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Abstract In this paper, a 2-player non-cooperative differential game is con-
sidered. We assume that he first player is a developed country with linear-
quadratic utility function while the second player is a developing country
whose utility function explicitely depends on time. Furthermore, the dura-
tion of the game is considered to be a random variable which reflects the
instability of the economical development of developing countries. In the
paper the duration of the game is assumed to be exponentially distributed.
The optimal strategies are sought in the class of open-loop strategies.
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1. Introduction

This contribution is devoted to the important problem of the control of environ-
mental pollution by a group of participating countries. This problem is formulated
within a game-theoretic framework; the controls are the rates of pollution, the scalar
state variable is the level of pollution.

In this paper, we considered the 2-player non-cooperative differential game pro-
posed by Massoudi and Zaccour in (Masoudi and Zaccour, 2013). In this setup, the
first player is a developed country with linear-quadratic utility function while the
second player is a developing country whose utility function explicitely depends on
time. In this work the described model was modified, namely we changed the payoff
function of the second player. Furthermore, the duration of the game is considered
to be a random variable which reflects the instability of the economical development
of developing countries. We assumed that the duration of the game is exponentially
distributed. The optimal strategies were sought in the class of open-loop strategies.

The paper is structured as follows: in Section 2 both cooperative and non-
cooperative formulations were considered. We found a Nash equilibrium solution and
a Pareto optimal solution (for the case of equal weights). Moreover, we computed
a cooperative solution (Shapley value) on the base of three different characteristic
functions: classical maxmin approach by Neumann-Morgenstern (Von Neumann and
Morgenstern, 1944 ), max-approach with the use of Nash equilibrium solution for left
out players (Petrosjan and Zaccour, 2003), and min-approach with the use of Pareto
optimal solution for the players within the coalition (Petrosyan and Gromova, 2014).
Finally, an analytical formulation for the components of the imputation distribution
procedure guaranteeing time consistency (Petrosyan, 1977) of the chosed solution
(Shapley value) were obtained. In Section 3 we consider the 3-player game in which
the first player is the developed country and the remaining two players are the
developing countries. All results are illustrated by simulation results.

* This work was supported by the grants 9.38.245.2014 from St. Petersburg State Univer-
sity.
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2. 2-person game model and main assumptions

As the basic model the 2-person differential game of pollution control proposed in
(Masoudi and Zaccour, 2013) is considered. In the game I'(Sp), let the player 1 be
a developed country, which is characterized by high level of industry development,
and the player 2 be a developing country with evolving costs. The game evolves in
continuous time on the time interval ¢ € [0, 00). Each country ¢ controls the volume
of pollution emission u;, i = 1,2, with upper critical value «; (u; € [0, o).

Let S(t) be the accumulated volume (stock) of pollution which evolves according
to the following differential equation:

S(t) = p(ur (t) + uz(t)) = 85(t),  S(0) = So, (1)

where g is a positive parameter, § is the absorption coefficient, Sy is the initial
volume of the pollution.

The utility function for player ¢ is described as a discounted difference between
revenue f;(u;) and damage cost D;(S), which corresponds to the expenses resulted
from the environmental pollution. Suppose that functions D;(S) are continuously
differentiable and convex.

Let the revenue functions f;(u;) for both players have a similar form:

1 .
fl(ut) = ;U — iuf, 1= 1,2.

Furthermore, let the damage costs for the player 1 (developed country) have the
following form: D1 (S) = 1.5, i.e. the damage cost for developed country is propor-
tional to the volume of pollution. Let p be the constant discount factor. Then the
payoff function for player 1 is as follows:

[e.e]
_ 1
J1(u1,uz, So) = /6 Pt <a1u1 - 5“? - 515> dt, (2)
0
subject to (1).
We assume that T has the exponential distribution with parameter A:

fQ  _ _F@)

— 7A(t7t0) — _ 7)\(t7t0) —

= A(t) = A

Damage costs function in the model (Masoudi and Zaccour, 2013) is such that
the damage cost increases with time:

Da(S(t).1) = far: (). 3)

In our model we have T' as a random value and hence instead of T in (3) we put its

mathematical expectation E(T) = % Then we get:

Dy(S(t), ) = B2ALS (1) (4)

In this way the following form for expected integral payoff of player 2 is obtained:

T
1
Ja(u1,uz,S0) = F /e_’” (aqu — §u§ — 62)\75) drdt | =
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t

= //e*‘” <a2uQ - %u% - ﬁgATS) drdF(t).
0

0

After simplification of the integral payoff (Kostyunin and Shevkoplyas, 2011), we
get

7 1
Ja(u1,u2,S0) = /e_pT (a2u2 - §U§ — B2 ATS)(1 — F(T)> dr =
0

= /e_(”"”\)T (aqu — %ug — 62)\75) dr. (5)

It is easily seen that the integral payoff of player 2 is equivalent to the integral payoff
of the respective player in the game with infinite time horizon and with discounting
factor p + A.

2.1. A cooperative 2-person game

Let us now consider the cooperative game I,(Sp) on the base of the game I'(Sp).
It means that all players (developed country and developing country) act together
to maximize their joint payoff

maX(Jl(ul, U9, SO) + Jg(ul, Ug, So)) =

Uy,u2
00

‘Ofe—pt (Oélu_l _ %u_% _ 515) dt + ({e—(p+>\)r (a2u—2 _ %u_g — ﬁg)\TS') dr,
subject to S(t) = p (u1(t) 4+ ua(t)) — 8S(t), S(0) = So,

We will call ur, Uz optimal controls for players 1,2, S(t) — optimal (cooperative)
trajectory. To find the optimal controls in the open-loop form, we apply Pontrygin’s
maximum principle (see Appendix 1). Then we get:

(6)

iuwmu<51+ﬂMeM mMeM>

S4+p (b+A+p)° d+A+p

Talt) = 0z — (eM By B2\ BaXt ) |

I+p  (+A+p)?° I+A+p

The controls of players must be taken from the compact sets 0 < u; < ay,
i =1, 2. Under the additional condition

B
§+p’

a1 2

(7)
the control @1 (t) is a nonnegative function and its upper value is equal to «;. The
economical sense of this condition could be investigated by economists.

For the player 2 the inequality @o < s is satisfied. But it may happen that at
some time instant ¢* the function a2 (¢) becomes negative. Direct calculations give
t*:

e 1

=1

A 0+ A+p)]
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where
(6+A+p)(Bip— a2(5 +p))

D N
v = e Stite,

(0 4 p)pB2

If ¢t > t* then the control for player 2 leaves the compact set [0, c2]. Hence after
time instant t* the optimal control takes its value on the boundary of the set of
admissible control values. Finally the optimal control for player 2 has the following

form:
A At
- o — g [ M P n P2 L P2 ——
U9 = (8)

d4+p (B+A+p)° O+A+p
0, t<t.

Then we get the joint maximal payoff for all players:

1
J (1,2, So, Ro) = /67’” <Oé1ﬂ1 - §U_12 - 515) dr+
0

%) *

1 1
+ / e (alm -5 - ﬁlR) dr + / e PHT (amz — 5 - BQATS) dr+

+*
o0

+ / —e~ N AT RAT,  (9)
7

where R(t) is the cooperative trajectory after ¢*, i.e. the solution of the differential
equation

R(t) = pus — OR, R(t") = S(t"). (10)

We find the optimal (cooperative) trajectory before time instant ¢*

- 2
S(t) = Soef‘;t + p (o1 4+ az) 1(0) — gf;

. W2 Ba Xt
d+A+p

(¢1(0) +p1(N) —

R () + ()

and after time instant t*

- 2 2 2
R() = Roe ™ + 1 <a1 B > o (0) — PNy - B,

(92(0) + @a(=N)),

6+ p 6+ A+ p)° 0+ Atp
where t st t( ) t st
e — e~ e (0 + x)t —e*t — e~
901(30)—5+7x7 pa(z) = (0 + )2
Let us denote
0=+ — i B2
S+p  (+A+p)°
S R ST S * S
d+p 6+ A+p) d+p d+A+p
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Then we get an analytic formula for the joint maximal payoff:

*
J(ﬂl,ﬂz, So,RO) = /e_pT <Oz1ﬂ1 — %ﬂ% — ﬁlg) dr+

0

*

N /e_’” (mm _ %Ef _ 51§) dr + /e—(P-b\)T (agﬂz _ %ﬂ% - 52)\7§> dr+
t* 0

pldto)+(ct2dA+fp+d o

—I—/—e_(pJ”\)Tﬁg)\TEdT: (

J p(p+A)?
+—(p—|—2)\)3d2—p(402)\2—1—(4p02+4fc))\+02p2+2pcf+2f2)+
20 (p+2X)°

. st O\ g
+72 (p+2/\)3(pc+f+/\c)d+aﬂl‘ (5ept —p—d+e?! P)e Pt B
2(p+A)? 6p(p+9)

L, —t* (p—A) _ —(p+o)t*
b(( p—20a)e +(p—Ne +5+/\)ﬂp Buc

- + +
6+ (p=A)(p+9) (p+A)(p+9)
(e"”*p2 — 8% (6t = 1) p+0) (p+ 5)) fBe " 8
N [
3202 (p + 0) (p+0) (p+ N>
BSo (_1_|_ef(p+6)t*) e 3 ﬁud(—p—é—l—e"”*p) e Pt
2 —
* PR T 5p (p+9) +
Lo2e (xt et Npt(aatett' HA+ e
(p+N)°
Lo ((az+c+b)p* +(2b+cta) A+ f)p+bN)  aze b
p(p+A)? p
e Pt

— _ 2€t*)\ _ s+ " 3y
2(p—A)p2(p+A)3( (pb +2 (p=A) (a2 + -I-ft)p—&-f))b(ﬂ—l—A))

_ (c+az+b)2p° +3((b+1/3a2+1/3c)A+2/3f)(c+ az +b)p?
2(p= N p? (p+N)°
(3> — (a2 +¢)*) N> +4Xbf +2f%) p°
2(p =N p2(p+A)°
((b2+(74a2f4c)b7(a2+c)2)/\272f(a2+c)/\—2f2)/\p2
2(p= N p? (p+\)° -
—2b(A (0@+c)+2f)A3p—2bfx*+
2(p= NP2 (p+A)°
Badpa (= (pt" + At +6¢" + 1)e U)o pa ((ptt + At + 1) e HI)

+ —
5 (p+A+9)°

+

5 (p+A)?
7 B Apa(—2 (1/25+/\+p))7
(P+ X (p+Ar+0)°
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BaApbe=Pt" (p2 (pt* + At* +5t* + 1) et (O+N) 4 o (6+/\)(1/26+p+1/2>\)ep‘*)
- E+Np2(p+A+06)?
BaAp (pt"+1)  (6+2p+3XN)(B) Auc

(6+ ) p? (P+2X0)2(p+2r+06)°

Ap ((M* F14(p+NE) (p+ N2 e AT L (94 (p4 A)2¢*2 +(2p+2)\)t*)6)) Bz f
2 (p+ 22 (p+ A1+
Au (<—(1+(p+x>t*)(p+k))(p+A+6)2e*<P““* - 362 (p+A+2/36>) Ba f
2(p+ 2% (p+ 1+

(2643p+4ANBAS | Ro (L4 (pF+8)t) A (B) et
(P+2XN)°(p+ A +9)? (p+6)*

dX <7 (P+ N2 (pt* +At* +5t* +1)e” @A L (KL L AL 8)2(pt* + At* + 1)e‘<"+*>t*) B
S (p+ N2 (p+A+0)? ‘

+

+

+

2.2. Nash equilibrium for 2-player game

Now we find a pair of strategies (u;™¥, us™¥) which form the Nash equilibrium

solution. The optimization problems for players 1,2 are formulated as follows

T 1
maJy (i1, So) = [ (awl” Ly BISNE) i,
u1
0

oo 1
max Jy (ulVE ug, Sp) = /e—(p+/\)t <a2u2NE _ 5(%\@)2 3 BgAtSNE> i,
u2
0

$(t) = p (ul (1) + ul (1)) — 85(1). S(0) = 5.

