\

Land use dynamics and the environment

Carmen Camacho, Agustin Pérez-Barahona

» To cite this version:

Carmen Camacho, Agustin Pérez-Barahona. Land use dynamics and the environment. 2014. hal-
01074190

HAL Id: hal-01074190
https://hal.science/hal-01074190

Preprint submitted on 13 Oct 2014

HAL is a multi-disciplinary open access L’archive ouverte pluridisciplinaire HAL, est
archive for the deposit and dissemination of sci- destinée au dépot et a la diffusion de documents
entific research documents, whether they are pub- scientifiques de niveau recherche, publiés ou non,
lished or not. The documents may come from émanant des établissements d’enseignement et de
teaching and research institutions in France or recherche francais ou étrangers, des laboratoires
abroad, or from public or private research centers. publics ou privés.


https://hal.science/hal-01074190
https://hal.archives-ouvertes.fr

&

P
PouTECHNIouE ECOLE POLYTECHNIQUE OA;,

CENTRE NATIONAL DE LA RECHERCHE SCIENTIFIQUE

LAND USE DYNAMICS AND THE ENVIRONMENT

Carmen CAMACHO
Agustin PEREZ-BARAHONA

September 2014

Cahier n°® 2014-25

DEPARTEMENT D'ECONOMIE

Route de Saclay
91128 PALAISEAU CEDEX
(33) 169333033
http://www.economie.polytechnique.edu/

mailto:chantal.poujouly@polytechnique.edu




Land use dynamics and the environment

Carmen Camacho

CNRS, Université Paris 1 Panthéon-Sorbonne (France)

Agustin Pérez-Barahona

INRA-UMR Economie Publique and Ecole Polytechnique (France)*

September 26, 2014

Abstract

This paper builds a benchmark framework to study optimal land use, encom-
passing land use activities and environmental degradation. We focus on the spatial
externalities of land use as drivers of spatial patterns: land is immobile by na-
ture, but local actions affect the whole space since pollution flows across locations
resulting in both local and global damages. We prove that the decision maker
problem has a solution, and characterize the corresponding social optimum tra-
jectories by means of the Pontryagin conditions. We also show that the existence
and uniqueness of time-invariant solutions are not in general guaranteed. Finally,
a global dynamic algorithm is proposed in order to illustrate the spatial-dynamic
richness of the model. We find that our simple set-up already reproduces a great
variety of spatial patterns related to the interaction between land use activities
and the environment. In particular, abatement technology turns out to play a
central role as pollution stabilizer, allowing the economy to reach a time-invariant

equilibrium that can be spatially heterogeneous.
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1 Introduction

Land use activities are usually defined as the transformation of natural landscapes for
human use or the change of management practices on human-dominated lands (Foley
et al., 2005). It is widely accepted that these activities have greatly transformed the
planet’s surface, encompassing the existence and evolution of spatial patterns (for in-
stance, Plantinga, 1996; Kalnay and Cai, 2003; and Chakir and Le Gallo, 2013). In
this regard, Spatial Economics analyses the allocation of resources over space as well as
the location of economic activity and, thus, the formation of spatial patterns. In par-
ticular, great effort has been devoted to understanding firms’ location, transport costs,
trade, and regional and urban development (Duranton, 2007). However, the mechanisms
behind the interaction between land use and the environment that can induce spatial
patterns, designated in our paper as spatial drivers, are still far for being understood.
In this paper we contribute to the theoretical foundations of land use change and the
environment by considering the interaction between land use activities and pollution.
To this end we will develop a theoretical model that focuses on the spatial externalities

of land use as drivers of spatial patterns.

There is an abundant literature on the interaction between land use and pollution.
Agricultural research in particular has devoted great attention to the effects of pol-
lution on agricultural land use (for instance, Adams et al., 1986; and Deschénes and
Greenstone, 2007). About the environmental influence of land use, many papers have
identified significant environmental impacts of land use (among others, Matson et al.,
1997; and Kalnay and Cail, 2003). Moreover, Foley et al. (2005) point out that the
effects of environmental degradation due to land use are global but also regional/local.
Although this literature has been very fruitful, the dominant approach has been empir-
ical. There is indeed a general agreement about the lack of explicit modelling of the
spatial drivers behind the interaction between land use and pollution. Closely related
to the integrated assessment approach, bottom-up models of agricultural economics (for
instance, de Cara et al., 2005) have contributed to the understanding of the spatial
drivers of land use. However, these models focus on partial equilibrium (mainly the
supply side) and do not completely consider the intertemporal dimension of the prob-
lem. In this paper we use an alternative approach based on the Dynamic Spatial Theory

(see Desmet and Rossi-Hansberg, 2010, for a survey).

Within this theory, considering the forward-looking dimension of agents’ decisions,

the natural spatial generalization of the Ramsey model is presented in Brito (2004) and



Boucekkine et al. (2009 and 2013a). Both include a policy maker who decides the
trajectory for consumption at each location. The main feature of these models is the
spatial dynamics of capital, which flows in space to meet optimal decisions according
to a partial differential equation (PDE). Although these sophisticated models are very
promising, several technical problems have been identified (Boucekkine et al., 2013b).
In particular, the application of parabolic PDEs in this new field has opened a set of
questions still not solved by the mathematical literature. To date, there have been
few pragmatic approaches that provide alternative set-ups. For instance, Costello and
Polasky (2008) provide a dynamic framework to study the optimal harvesting of re-
newable resources in a stochastic spatial (partial equilibrium) model. Taking advantage
of the special structure of the problem, they are able to analytically characterize the
equilibrium. Desmet and Rossi-Hansberg (2009, 2010 and 2013), more in line with the
spatial Ramsey model, follow the idea of imposing enough structure to the spatial prob-
lem (through factors’ mobility, diffusion of technology, and land and firm ownership) as
well. Agents are assumed to be myopic. While each location solves a static problem,
their model is dynamic in time. Indeed, each location decides the optimal amount to
consume, how much to invest in R&D, and how much to save, taking land revenues,
prices and salaries as given. Finally, all savings are coordinated by a cooperative that
invests along the space. Even if this approach allows us to understand some important
geographic features, the structure of their framework makes the planner’s problem in-
tractable (see also Desmet and Rossi-Hansberg, 2012). Another interesting alternative
is the one followed by Brock and Xepapadeas (2008 and 2010). Considering Derzko et
al. (1984), they approximate (linear quadratic) the original nonlinear optimal control
problem, around a time-invariant equilibrium. However, as we will show later, neither
existence nor uniqueness of time-invariant solutions are ensured in an environmental

spatial Ramsey framework.

We use in this paper the spatial generalization of the Ramsey model in order to
understand the spatial drivers behind land use and the environment. To the best of
our knowledge, our paper provides a first analytically tractable general equilibrium
framework of land use that, without approximating the original optimal control problem,
encompasses (i) spatial and time dimensions which are presented in a continuous manner,
(ii) spatial externalities due to pollution and abatement activities, and (iii) the social
optimum. Our starting point is the Spatial Ramsey model in Boucekkine et al. (2009
and 2013a). We propose a benchmark framework in continuous time and space to study

optimal land use. Each location is endowed with a fixed amount of land, which is



allocated among production, pollution abatement, and housing. Although the unique
production input (land) is spatially immobile by nature, this is a model of spatial growth
where local actions affect the entire space through pollution. Indeed, we assume that
the production generates local pollution, which flows across locations. In this regard, we
illustrate the diffusion mechanism by means of the well-known Gaussian Plume equation
(see Sutton, 1947a,b). Finally, we consider that local pollution damages production due
to its negative effect on land productivity. Moreover, we assume that pollution as a whole
(global pollution) may also reduce production. This indirect consequence of pollution
can be linked, for instance, to the negative effect of anthropogenic GHGs on climate

change.!

We prove the existence of a social optimum when the planning horizon is finite. The
policy maker decisions are characterized by the Pontryagin conditions. We additionally
extend our analytical results to the time-invariant equilibrium. As observed above, this
particular equilibrium is crucial to apply solution methods based on approximations of
the original problem around a time-invariant equilibrium. We show in this respect that
the existence and uniqueness of time-invariant solution are not guaranteed in general.
Finally, to illustrate the richness of our model, we undertake numerical simulations.
To this end we adapt the methodology first developed in Camacho et al. (2008) to
the current problem. Our algorithm is an alternative framework to other numerical
tools that focus on the local dynamics around a time-invariant solution. This numerical
analysis is actually global, where we simulate the entire trajectory of the states, controls,
and co-states from their initial distributions until they eventually reach, or not, a time-
invariant equilibrium. With the numerical tool in hand, we study the different drivers
of spatial heterogeneity. We find, among other things, that the abatement technology
stands out as a fundamental element to achieve time-invariant solutions, which are
compatible with the emergence of long-run spatial patterns. Moreover, even if our
paper focuses on land use dynamics, many simulated scenarios are consistent with the
predictions of spatial models of natural resources such as the harvesting stochastic spatial
approach of Costello and Polasky (2008).

The paper is organized as follows. Section 2 describes the economic model. Section 3
is devoted to the analytical results of our paper. In Section 4 we introduce the algorithm

that is applied in the numerical exercises of Section 5. Finally, Section 6 concludes.

! According to Akimoto (2003), tropospheric ozone, methane and CO are well-known examples of
pollutants that flow across locations. Methane and CO have both local and global effects. Moreover,

CO affects the oxidizing capacity of the atmosphere, raising the lifetime of GHGs.



2 The model

We assume that there exists a continuum of locations along a unidimensional region
R C R. We also consider that R is an open and connected real set.? Each location has a
unit of land, which can be devoted to three different activities: production, housing and
pollution abatement.? For simplicity, we shall assume that the space required for housing
at each location is equal to its population density f(x). We also consider no population
growth in this paper. There exists a unique consumption good the production of which
only requires land and that we denote by F(l). The remainder of the land is used to
abate pollution G(1 — [ — f(z)).

