the adjoint variables
m = (A, u,v) corresponding to any admissible control and the corresponding trajectories. Then
the set A := {(z(t,-),u(t,-),v(t),n(t,-)) : t € [0,T], (u(-,-),v()) € U x V} is bounded in
5 ([0,Q]) x [0,Q] x R! x Loo([0,Q]) x R! x Loo(]0,Q)]) x R! x RL.

Since L is linear in y, we can represent L(q, z, Q,y) = Li(q,z, Q)y+ La(q, x, @), where L; and

Lo have the same properties as L in the Standing Assumptions. From the corresponding differential
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equations and the boundedness of the right-hand sides, we have that &(-, q), Q(-), A(-, ¢) and fi(-) are
Lipschitz continuous, uniformly in ¢ € [0, Q] Further, we have L, = L, and, hence,

Q)

mwzmwm@@»+/ Li(q.#(t.9), O(1)) dg. 1)

0

The first term in the right-hand side above is Lipschitz continuous in ¢ because /i and Q are such, and
g1 is continuously differentiable in (), hence Lipschitz on [0, Q]. The second term is also Lipschitz
continuous due to the Lipschitz continuity of Q, the boundedness of the integrand, the Lipschitz con-
tinuity of L; in (x, @), and the Lipschitz continuity of Z(-, ¢) uniformly in g. Thus v/(-) is absolutely
continuous.

From (29), taking into account that now ¢; and d do not depend on ¢, we obtain that

a(t,q) = Ulq, Mt, 9), 2(1)), (42)
where
i u if A+ vd(q) < di(u)
U(g, \,v) =< ()TN +vd(q) if cj(u) <X+vd(q) < ()
u if A+vd(q) > d(u)

Obviously, U is Lipschitz in both A and v, uniformly in gq. Due to the (uniform) Lipschitz continuity
of A(+, q), there exists a constant C' such that

[alt, q) - (7, q) < C(t =7+ () - 5(7)] )

for 0<7<t<Tandqe][0,Q(r)]. Fromhere, for 0 <7 <t < T we obtain

Q(t) Q(7)
m@—Mﬂ|:(A awwm@—A d(q)(r,q) dg

Q(r) Q(t)
d(q) (alt,q) — a(t,q)) d d(q)a(t,q)d
< |7 dw ) <@>q+ém (@)a(t,q)d
< dQC(t—r+o(t) = (7)) +TdIQ() - Q7).

The absolute continuity of 7(-) and Q(-) yield the absolute continuity of §(-).

We next show that the function t —— M (2(t, ), 7(¢,-)) is absolutely continuous on [0,7]. From
(40) we have
M(é(tv ')7 ﬁ(ta )) = H(‘%(t: ')a ﬁ(t, ')7 ﬁ(t)7 ﬁ(ta )) (43)

First we shall show that for any fixed ¢ € [0, 7] the function ¢ — H(Z(¢,-),u(t,-),0(t), 7 (t,-)) is
Lipschitz continuous, uniformly in ¢’. Due to the uniform boundedness and the Lipschitz continuity
in t of the arguments of this function, it is enough to prove that it is Lipschitz continuous on .A.
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Although this is a routine task, we show this property with respect to z(-):

1 (), Qo w0 AC), 1) = H@a(), Qs ul:), v, AC), s )|

Q
= [ pan@.00 - torw.@n] a5 [ 30 (100 - 220)
< / Mp|z1(q) — x2(q !dq+5/ q)|r1(q) — 22(q)| dg
< ML+5|HDQH$1()—372()HL00([0Q]

where M7, is the Lipschitz constant of L on Z and |II| := sup,¢p |7|.
Thus there exists a constant /X such that

H((t, ), (e, ), 08), 7 (2, ) — MG, ), e, ), 8(8), /()] < Kt — ¢,

),
for every t, ¢’ € [0, T]. From here, using also (40), we obtain that

_K|t - t/’ < H(é(t7 )7ﬂ(tlv )7®(t/)7ﬁ(t7 )) - H(é(t/7 ')7ﬁ(t,7 )7 A(t,)vﬁ'(t/? )) <
< H(2<t7 ),ﬁ(t, ‘)7®(t)77%(tﬂ )) - H(é’(t/, ')77:”(t/7 ), ﬁ(t/)vﬁ@/v )) <
< H(2<t7 ')7 ’E”(ta )7 ’D(t)7 ﬁ(ta )) - H(?:’(t,, ')7 ﬁ(t? )7 ﬁ(t), ﬁ(t ) )) < K’t -1 ‘
hence, |[M((t, ) T(t,-)) — ME(, ), 7 (t',-))| < K|t — t'|, which yields the Lipschitz continuity

