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Abstract This paper highlights the role of a significant property for the
core of Stackelberg Oligopoly cooperative games arising from the non-
cooperative Stackelberg Oligopoly situation with linearly decreasing demand
functions. Generally speaking, it is shown that the so-called 1-concavity
property for the dual of a cooperative game is a sufficient and necessary
condition for the core of the game to coincide with its imputation set. Par-
ticularly, the nucleolus of such dual 1-concave TU-games agree with the
center of the imputation set. Based on the explicit description of the charac-
teristic function for the Stackelberg Oligopoly game, the aim is to establish,
under certain circumstances, the 1-concavity of the dual game of Stackelberg
Oligopoly games. These circumstances require the intercept of the inverse
demand function to be bounded below by a particular critical number arising
from the various cost figures.
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1. Introduction of game theoretic notions

A cooperative savings game (with transferable utility) is given by a pair (N, w),
where its characteristic function w : P(N) — R is defined on the power set P(N) =
{S | S C N} of the finite set N, of which the elements are called players, while the
elements of the power set are called coalitions. The so-called real-valued worth w(S)
of coalition S C N in the game (N, w) represents the maximal amount of monetary
benefits due to the mutual cooperation among the members of the coalition, on the
understanding that there are no benefits by absence of players, that is w(f) = 0. In
the framework of the division problem of the benefits w(N) of the grand coalition
N among the potential players, any allocation scheme of the form & = (z;)ien €
RY is supposed to meet, besides the efficiency principle Yien Ti = w(N), the
so-called individual rationality condition in that each player is allocated at least
the individual worth, i.e., z; > w({i}) for all i € N. Concerning the development
of the solution part, a (multi- or single-valued) solution concept o assigns to any
cooperative game (N, w) a (possibly empty) subset of its imputation set I(N,w),
that is o(NV,w) C I(N,w), where
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I(N,w) = {(2i)ien € RV | le =w(N) and z; >w({i}) forallie N}.
iEN
The best known multi-valued solution concept called core requires the group ratio-

nality condition in that the aggregate allocation to the members of any coalition is
at least its coalitional worth, that is

CORE(N,w) = {Z € I(N,w) | in > w(S)
€S
forall SC N, S#N,S#0} (1.1)

Of significant importance is the upper core bound composed of the marginal con-
tributions mY’ = w(N) — w(N\{i}), i € N, with respect to the formation of the
grand coalition N in the game (N, w). Obviously, x; < mY for all i € N and all
7 € CORE (N,w). In this context, we focus on the following core catcher called
CoreCover

CC(N,w) = {(z;)ieny € RY Z:mfw and z; <my
€N
forallie N} (1.2)

In the framework of the core, a helpful tool appears to be the so-called gap function
g : P(N) — R defined by g*(S) =3 ,cgmi’ —w(S) for all S € N, S # 0, where
g*(0) = 0. So, the gap g*(S) of any coalition S measures how much the coalitional
worth w(S) differs from the aggregate allocation based on the individually marginal
contributions. The interrelationship between the gap function and the general in-
clusion CORE(N,w) C CC(N,w) is the following equivalence (Driessen, 1988):

CORE(N,w) =CC(N,w) < 0

N

g9“(N) < g"(5)
forall SC N, S#0 (1.3)

In words, the core catcher CC(N,w) coincides with the core CORE(N,w) only if
the non-negative gap function ¢g* attains its minimum at the grand coalition N. If
the latter property (1.3) holds, the savings game (N, w) is said to be 1-convex.

With every cooperative savings game (N, w) there is associated its dual game
(N, w*) defined by w*(S) = w(N) —w(N\S) for all S C N. That is, the worth of
any coalition in the dual game is given by the coalitionally marginal contribution
with respect to the formation of the grand coalition N in the original game. Partic-
ularly, w*(0) = 0, w*(N) = w(N), and so, mgw*) = w*(N) —w*(N\{i}) = w({i})
for all i € N. We arrive at the first main result.

Proposition 1.1. Three equivalent statements for any cooperative savings game
(N, w).

INw) #0 = wV)>Y (i) < ¢™IN)<0  (14)
iEN
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In fact, the dual game (N, w*) of any cooperative savings game (N, w) is treated
as a cost game such that the core equality CORE(N,w*) = CORE(N,w) holds,
on the understanding that the core of any cost game is defined through the reversed
inequalities of (1.1). Thus, @ € CORE(N,w*) iff @ € CORE(N,w). As the
counterpart to 1-convex savings games (with non-negative gap functions), we deal
with so-called 1-concave cost games (with non-positive gap functions).