Pollution has two dimensions in our model. The local dimension (local pollution)
comes directly from the production of the consumption good. For the sake of simplicity,
we assume that each unit of production generates one unit of pollution. It damages
production due to the negative effect on land productivity. Moreover, even if land is
spatially immobile, local decisions affect the whole space since the pollutant travels
across space. We describe the spatial dynamics of pollution by means of a well-known
model in physics called the Gaussian plume. It is a standard mathematical description
of the dispersion of airborne contaminants (for instance, Arya, 1999; and Stockie, 2011).
But it is also used to model the spread of pollutants in aquifers and porous soils and
rocks, as well as for nuclear contaminants. According to this model, the dynamics of the
pollution at location x in time ¢, p(z,t), is given by the following second-order partial

differential equation (PDE) of parabolic type:

pe(z,t) — paw(x, t) = E(x,t), (1)

where p; and p,, denote, respectively, dp(z,t)/0t and 9?p(x,t)/02?, and E(z,t) are
the emissions in time ¢ > 0 of a single source located at x. The interpretation of
equation (1) is the following (see Smith et al., 2009, for a detailed description from
an environmental economic perspective). The Gaussian plume model comprises two
common dispersal mechanisms of pollutants: diffusion and /or advection. Diffusion is

the spread of a pollutant through regions where its concentration is high to regions

2Results can be easily extended to the case R C R"™, n > 1, and to the case in which R is not

connected but the union of connected subsets in R.
3In this simplified set-up, the land devoted to abatement may be interpreted as being pollution

removal due to the presence of, for instance, prairies and forests (see Nowak et al., 2006; and Ragot
and Schubert, 2008). In general, one can also consider that abatement activities require physical space

(land in our model).



of lower concentration (Fick’s law), while advection is the flux of contaminants due to
wind, ocean currents, etc. As in Brock and Xepapadeas (2008 and 2010), and Smith
et al. (2009), we focus on diffusion. The term —p,.(x,t) in (1) reflects indeed the
spread due to concentration differential. We pay attention to this dispersal mechanism
because our approach is about growth and the long-term response of the economy: the
elements behind advection (e.g., wind velocity and direction) are extremely variable,
in particular in the short-run, and the time horizon usually considered in this type of
problems minimizes this effect. For advection, the other polar case, see for instance

Costello and Polasky (2008) in the context of the spatial economics of natural resources

(fish).*

Additionally, pollution may also harm production as a global pollutant (e.g., anthro-
pogenic GHGs). We then allow for the distinction between local and global pollution,

where global pollution is naturally defined as:’
P(t) = [ plo.t)ds 2)
R

We introduce pollution damages in production using a damage function Q(p, P, x), where
1 —  represents the share of foregone production due to local and global pollution.®
If we denote by A(x,t) the total factor productivity at location x at time ¢, we have
that this location produces Q(p, P,x)A(x,t)F(l) units of final good when it devotes
an amount [ of land to production. For simplicity reasons we shall assume that the
abatement technology is not affected by pollution. In the remaining of the paper we

make the following standard assumptions regarding the production functions:

(H1) Functions F' and G are positive, increasing, concave, and their first and second

derivatives exist and are non negative, that is:

F()yeC? F(0)=0, F'()>0, F'(:) <0, lim F'(s) = oo, lim F'(s) =0,
S

§—00

G() € C% G0) =0, G'(-) >0, G"() <0, limG/(s) = o0, lim G/(s) = 0.

§—00

4The Gaussian plume model can be also used in natural resource management. Smith et al. (2009)
observe that advection can be eventually modeled “through differences in rates of dispersal”, i.e.,
—D(x,t)pyz(x,t), where D(x,t) is the diffusion coefficient. However, this would require further physical

assumptions that are beyond the scope of our paper.
SWell-known pollutants with mostly global effects are CO5 and CFCs (see, among others, Nordhaus,

1977; and Akimoto, 2003). However, air contaminants in general (including tropospheric ozone and

NO, ) are examples of local pollutants that flow among locations.
6Notice that the productivity loss may also encompass the negative effect of pollution on individuals’

health (among others, Pope, 2000; and Evans and Smith, 2005). However, we do not explicitly consider

this effect in our paper.



(H2) Q(p, P, x) is twice differentiable with respect to p and P; and decreasing in each
factor: Qq(p, P,x) = %’;’m) <0, Q(p, Px) = % < 0. Function Q(p, P, x)

is defined on R* x R x R and takes values in [0, 1].

Assumption (H1) is the usual hypothesis of positive and non-increasing marginal prod-
ucts, together with the Inada conditions. (H2) assumes that both local and global
pollution affect negatively production. Moreover, it is also considered that this damage

is a smooth function.

Boucekkine et al. (2009 and 2013a) assume that each location produces its own
consumption in the social optimum. Social welfare, however, may still increase under
the possibility of spatial reallocation of production. We therefore enlarge the set of
feasible abatement and production decisions by allowing for consumption “imports”.
Indeed, we assume that the policy maker collects all production and re-allocates it
across locations at no cost:

/Rc(x,t)f(x)dx:/Q(p, P 2)A(x,t)F(l)dx, (3)

R

where c(x,t) denotes consumption per capita at location z and time ¢.”

The policy maker chooses consumption per capita and the use of land at each lo-
cation, which maximize the discounted welfare of the entire population. Following
Boucekkine et al. (2009), we introduce two discount functions. The spatial discount
represents the weight that the policy maker gives to each location. Alongside their
paper, we identify this function as the population density f(x) in order to avoid any
subjective spatial preferences. Moreover, as in the standard Ramsey model, we consider
the usual temporal discount e™?*, with p > 0. The policy maker maximizes the lifetime

discounted utility

I{I}f%(/o /Ru(c(x,t))f(:z:)e_ptdxdt+/Rw(p, P)(z,T)e " dx (4)

subject to

"In this paper we do not consider transportation costs. However, it is possible to introduce them if
proportional to the shipped amount of final good, or under other further assumptions. These could be

for instance the compulsory gathering of output in a specific location.



pt(xvt) - pwx(xvt) = Q(p, P> x)A(x,t)F(l(x,t)) - G(l -1 - f(l')),
Jpe(x, t) f(x)de = [, Qp, P,x) Az, t)F(l)dx,
P4 P(t)= [,p(z t)d, (5)

p(x,0) = po(x) =0,

hmz—)ész(xa t) = 07

where (x,t) € R x [0,7] and ¢ denotes R’s boundaries. In particular, if R = R then
0R = {—o0,00}. Moreover, 0R = {a,b} if R is an open interval (a,b). Following the
standard approach, we consider an instantaneous utility function v : R*™ — R that is
increasing and concave. As in Camacho et al. (2008), the function ¢ is measurable and
everywhere finite. It accounts for the planner’s concern about the state of pollution at
the end of the planning period. In the standard Ramsey model, if the policy maker does
not state any function v, then the optimal solution is such that savings are zero at T
and it is the end of the economy (for instance, Acemoglu, 2009). Similarly, if we show
no concern about the pollution at the end of the planning period, then pollution will be
infinite at 7" and its shadow price will be zero. Finally, as in Boucekkine et al. (2009),
the last expression in (5) is the usual boundary condition: there is no pollution flow in

the boundaries of the space.®

3 The social optimum

In this section we present the theoretical contribution of the paper. We first show that
there exist a solution to our problem. Moreover, the optimal trajectories are charac-
terized by the Pontryagin conditions, involving a system of PDEs. Section 3.2 finally
focuses on the time-invariant solution, which is defined as the situation when all vari-
ables remain constant in time.” We prove that both existence and uniqueness of this

solution (that can be spatially heterogenous) are not in general guaranteed. In this

8No pollution flow means that limg_,sp pe(x,t) is equal to a constant (this is called the Neumann
problem). Without loss of generality, we can assume this constant equal to zero. Notice that, as in
Boucekkine et al. (2013a), if space was a circle no boundary condition would be required since the

space does not actually have boundaries.
9Since we consider a finite planning period, we prefer to use the term “time-invariant”. The desig-

nation of “steady-state” is commonly employed in infinite horizon contexts.



regard, we provide a sufficient condition that will be used in the numerical part of the

paper.

3.1 Optimal trajectories

Let us start by showing, in Proposition 1, that there exist at least a solution to the
social optimum problem. In this regard, we prove that P has a unique solution for
every choice of the couple (¢,l). Notice that this outcome is not a direct application
of existing results (Camacho et al., 2008) because of some special features of P. In
particular our model includes a global variable P, defined as the spatial integral of
p. Moreover, in contrast to the previous literature, we consider that the policy maker
gathers all production to distribute it later, adding the aforementioned supplementary
integral constraint on consumption. Consequently, we first have to transform these two
integral constraints into partial differential equations in the proof of the proposition.
Afterwards, by imposing the following Assumption (H3), we can apply Theorem 12.1 in
Chapter 8 in Pao (1992) to close the proof:

(H3) For all (z,t) € R x (0,T], there exist some real constants p; > 0, w > 0, w; > 0,
wy > 0 and b < 1/4T, such that, as * — 0R,

0 < p(z,t) < pleb‘xQ‘,O < Qz,t) < web‘xQ‘,O < | (z,t)| < wleb‘xQ‘,O < |Qa(z,t)| < wael??l.

As in Camacho et al. (2008), and Boucekkine et al. (2009), this is a technical assumption
that allows us to avoid explosive solutions in the frontiers of the space. Moreover, we
should also observe that the exponential terms in (H3) make this hypothesis not very
restrictive. For ease of exposition, we report all proofs details of the paper in the

Appendices.