Using Pontryagin’s maximum principle we get

wE = ar -t (11)

A Bt
usNE =y — b + .
: : “(@+A+m2 S+ A+

From condition (7) it follows that control u;¥¥ for player 1 will not leave the
admissible set [0, a1]. It is also clear that control us™¥# will be bounded from above
by as. But as for cooperative case, there is a time instant ¢** at which ugNE(t)
reaches zero (and then leave the compact set). In the same way as before we find

wx 20+ X +p) 1
I — , 12
P2 6+ X+p) (12)

and

BaA n BaAt s
(13)

oy
uVE = {7 “(@+A+m2 S+ A+
0, t<t*.
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We also rewrite the payoff of the player 2:

o
1
JQ(U1, ua, So, Ro) = /e_(p—’_A)T (OLQUQ — §u§ — ﬂg)\TS) dr+
0
o0
+ / —e~(PHVT B \r R,

t

where R(t) is the trajectory after time instant ¢*,

R(t) = puy — 6R, R(t*) = S(t*).

Finally we get the Nash trajectory before t** in the following form:

-4
S(t) _ Soefzst + (1 —€ t)/j/ ((5 (041 _ /J/Bl oy — Mﬁ2)\ ) +

52 5+ p 6+ A+ p)?
w32 )_ B2 Xt
(§+X+p) S6+X+p)’

and after time instant t** we get

R(t) = Roe % + @ (5 <a1 - 5“flp>) .

The payoff of the player 2 is not shown here because of the bulkiness.
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2.3. Analysis of results

In the preceding section we presented results for cooperative and non-cooperative 2-
person games in analytic form. Now we give a numerical illustration of these results
for the following parameters of the model:

as = 20; a1 = 30; B2 = 0.03; 31 := 0.06; A = 0.5;p=0.1;5 = 0.5; u = 0.8.
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Fig. 1: Volume of emissions for developed country

As shown in Fig. 1, in cooperative case the volume of emissions for the developed
country is lower than in the non-cooperative case.

Figure 2 demonstrates that in cooperative case the volume of emissions for
developing country is lower than in the non-cooperative case. Finally, Figure 3
shows that in the cooperative case of the game the accumulated volume of the
pollutions is lower than in the non-cooperative case of the game.

Thus the central conclusion that the cooperative behavior of the players (coun-
tries) is beneficial both for all participants of the game and also for the environment.
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2.4. Imputations in cooperative game

In cooperative game players have to share the total maximal payoff according to
some optimality principle. In this paper we use the Shapley Value as a rule for the
allocation of this amount:

Shi($0,0) = ¥ w V(K 50,0) — V (K\ {i} ; 50,0)] ,i € N,
K>i ’

where k is number of players in coalition K, V (K, Sy, to), K C N is the characteristic
function which shows the power of the coalition K in cooperative game I.(Sp), con-
structed by any appropriate approach (see (Von Neumann and Morgenstern, 1944;
Petrosjan and Zaccour, 2003; Reddy and Zaccour, 2014; Petrosyan and Gromova,
2014)).

For game with 2 players we get:

1
Sh1(S0,0) = §[V(N, S0,0) — V({2},80,0) + V({1}, 80,0)];
1
Sha(S0,0) = 5[V(N, S0,0) = V({1}, S, 0) + V({2}, 50, 0)].
We construct the characteristic function in three ways. The first way was pro-

posed in (Von Neumann and Morgenstern, 1944) and now it is a classical approach
for construction of a superaddtivie characteristic function:

0, K — {0}
VK, So, to) = wiieK Uj,_Ijren]{fl\K Jilur, uz to, So), - K = {i} . (14)
max(J(u1,uz,t0,5)), K=N

Uui,u2

By using Pontryadin’s maximum principle it is easy to obtain controls, trajectory
and payoffs for this maxmin approach. We do not show the analytic formulas for
the reason of their bulkiness.

The second way of the characteristic function construction was proposed in the
work (Petrosjan and Zaccour, 2003). It is based on the two-step procedure: first we
find the Nash equilibrium for all players and then we take the Nash strategies for
left-out players from N \ K while players from K maximize their joint payoff:

0, K= {q)}
max Ji(u1, uz,t0, o), K = {i}
V‘S(K, So7t0) = w;,jEK 1 |

uj=u; NE jeN\K

(15)
max (J(u1,us,tg,S0)), K=N

U1,u2
In general it is not a superadditive characteristic function. The values of the charac-
teristic function for the case of 2-player were obtained above, because here we only
need to calculate payoffs in Nash equilibrium and cooperative joint payoff.