Definition 1.2. A cooperative cost game (N, w) is said to be 1-concave if its non-
positive gap function attains its maximum at the grand coalition NV, i.e.,

g“(S) <g¥(N)<0 forall SCN, S #0. (1.5)
Theorem 1.3. Three equivalent statements for any cooperative savings game (N, w).

(i) The dual game (N,w*) is 1-concave, that is (1.5) applied to (N,w*) holds
(i)
w(N) 2> w{i}) and w(S) <Y w({i})

iEN icS
foral SCN,S#N,S#0 (1.6)

(i) I(N,w)#0 and CORE(N,w)=1(N,w)

Proof. In view of Proposition 1.1, together with CORE(N,w) C I(N,w), it remains
to prove the implication (ii¢) = (¢7). By contra-position, suppose (i¢) does not hold
in that there exists S C N, S # N, S # 0 with w(S) > >, gw({i}). Define the
allocation @ = (z;)ien € RN by z; = w({i}) for all i € S and z; = w({i}) + -2

n—s

w(N) — 3 w({j})| for all i € N\S. Obviously, @ € I(N,w)\CORE(N,w). O
JEN

2. The Stackelberg oligopoly game

The normal form game of the non-cooperative Stackelberg oligopoly situation! is
modeled as a cooperative TU-game as follows.

Throughout the paper we fix the set N of firms with (possibly identical) strategy
sets X; = [0,w;), ¢ € N, with reference to (possibly unlimited) capacities w; €
[0,00], i € N, (possibly distinct) marginal costs ¢; > 0, i € N, and the inverse
demand function p(xz) = a — « for all z < a and p(z) = 0 for all x > a. In this
framework, the corresponding individual profit functions 7; : IIyen X — R, i € N,
and coalitional profit functions 77 : HyenXp — R, T C N, T # 0, are defined by

mi((ze)ken) = (@ — X(N) =) @i and wr((z)ren) = ) mil(@n)ren) (2.7)
jET

where X (N) = >,y 7 € R represents the aggregate production and a > 2 -n -
maX;enN C;.
The Stackelberg oligopoly model is based on a two-stage procedure. Given that the

! For a description of the oligopoly situation, we refer to the PhD thesis of Aymeric Lardon
(Lardon, 2011).
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members of the coalition S are supposed to perform their leadership in the first stage
maximizing its coalitional profit by taking into account the best responses of individ-
ual followers j € N\S (i.e., the non-members of S) during the second stage. So, the
second stage is devoted to the maximization problems max,;ex; 7;(z;, (Tr)ren\{5})
for all j € N\S.

Theorem 2.1. Let SC N, S# N. Writecp = > ¢ for allT C N, T # 0.
kET
(i) The best response of any individual i € N\S during the second stage is given by

o CN\S+X(N\S) e = a—X(S)-l—cN\S o
v n—s v n+1l—s ¢

(i) The worth v(S) of coalition S is determined by

(75)?

n+1l—s

v(S) =

is the mazimizer of the profit function of player ig € S with the smallest marginal
contribution among members of S, supposing other members of S produce nothing.
Note that :L';"S > 0 because of a > n - max;cn ¢;.

where i, =5 |at+cemg— (n+1—35) ¢

Proof. Fix coalition S # N. For all i € N\S the maximization problem of the
player’s profit function m; ((xx)ren) = (a — X(N) —¢;) 2y = —(2;)® +2; - (a — ¢; —
X(N\{i})) is solved through its first order condition g;“: =0, yielding

i

=1 la—c¢— X(N\{i}) or equivalently, x;=a—c¢; — X(N)
Summing up the latter equations over all i € N\S yields
X(N\S)=(n—s)-a—cnyg—(n—s)- X(N)

X(N\S
and so, a—X(N):L(\)

n-—s
Hence, by substitution, it holds for all ¢ € N\S
+ X (N\S — X(S)+
yi:(a—X(N))—ci:cN\S—(\)_ci:a (S) CN\S_Ci
n—=: n+1l-—s

