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Abstract

Dynamic delay economic models are compared with fixed and contin-
uously distributed information lags. With small delays and exponentially
decreasing kernel functions, the two types of models generate identical
local asymptotic behavior. In the case of large delays the asymptotic
properties however become different. Three particular economic models
(the business cycle model of Goodwin, Kaldorian macro dynamic model
augumented with Kaleckian investment lag and the Cournot oligopoly
model) are used to illustrate these theoretical results and computer simu-
lation examples illustrate that with larger delays more complex dynamics
may emerge.

1 Introduction

The asymptotical behavior of dynamic economic systems has been the focus of a
large number of studies with both discrete and continuous time scales. They are
based on the qualitative theory of difference or ordinary differential equations
(Bellman (1969) and Goldberg (1958)). It has been shown by many authors
that the introduction of information delay into the dynamic models significantly
changes their asymptotical properties. There is a significant difference between
models with fixed time lags and models with continuously distributed delays. In
the first case there is an infinite spectrum, and in the second case with gamma-
function type kernel functions, the spectrum is finite. An important special case
of continuously distributed time lags is given by exponentially decreasing kernel
functions.

In this paper we compare dynamics generated by fixed time lags and con-
tinuously distributed delay with exponential kernel function. We will first show
that these two types of models generate the same local dynamics if the delay is
sufficiently small. This is, however, not true if the delay becomes large.
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The theoretical findings are illustrated by three well known economic models:
the Goodwin model, the Kaldor-Kalecki model and Cournot oligopoly.

This paper is organized as follows. Section 2 introduces the main mathemat-
ical results, and the particular models are discussed in Section 3. Conclusions
are drawn in Section 4.

2 Mathematical Result

Consider first the general linear differential-difference equation
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with a single delay 6, where
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Assuming small 6, linearization with respect to 6 gives the approximation
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This is a linear homogeneous equation. As usual, looking for the solution in an
exponential form, y(t) = ve* gives
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and after simplification the characteristic polynomial of the system becomes
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which is a polynomial of degree k + 1 in \.
Consider next the equivalent delayed equation,
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Assuming continuously distributed lag with exponential kernel function,
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and taking delay expectation, a Volterra-type integro-differential equation is
obtained:
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In the first factor we can introduce the new variable z = ¢t — s to have
t n n
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If we seek the solution in the usual exponential form, y(t) = ve** and substitute
it into the above equation, we get
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By dividing both sides by e*v and letting ¢ — 0o we have a simplified expression
for the first term:
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so the equation further simplifies as
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which is equivalent to equation (2). Therefore the local asymptotic behavior of
the two dynamics is identical. We summarize this result:

Theorem 1 Local dynamics generated by the general delay differential equation
with a single and small delay is the same as the dynamics by the general dif-
ferential equation with continuously distributed time lag with exponential kernel
Sfunction.

In the case of the general kernel function

1 n+1 n(t—s
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we know that as & — oo or n — oo, the function converges to the Dirac-delta
function centered at t — s = 0 and t — s = 0, respectively. Therefore, in this
limiting case the integro-differerntial equation (4) converges to the determinis-
tic case with fixed delay. It is very interesting that in the exponential kernel
function (n = 0) case, the two processes are even equivalent concerning the local
behavior of the equilibrium. This is not true however for larger values of n, as
it is demonstrated in Matsumoto and Szidarovszky (2009).



3 Economic Examples

We confirm Theorem 1 by examining various delay economic models when the
time delay is small and invesigate the global dynamics of the delay models with
continuously distributed time delay when the time delay is large.