The third approach was proposed in (Petrosyan and Gromova, 2014). The char-
acteristic function V(K,Sp) is constructed by the following way: first we find the
optimal controls for all players, then freeze these controls for players from coalition
K and then find controls of left-out players from N \ K which give the minimum to
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the payoff of players from coalition K. The advantages of this approach in addition
to the simplification of the calculation is that the constructed characteristic func-
tion is superadditive in general. For the case of 2-player game we have the simple
formula for characteristic function:

0, K= {Q]}
min  J;(uy, ue,to,Sy), K =1
V(K So,to) = { iy Tl 12t 50) . (16)
max (J(u1,ug,t0,5)), K=N
ul,u2

From direct calculations we get

% ((d+6)p2+((C+2d))\+f)p+d)\2)+
p(p+ )7
—(p+ N (p+2N°d—2p (p+2))° (petArctfld,
p(p+ N (p+2))°
pp+A)° (4N + (dfct+dpP) A+ cp? +2f2+2pcf)

V({{1},50) =

+1/2

+41/2— 5 - +
p(p+A)"(p+2A)
(a2 +b+a1)Bip Bipd n ppic pbf
p (64 p) (p=N@+p) (p+AN(@E+p) p*(0+p)

wpf +5150
(p+N?(@+p) O+p

and V ({2}, So).

The Shapley Value was calculated for all three methods of the characteristic
function, but these are not shown here for the reasin of the very big volume of
formulas. The analysis of the results will be shown below.

2.5. Imputation distribution procedure

It is important to establish the dynamically stable (time-consistent) cooperative
agreement which is the Shapley Value in the framework of this paper. Time-consistency
involves the property that, as the cooperation develops cooperating partners are
guided by the same optimality principle at each instant of time and hence do not
possess incentives to deviate from the previously adopted cooperative behavior.
The approach how to avoid the problem of time-inconsistency of the solution by the
special imputation distribution procedure was proposed in (Petrosyan, 1977).

We use the same ideology as in (Petrosyan, 1977). Then we suggest to distribute
the imputations from Shapley Value by the inputation distribution procedure By (t),
Bs(t) such that

Shi (So) = / e By (t)dt, Shs (So) = / e~ PV, (1) dt,
0 0
2) :/ e PR (t) dt,

Shy (S
[ee]
:/ e~ (PtNE=T) B, (t)dt, T€][0,00),

Shy (8.
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where {Sh; (S-)}i=1,2 is the Shapley value in subgames I'".(S(t)) occuring along the
optimal cooperative trajectory S(t).
Then we get

Shi (So) :/ e Pt B (t) dt+e*f”/ e PT By (t) dt,
0 T

T (o)
Shs (So) = / e~ PHNEB, () dt + e~ (PHIT / e~ PN B, (1) dt, T €[0,00).
0 T

It means that we can represent the Shapley Value in the game I'.(Sp) in the followin
form:

Shy (5y) = / ¢ ' By (t)dt + ¢ "7 Shy (5,).
0

Shs (So) = / e~ PTVIBy (1) dt + e~ PN Shy (S;) .
0

Thus at the each time instant players are oriented to the same optimality principle
(Shapley Value).

By taking the first derivative we obtain the formulas for imputation distribution
procedure which are very close to formulas in (Petrosjan and Zaccour, 2003):

d

By (1) = pShy (S-) — -Sh (S7), (17)
By (r) = (p+ N)Shs (5,) — 5-5hs (S-).

We calculate the imputation distribution procedure for all 3 forms of the char-
acteristic functions but do not put it here for their bulkiness. The results will be
analyzed below.

2.6. Analysis of the cooperative solution

Below, a number of plots illustrated the obtained results will be presented. We will
compare different approaches to the definition of the characteristic function and
consider both cooperative and non-cooperative behaviour of the players.

We see from Figure 4 that the functions have very similar values especially for
small values of ¢. In the Fig. 5 we consider these plots for ¢ > 150.