This proves part (i). Given these best responses by players in N\ S, the maximiza-
tion problem of the coalitional profit function g is, due to unlimited capacities,
equivalent to the maximization problem of the profit function of the firm ig € S
with smallest marginal cost among members of S, (i.e., ¢;s < ¢; for all i € 5),
supposing that the other members of S produce nothing. In this framework,

aizis +CN\S

Yi= T, ¢ for all i € N\'S and thus,
n—s
yINS) = 23— {“‘“S“N\S] s
=a—x; 7# a—Zig +¢
- " n4+1-—s ts TENAS
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Hence, we focus on the player’s profit function of the form
H
Tig ((yi)iGN\Sa Ligs ( 0 )iGS\{is})

— |:a—X(N)_CiS:| Ty = [G—Iz‘s —y(N\S)—%} g

1
- [W {“‘I"S “N\S] ‘] s
= . + (n+1-s)
n+1l-s @7 CN\S n 8)Cis — Tig| " Tig

The first order condition yields that the maximizer of this quadratic profit func-
tion is given by

zi =1 [a—i—cN\S—(n—i—l—s)-cis] and finally,

. =
v(S) = Tis (i)ien\s> Tig> (0 )ies\{is})

1
:m'|:G+CN\S—(TL+1—S)'CZ‘S—$:S:|'.f:{S
1 (SL'* )2
= |2.xf x|t =Sl
n+l—s [ Tis 1'13:| Yis T r1—s

It remains to check the non-negativity constraint for the maximizer ;, (since
production levels are supposed to be non-negative). Of course, the non-negativity
constraint also applies to any player j € N\S. For that purpose, choose a sufficiently
large in that a > 2-n - max;en ¢; (or to be exact, a > 2-n-max;en ¢;). Recall that
production levels of all firms are supposed to be unlimited. This proves part (ii). O

In the context of the resulting cooperative TU game, the following significant
notions appear. For any non-trivial coalition T C N, T # 0, let c¢r, ¢r, and cp
respectively, denote the aggregate, average, and minimal cost of coalition 7', that is

cr = Z Ck er = % cp =min{e, | keT}. Moreover, (2.8)
keT

cer = % . Z(ck)2 Note that Z {ck - CT:| = Z(ck)2 —|T| - (er)?(2.9)

keT keT keT

Generally speaking, ¢r > ¢p and moreover, the equality is met only by identical
marginal costs, that is, for any coalition, the average cost equals the minimum cost if
and only if all the marginal costs of its members do not differ. By (2.9), éer > (¢r)?,
that is the average of the squares of marginal costs covers the square of the average
cost.
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Theorem 2.2. Given the normal form game (N, (ck)ken, (Wk)ken,a) of the non-
cooperative Stackelberg oligopoly situation with unlimited capacities (w; = 400 for
all i € N) and possibly distinct marginal costs, then the corresponding cooperative
n-person Stackelberg oligopoly game (N,v) is determined by v(0) = 0 and for all
SCN,S#0,

2

a+cy\s — (n+1—5) cg
1-— a—+c
v(S) = :n+ S.[ NAS

2
— 2.10
4-(n+1-3) 4 n+1l-—s QS} (2.10)
Here ¢y = 0. In case all marginal costs are identical, say ¢; = ¢ for all i € N,

then (2.10) reduces to v(S) = % : n+11_s for all S € N, S # 0, and so, the
Stackelberg oligopoly game is a multiple of the symmetric n-person cooperative

game v(s) = ﬁ, the imputation set of which degenerates into the single core
allocation % (1,1,...,1) e R™.

3. 1-Concavity of the dual game of Stackelberg oligopoly games

Assuming non-emptiness of its core, our goal is to study whether or not the 1-
convexity property applies to the Stackelberg oligopoly game. For that purpose,
we are interested in the structure of the corresponding non-negative gap function.
Generally speaking, the validity of the inequality v(S) <, cgv({k}) is equivalent
to the reversed inequality g”(S) > >, cq9"({k}) for all S € N, S # N, S # 0.
Together with the non-negativity of the gap function g¢v, it follows that ¢*(S) >
g"({i}) whenever ¢ € S. In words, the gap function g¥ of the Stackelberg oligopoly
game attains among non-trivial coalitions containing a given player its minimum
either at the one-person coalition or the grand coalition N. According to the next
proposition, the gap of the grand coalition is not minimal and hence, the 1-convexity
property fails to hold for the Stackelberg oligopoly games. However, the solution
concept called 7-value (cf. Tijs, 1981) agrees, concerning its allocation to any player
i, with the efficient compromise between the marginal contribution m{ = v(N) —
v(N\{:}) and the stand-alone worth v({i}), i € N (treated as upper and lower core
bounds respectively).