3.1 Goodwin Model with Investment Lag

Goodwin (1951) constructed a business cycle model with nonlinear acceleration
principle of investment and showed that the model gives rise to cyclic oscilla-
tions when its stationary state is locally unstable. Goodwin’s basic model is
summarized as a 1D nonlinear differential equation,

ey(t) — e(y(t)) + (1 — a)y(t) =0,

where a time variable y is national income, « the marginal propensity to con-
sume, which is a positive constant and less than unity, € a positive adjustment
coefficient of y and ¢(y(t)) denotes the induced investment that is dependent
on the rate of change in national income. The dot stands for differentiation
with respect to time ¢t. Goodwin’s model adopts the nonlinear acceleration prin-
ciple, according to which investment is proportional to the change in national
income in a neighborhood of the equilibrium income but becomes inflexible for
the extremely larger or smaller values of income.

"In order to come close to reality" (p.11 of Goodwin (1951)), the production
lag 6 between decisions to invest and the corresponding outlays is introduced
into the above model and then the modified model becomes

ey(t) — eyt —0)) + (1 — a)y(t) = 0. (6)

This is a neutral delay nonlinear differential equation in which 6 is the fixed
time lag. Since it is difficult to analytically solve this delay nonlinear model,
it is a natural way to use a tractable approximation of (6). In particular, to
investigate dynamics, we rewrite the equation as

ey(t+0) —y(t) + (1 —a)y(t+0) =0,
and expands it with respect to 6 around # = 0to obtain the following second-
order nonlinear differential equation:

€0yj(t) + [e + (1 — )0y (t) — 0 (5(t)) + (1 — a)y(t) = 0.

Clearly, y(t) = 0 for all ¢ is a stationary state of this equation. Its asymp-
totic behavior is determined by the eigenvalues, which are the solutions of the
characteristic equation,

0N +[e+(1—a) —v]A+ (1 —a) =0, (7)
where v = ¢ (0). The characteristic roots are
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where k = ¢ + (1 — «)f — v. Tt follows that the product of the characteristic
roots is positive since 0 < a < 1 and both ¢ and 8 are positive:
l-—a

M= —>0
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which excludes the possibility of saddle stationary point. It also follows that
the sum of the characteristic roots can be of either sign,
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Given the values of a and ¢, the indeterminacy of the sign of the last equation
means that the (v, #)-space is divided into two parts by the partition line

A+ A=

v=c+ (1-a)b.

For all v above this line, the sum of the characteristic roots is positive, hence
the stationary state is locally unstable. In the same way, the stationary state is
locally asymptotically stable for all v below this line.

Continuously distributed time delay is an alternative approach to deal with
time delay in investment. If we adopt it and denote the expected change of
national income at time ¢ by ¢°(t), then Goodwin’s delayed equation (6) can be
written as the system of Volterra-type integro-differential equations:

ey(t) — e (1) + (1 — a)y(t) =0,

(8)
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where 6 is a positive real parameter which is associated with the length of the
delay. The second equation of (8) shows that the weighting function of the past
changes in national income gives the most weight to the most recent income
change and the weight is exponentially declining afterwards. Before turning
to a closer examination of this model, we rewrite it as a system of ordinary
differential equations. The time-differentiation of the second equation of (8)
gives a simple equation for the new variable z = ¢§°:

0) = 5 (5(0) — =(). )

Solving the first equation for g, replacing y° with z, replacing y in (9) with
the new expression of ¢ and then adding the new dynamic equation of z will
transform the system of the integro-differential equations to the following 2D
system of ordinary differential equations:

(10)



The Jacobian matrix of this system at y = z = 0 has the form
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The corresponding characteristic equation is quadratic in A:
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Notice that this characteristic equation is equivalent to the characteristic equa-
tion (7). It follows that the local stability conditions are also identical. This
means that the two delay dynamic systems generate the same dynamics in the
neighborhood of 6 = 0.

We now turn our attention to the dynamics of (8) when 6 is large. It is
well-known that the Goodwin model generates a limit cycle when its stationary
point is locally unstable. Goodwin (1951) assumed a piecewise linear invest-
ment function in his simulations. We numerically confirm his result but for the
sake of analytical convenience, we assume a hyperbolic tangent type investment
function:

A2 =0.