Proposition 1. Under assumptions (H1)-(H3), the problem (4)-(5) has a solution in
(x,t) € R x (0,T], for every T < oc.

Once we know that there exists at least a solution to the social optimum, let us
characterize the optimal trajectories. In this regard, we use the Ekeland method of
variations in Raymond and Zidani (1998 and 2000) to obtain the Pontryagin conditions

of problem (4)-(5).1° Following this procedure, we write the associated value function

10The Ekeland variational principle (Ekeland, 1974) ensures the existence of a maximum value for V

in R, when V' is upper semicontinous. Hence, any feasible solution (¢, [, p, P) verifying (5) can be written



V as a function of ¢, [, p and P as follows:
Vie,,p, P) = [ [nu(c(e, b)) f(x)e Vdadt + [0 (p, P)(z,T)e Tdzx
[T [ a(@ ) () = paa(z, t) — Qp, P,x) Alw, ) F(i(x, 1)) + G(1 — 1 — f(x))] dadt
— [T m(t) [P(t) — [np(z,t)de] dt

— [T n(t) [ cla,t) f(@)de — [ Qp, P,x) Az, t) F(I(x, t))dx] dt,

(6)

where ¢, m and n are auxiliary functions. We present in Proposition 2 the corresponding
Pontryagin conditions, which include the dynamics of the shadow price of pollution ¢,
together with a static equation associated with the optimal land allocation at each (x, ).
Finally, the set of first order conditions also contains a spatial boundary condition on

pq, and a terminal condition on ¢:

Proposition 2. The Pontryagin conditions of problem (4)-(5) are:

P, t) = pua(,t) = Qp, Pa) A, ) F (U, 1) — G(L— 1~ f(2)),

a(,1) + Gua,6) + (20, Pr) + 350 (p, Pr) ) A, )F(1) [ (e, 1)) + al, )] + pg = 0,
[ (c(, 1)) + (. 1) Qp, Pa) A, ) F' (1) + gz, )G (1~ 1 — f(x)) =0,

[pel@,t) f(@)de = [, Qp, P,x)A(z,t)F(I)dz,

P(t) = [pp(z,t)dz, p(z,0) =po(z) >0,

lim, sz pole,t) =0, lim,sp ple, t)g(z,1) =0,

4@, T) = (. T),

fR I/JP(% T)d:L’ =0,

(7)
for (z,t) € Rx [0,T] and T' < 0.

The first condition in (7) is the equation of the Gaussian plume, which describes the
dynamics of pollution in our set-up. With respect to the standard Ramsey framework,
this condition corresponds to the law of motion of the state variable of our problem
(pollution in this model), including the additional term —p,,(x,t) that represents the
diffusion mechanism of pollution. As in the spatial Ramsey model of Boucekkine et

al. (2009 and 2013b), the second expression is the adjoint equation corresponding to

as a deviation from the optimal solution (c*,1*,p*, P*) as (c,l,p, P) = (c*,1*,p*, P*) + e(k, L, m,1I),
where &, L, m, II are real functions of (z,t) € RxR™T. Then, the optimal solution results from minimizing

V with respect to the deviation e.



the shadow price (co-state variable) of pollution. Parallel to the Gaussian plume, it
is a PDE as well, reflecting that the shadow price varies in time and space because
pollution moves in time and space. Moreover, we clearly see in this equation the double
dimension of pollution (local and global), which is indeed captured by the marginal
effects €2y and €. The third condition represents the trade-off between consumption
and pollution. All things being equal, an increase of land devoted to production will
raise consumption. However, a greater [ will also imply higher marginal social cost
due to the increase of pollution (Q2(p, P, z)A(x,t)F’'(l)) and lower availability of land to
abatement (G'(1—[— f)). We can prove, furthermore, that [(z,t) is uniquely determined
by p(z,t) and ¢(x,t):

Proposition 3. (z,t) is a unique function of p(z,t) and q(x,t).

As in the previous section, the fourth equation represents the re-allocation of pro-
duction across locations, the expression for P(t) is our definition of global pollution,

and p(z,0) is the given spatial distribution of pollution in time ¢ = 0.

Notice that Proposition 2 also includes two boundary conditions as in the spatial
Ramsey model (for further interpretation of the boundary conditions in a spatial dy-
namic framework, see Smith et al., 2009; and Boucekkine et al., 2013b). The first one is
the boundary condition in (5), and the second corresponds to the shadow price of pol-
lution. As in Boucekkine et al. (2009), if we focus on interior solutions, it becomes the
standard boundary condition lim,_,sr ¢.(z,t) = 0 implied by the asymptotic constraint

on pollution flow in (5).

Moreover, the last two expressions are the terminal conditions of the problem. As
in Camacho et al. (2008), the first one states that, at the end of the planning period,
the shadow price of pollution is equal to the policy maker’s marginal concern about
the pollution left behind. The second condition says that the spatial aggregate of the
marginal concern with respect to P(T') is zero. In particular, if ¢)p does not change
sign in R, then this condition amounts to ¥p(z,T) = 0, for all x € R. Note that if
our original problem had a dynamic law describing the evolution in time and space of
global pollution, then this condition would be similar to the terminal condition linking
the final state of local pollution and the marginal concern about it. We provide next
a simple example of a function ¢ and derive the associated terminal conditions. If
Y(p, P)(x,T) = —xp(z,T) with x > 0, then ¢(z,7) = —x and ¢¥p(p, P)(z,T) = 0.
Furthermore,

/ Y(p, P)(x, T)e "Tdx = —xP(T)e "T.
R

10



Hence, the policy maker would care about aggregated welfare plus the negative effect of

the discounted level of global pollution left after 7.

Finally, as a corollary of the Pontryagin conditions (7), we can show that consump-
tion per capita is identical across locations. This is a direct consequence of two main
features of our “spatial” policy maker: she re-allocates production across locations, at no
cost, and does not have any subjective spatial preferences. Therefore, the instantaneous

consumption per capita ¢(x,t) is spatially homogeneous:

Corollary 1. Consumption per capita is spatially homogeneous, i.e., c(x,t) = c(t).

Notice that in this paper the spatial re-allocation of production (3) does not involve
any transportation cost (see also Footnote 7). In fact, the aim of this assumption
is to highlight the possible emergence of “specialized” areas. These are defined, in
the context of our model, as locations where the majority of their available land is
devoted to production or abatement. We study this type of spatial heterogeneity in
Section 5. In this regard, the assumption above, together with the homogeneity of
residents’ preferences, allows us to provide a simple illustration of spatial re-allocation of
production, where consumption “imports” are implicitly considered. Even if the number
of residents is uniformly distributed in the space, we will see later that the possibility
of production re-allocation gives to the social planner the option of specializing some
areas for specific activities (abatement or production in this paper), depending on their

relative technological advantage.

Let us observe as well that we consider that the residents are homogenous across
space. As in Boucekkine et al. (2009), the spatial discount function f(z) “stands for
the location’s = population density” (p. 24). However, one can also interpret f(z)
as the spatial distribution of individuals’ tastes. Assuming one resident per location,
this would allow us to consider (spatially) heterogeneous agents, where the individual
preferences of a resident of location = are given by U(z,t) = u(c(z,t))f(x). Following
the previous corollary, ¢(z,t) = ¢(t) in all locations. This outcome is a direct conse-
quence of the preferences’ separability between consumption and the individual taste
for it. Nevertheless, we should also notice that residents with greater preference for
consumption (i.e., a large f(x)) enjoy a higher level of utility than the individuals of
other locations. An interesting line to explore, outside the objectives of the current
paper, is to consider heterogeneous agents with non-separable preferences. One could
study in this respect how a spatial-dynamic environment would induce and modify an

eventual spatially heterogeneous consumption per capita.

11



3.2 The time-invariant solution

We define time-invariant solution as an equilibrium where all variables do not change
over time. Therefore, considering the Pontryagin conditions (7), let us study the two-
dimensional system S defined below. We shall actually focus on the solution of the
system as a couple (p, ) because, as it is clear from Proposition 3, the third variable at

stake [ is a unique function of p and g.

If a time-invariant solution (p, q) exists, then it verifies the following system:

—Prz(x) = Qp, P,x) A(x) F(l(x)) — G(1 =1 = (),

s
~gra(@) = ((p, Pw) + 75500, P.2) ) A@)F(1) [ () + a(@)] + pa(a),

where P = [, p(z)dz, and I(z) is the unique solution to
[ (c) + q(2)] Qp, P, x) A(2) F'(I) + q(=)G'(1 = 1 = f(x)) =0,

with ¢ = [, Q(p, P,z)A(x)F(l)dx/ [, f(x)dz. Note that abusing of notation, we have

kept the same notation for all variables, removing their dependence of time.

We can then prove that the solution to system & is unique in a certain set. In this
regard, we provide and apply a less constraining version of Theorem 3.4 in Pao (1992).
This result allows us to establish sufficient conditions for existence and uniqueness of

time-invariant solution:

Proposition 4. Assume space is a bounded interval in R. Given a spatial population

distribution f(x), we define a set Z of time-invariant functions

Under the assumptions (H1)-(HS3) there exists a unique solution (p,q) to system S in
Z.

Together with (H1)-(H3), Proposition 4 establishes further conditions to the dam-
age function 2. On the one hand, we have diminishing marginal damages, so that
more pollution, holding everything else constant, decreases output by less and less (i.e.,
011 (p, P), Qa1(p, P) > 0). On the other hand, the remaining production must be large
enough, taking into account the abatement technology and the marginal damage of pol-
lution. Let us observe that they are sufficient conditions. The proof of the proposition

actually allows us to establish alternative conditions for other particular specifications.
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The conditions of Proposition 4 are provided for the sake of illustration, bearing in mind

the functional forms that we will use in the numerical exercises.