Proposition 3.1. Given the non-emptiness of the core of the Stackelberg oligopoly
game (N,v), the corresponding gap function g satisfies g"(N) = g*({i}) for all
i€ N.

Proof. Fix i € N. Recall that ¢g"(N\{k}) = ¢"(N) forall k € N. Fix j € N, j #i.
Due to the non-emptiness of the core, m}, > v({k}) for all k € N. We conclude that

g"(N) = g"({i}) = g (N\{5}) — m} +v({i})
= 3 mp - o\ +o({i})

keN\{i,j}
> Y omp— Y u({k +o({i})
keN\{i,j} keN\{j}

= Y mp-u({k) =0

keN\{i,j}
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Here we applied the inequality v(S) < >, g v({k}) to S = N\{j}). O

Now we arrive at the main result stating that the core of any Stackelberg oligopoly
game coincides with its imputation set, provided its non-emptiness. By Theorem
1.3, the class of dual games of Stackelberg oligopoly savings games is a significant
class of 1-concave (cost) games. The proof proceeds by checking the validity of
(1.6). Note that the worth of any single player ¢ € N and the grand coalition NV
respectively, are given as follows:

ateny—(n+1) ¢ 2

v({i}) = — for alli € N, and v(N) = @ (3.11)

Theorem 3.2. The dual game (N, v*) of the cooperative n-person Stackelberg oligopoly
game (N,v) of the form (2.10) with distinct marginal costs is 1-concave only if the
intercept a > 0 of the inverse demand function is large enough. On the one hand,

« L
g I(N) <0 if and only if a> 71 —cn (3.12)

where the critical number L1 represents the lower bound given by
-1
L, = |:CN —QN] . [(n +1)%-¢éen — [en + cn)? On the other, (3.13)

g8 < gWI(N)  forall SCN,S#0 (3.14)

Proof of Theorem 3.2. (The full proof consists of two parts.) Part 1.

Firstly, we check ¢(*")(N) < 0 or equivalently, by Proposition (1.1) 1.1, v(N) >
> icn v({i}). Put the substitution = a + cy. By using (3.11), it holds that 4 - n -
v({i})) =[x —(n+1)-¢)?foralli € Naswellas4-n-v(N) =n-[a—cy]? =
n-[r — (cn + cn)]?. Thus, we obtain the following chain of equalities:

on o)~ ot

iEN

n-lz—( cN+chZ{:E(n+1)~ci]2

iEN

|
n - [x —2-x- CN+CN)+|:CN+QN]2:|

ieN[x2—2-ac-(n+1)-ci+(n+1)2-(ci)2}

=2z [(n+1).CNn~(cN+gN)}
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+n- [czv +9Nr —(n+1)? ) (e)

iEN

2
=2z [CN—n-gN] +n- |:CN+QN:| —(n+1)2-n-éEN
2
=n- [2-30- |:CN—QN:| + |:CN+QN:| —(n+1)2-ch}
So far, we conclude that ¢*")(N) < 0 if and only if
2
2-x- |:ENQN] > (n+1)% eey — |:CN +QN] where r=a+cny (3.15)

or equivalently, a > £ — ¢x where the critical lower bound L; is given by (3.13).

2
Notice that the quadratic term x? vanishes in the inequality (3.15). O

Remark 3.3. For future convenience, we treat an alternative proof of part 1 of
Theorem 3.2 in the appendix. They differ in that this second proof is based on the
variable a itself instead of the variable x. In the new setting, the description of the
critcal lower bound (3.15) has to be replaced by a similar inequality:

2-a- [cN - QN:| > (n*+2-n)- [ch - (cN)Q} +éen — (cy)? (3.16)

This second approach yields an alternative description of the same lower bound of
the form

-1
Ly = |:CN —QN] : [(nQ +2-n)- {ch — (cN)Q] + ety — (gN)Q] (3.17)
It is left to the reader to verify the validity of the equality Lo = L1 — 2 - cy. O

Proof of Theorem 3.2. (The full proof consists of two parts.) Part 2.