©(y) = 6 (tanh(y — a) — tanh(—a)),6 > 0 and a = 1. (12)

We perform numerical simulations with the parameter values ¢ = 0.5 and
a = 0.6 as in Goodwin (1951). To make the stationary point locally unstable,
we take = 0.8 and § = (1 + a?)(e + (1 — a)f) + 0.01. The numerical result is
illustrated in Figure 1 in which two trajectories, one continuous line starting at
point a and the other dotted line at point b, are seen to converge to the limit
cycle.

w0

Figure 1. Existence of a stable limit cycle



Recently, Matsumoto (2009) reexamined Goodwin’s model and showed the coex-
istence of multiple limit cycles, a stable cycle surrounding a unstable cycle when
the stationary state is locally stable. This is illustrated in Figure 2 in which there
are two limit cycles depicted as bold curves and the two trajectories starting at
points a and b converge to the outer limit cycle whereas a trajectory starting
at point ¢ approaches the stable stationary point. A parametric difference be-
tween the first simulation and the second simulation is that only the value of §
is changed to (1+ a?)(e + (1 — a)f) — 0.01 from (1 + a?)(¢ + (1 — a)d) + 0.01.

Figure 2. Co-existence of a stable and an unstable limit cycle

3.2 Kaldor-Kalecki Model with Investment Lag

Kaldor (1940) presented a business cycle model in which investment was posi-
tively related to the levels of income via a nonlinear relationship. Kalecki (1935)
added a lag between the investment decision and the installation of investment
goods. His model used a linear difference-differential equation to generate cyclic
dynamics. The Kaldor-Kalecki model is a combination of nonlinear investment
and a time lag in the capital accumulation. Let Y be the national income and
K the capital stock. Then the Kaldor-Kalecki model can be written as

Y(t) = a[I(Y(8), K(t) - S(Y(1))], 13
K(t) = I(Y(t - 0), K(t) — 6K(t),

where I(Y, K) is an investment function and S(Y") is the saving function. Invest-
ment depends positively on income and negatively on capital, so dI/dY = Iy >
0 and dI/dK = Ik < 0. Furthermore, it takes a S-shaped profile with respect to
Y indicating that investment becomes inflexible for low as well as high levels of
income. Savings depends on income in the usual way, i.e., 0 < dS/dY = Sy < 1.
We assume also that Iy — Sy > Oat the fixed point of (13), that is, investment
increases faster than savings as national income increase in a neighborhood of



the fixed point, following Kaldor. In addition, a > 0 is the adjustment coeffi-
cient and é > 0 is the depreciation rate of the capital. The first equation of (13)
states that income changes proportionally to the excess demand in the goods
market. The second equation is a standard capital accumulation equation but
includes a time lag 6.

Consider first the local stability of (13) without time delay (i.e., 8 = 0),
which is equivalent to the original Kaldor model. The Jacobian matrix has the

form
J o Ot(]y — Sy) aIK
K= Iy Ig -6

with the determinant
detJk = a(ly — Sy)(Ix — 6) — alg Iy

and the trace
trJx = Og([y —Sy)+ (IK —6).

Kaldor (1940) made two basic assumptions: detJx > 0 in order to exclude
the possibility that a stationary point is saddle and ¢rJx < 0 to make the
stationary point unstable. As seen in Chang and Smyth (1971), the gist of
Kaldor’s argument can be translated to show an existence of an endogenously
persistent fluctuation by applying the Poincafe-Bendixson theorem. For this
end, the local instability of the stationary point is the first requirement. Figure
3 illustrates the birth of a Kaldorian limit cycle with the following configuration
of the model: The investment function is separable with respect to Y and K,

I(Y,K) =¢(Y) + BK, <0,
where ¢(Y) is assumed to be a symmetric S-shaped function,

A A
—1_|_€—_BY*5,A>OandB>O,

P(Y)
and the parameters are specifiedas A =4, B=1,¢=0.6,a = 0.8, 3 = —0.2 and
6 = 0.05. It can be seen that the limit cycle attracts two different trajectories,
one starting at point a and the other starting at point b in the neighborhood of



the stationary point.