The main message of this result is that the existence and uniqueness of time-invariant
equilibrium is not guaranteed in an environmental spatial Ramsey framework. We can
identify sets of functions (for instance, Z in Proposition 4) that include the unique
time-invariant solution. However, one can not ensure in general that these sets are
non-empty. Proposition 4 does not allow either to fully characterize the time-invariant
equilibrium. This analytical characterization is very challenging because of the lack of
mathematical results involving non-linear PDE systems such as §. But we can make use
of the numerical analysis in this respect. Moreover, this analysis also allows us to study
the corresponding transition dynamics. This is indeed what we do in Section 5 (together
with situations without time-invariant equilibrium), applying the computational method
that we present in the next section. From this perspective, we should observe that
Proposition 4 is quite helpful: it allows us to conclude, for some cases, if an eventual
(simulated) time-invariant equilibrium is the unique time-invariant one in a specific

scenario.

4 Computational setting

Due to the complexity of the Pontryagin conditions (7), we illustrate the richness of
our model by means of simulations. Before presenting the details of our method, let us
point out that this numerical approach is global. Consequently, the results provided in
the subsequent sections are not constrained to economies starting in the neighborhood
of any particular equilibrium point. Our simulations, moreover, will also allow us to
enrich Section 3.2 by means of studying the convergence to time-invariant solutions. As
it is clear from that section, the existence and uniqueness of time-invariant solutions
is a demanding mathematical problem. But the convergence of the trajectories to this
equilibrium is even more challenging, and still an open question. In this regard, our
paper provides a numerical inspection of the convergence. We describe below the com-
putational setting, together with our algorithm to solve (7). This numerical method will
be applied in Section 5, where we investigate the emergence and dynamics of spatial

patterns in our environmental context.

Let us first rewrite the Pontryagin conditions, reversing time in the equation that

describes the dynamic behaviour of ¢ in time and space. Notice that we are allowed

13



to do this operation because the planning horizon is finite. Even if this preliminary
action is not necessary, it is convenient for the ease of presentation of the discretization
of the Pontryagin conditions and the algorithm. Calling h(x,t) = q(x,T —t), we obtain
the following system of parabolic differential equations where we have removed the

independent variables (x,t) for simplicity reasons, writing (x,7 — t) when necessary:

Pt = Pea = Up, Px)AF() = G(1 =1 = f),

he — haw =

= [, T = ), P, T = £),2) + 350, T - £), Pe,T - t),2)| x
X AF(1) [t/ (e(T = 1)) + B] + ph,

[W(c) + h(z, T —t)]Qp, P,x)AF'(1) + h(x, T —t)G'(1 =1 — f) =0,

Q(p,Px)AF(l)dx
clt) = IR TOE O ®)
P(t) = prdsc,

p(ﬂ?,O) = po(ﬂ?) >0,
llmxﬁéRpx(xvt) = 07 hmm%éR ha?(xvt) = 07
h(l’, 0) = lbp (p(x, T)) ’

Yp(p, P)(x,T) =0,

forx € R=(0,r) and t € [0, T].

4.1 The finite difference approximation

The main difficulty to simulate the system above is to discretize the two PDEs of the
Pontryagin conditions. In this respect, the idea is to implement a finite difference
approximation, where we replace the second derivative with respect to space with a
central difference quotient in z, and substitute the derivative with respect to time with
a forward difference in time. In order to implement this discretization we need to set
up a grid in our space (0,7) x [0,7]. The points in this grid are couples (jAxz, nAt) for
j=0,1,....,Jand n=1,2,..., N, where JAz = r and NAt = T. Then, if v is a function
defined on the grid, we write v(jAz, nAt) = v7.

Let us provide an example. If we want to use a finite difference approximation for
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the parabolic differential equation ‘g: = g;;, we write:!
g 1
1 1 1
J N J N (U;‘Ljrrl — % n+ _|_,Un+ ) (9)

We can write (8) as

n+1l

w20 P ) = Q) PLAAF () — G- 17— ), (10)

ottt — pn 1
J 5 L o (g —2my e m) =

— () +

Qg(pT " pro ')) AP [/ (7™ + WD) + ph?, (1)

by
W)+ )00 PRAF @) + G- ) =0, (12)
with . | |
o Jizo (Q(P?;Pf,j)AF(l;?)) 4 .
Sl FG)dj

Abusing of the use of the integral sign, we compute in (13) the integral of a discrete

quantity. We treat Q(p}, Pj', j)AF(I7) as the J available observations of the continuous

variable Q(p, P)AF(l). To these equations, we add the border conditions p’;_; = p’} and
n o, =h%,Vn=12,..N, and the definition of P: P" = ijop?.

4.2 The algorithm

Our algorithm looks for the solution of the model as the fixed point of an iterative
process. We start from an initial guess for the reversed-time shadow price of pollution,
{n}n=\"-7" . Based on this guess and using the discrete time version of the Pontrya-
gin conditions (10) and (12) we compute the associated distributions of pollution and
land {p}}7=]--3" and {17 }7=!"-)’. Using these resulting distributions in equation (10) we
can compute the induced dlstribution for the reversed-time shadow price of pollution
{hy}7=1-7. Next, we compute the distance between two iterations of the reverse-time
shadow price, that is between {n/"}7"=1-% and {h}}7=}}.

1 This method is called the implicit finite difference approximation (for instance, Smith, 1974; and
Sewell, 1988). Other approximation schemes exist but the implicit one is unconditionally stable, mean-
ing that it is stable without restrictions on the relative size of At and Axz. It also allows us to use a

larger time step and to save this way computational time.
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The optimal solution to (10)-(12) coincides with the fixed point of this iterative
process. Hence, if the solution to two consecutive iterations is close enough, we say that
we have reached the fixed point, 7.e., the optimal solution, and the algorithm stops. If
it is not, then we update the initial guess for h, {h’”}” -V with the last distribution
obtained, {h”}” -V and iterate again until two consecutive iterations become close

enough.

To reach our goal we adapt the algorithm developed in Camacho et al. (2008) to
problem (8). There are still some important differences. First, problem (8) includes
a control variable whose dynamics are not described by a PDE. We need to provide a
guess for the value of the matrices {n}}7=!¥ and {I}}}=] -}, which could compromise
the convergence of the algorithm. Indeed, dependlng on these guesses, we obtain a
first approximation to consumption. To increase the convergence speed we run an

intermediate loop that improves the initial guess for ¢ and [.

Second, the current problem includes an integral constraint. We opt here for a simple
solution. Rather than computing the integral at the current time, nAt, we compute it
at (n — 1)At, that is P" = f oD} ~!dj. Although this is just an approximation, let
us underline that the distance between P(n) and P(n — 1) is infinitesimal since P is a
continuous function and the distance between points in the grid is sufficiently small. In

the same manner, using preceeding values for pollution, we compute ¢ using (13).

As afore mentioned, the convergence of our algorithm crucially depends on the initial
guesses {A7'}7=1) and {I;*}7=]-). To increase the convergence speed, we add an
intermediate search step to improve the estimation of ¢ and the initial guess for {. In
Camacho et al. (2008), the algorithm only required the initial guess for one variable,
consumption. Using the initial guess for consumption and the problem’s Pontryagin
conditions, the algorithm obtained a first estimate for physical capital. In turn, the
guess for consumption was actualised using this time the Pontryagin conditions for
optimality. The process continued until the distance between two iterations was small

enough. In the present problem, we initiate the algorithm with 2 guesses.

Being aware of the severe dependence of the algorithm’s convergence on the initial
guess, we introduce an intermediate step. At every m, with the available information
for global and local pollution, and with the guess for land allocation for moment n,
the algorithm finds the associated consumption vector at time n. Then, always taking
as given the spatial distribution for local and global pollution at n, the guess for land

allocation is recomputed using the new values for consumption. The algorithm iterates
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until it finds a fixed point, that is, until the distance between two iterations is close

enough. In the terms of the algorithm, this step can be described as: initialize the

algorithm with a couple {I}", R} }?=] ). At every n, using {I;"} and the initial values

J o

for local and global pollution, we compute a first approximation for ¢" using (13). Taking

{pi~'} and {P""'} as given, we iterate between equations (12) and (13) to obtain the

fixed point of these equations. This step improves the guess for {l?}, accelerating the

convergence of the next step.

We provide below a synthetic view of the algorithm in its entirety:

Step 1:

Step 2:

Step 3:

Initialization
We choose an initial distribution for air pollution py = {po;} and three stopping
parameters ¢; for i = 1,2,3. We compute P’ = Z}]:o pY. We assume an initial

guess for the costate variable {A/"}"=!~¥ and for land allocation {I"}"=!~}.

Improvement of the first guess

For every n =1,..., N and given p?_l, l;?_l, P! we compute

Sl Qi P ) AF(IY) dj
Lo FG)dj '

We repeat the following scheme until the euclidean distance between two consec-

utive matrices h is smaller than €; or until the number of iterations equals a fixed

number K.

-----

We recompute ¢" with {17} instead of {IJ~'}. We iterate the process until the

euclidean distance between two consecutive outcomes for ¢ is smaller than e,.

Then with the resulting ¢" and {l;’}, we compute p} for j = 1,...,J using the
upwind algorithm applied to equation (10).

Using the values of {I7}, {p}} and {c"} in the previous step, we compute a new
guess for {h?}7=!"-} according to (11). Compute its distance to {r}"}=/ . If
the distance is smaller than ez, then STOP. If not, we repeat step 2 using as initial

guesses {h7}7=!) and {I7}"=] - just computed.