Secondly, we check ¢g("")(S) < g(*")(N) for all S C N, S # ), or equivalently,
by Theorem 1.3, v(S) < > . qv({i}) for all S € N, S # N, S # (. Put the
fundamental substitutions

Ti=a-+cy as well as Asi=cs+(n+1—35)-cg

From (2.10), we derive the following shortened notation for the worth of any multi-
person coalition S as well as the one-person coalitions respectively, in the Stackel-
berg oligopoly game.
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n- {x—Asr n- [x2—2-x-AS+(AS)2]

4on-o(S) = _ for all S C N
n- () n+1—s n+1—s ora =

2
4-n-v({i}) = {z(n+1)~ci] for all i € N, and next

4-n-ZU({i}):Z[Jc2—2-x-(n+1)-ci+(n+1)2-(ci)2]

icS ieS
:s~:c272~:c~(n+1)~cs+(n+1)2~2(0i)2

€S

4-n- [ZU({Z})—U(S)] =ay-2?ta -+ (3.18)

€S
Our main goal is to describe the coalitional notion of surplus in terms of a
quadratic function of the variable z, say f(r) = as - 2% + ay -  + ag where ag > 0.

Definition 3.4. The three real numbers oy, k = 0,1, 2, are given as follows:

n _(n—s)-(s—1)

a2:5_n+175_ n+1—s (3.19)

= 1 2 1 1 2 A 3.20
o= g |2 L= (1) s 2o A (3.20)
:ﬁ-[?{n—(n—i—l)-(n—i—l—s)}-cs+2-n-(n+1—s)-g3(}3.21)
t0= s [ 1= 9 1P ) e (407 (3.22)

€S

Clearly, ap > 0 since s # n, s # 1. Further, it holds that a; < 0 due to ¢s > cg
as well as

n-(n+l—s)<s- [(n—f—l)-(n—i—l—s)—n] or equivalently, n<s-(n+1—3s)

So far, we conclude that the quadratic function f(x) = as - 2% + a; - * + aq attains

its minimum at x = 52 and the corresponding minimal function values f(5) =
2-an 2-aug

%032)2 + . This minimal function value is non-negative if and only if 4 - ag - ap >
(a1)?. For the sake of the forthcoming computational matters, recall that ¢z = <&
forall T C N, T # (), as well as (2.9). In order to apply shortened notation, put the
substitution s =n — (n+ 1) - (n+ 1 — s). As one out of two options for a possible
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representation of o, we choose (3.21) to evaluate the square of «, as well as the
product 4 - as - g . Finally, we arrive at a reasonable description of their difference

as stated in the next lemma.

Lemma 3.5. Consider the setting of Definition 3.4. Then the following equality
holds:

i)
ar-ap = UL s (s 1) (-9 (1 s - (@)
—s-n-(n+1—s)72- [QSES]Q (3.23)

(ii) Moreover, a sufficient condition for 4-as-ag—(a1)? = 0 is given by the following
inequality:

(s—1)-(n—s) (n+1)*- [ccs—(cs)Q] >n-(n+1-s5)%- [gs—csr (3.24)

(i1i) The sufficient condition (3.24) holds.

Proof of Lemma 3.5. The current approach proceeds as follows. Firstly, we

evaluate the square (a;)? and secondly, we study the two contributions within the
product as - g, particularly the main contribution 7% -n-(Ag)?, while its
second contribution will not be changed at all and kept till the end in the form

(n—s)-(s—1)

n+1l—s

n—s)-(s—1)

- S CCg
n+1l—s

(n+1)%. Y (e)? thatis (n+1)°-

i€S

In order to apply shortened notation, put ps, = Firstly, straightforward

1
s
calculations involving the relevant square (a1)? and secondly, straightforward cal-

culations involving the remaining part of the product as - g, yield the following:

2

(a1)?
4

= (ps)*- [5s-65+n-(n+1—5)'95
= (ps)*- [((%)2-(cs)2+n2-(n+1—s)2'(Qs)2+2'5s'CS'n'(”""l_s)'QS]

= (ps)*- [(55)2~s2~(és)2+n2~(n+15)2-(gs)2+2~55~s-n-(n+1s)~és 'Qs}
(3.25)
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In addition,

, 2
AL B (- 0) (5 1) fes (a1 9) ]

=(ps)*:(n—s)-(s = 1)n-|s*-(cs)* + (n+ 1 —5)*(cg) +2-5:(n + 1~ 5)-65-95]
(3.26)

Summing up the two negative expressions (3.25)—(3.26) to be multiplied by the
square (ps)? yields

52 {(55)2+(ns) “(s—1) n] - (es)? (3.27)
+(n+1-s5)%. [n2+(ns)~(sl)~n] (cq)? (3.28)
+2-sn-(n+l—s)- {55+(ns)~(51)] - Cs - Cg (3.29)

In order to simplify these calculations, we use the following simple equalities:

n—s)-(s—1)+n=s-(n+1—23)
(n—s)-(s—1)-n+n*=s-n-(n+1—s)

Ss+(n—5)-(s—1)=—(n+1-s)?