Figure 3. Existence of a Kaldorian limit cycle

Although we numerically confirm the existence of the Kaldorian limit cycle when
the stationary point is locally unstable, we are interested in the destabilizing
effect caused by a delay in investment so that the stationary point becomes
asymptotically stable when trJx < 0. In Figure 4, two trajectories belonging
to the two different initial points a and b spiral toward the stationary point
when 0 = —0.4 and § = 0.2 with the other parameters being unchanged.

Figure 4, A stable Kaldorian stationary point

Now we are back to the delay Kaldor-Kalecki model (13). We first rewrite
the capital accumulation equation as

K(t+0)=I1(Y(t),K(t+0)—6K(t+6).



If the time lag is small enough, then linearizing it with respect to # around 6 = 0
gives

K(t) — {I(Y (1), K(1)) — 6K(t)} + {K(t) CIRK () + 5K(t)} 0=0.

Introducing the new variable, Z(t) = K(t), the delayed Kaldor-Kalecki model
is reduced to a 3D system of ordinary differential equations:

Y(t) =a(I(Y(1),K(®)-S(Y (1))

200) =5 TV (0, K1) — 5K (W)} + {(Tic — 6) — 5)Z(1).

The Jacobian matrix is

Oé(Iy — Sy) aIK 0

Jo = 0 0 1
b= 1 1 1
—I —(Ig — I —6) — =
1y 9( Kk—0) Ik —9) 7

with the determinant,
t
detdp = — 3K _

and the trace

1
trJp :tTJK—g <0,

where the inequalities are due to the assumptions detJx > 0 and trJx < 0 in
the Kaldor model. The characteristic equation of Jp is

>\3+a1)\2+a2)\+a3 =0, (15)
where the coefficients are

ap = —trdp >0,

a5 = a(ly — Sy)(Ix — 6) — % (a(Ty — Sy) + (Ix — 6)),

a3 = —detJp > 0.

If we assume continuously distributed time lag in the capital accumulation
process, then Y (t—6) is replaced by the expected income Y ¢(t), which is defined
as the weighted average of the past realized incomes from zero to time t,

t
Ye(r) = /0 2 TV (5)ds.
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The delay 2D Kaldor-Kalecki model (13) can be reduced to a 3D system of
ordinary differential equations:

K(0) = 100(0), K(1) — 851, (16)
Ve(t) = 7 (V(0) - V().

where the last equation is obtained by time differentiation of Y¢(¢). The Jaco-
bian matrix at the stationary point is

Oz(]y —Sy) OéIK 0

Jo = (1) Ix —6 Iyl
7 0 3

It can be easily checked that the Jacobian matrix J¢ has the same characteristic
equation as (15). Hence two different dynamic systems (14) and (16) generate
the same dynamics in a neighborhood of the stationary point if 6 is sufficiently
small. According to the Routh-Hurwitz stability criterion, a necessary and
sufficient condition that all roots of the cubic characteristic equation (15) have
negative real parts is that a; > 0, az > 0, a3 > 0 and ajas — ag > 0. Notice
that a3 > 0 and a3 > 0 are already shown to be positive due to Kaldor’s
assumptions. For sufficiently small 6, as could be positive because its second
term —trJx /0 > 0 is positive and can dominate the first term. By the same
token ajas —ag can be positive for a small . Hence it is safe to presume that the
delay Kaldor-Kalecki system is stable when the investment delay is sufficiently
small. Since a small # means a small lag effect, this result is reasonable under the
assumption that the original Kaldor model is stable as shown in Figure 4. The
next question which we raise is whether or not the stability of the stationary
state changes as the lengths of delays increase. We consider this question in
model (16) only, since (14) is inappropriate for a large 6.