17



5 Numerical exercises

In this section we apply the numerical method introduced before, focusing on the emer-
gence of spatial patterns and its corresponding drivers. As observed in the Introduction,
many papers have empirically identified that the interaction between land-use activities
and the environment can explain the dynamics of spatial patterns. In this regard, a cen-
tral concern of this literature is the optimal spatial allocation of land-use activities. We
will use our framework to better understand the mechanisms behind this problem and,
in particular, the dynamics of the corresponding spatial heterogeneity. Even if the main
objective of the paper is to provide a benchmark set-up, we will show that our simplified
model already reproduces an ample variety of spatial heterogeneity scenarios related to
the interaction between land-use and the environment. In particular, we will analyse the
persistence in time of spatial heterogeneity and the subsequent emergence of specialized
areas, which are defined in our model as locations where the majority of their available
land is devoted to production or abatement. This spatial dynamic outcome is similar
to the creation of (temporal or permanent) biological reserves in Costello and Polasky
(2008). From a different perspective (harvesting, partial equilibrium and dispersal of
natural resources due to advection), they show that preventing areas from harvesting
is optimally justified. This result is equivalent in our context to the specialization of
some locations (areas) in abatement. As in their paper, the spatial connectivity (due
to the dispersal process) and the particular characteristics of each location will play a
fundamental role in this respect. Finally, our model will also point out that abatement
technology stands out as an important ingredient to reach time-invariant solutions. The
underlying mechanism is the idea of “flux equilibrium” in Smith et al. (2009): variables
are constant, but which maintains the equilibrium is a diffusion flux. From an economic
point of view, this particular equilibrium is interesting because pollution is stabilized
(i.e., both local and global pollution become constant) in an economy that can eventu-
ally sustain a constant consumption per capita. Moreover, this type of equilibrium can

be compatible with the formation of long-run spatial patterns as well.

The numerical exercises are divided in two parts. Sections 5.1-5.3 consider that
population is uniformly distributed, while Section 5.4 assumes a Gaussian distribution
in order to study the effect of population agglomeration. The parameter values are
provided in Table 1. For illustration purposes we consider that the land endowment of

each location, L(x), is equal to 300, and that the total population of our economy is
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equal to 110.12 We would like to underline that the values provided in this table aim
at illustrating our model, and they do not correspond to any specific situation since we

shall focus on the qualitative properties of our set-up.

B Minimum productivity 0.5
A Max. productivity increase 10

o Abatement efficiency 0.1

p  Time discount rate 0.05
v1 P damage 0.005
v¥2 p damage 0.005

a  Cobb-Douglas parameter 0.75
po Initial pollution at x 100

Table 1: Parameters values for the numerical exercises.

We assume that the space is a line of length 5 divided into 500 locations. The time
horizon varies from 10 to 40 depending on the convergence speed of the variables. Agents
preferences are given by a logarithmic utility function. We consider a Cobb-Douglas
production function, where the net productivity is B + AQ(p, P, z) with Q(p, P,z) =
e 2P~ Ps(@) - Following Weitzman (2009), €2 is an exponential damage function, taking
values in the interval [0,1]. We consider that both local and global pollution harm
productivity, where 71 and 79 are constants: for given a (p, P), the fraction 1—Q(p, P, x)
represents the foregone productivity at location x. For the sake of simplicity we assume
that A and B are both constant in space and time. Moreover, s(x) stands for the
sensitivity of location x to global pollution. Assuming a linear abatement technology,
we have G(I) = ol. Finally, consistently with the example of function ¢ provided in
Section 3, ¥ (p, P)(x,T) = —xp(x,T), we consider xy = 5000 in order to emphasize the

policy maker’s concern about the pollution left at the end of the planning period.

Notice that we consider in all scenarios that initial pollution is uniformly distributed.
We believe of no particular interest the case when the only spatial feature is the initial
distribution of pollution. Indeed, any difference in the initial endowment of pollution

vanishes with time if all other variables are spatially homogeneous.

2Notice that space is finite in numerical exercises. This implies that total population does not need
to be equal to 1 since the convergence of the integral in the objective function is ensured. Therefore,
taking advantage of this property, we increase both total population and land endowment in order to

enlighten our numerical results.
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5.1 The benchmark scenario

We begin our analysis with the benchmark scenario in which population is evenly dis-
tributed on space. It is the objective of this benchmark illustration to underline the
trade-off between production and abatement. Accordingly, we have reduced the amount
of land devoted to housing by means of considering a uniform distribution of population
that results in 0.22 individuals per location. This implies that each location needs 0.22
units of land for housing, which is clearly not critical when the total land endowment is
300.1% We further assume that the spatial sensitivity to pollution is constant in space,
i.e., s(x) =1 for all x. Figure 1 shows the results.

- Consumption per capita

Land to Production

300

2480

200

150

100 L I I L
o 2 4 5] 8 1

0o .

Space Time Time
Pollut_ic_)n 00 Global Pollution
B .y 1600

1400

1200

1000

600

600

400 2 4 B 8 0
Time

Figure 1: Benchmark scenario.

Given that there are no spatial disparities, it is not surprising that the optimal tra-
jectories are uniform in space. The allocation of land to production starts at its highest
possible level and remains unchanged until the environmental damage is large enough.
At this point, land to production is optimally reduced and, consequently, the economy
devotes part of the land endowment to abatement activities. Consumption shows a de-

creasing trajectory due to the pollution damage of production and the replacement of

13We will consider the effect of population agglomeration and the subsequent accrued need for housing

in Section 5.4.
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land to production by abatement. Notice moreover that it eventually reaches a constant

level, while local and global pollution continuously increases.

The optimal land trajectory attains a homogenous constant value too. Despite of
using 2/3 of land to production, the economy cannot keep its initial level of consumption
in the long-run due to the damage caused at the beginning. Both types of pollution
cause indeed everlasting and increasing damage that the current abatement is not able
to completely eliminate. However, if the efficiency of abatement is large enough our
model shows that pollution can be stabilized. This outcome is illustrated in Figure 2,

where the abatement efficiency parameter (o) is equal to 0.9.

Land to Production Consumption per capita

o 1 2 3 4 5
Time
Global Pollution

Time

Pollution
“ 500

400

3001

200

100+

00

Time Tire

Figure 2: Pollution stabilization.

As we can see in this figure, the economy reaches a time-invariant solution. In
contrast to Figure 1, (local and global) pollution becomes constant after some periods,
together with consumption per capita and land to production. Consumption per capita,
moreover, always increases during the transition, while a decreasing trajectory arises in
the benchmark scenario due to the growing contamination. Notice also that in Figure
2 we have chosen a particularly high abatement efficiency (nine times the efficiency
considered in Figure 1) in order to point out effect pollution abatement. A direct
consequence of this assumption is that pollution eventually disappears. Finally observe
that, even if the focus of our simulations is the quality behavior of the economy, the
substantially lower consumption per capita in Figure 2 can be explain be means of

taking into account the planner’s concern about the pollution at the end of the planning
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period. In the benchmark scenario, the welfare reduction due to the large amount of
contamination left is compensated with a high levels of consumption. This compensation
is not important though in scenarios where the pollution is very reduced such as in the

scenario considered in Figure 2.

Let us study in the next sections the emergency of spatial patterns and the implica-

tions of the different elements of our model in this regard.

5.2 Role of abatement technology

We consider here a simple case of heterogeneous abatement technology in which abate-
ment efficiency continuously deteriorates as we get afar from x = 0:14

0.19
This logistic form can be interpreted as a continuous representation of a step function,
where some locations are better suited for abatement activities than others. In our
particular example the abatement efficiency parameter o(z) monotonically decreases,

ranging from about 0.3 to 0.1. The results are displayed in Figure 3.

We can observe that the heterogeneity in abatement induces heterogeneity in land
allocation from the beginning. Indeed at time ¢ = 0, the less advanced locations in
abatement specialise in production, whereas locations close to x = 0 focus on abatement.
Due to this specialization, the areas devoted to production face greater levels of (local)
pollution than the locations where abatement activities are intensified. Notice also
that we have improved the abatement technology in all locations, with an efficiency
that more than doubles for the most suited areas. As a result and in contrast to the
benchmark case, locations compensate for emissions and the economy reaches a time-
invariant solution. This outcome actually points out the role of abatement as pollution
stabilizer. Moreover, in the same direction of Figure 2, pollution is reduced in areas

where the abatement is sufficiently efficient.

Long-term consumption takes exactly the same value as in the benchmark, although
consumption monotonically increases from the start as a direct consequence of the ac-
crued abatement. Locations specialised in abatement produce little. This greater abate-

ment effort allows them to compensate for their relatively unimportant emissions and the

4For empirical evidence of differences in abatement technology see, for instance, de Cara et al. (2005)
and Nowak et al. (2006).
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Figure 3: Role of abatement technology.

incoming pollution from other locations that are better qualified for production activi-
ties. However, regardless of locations’ production and/or abatement, the possibility of
having consumption “imports”, as described in (3), enables homogeneous consumption
and specialisation. Finally, since the time-invariant equilibrium is spatially heteroge-
nous, we can also conclude that permanent differences in abatement technology allow

for lasting heterogeneity in land allocation and local pollution.

e Local and global damage

We have considered in the previous scenarios that both local and global pollution causes
the same damage per unit, i.e., 77 = 2. Consistently however with the examples
provided in sections 1 and 2, our model also allows us to study the case of contaminants

with only local or only global effects.!?