As shown in Fig. 6, the maximal payoff for the developed country is obtained
when using the characteristic function found according to the formula(15) while the
minimal payoff corresponds to the value function given by (16).

We see that the functions have similar values. In Figure 7 the plots are zoomed
in.

The plots presented in Fig. 8 and Fig. 9 show that both for the developed and
developing country the maximal payoff is obtained for the case of characteristic
function defined according to (15) and the minimal payoff corresponds to(16).

It tuns out that that the cooperative behaviour is beneficial both for developed
and developing countries.
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Fig. 4: Payoff of the developed country when considering non-cooperative solution for dif-
ferent types of characteristic functions
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Fig. 6: Payoff of the developing country when considering non-cooperative solution for
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Fig. 8: Payoff of the developed country for the characteristic function (16) in the coopera-
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3. 3-player game

Consider 3-player game, organized by the following way: the first player (player 1)
is the same developed country as before, the second player (player 2) is the same
developing country as before and the third player (player 3) is develping country
identical to player 2. Then we get the following payoffs

o0
1
Ji(u1,ug2,us, So) = /efpt (a1u1 - 51& - 515’) dt,
0

JQ(UI; uz, us, SO

1
e (N7 <a2uQ — §u§ — BQATS) dr,

1
J3(u1,uz2,us, So e~ (PHNT (agug - §u§ - Bg)\TS) dr,

-/
0
[ee]

-/
0

and dynamics of the pollution

S(t) = p(ua(t) +ua(t) + us(t)) — 65(t), S(0) = So.

We do not put here details how to calculate optimal controls, cooperative tra-
jectory, payoffs, characteristic function, Shapley value and imputation distribution
procedure for cooperative case of the game. We also calculate the Nash equilibrium
for non-cooperative game and compare cooperative and non-cooperative behaviour
of players by similar but more complicated methods as for 2-player game. Below,
we present some numerical results.

According to Fig. 10, for the developed country it is more advantageous to choose
the characteristic function (14).

Figure 11 shows that for the developing country the characteristic function (14)
gives a bigger payoff either.

Next, as Fig. 12 shows, for the developed country it is more advantageous to
choose the characteristic function (16).

For the developing country it is better to choose the characteristic function (15)
(see Fig. 13).
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Fig. 10: Comparison of the payoff functions for the non-cooperative case and different types
of characteristic functions: Developed country
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Fig. 11: Comparison of the payoff functions for the non-cooperative case and different types
of characteristic functions: Developing country
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Fig. 12: Comparison of payoff functions for different types of characteristic function and

the cooperative behaviour: Developed country

Fig. 13: Comparison of payoff functions for different types of characteristic function and

the cooperative behaviour: Developing country



82 Ekaterina Gromowva, Kristina Plekhanova

4. Appendix 1

We use Pontryagin’s maximum principle to find the optimal controls for 2-player
cooperative game. The Hamiltonian has a form

H = |:e—Pt (alul _ %u% _ BIS)] + |:€—(ﬂ+/\)t <a2u2 — %u% — 52)\755):| +
+ [ +uz) - 85], (18)

where 9 (t) is adjoint variable. From the first-order optimality condition

OH _

duy (a1 —ur)e ™ +u =0,
OH
duy (g — ug)e” PN gy = 0,

we get the following formulas for optimal controls:

u;p = o1 + eptwu,

Uz = Qg + e(p+A)t¢M.

Adjoint variable v (t) can be found from differential equation v (t) = —2&

5
tlggo Y(t) = 0. Then
P(t) = e7PB1 + e PV + 5.
Finally we get
b(t) = et <¢o n 551 P2 2) _ Pret 52)\6—(p+A); - 52)\te—(p+)\)t7
tp  (6+A+p) d+p  (G+A+p) S+ A+p

where 1) is calculated as follows:

B [aA Bt
0+p  (G+A+p)° S+A+p

Yo =

Optimal controls have the following form:

m(t)oqu< b B ™ ﬂme”),

S4+p (b+A+p)° d+A+p

— A Ba At
t) = _ At 61 62 .
W (t) = a2 u(e Ey R warh e v
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