Now we turn our attention to the dynamic behavior of the delay Kaldor-
Kalecki model with a large 6. As seen above, the coefficients a; and ag of the
characteristic equation are positive. However, the sign of ay is not determined.
Solving as = 0 for 0 yields the critical value of 6,

0, — Oz([y—Sy)-‘r(IK—(S)
7 Ta(y — Sy)(Ix — )

implying that asy is positive for § < 5. By the definitions of the coefficients of
(15), we have

>0

—AW* +BO—C

aiag —az = e

)
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where

A = Oé(]y —Sy)(IK —(5) [OZ(IY —Sy)—‘r(IK —(5)] > 0,

B =[a(ly —Sy)+ (Ix — 6)]> + algly 20,

C ZOz(Iy—Sy)+(IK—5)<0.

Let us denote the numerator of the last equation by f(6). Since f(6) is a concave
quadratic polynomial, f(0) = —C > 0 implies that f(f) = 0 has one positive

root, 6%,

_ B++VB?-4AC

B 24 '
Since f(0%) = 0, f(0) < Ofor & > 0*. Furthermore f(f2) = (02)*(—a3) < 0
and 0" < 05 imply that a; > 0 at § = 0*. To emphasize the dependency of
the coefficients on 6, we denote a;(0) for i = 1,2,3. For § = 0%, a1(6%)ax(6") —
a3(0*) = 0 By replacing a3(6™) of the characteristic equation with aq(6*)az2(6%),
we are able to factor the characteristic equation,

A+ a1 (6%)(N* + ax(6%)) =0

9*

that can be explicitly solved for A. One of the three roots is real and negative
whereas the other two are pure imaginary,

A= —(1,1(9*) < 0 and /\273 = ii\/ag(ﬁ*) = ilf

In order to apply the Hopf bifurcation theorem, we have to show that the
real parts of the complex roots are sensitive to a change in the bifurcation
parameter, 6. Suppose that A is a function of #. By implicitly differentiating
the characteristic equation with respect to 6 we have

d\(6%) 1 N0 — trJg\(0F) + detIk

A0 02 3NO)2+ 2a1(0)NO) + as(07)

Substituting A = i€ and arranging terms yield
Re <d>\(0*)> 1 & —detdx — a1 (0")trIk
0 )07 2P +a(0)?)
where the denominator is positive. We can show that the numerator is never
zero. Substituting

1
a1(9*) = —trJx + _9*
and

1
€2 = ap(0%) = detIx + algly — gt

into the numerator and assuming that the resultant expression is zero yield

2
(t’l“JK)2 +algly — étTJK =0.

12



However as(0%)a1(0") = az(0") means that
i detJg + algly — itv"J = idetJ
which can be rewritten as

Ik [0—12 —a(ly — Sy) (I - 5)] —o,

where the equality is impossible, since trJx < 0, Iy — Sy > 0, I, — 6 < 0 and

0* > 0. Therefore we have
ax(0")
Re( 20 ) # 0.

This implies that the real parts of the complex roots change signs as 6 — 0*
changes from negative to positive values. That is, it guarantees the existence of
Hopf bifurcation.

Theorem 2 The Kaldor-Kalecki model with continuously distributed lags hav-
ing an exponential kernel function is locally asymptotic stable for 0 < 6 < 6*
while it loses the stability at 0 = 0" via a Hopf bifurcation.

It is uncertain whether the limit cycle is subcritical or supercritical. In Figure
5, simulation results are shown with 6 = 0.7 and parameter values ¢ = 0.6,
a=0.8, 3=—-04 and § = 0.2, which are the same as in the simulation study
presented in Figure 4. The critical value is §* ~ 0.37. The delay Kaldor-Kalecki
model generates a supercritical limit cycle due to the destabilizing effect of the
investment lag.

