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Mathematical Formulation of a Multilateral Netting Scheme and Its Application
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Multilateral netting is a promising clue to mitigation of systemic finacial
risk. In this study, we worked out a variational principle leading to a unique solution for
multilateral netting. The formulation is so flexible that we can incorporate degree of credibility
of participants into the netting. In addition, the multilateral netting theory developed here was
applied to trade imbalance and interfirm transation networks to elucidate hierarchical and circular
structures embedded in those directed networks.
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