— 52 {((58)24—(71—3)(5—1)71] +n-5-(n+1—s)3=—(n+1-s)(n+1)*(n—s)(s~(3)30)

The final computations are as follows:

077 for-ao = L] < st 1 - P e

+2-5-n-(n+1-s)%¢5-cq
— 5% {(55)2+(ns)~(51)~n] - (e5)?
+(n+l—-s5)-(n+1)? - (n—s)-(s—1)-5-ccs

2
n~s~(n+1s)3~{g565}
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— 52 (65)2+(ns)-(s1)-n]~(és)2+ {n~s~(n+1s)3”'(53)2
+n+1-s5)-(n+1)> (n—s)-(s—1)-s-ccs
=-n-s-(n+1—-s)>°. [gségr

+(n+1—s5)-(n+1)? - (n—s)-(s—1)-5-(cts — (¢s)?)

The last equality is due to (3.30). O

4. APPENDIX: Alternative Proofs.

Alternative proof of Theorem 3.2. The full proof consists of two parts. Part
1.

Firstly, we check ¢(*")(N) < 0 or equivalently, by Proposition 1.1, v(N) >
> icn v({i}). By using (3.11), we obtain the following chain of equalities:

o o) - ot

i€eN

:W—a*QNQf a+cN—(n+1)-ci2
o] -2 |

iEN

—n. :GQN]2Z[G2+2.Q. |:CN(71+1)~C¢:| + [CN(H+1)~ci:|2]

=n- a2—2-a-gN+(gN)2} —-n-a*—2-a- [n-cN—(n—i—l)-cN]

S [(en)? =20 ey ek (0 17 (0]

i€eN

=2 oy ey | ooy = a2 0 )] e - (0402 T

ieN
=2-a-n- {ENQN} +n-(eny)?+(n+2) (en)?—(n+1)2-n-cen
=n- [2~a~ |:5NQN] +(QN)2+n-(n+2)-(EN)2(n+1)2-66N}
So far, we conclude that ¢(*")(N) < 0 if and only if

2-a- {EN - QN] >(n+1)2-cen —(cy)? —n-(n+2)-(en)? (4.31)
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or equivalently,

1 ! L
o5 fov o] D@y - @ on D) en?] =
Here the critical number Lo represents the lower bound given by
r - 71 r
Ly=|eny —cy| - |(n+1)? -Gy —(cy)>—n-(n+2)- (cN)Q] Notice that
- - 71 -
Ly = |y — cN . (Tl2 +2- Tl) . |:EEN — (EN)2:| +ccy — (QN)Q] while (432)
- 1-1 r 2
Ly = |ty —cy |(n+1)*-cen — [cN +QN:| ] (4.33)

Recall that ey > (en)? = (cy)?. Thus, Ly > 0. In fact, it is left to the reader
to verify the validity of the equality % = % —cn, that is Ly = L1 — 2 - ¢cy. o
Alternative proof of Theorem 3.2. The full proof consists of two parts. Part
1.

Secondly, we check ¢(*")(S) < g*")(N) for all S C N, S # 0, or equivalently, by
Theorem 1.3, v(S) < Y ,cgv({i}) for all S C N, S # N, S # (). This second proof
differs from the first one in that it uses different fundamental substitutions

ys:=a+cyms aswellas ¢(S,i):=cs—(n+1)-¢; foral ieS,

instead of x =a+ cn

Fix S C N, S # N, S # (. Note that > ¢(S,i) = —(n+1—s) - cs. By using

i€s
(2.10) it holds that
n 2
4.n.v(5):m. |:a+CN\S(Tl+1S)~QS:|
n 2
T htl—s [yS —(n+1-s) 'QS] Further,

4.m-v({i}) = {a—f—cN—(n—i—l)-cir: [ys+c(s,i)]2 for alli € N

Recall that > ¢(S,i) = —(n+1—3s)-cg for all S C N. We obtain the following
€S
chain of equalities:
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4.n- {Z v({i}) — v(S)] = Z[ys +c(5,i)]2