Ye

(=]

Figure 5. Existence of a limit cycle in the delay Kaldor-Kalecki model
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3.3 Delay Nonlinear Cournot Model

We will examine a dynamic Cournot duopoly game when a firm has an informa-
tion lag in the receipt of information about its competitor’s output. We assume
that each firm adaptively adjusts its output to the desired level of output:

@1(t) =k {Ru(22(t — 01)) — 21(t)},
(17)
Ta(t) = ko {Ra(z1(t — 02)) — x2(t)},
where z;, k;, 0; and R;(x;) are output, a positive adjustment coefficient, a time
lag and the best reply function of firm i for ¢, j = 1,2 and i # j. Special duopoly
models such as the classical Cournot model with a linear price function and a
nonlinear Cournot model with a unit-elastic price function will be considered
later to specify the best reply functions.
To consider a linearization of the system, we suppose that the information
lags are sufficiently small and an advance #; time in the first equation of (17)
and an advance 65 time in the second one:

T1(t+01) = ki {Ri(z2(t) —21(t +61)},

i‘g(t + 02) = ko {Rg(xl(t)) — CEQ(t + 92)} .
Define the difference between the left-hand side and the right-hand side by
Fl(gl) = $1(t + 91) — ]€1 {Rl(.fg(t)) - £C1(t + 91)}

and
Fy(02) = @a(t 4 02) — ko { Ra(21 (1)) — w2(t +01) } .

Differentiating each function with its lag at #; = 0 and arranging terms yield
913'2"1(15) = —k101i71(t) — il(t) + kl {Rl(l’g(t)) - $1(t)}

and
02:'1&2@) = —]ﬂggg.’tg(t) — $2(t) + kg {RQ(.’El(t)) — l’Q(t)} .

Introducing the new variables y; (t) = 21(t) and yo(t) = @2(¢), we can transform
the 2D delay differential equation system (17) into the following 4D system of
ordinary differential equations:

o1 (t) = y1(t),




The Jacobian matrix is

0 0 1 0
0 0 0 1
R 1
JL = 7, 91’71 <k1 + 91> 0 ;
ko ko 1
2 _r2 o —
6,72 ", 0 ( 2t 92)

where 7, is the derivative of R;(z;) evaluated at the stationary point. The
characteristic equation of Jy, can be written as

(10)\4 +CL1>\3 +CL2/\2 + azA +aq =0, (19)

where
ag = 0102,

a; =01 +0s+ (lﬁ + k2)0102,
as =1+ k1ko0:165 + (lﬁ + k’2)(91 + 92)7 (20)
az = ki + ko + k1ka(01 + 02),

ag = kika(1 —v17,).

The above procedure is suitable for a situation in which the information lag
is fixed and sufficiently small. If the lags are uncertain, we can model time lags
in a continuously distributed manner. If firm 1’s expectation of the competitor’s
output is denoted by z§(t) and firm 2’s expectation of the competitor’s output
is denoted by z$(t) and both expectations are based on the entire history of the
outputs from zero up to ¢ with exponentially decreasing weights, then the delay
differential equation system (17) can be written as the 2D system of integro-
differential equations:

a1 (1) = ky {Ba(25(2) — 21 (D)}

(21)
La(t) = ko { Ra(25(t)) — z2(t)},
with .
x§(t) = /9—116_%7; x1(s)ds

15



This system is equivalent to the following 4D system of ordinary differential
equations:
L1 (t) = ky {Ru(25(2)) — 21(1)}

g (t) = ko {Ra(21(2)) — xa(1)},

iS(t) = o—ll(m(t) —z{(t)),

1 €
= g, @) = 25(1)).

The Jacobian of this system can be written as

—k1 0 0 k1vq
0 *kg ]{IQ")/Q 0
1

1

R

o Lo, 1
02 02

Simple calculation shows that the characteristic equation of this matrix can be
written as a quartic equation in A:

ao)\4 + a1>\3 + ag)\2 +azA+ags =0

with the same coefficients as defined in (20). The identical characteristic equa-
tion means that (17) and (18) exhibit the same dynamics in a neighborhood of
the stationary point as Theorem 1 claims.

If v;v, < 1, then all coefficients of the characteristic equation are positive,
and the Routh-Hurwitz theorem implies that the roots have negative real parts
if and only if

a a ay Qo 0

1

a ao >0and | a3 a2 a; | >0.
3 2 0 ay Qs

The first condition is satisfied because the second-order determinant is always
positive,

(k1 + ko) (1 4+ k102) (1 + k202)0% 4 Oo(1 + (ky + k2)01) + 01(1 + (k1 + k2)02) > 0.