Now we shall prove that 4 M (2(t,-), 7(t,-)) = 0 almost everywhere on [0, T]. We remind that both
t— 2(t,-) € Loo([0,Q]) and t — A(t,-) € Loo([0,Q)]) are Lipschitz continuous, as well as ) and
fi. Fix 7 in the subset (of full measure) of [0, 7] on which (43), the state equations, and the adjoint
equations (in their Hamiltonian form) are satisfied. For almost every ¢ € [0, T it holds that

M(é(ta ')7 fr(t, )) = H(ﬁ’(t, ')7 ﬁ(ﬂ ')7 ﬁ-(tv ))7
and thus,
M(é(t7 ')7 ﬁ(tv )) - M('%(Tv ')7 7}(7_7 )) > H(é(tv ')7 ﬁ(Tv ')7 ﬁ(t, )) - H(ﬁ’(’i‘, '), ﬁ(’i‘, ')7 ﬁ(Tv ))

Assume that ¢ converges to 7 from above, divide by (¢ — 7) > 0 and take the limit t — 7:

%M(é(t7 ')’ fr(tv '))’t:T > %H(é(t’ ‘)7 ﬁ(Tv ')7 ﬁ(t7 .))‘t:T
= ((Hosd) + (M Q) + (Hy§) + (Ha, D)+ (Mo ) + (o 5))
— (A Q)+ 0+ (3N + (O, f) +0 =0, (44)

where (-, -) denotes the dual product on the appropriate spaces and the point of evaluation is omitted
for clarity. The two zeros in the left-hand side of the last line of (44) result from the facts that

Hy(2(¢,-),a(r, ), 7 (t, ))‘ = 0 (this is the ajoint equation (37)) and
t=1
Hy(2(t,-),a(r, ), 7 (t, ))‘ = 0 (this is the state equation (3)).
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Taking ¢ to converge to 7 from below, results in the opposite inequality

d
— 2(t, ), 7(t, - <0. 45
SME )7 ()| < @5)
Since (44) and (45) hold for a.e. T € [0, T, the time derivative of M is zero almost everywhere, thus,
M is constant.
Q.ED.

We conclude the paper with the following two remarks.

1. The Hamiltonian form of the maximum principle obtained above in this section is valid also
for the general model considered in [4], provided that the regularity condition for the optimal control
u is fulfilled. However, this regularity condition is difficult to verify a priori. Its verification for the
more specific model considered in the present paper was one of our main goals.

2. The previous paper [4] contains numerical results for a model that is a particular case of
the one considered here. The numerical approach proposed therein is based on the Pontryagin type
optimality conditions, whose validity is proved under the abovementioned regularity condition. Thus
the present paper provides a justification for the numerical (and analytic) results in [4]. A more
profound economic analysis based on Theorem 1 is a subject of a current work by the first author.

References

[1] Alekseev, V.M., V.M. Tikhomirov and S.V. Fomin, Optimal Control, Plenum, New York, 1987.
[2] Aubin, J.-P. and H. Frankowska, Set-valued Analysis, Birkhiuser, Boston, Basel, Berlin, 1990.

[3] Belyakov, A., J. Haunschmied and V.M. Veliov, General Equilibrium Model with Horizontal
Innovations and Heterogeneous Products, Reserch Report 2012-01, ORCOS, TU Wien, 2012,
http://orcos.tuwien.ac.at/research/research_reports/.

[4] Belyakov, A., Ts. Tsachev and V.M. Veliov, Optimal control of heterogeneous systems with
endogenous domain of heterogeneity, Applied Mathematics & Optimization, 64 (2011), No 2,
287-311.

[5] Dixit, A.K. and J.E. Stiglitz, Monopolistic competition and optimum product diversity, Ameri-
can Economic Review, 67 (1977), No 3, 297-308.

[6] Grossman, G.M. and E. Helpman, Innovation and Growth in the Global Economy, MIT Press,
Cambridge, MA, 1991.

[7] Jones, C.I., R&D-based models of economic growth, Journal of Political Economy, 103 (1995),
No 4, 759-783.

[8] Sorger, G., Horizontal Innovations with Endogenous Quality Choice, Economica, 78 (2011),
697-722.

[9] Spence, M., Product selection, fixed costs, and monopolistic competition. Review of economic
studies, 43 (1976), 217-235.

19



[10] Strauss, A., Continuous Dependence of Solutions of Ordinary Differential Equations, The
American Mathematical Monthly 71 (1964), No 6, 649-652.

[11] Webb, G.E., Theory of nonlinear age-dependent population dynamics. Marcel Dekker, Inc., New
York, 1985.

20