€S €S

2
n
TaFiss [ys(nﬂws}

-y [(W 2y e(S,0) + (e(s, m?}

i€S

_ﬁ' [(ys)Q—2.ys'(n+1—s)'Qs+(”+1_3)2'(95)2
=5 (ys)?+ 2 ys - D _e(S0) + ) _(c(S,1)

i€s €S
7#-(ys)2+2.ys~n~gs*n'(”+1*5)'(95)2

Our main goal is to describe the coalitional notion of surplus in terms of a
quadratic function of the variable y, say g(y) = B2 -y + B1 -y + Bo where B > 0. O

Definition 4.1. The three real numbers 5, k = 0,1,2, are given as follows:

n n—s)-(s—1)

62:S_n+1fs: n+1l-—s (4.34)

512~[n~g55~(n+1s)~és (4.35)

o= (e(8,0)* —n-(n+1-s)-(cs)° (4.36)
€S

Clearly, B2 > 0 since s # n, s # 1. Further, it holds that 8; < 0 due to ¢s > cg
aswellasn < s-(n+1—s)since s-(s—1) < n-(s—1). So far, we conclude
that the quadratic function g(y) = B2 - y?> + B1 - y + Bo attains its minimum at

2
=3 g; and the corresponding minimal function values g(5- g;) = % + Bo. This
minimal function value is non-negative if and only if 4- By - B2 > (61)2. For the sake

of the forthcoming computational matters, recall (3.11) as well as ér = % for all
T C N, T # . Recall the fundamental substitution ¢(S,%) := cg — (n + 1) - ¢; for
all ¢ € S. Based upon (4.34)—(4.36), we evaluate the square of S8, as well as the
product 4 - B - By. Finally, we arrive at a reasonable description of their difference
as stated in the next lemma.
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Lemma 4.2. Consider the setting of Definition 4.1. Firstly, we evaluate 3y in
the following form:

o=y (e(S,i)* —n-(n+1—s)-(cs)”

i€s
Z[%(nﬂ)-ci] (it 1-s) - (es)?
i€s
=s-(cg)?—=2-(n+1)-(cs)*+(n+1)? s-ctg—n-(n+1-3s)(cg)?

=(-2-n—2+5)(cs)*+(n+1)?-5-cs—n-(n+1—s5)-(cg)?

Secondly, we add the following chain of computations:

2
52'50—(6%252'50—[n'QS—S'(”+1_S)'CS
SOl gt (e (0 1) s

w1 8) )| = [ e =2 (1= 0) s
+52~(n+1s)2-(53)2]

S R R e

— -1
Jr{nnj—ljs ) (-2-n—2+3s)- 2 —§2 (n+1fs)2 ,(53)2
-1
(nn+1(_55 ) (n+1)?-s-cs+2-n-s-(n+1—s)-cg-cs
:771'8'(n+175)'(QS)2+2'71'5'(n+178)~g5~65
J— . 71
+%'(n+1)2~s~555
82

m'{@”(s1>'<2'"+28>+<n+1s>3 (es)?

] +—(n_5)'(8_1)-(n+1)2-s-éés

=_—n-5- 1—s)- _
n-s-(n+ s) [QS Cs i s

s2

+{n~s~(n+1s) [(ns)~(sl)~(2~n+2s)

n+1-—s
-0 | o2
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Thus,

(n+1-s): [50'52 (51)2]

4
=—s-n-(n+1—s)2-[gs—cs] +(s—1)-(n—s)-(n+1)* s-ccs

+ [n-s-(n+1—s)2—s2-(n+1—s)3

—52-(n—s)-(s—l)-(Z-n—i—Z—s)} - (es)?

- 12
=—sn-(n+l1—-s)?2lcg—cs| +s-(s—1)-(n—s)-(n+1)?-ccs

_5-(3—1)-(n—s)-(n+1)2-(55)2
- 12
=-sn-(n+1-s)? |cg—cCs

+s5-(s—1)-(n—s)-(n+1)2- 555(65)2]

It suffices to prove the next inequality:

(s—1)-(n—s)-(n+1)2- [ccs—(cs)ﬂ >n-(n+1-s)?- [gs—csr (4.37)

or equivalently, by (2.9)

<s—1)-<n—s>-<n+1>2-2[ci—cs]2>s-n-<n+1—s>2- [—}

€S

By (4.37), we observe the same inequality as in Lemma 3.5 and hence, we may
state the same sufficiency condition. O
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