The second condition depends on the value of v,7,. Expanding the third-order
determinant, and solving the inequality gives a lower bound for v;7,, and by
combining it with the upper bound v;7v, < 1, we get the following condition for
the local asymptotic stability of the stationary state:

(k1 + ko) (14 k101) (1 + k2601)(01 + 62)(1 + k162) (1 + k202)
k1k2<91 + 0o + 9192(k1 + k‘g))2

L>y179 > —

(22)
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In the case of the linear Cournot model, the price function is given by
p=a—0b(xy + x2)
and so the profit function of firm ¢ is defined as
mi = (@ —blxy + x2)) x; — iy,
where ¢; is the constant marginal cost. The best reply function and its derivative
are

a—c; — bx; 1
—— = and v, = ——.
o HENiT Ty

Since 1 > vy, = 1/4 > 0, (22) is satisfied. Hence the delay linear Cournot
model is always stable for any values of information lags, 6;.
In the case of the unit-elastic demand, the price function is given by

Ri(z;) =

1
- 1+ o

and the profit function of firm ¢ is defined as

Li

T = — C; ;.

1+ o
Assuming an interior solution, the profit maximization yields a bell-shaped best
reply function,
Iy
Ri(zj) = | =* — ;.

Ci
Cournot outputs are determined by an intersection of the best reply curves,

C1
(1 + )2

c_ € c_
“lerar T

The derivatives of the best response functions evaluated at the Cournot point

are derived as
C1 — C2

202

If there are no time lags, the dynamic system is represented by (17) with 6; = 0.
The asymptotic properties of the trajectories 1 (¢) and x5(t) depend on the
location of the eigenvalues of the Jacobian matrix of the system. The eigenvalues
are obtained by solving the associated characteristic equation,

N 4 (ky 4+ ko)A + krka(1 —4,795) = 0.

Here ky + k2 > 0 by the definition of the adjustment coefficient and ~;7v, < 1,
since ( e
1—c¢ Co
= ——— withc=—.
Y172 1o e o
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The roots of the characteristic equation have negative real parts. Hence the
nonlinear Cournot model with no information lags is always asymptotically sta-
ble.!

Now we examine the asymptotic behavior of the delay nonlinear Cournot
model. The value of v;7v,5 can be any negative number between —oo and zero
by the appropriate choice of the cost ratio c. Notice that the stability condition
(22) is violated if 7,7, is negative with large absolute value. In particular,
Figure 6 illustrates the dynamic behavior of the trajectories when the stability
condition is violated, in which the parameters are specified as ky = ko = 0.8,
01 =05=2,c, =1and ¢y = 0.045.2 It can be seen that a trajectory starting at
the dot point converges to a limit cycle surrounding a locally unstable Cournot
point.

%1

Figure 6. The birth of a Cournot cycle

4 Concluding Remarks

Delay models with fixed lags and models with continuously distributed delays
were compared in this paper. By selecting exponential kernel function, we first
proved that with small delays the two types of dynamics generate identical local
asymptotic properties. However with large delays this interesting equivalence
was not true anymore.

Three particular economic models (Goodwin’s business cycle model, Kaldo-
rian business cycle model with Kaleckian investment lag and the Cournot oligopoly

IThe discrete-time version of the nonlinear Cournot model has been extensively studied,
and it is demonstrated that simple nonlinear best reply functions can generate a very rich
dynamics involving chaos and multistability (Puu (2003), Puu and Sushuko (2002) and Bischi,
et al. (2009)). The delay differential Cournot model with product differentiation is considered
in Matsumoto and Szidarovszky (2007).

2A trajectory seems to cross itself as dynamics generated in a 4D space is projected to a
2D space.
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model) illustrated the theoretical results, and computer simulations showed the
emerge of more complex dynamics if a large value of time delay was selected.

19
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