When the damage is only local 7 is equal to zero in 2. Since in this case the damage

5The results of these scenarios are qualitatively equivalent to the case of pollutants with mainly
local (72 > 1) or mainly global (2 < 71) effect. Obviously, if v1 = 72 = 0 no land will be devoted
to abatement since pollution does not damage our economy. Therefore, consumption will stay at its
maximum constant level (after taking housing into account, the remaining land will be completely

assigned to production), where both local and global pollution increase steadily.
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Figure 4: Damage function only depends on local pollution (vy; = 0).

does not depend on global pollution, which is the largest pollutant by definition, the total
damage of pollution is lower than in the previous scenario. As a consequence, one can see
in Figure 4 that at first no location abates. Nevertheless, specialization emerges when the
level of local pollution is high enough. The economy eventually reaches a time-invariant
equilibrium, which is qualitatively identical to the previous case. However, the levels of
local and global pollution are higher because of a lower damage of pollution. This result
also points out that if the contamination damage is high enough (Figure 3) pollution
will be optimally lower than when its damage is small (notice that local pollution is even
reduced in some areas of the space in Figure 3). Parallel to the transition dynamics in
figures 1 and 2, consumption per capita decreases until its time-invariant level, while

this trajectory is increasing in Figure 3, where pollution is lower.

One should also observe that the rise of spatial heterogeneity is postponed until the
economy accumulates enough contamination. This can also explain why consumption
is initially higher than in the previous case: land devoted to production is higher and
pollution damage is lower. We therefore conclude that, due to a lower pollution harm,
the absence of global damage can delay the emergence of spatial patterns. This is an
interesting dynamic property of our framework. Among the different scenarios that our

simple set-up can reproduce, we can also include cases of delayed spatial heterogeneity.
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From an economic perspective, this outcome points out the spatial-dynamic dimension
of the problem. Even if there is spatial connectivity, the accumulation effect (of pollution
in our model) should be taken into account in order to fully understand how a particular

element (abatement efficiency in this scenario) can induce spatial heterogeneity.

Let us consider the situation where the damage is only global (2 = 0). For our
parameters values, and among the two previous exercises, this situation corresponds to
an intermediate case of pollution damage. On the one hand, Figure 3 represents the
case where pollution has both local and global effects, so the resulting damage is the
highest. On the other hand, in Figure 4 the damage of pollution is the lowest because
its effect is only local. We can thus expect that the response of the economy when the

damage is only local will be a combination of these two cases.
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Figure 5: Damage function only depends on global pollution (v2 = 0).

As it is clear from Figure 5, consumption and global pollution initially behave like in
case of the lowest pollution damage, that is when pollution has only local effects. The
reason of this similarity is that pollution takes time to accumulate so that productivity
losses are postponed, and the pollution damage is lower than in the case where pollu-
tion has both local and global effects. Still, in contrast to Figure 4, land specialisation
emerges from the beginning because (by definition) global pollution is always greater

than the local one. Notice that, because the damage of pollution is lower, the econ-
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omy produces and consumes more than in the case considered in Figure 3 despite the

abatement specialization of part of the space.

Figure 5 also shows that consumption reduces in the starting periods. But later on,
when pollution is large enough, the economy evolves like in the case where pollutions has
both local and global effects (see Figure 3). Since the locations specialised in abatement
produce very little, pollution reduces in these areas, while it rises in the locations that
focus on production. Nevertheless, even if its effect is only global, pollution moves
gradually in space until it reaches the areas devoted to abatement. Consequently, after
some periods, local and global pollution stabilize, and consumption increases until its

time-invariant level as in the case corresponding to Figure 3.

Just to conclude this section, let us point out two interesting features that the last
numerical exercise reveals. First, one could believe that the global nature of pollution
tends to homogenize space. Our example shows, however, that spatial heterogeneity
can emerge even when pollution only has global effects, due to pollution diffusion and
the spatial specificity of abatement activities. Second, in contrast to the previous two
cases, pollution diffusion can generate transitional dynamics that are non-monotonic
(see Figure 5). This property underlines that, despite the simplicity of our model, we

can provide scenarios with spatial heterogeneity and complex dynamics in time.

5.3 Spatially heterogeneous sensitivity to pollution

We consider the situation where some areas of the space are more sensitive to pollution
than others. This case illustrates, for instance, the impact of pollution on global warming
and the subsequent rise of the sea level. Many authors have recognized the importance
of this negative effect of pollution and, in particular, the associated degradation of soil
quality (for instance, Nicholls and Cazenave, 2010). Similarly, the desertification of
drylands gives us another example of spatial heterogeneity related to differences on pol-
lution sensibility (among others, Reynolds et al., 2007). In both cases, global warming is
usually associated with the increase of global pollution such as the anthropogenic GHGs.
In our simplified set-up, we can study this problem by means of assuming that the sen-
sitivity to global pollution s(z) in the damage function €2 is spatially heterogenous. We

specifically consider the following sensitivity function:

10 x
@) = a4 (1-3):
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As before, we consider a logistic function. But in this scenario locations are more sensi-
tive to global pollution as they get afar from x = 0, with a sensitivity parameter ranging
from about 1 to 10. Moreover, we assume greater concavity in order to emphasize the
environmental sensitivity effect (i.e., a relative large number of “fragile” locations). The
numerical results are presented in Figure 6. We can observe that production is initially

Land to Production - Consumption per capita

150

140

130

120 -
0 5 10 15 20 25 30 35 40

Time

Global Pollution
4000

3500

3000

2500

2000

1500

1000

500

Time

Figure 6: Spatially heterogeneous sensitivity to pollution.

larger in less sensitive locations. Land devoted to production decreases indeed as one
gets afar from x = 0. However, differences in land allocation eventually vanish and
the amount of land assigned to production reaches a constant spatially homogeneous
level. This result goes against the a prior: belief that the most sensitive regions would
produce less than the others (and, consequently, “import” most of their consumption)
in order to preserve their environmental quality. The explanation of this homogene-
ity outcome is the following. Since pollution flows across locations, even the regions
with non-existent or little production will experience positive levels of local pollution.
Moreover, the pollution as a whole (global pollution) damages production too. Due
to these two sources of pollution damage, the less sensitive locations optimally reduce
their production, devoting as well land to abatement. If the most sensitive locations
were endowed with better abatement technology they would then dedicate more land to

abatement relatively to the less sensitive locations.
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Let us finally point out that the numerical exercise considered in this section also
illustrates an interesting spatial dynamic feature: an initial spatial heterogeneity (in land
assigned to production, due to the spatial differences in pollution sensitivity) can vanish
in the long-run. In contrast to the previous scenarios, we are showing here that the
diffusion forces can also drive spatial homogeneity. Our numerical illustration actually
presents an economy that eventually converges to the benchmark scenario, which is

mainly characterized by its spatial homogeneity (see Figure 1).

5.4 The effect of population agglomeration

Up to now our numerical exercises focused on the trade-off between production and
abatement. Accordingly, we have minimized in the previous sections the constraint of
retaining some land for housing. As a last experiment, let us then analyse the effect of
population agglomeration and the resulting housing requirement. We consider in this
regard that population is distributed following a Gaussian function over the interval
[0,5], that is, population agglomerates around the center of the space, x = 2.5. In
order to underline the effect of population agglomeration, we set total population to
10500 so that population in x = 2.5 is almost 130. Consequently, although the land
endowment of each location is still equal to 300, in the central area of the space the
proportion of L devoted to housing is much larger than in previous scenarios due to
accrued population.'® This contrast with the locations far away from the center, where

the weight of population is similar to that in the benchmark scenario.

Let us first compare the optimal trajectories under population agglomeration with
the benchmark scenario. Figure 7 shows that, due to population concentration, locations
in the central area cannot devote as much land to production as the locations at the far
ends. This means that agglomerations optimally “import” most of their consumption
from the neighbouring areas, which are more specialised in production. One could
arguably think that agglomerations would be less locally polluted because most of the
production comes from the periphery and housing does not involve emissions in our
simplified framework. However, by the same token, agglomerations cannot devote as

much land to abatement as the rest of locations. We thus observe a heterogeneous

6Notice that, in the previous scenarios, this increase in total population is sizable. However, a
homogenous distribution of 10500 people over 500 locations would imply 21 individuals per location.
In our simplified setup, 21 individuals would need 21 units of land for housing, which still is a small

figure with respect to the land endowment of each location.
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Figure 7: The role of population agglomeration (Gaussian distribution).

distribution of land to production, with almost no abatement in the center of the space.
Consequently, local pollution in the central area is not lower than in other locations.
We actually find that slight spatial disparities persist since agglomerations cannot abate
pollution coming from neighbouring regions.!” This point is reinforced in the experiment

considered in Figure 8.

In this second exercise we have doubled abatement efficiency in all locations (i.e.,
o(z) = 0.2 for all z). In effect, due to this technological improvement, all locations
devote some land to abatement from the beginning. Both local and global pollution
levels decrease then, allowing for a greater consumption per capita in the long-term.
However, spatial disparities are amplified since the abatement capacity of the central

area is constrained by its housing requirement.

We should finally observe that in this last scenario all variables reach a time-invariant
solution, which is characterized by lasting spatial heterogeneity in both land allocation
and local pollution. As in Section 5.2, this result points out again the role of abatement

as pollution stabilizer. Abatement efficiency indeed enhances consumption and enables

Pollution due to housing and /or transportation would amplify this effect. These additional sources
of contamination may have potential interesting implications, in particular if labour were a spatially

mobile production factor.
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Figure 8: Population agglomeration with abatement efficiency doubling.

the economy to reach a time-invariant equilibrium, which can be spatially heterogenous.

5.5 Further comments

Let us conclude the simulations of our paper with an additional discussion about the
time-invariant solution and, in particular, its uniqueness as stated in Proposition 4.
We will also complete the numerical analysis with a robustness check of the algorithm

regarding the optimal trajectories.

In Section 3.2 we have studied the time-invariant equilibrium. As it is clear from
the previous simulations, we have found several cases where the economy ends up in
a time-invariant solution. Our algorithm actually provides a numerical tool to analyse
the convergence to this kind of equilibrium. However, the multiplicity of this kind of
long-term solution cannot be a priori ruled out. Still, in this regard, Proposition 4 in
Section 3.2 turns out to be very useful since it allows us to identify a sufficient condition
for uniqueness of time-invariant solutions. Since this condition was originally stated for
the case when production is described by AQF, we must adapt it to the simulated case
where production is given instead by (B ‘I‘AQ)F . Taking AQ) = (B +/~1§2), the condition
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1S rewritten as:

Q1 (p. P), Q(p. P) > 0 and BF(I) + AF(D[U(p, P) — pu(p, P)] > G(1 = f 1)
at every x. We can then apply it to our numerical illustrations. The condition is in fact
verified in our simulations for every case where convergence towards a time-invariant
interior solution is observed. Proposition 4 therefore ensures that this equilibrium is the

unique time-invariant solution.

About the optimal paths, regardless the convergence to a time-invariant equilibrium,
we should point out that the uniqueness property of the trajectories is still a mathe-
matical open question. Therefore, since our problem may have more than one optimal
solution, we may wonder to which extent the solutions presented in this section depend
on the set of initial guesses. We have then performed several robustness checks in this
respect. In these exercises we modify the initial guesses for the shadow price of pollu-
tion, land devoted to production, and aggregated consumption, in configurations with
homogeneous or heterogenous distribution of population, abatement technology, and
sensitivity to pollution. The results confirm that our algorithm is robust and always
generates the same optimal trajectories.

More specifically, recall that in our numerical exercises the reversed-time shadow
price of pollution {A/'}7=} was set to -5000. We have run simulations where {7 }=}
ranges from —4750 to —100, leaving all else equal. We have similarly varied the initial
guess for land to production from 25 to 250. Finally, we have considered in the sim-
ulations that the initial guess for aggregated consumption was about 135. We so vary
this value from 25 to 200. In all cases, the solution trajectories for local and global
pollution, as well as for land distribution, coincide with those presented in the previous
subsections. We thus conclude from these results that our algorithm is robust with

respect to the initial guesses.!®

6 Concluding remarks

The main objective of this paper is to present a benchmark framework to study optimal
land use, encompassing land use activities and pollution. In our model, although land is
immobile by nature, local actions affect the whole space through pollution, which flows

across locations resulting in both local and global damages. We find that our benchmark

8Detailed results of the robustness checks can be provided upon request.
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model reproduces a great variety of spatial patterns related to the interaction between
land use activities and the environment. In particular, we identify the central role of
abatement technology as pollution stabilizer, allowing the economy to achieve invariant

solutions with time, which can be spatially heterogeneous.

Several extentions can be made to our basic set-up, ranging from considering en-
dogenously distributed population (Papageorgiou and Smith, 1983; and Marchiori and
Schumacher, 2011) to the empirically usage of this type of models to estimate structural
spatial-dynamic parameters (Smith et al., 2009). But let us particularly mention that
the decentralisation of the social optimum, in the spatial Ramsey model, has not been
explored yet in the literature. In this regard, a challenging extension could study the
possibility of optimal tax/subsidy schemes that will evolve with time but also across
the space. The spatial dependence is indeed consistent with numerous papers suggest-
ing that the optimal policies should take spatial information into account (for instance,
Hochman et al., 1977; Weitzman, 2002; and Costello and Polasky, 2008). This property
would raise another important question about the implementation of optimal policies
in a spatial dynamic context: in terms of social welfare, how far away a second best
solution, without spatially differentiated taxes/subsidies, would be from a spatially het-

erogeneous first best (see Smith et al., 2009, among others).
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Appendices

A Proposition 1 proof

We shall show that the system of PDEs constraining the policy maker’s objective function has
a unique solution for every choice of feasible functions (¢, ). This proves indeed the existence
of at least a solution to the social optimum problem. On this matter, we begin by converting

the set of constraints into a system of parabolic differential equations.

First, notice that we can take the derivative of P with respect to ¢ and we then use the

law of motion for p in P to obtain:

Pt(t):/Rpt(m,t)da::/R[pm(m,t)+Q(p,P,x)A(ac,t)F(l(m,t))—G(l—l—f(x))} dz,

which implies that

Pt(t) = liHLpI(Z‘,t)* lim pz($7t)+p:r(x7t)|5R+/ [Q(p, P71')A(.’E,t)F(l(£L',t)) - G(l —1- f(l'))} dl’,
z—30R z—0R R

where p,(z,t)|sg = lim,_ 55 pe(2,t) — limg_,sp pe(x,t), and &R and JR denote, respectively,
the upper and lower boundary of our unidimensional region R. Since lim, s p.(x,t) = 0, we

have that
P(t) = /R [Q(p, Px)A(x, ) F(l(z,t)) — G(1 =1 — f(x))] dz. (A.1)

Now, our initial set of constraints can be written as a system of parabolic equations. We
can indeed interpret (A.1) as a partial differential equation, with the second order operator
equal to zero. We would need to artificially transform P into a two dimensional function,
P(z,t) = P(t),Vx € R. Then:

pe(,t) = paa(@,t) = Qp, P,x) Az, ) F(I(z, 1)) = G(1 = 1 = f(x)),
Py(x,t) = [5[Qp, P,2)A(z, ) F(I(z, 1)) = G(1 = 1 = f(x))] du,
p(z,0) = po(z) = 0,

limg 65 pa(z,t) =0,

P(x,0) = [p po(x)de,

limwﬁéR Px(.’E,t) = 07
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for all (z,t) € R x RT. As in Camacho et al. (2008) and Boucekkine et al. (2009), after
transforming the integral term in each dynamic equation, we make use of Pao (1992) to prove
the existence of a solution to this kind of equations for any (z,t) € R x (0,T], with T' < oo.
In this regard, we proceed with the following change of variable O(z,t) = e "' P(x,t) for any
~v > 0, and we obtain:

Oz, t) +vO(x,t) = e”t/R [Q(p, ML x) Az, ) F(I(z,t) — G(1 — 1 — f(x))] da.
Then, we define a function 6(t) as
0(t) = e7t/R [Q(p, "0, 2) Az, t)F(I(z,t)) — G(1 — | — f(x))] da.

Notice that since the integrand is globally Lipschitz continuous, so it is function #. We have

to study now the existence of solution of the following system of equations:
pe(@,t) = pax(2,t) = Qp, "I 2) Az, ) F(I(z, 1)) — G(1 -1 — f(x)),
Oz, t) +70(z,t) = 0(t),
p(z,0) = po(z) = 0,
(A.3)

hmm—>5R Dz (CE, t) = Oa

O(x,0) = [ppo(z)dz,

lim, 55 O4(z,t) = 0.

In this respect, we apply Theorem 12.1 in Chapter 8 in Pao (1992) in order to ensure the
existence of a unique solution to the system of parabolic equations for every choice of the

couple (¢,1).

B Proposition 2 proof

Function (6) is the value function associated to problem P. V is a function of ¢, [, p and P.
If there exists an optimal solution (c*,1*, p*, P*), then any other solution to problem (4)-(5)

can be written as a deviation from the optimal solution as

o

(x,t) = c*(x,t) + er(z, 1),
l(x,t) =1*(x,t) + eL(x,t),
p(.’l?, ) = p*(ZE, t) + 67‘-(377 t)?
P(t) = P*(t) + €ll(t).

(B.1)

We can take the first order derivative of the value function V' with respect to € in order to
minimize the deviation of the trajectory from the optimal. Beforehand and using integration

by parts, we re-arrange some integral terms in V:
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f() qu T, 1) pra (2, t)dxdt = f() (z,t)pz(z,t)|spdl — fOT gz (2, t)p(z, t)[srdt (B.2)

+ foT Jr @wa (@, t)p(a, t)dadt,

and as usual:
fOT fR q(z, t)pe(z, t)dzdt = pr(q:, t)q(z, t)|(7;d$ — fOT pr(x, t)qi(x, t)dxdt
= pr(l', T)q<1‘7 T)dZE - pr<$a 0>Q($a 0)d1‘ - f()T pr(ZL', t)Qt(‘T? t)d[Edt.
We then obtain:
WelnP) — (T [ u/( )f(x)e iz, tydadt + [ p(p(z, T), P(T))m(x, T)e T dx

(B.3)

+ [ ¥p (e, T), PONT)e T da + [ [ (1) [a(.1) + guo(, 1)) dudt

— [ a(e, T)w(x, T)dz — [} w(@,0)qu(x, )|srdt + fi| [ a(@,0)Qu(p, P,x)Alz, t)F(I(z, t))7(x, t)dedt
+f0T Jra(z,t) [Qa(p, P,x) Az, t)F(I(x,t))II(t) + Q(p, P, z) Az, t)F'(I(x,t)) L(x, t)] dedt

+ [T g, )G (1 =1 = f(2))L(w, t)dzdt

= Jo m(t) [1(t) — [ (e, t)da] dt = [ n(t) [ nlx, 1) f(2)de] dt

+ [T [ [0 (p, P,z) AR (D)m(2, t) + Qa(p, P, 2) AF(DTI(E) + Qp, P, 2) AF' (1) L(x, )] da}dt.

To get the necessary conditions, we can group the elements multiplying x, w, L and II,
and equate them to zero. If all factors multiplying deviations from optimal values for ¢, p, P

and [ are equal to zero, then %—Z = 0. We would need:

u'(c)e Pt = n(t),
Qt+Qacac+(q—|'n)QlAF(l) +m =0,
m(t) = f(gﬁ) D AF(l) (¢ +n),

L: q(QAF +G')+n(t) (QAF") =0.

(B.4)

=T

To these conditions, we need to add the following spatial boundary and transversality condi-

tions:1?

lim, R qzp =0,
q(z,T) = Yp(z,T),
Jr¥p(x,T)dx = 0.

After detrending the co-state variables and substituting m(t) by %RQQAF (1) (¢ +n) into
the dynamic equation for ¢, we obtain the set of necessary conditions presented in the proposi-
tion. As usual, abusing of notation, we denote in the statement of Proposition 2 the detrended

co-state variables as the original ones.

YNotice that, if we had assumed a different boundary condition for p in (5), the necessary condition

on the border would have been: lim,_,sr [¢(x,t)p.(z,t) — p(x,t)g.(x,t)] = 0.
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C Corollary 1 proof

As we can see in the first equation of the system (B.4), proof of Proposition 2, u'(c(z,t)) =

n(t)eft, for all (x,t). Hence, neither u'(c(z,t)) nor ¢(z,t) depend on space.

D Proposition 3 proof

Following Corollary 1, ¢(z,t) = ¢(t) = [, Q(p, P, x) ( (Ddzx/ [ f(x)dz. We show next
that [ is a unique function of p, P and q, or since P(t f rp(z,1) dx that [ is a unique
function of p and ¢. From the last equation of (B.4), we can verify that g(x,¢) < 0 under the
assumptions (H1) and (H2), and provided that n(t) = «/(¢(¢)) > 0. Since

[/ (c(z, 1)) + q(z, t)] Qp, P, x) Az, ) F'(1) = —q(z,t)G'(1 — | — f()), (D.1)

we can then identify a lower bound for ¢: ¢(z,t) > —u/(c(z,t)) for all (z,t). (D.1) has a
unique solution for [ as a function of p, P and ¢ if its left hand side (LHS) and right hand
side (RHS) cross once. On the one hand, lim; ,c LHS = 4+oc0 and, when | = 0, RHS is
equal to a non-negative constant. On the other, LHS is equal to a non-negative constant,
when | = 1 — f(z), and limy_,(1_f(;)) RHS = +00. Since 0LHS/0l < 0 and ORHS/9l > 0,
both LHS and RHS are monotone functions. Consequently, LHS and RHS cross only once
implying that [ is uniquely determined by p and ¢ in every ¢t > 0 (notice that, by definition, P

is a unique function of p).

E Proposition 4 proof

To prove the existence and uniqueness of solution to S, we provide a version of Theorem 3.4 in
Pao (1992). In this regard, we should introduce first the notion of upper and lower solution of
parabolic equations since our time-invariant equilibrium is described by this type of equations.
Afterwards, we state and prove a less constraining version of the original theorem by Pao.

Finally, we make use of this results to demonstrate our proposition.

Notice that, in the sequel of the present and in the next appendix, the problem needs to
be defined on a bounded domain. Therefore, we assume without loss of generality that R is a

finite real interval in R, R = (0, r), where r is a real finite number.

Let us establish the definition of upper and lower solutions:
Definition. u* is an upper solution of equation

—Ugy = f(z,u), for € R and u € R", (E.1)
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if and only if —u*y, > f(x,u*). Similarly, u. is a lower solution of (E.1) if and only if

—Usxgy S f(x,u*)

Indeed, it is evident from the system S that the time-invariant solution of p and ¢ is de-
scribed by two parabolic equations as in (E.1). We can then state and prove a two-dimensional
version of Theorem 3.4 in Pao (1992):

Theorem 1. Let (p*,q*), (p«, qx) be ordered upper and lower solutions of

—pee = [1(0;q)  and  — que = f2(p, q);
such that
p*>pe>0 and ¢">q.>0.

Let (p,q), (p,q) be positive mazimum and minimum solutions with p,p €< p*,p. > and q,q €<

q*,qs >. Assume that f = (f1, f2) € C' in < p*,ps > X < ¢*,qx >. If f1 satisfies either

of af
g = 0 . 5g <0
9(f1/p) o(f1/p)

o =0 o <0

and fy verifies either

of of
3y =0 . 3y <0
o(f2/a) o(f2/4)

5o =0 5o <0

then p = p, ¢ = q and is the unique positive solution in < p*,p. > X < q*, q« >.

Proof. Let L denote the parabolic operator, that is Ly = y,,. We know that since (p, ), (p, q)

are two solutions to S:

_Lﬁ:fl(pa(j)y _LB:fl(Bag)a
and
—Lq = f2(p,q), —Lg = fa(p,q).

Now we treat the time-invariant problem for p and ¢ separately. Let us multiply the first

equation above for p by p, and the second one for p by p:

_BLﬁ - Bfl(ﬁv Q)a
—pLp = pfi(p, q).

We subtract the second to the first:

pLp — pLp = pf1(p, @) — pf1(p, ),
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and taking integrals in R:

/R(ﬁLp—pLﬁ)da::/R(pfl(ﬁ,q) pfi(p; ))dx—/pﬁ<f1(p’Q) —fl(z’q)>dx.

R

By Green’s Theorem f R (ﬁLE - QL]?) dxr = 0. Let us prove the unicity of the time-invariant
equilibrium for p in the first case, when %—];1 >0 and %ﬁ > 0. Since

O—prp<f1(p,q) fl(pq))d v > [opp (fl(;)q) f1(pq))d >0

if %p/p) > 0, then we have that p = p. By a similar procedure, one can prove that the equality
holds under the second set of conditions for fi, namely, %—];1 < 0 and 8(1;;})/17) < 0. Moreover,

following the same reasoning, we can prove that ¢ = q under either set of conditions on fo. [J

Let us apply Theorem 1 to our problem. In this respect, we shall perform a change of
variable § = —q since all results apply to positive solutions and we do know that ¢ is negative.

We can then study the existence and uniqueness of time-invariant solutions to S’:
—pae(z) = QUp, P,x)A(z)F(I(z)) — G(1 — 1 = f(x)),

Sl

_(jxx(x) = (91(;0,]3, 1‘) + ﬁQQ(pv P7$)) A<1‘)F(l) [ul (C) - (j(li)] + pq~(l‘)

Then, in problem S, fi(x,p,q) = Qp, P,x)A(x)F(l(x)) — G(1 =1 — f(z)) and fa(x,p,q) =
— (. P2) + 5%, P.2)) A@F() [ (o) — 4()] + pi(a).

In order to compute the derivatives of fi and fo with respect to p and ¢, we need to compute

first 01/0p and 0l/0q. Let us rewrite the condition that defines [ in (D.1) (see Appendix D):
J(,p.q) = [u'(c) — QAF'(I) — G

Applying the Implicit Function Theorem:

dl 9.J/9p (W' =) AF’

ap =~ = ~w-anar+iar <0
dl _ _9J/9G _ QAF' +G’ <0
4G = T0Jj0l = W-qQAF1iG"

Since 68’;1 = (QAF' + @) j—é < 0, we need %ﬁ < 0 in order to satisfy Theorem’s 1 hypoth-

esis. Let us compute this derivative:

O(fifp)  |AFSu+(QAF + G p - (@AF - G)

dp p?

Thus, we need to check whether

[AFQl + (QAF' + G’)jﬂ p < QAF —G.
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It suffices to impose AF(Q — pQy) > G to ensure the negativeness of 3(‘)"8;}7/1))' In particular, if

QAF — G > 0, then the above condition is trivially verified.

Next, let us compute the partial derivative of 8(%}/@)7 which under the problem assumptions

is negative:

!/
[—(u' gty Fq <0.
g

A(f2/q) A+ Q/f)
— i

0q q

Thus, since 8(%/@ < 0 we need to find conditions under which the derivative of fo with respect

to p is negative in order to comply with the theorem assumptions.

dl
%J;f = — (QU + }Qm) AF(u/ — (j) — (Ql -+ ;QQ) AF/(U/ — ~)dfp

is negative if we assume, for instance, that 211,21 > 0.

Summing up, we have shown that %’3 <0, % <0, %—J;Z <0 and 8(1(;#6/5) <0if

AF(Q — pQy) > G,
(E.2)
Q11,021 > 0.

Finally, in order to apply Theorem 1, it only remains to find an upper and a lower solution

to the stationary problem S’ under (E.2). We can define the upper solution as (p*,¢*), with
x 2

(@) =or? o= (£)°],
- 2

(@) = o o= (2)°],

where r is the interval’s length, ¢ is a positive constant above 1,

(E.3)
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b= sup {QAF()} = sup {QAF(1 — f(x))} = sup {inf{ﬂAFu - f<x>>}} ,
p,Pl,f p,P,f p,P f

and

@.P.f) >

0= { [p — (Ql + %Qz) AF} ’LL/(C)}
with (p, P, f) = argmax {QAF}.
Note that the supremum that defines ¢ exists since the function 2 takes values in [0, 1].
(p, P, f) is a three dimensional vector in R3, which gathers the values of p(z), P(z) and f(z)

that maximize QAF. We then define g as the evaluation of [,0 - (Q1 + %Qg) AF} u'(c) at this
supremum values for (p, P, f).
Next, let us define a lower solution (ps, G ):
¢z?
2

p«(x) =

Gx(z) = % [1+sin (y/pz)],

)
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where ¢ = supy(g)cfo, f(2)) G(1 — l(z) — f(2)) = sup, G(1 — f(z)), and n > 0 is a real number.

One can easily check that the proposed couples do define upper and lower solutions to &'.
It remains however to check that the lower solution is smaller than the upper solution. First,
G«(z) < ¢*(x) since n can take sufficiently large real values. However, in order to ensure that

p«(x) < p*(z) we need to impose the following constraint on the constant ¢:

%<¢(L+1).

Since we can prove the existence of at least an upper and a lower solution to the stationary
problem &', and that fi and fo comply with the requirements of Theorem 1 under the condition
(E.2), then we can ensure the existence of a unique solution to the stationary problem &’ and

thus to S.
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