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Abstract: In the paper, a new class of dynamic game models with a moving information horizon or
dynamic updating is studied. In this class of games, players do not have full information about the
game structure (motion equations, payoff functions) on the interval on which the game is defined.
It is supposed that the players at each stage of the dynamic game have only truncated information
about the game structure defined by the information horizon. Cooperative and noncooperative
settings are considered in the paper. Results are illustrated using the oligopoly advertising game
model, and comparison between the solution in the initial game model and in the game model with
moving information horizon is presented. Simulation results are presented.

Keywords: looking forward approach; dynamic updating; moving information horizon; dynamic
marketing model; advertising competition; time consistency; simulation

1. Introduction

Noncooperative game theory deals with strategic interactions among multiple decision makers
with the objective functions depending on the choices of all the players. It is supposed that the players
do not cooperate, and it is important to model their behavior using some optimality principal. There
are many results that have been obtained in the field of noncooperative game theory; for a general
description. see the fundamental book [1]. In the papers [2,3], the solution concept called the Nash
equilibrium was proposed; in the current paper, this solution concept is used, but for a dynamic setting.
The following book [4] can be used to study the main recent results in the field of dynamic cooperative
game theory, which is a focus of the current paper.

The cooperative dynamic game theory offers socially convenient and group efficient solutions
to different decision problems involving strategic actions. One of the fundamental questions in the
theory of cooperative dynamic games is to define the allocation rule for cooperative payoff or set of
imputations based on the optimal behavior of players, and the notation of characteristic function is
used for that, which shows the strength of coalition S. In this paper, it is defined as in [5] as a total payoff
of players from coalition S in Nash equilibrium in the game with the following set of players: coalition
S (acting as one player) and players from the set N\S. To compute the feedback Nash equilibrium,
we analyze [4]. A set of imputations or solutions of the game is determined using the characteristic
function at the beginning of each subinterval. In the paper [6], Haurie noted the problem of time
inconsistency for the Nash bargaining solution in one differential game model. The notion of time
consistency was formalized mathematically by Petrosyan in the paper [7]. In the next paper on time
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consistency [8], L. Petrosyan defined the notion of the Imputation Distribution Procedure (IDP), which
is used to compose a time consistent cooperative solution or single imputation. Later on, L. Petrosyan
defined the notion of strong time consistency in the paper [9]. See the recent publications on this topic
in [10-12]. In order to determine a solution for the game model with dynamic updating, it is necessary
to combine partial solutions and their IDP on subintervals. The theories of time consistency and strong
time consistency introduced by L. Petrosyan in [7,9] are also studied for the offered solution.

Classical dynamic game models assume that the game structure does not change in the interval
on which the game is defined or that the players have all information about the change of the game
structure. However, if we consider a long term process, then these assumptions cannot cope with the
reality. In the class of games with continuous updating, it is supposed that the players have or use
only information about motion equations and payoff functions defined on the interval with a length
equal to the value of the information horizon. This information is updated as the current time evolves,
see Figure 1. In order to define the best possible behavior for players in this type of dynamic game, it
is necessary to use a special approach, which is called the Looking Forward Approach (LFA).

The concept of the looking forward approach was introduced in [13] for differential games, where
a new class of games was presented and the foundation for further study of games with dynamic
updating or a moving information horizon was laid. To get more information about the approach,
one may consider the following papers [13-20]. In the paper [13], the looking forward approach
was applied to the cooperative differential game with a finite horizon. The paper [17] was focused
on studying the looking forward approach with stochastic forecast and dynamic adaptation. In the
paper [15], the looking forward approach was applied to a cooperative differential game of pollution
control. In the paper [16], the looking forward approach was applied to the cooperative differential
game with an infinite horizon. The paper [14] was devoted to studying the cooperative differential
games with an infinite horizon and different types of forecasts and information structures. The last
papers on the looking forward approach [18,21] were devoted to either studying the looking forward
approach for cooperative differential games with nontransferable utility and real-life application of the
looking forward approach to economic simulation. The class of differential games with continuous
updating was considered in the papers [19,20]; here, it was supposed that the updating process
evolves continuously in time. In the paper [19], the system of Hamilton-Jacobi—-Bellman equations
was derived for the Nash equilibrium in the game with continuous updating. In the paper [20], the
class of linear-quadratic differential games with continuous updating was considered, and the explicit
form of the Nash equilibrium was derived. In this paper, we apply the looking forward approach to
the class of games with dynamic updating. The importance of the results of this paper is supported
by the applicability of dynamic models to real-life processes, the more simple structure of dynamic
models, and the dynamic nature of numerical model predictive control. In the papers described above,
we studied differential games. Another important thing is that in this paper, we study the dynamic
oligopoly marketing model of advertising, where we apply the looking forward approach. This result
is essentially new.

In order to demonstrate the looking forward approach, we present the dynamic marketing model
of advertising with a finite horizon. We refrain from reviewing the literature on advertising models,
given that there are recent surveys on this topic. Huang, Leng, and Liang [22] gave an extensive
and comprehensive survey of dynamic advertising competition since 1994, their coverage starting
where the previous survey in Feichtinger, Hartl, and Sethi [23] stopped. Jorgensen and Zaccour [24]
covered advertising models in oligopolies (horizontal strategic interactions) and in marketing channels
(vertical strategic interactions), whereas He, Prasad, Gutierrez, and Sethi [25] focused on Stackelberg
differential game models in supply chains and marketing channels that include advertising. Finally,
Aust and Buscher [26] and Jorgensen and Zaccour [27] concentrated on cooperative advertising in
marketing channels. This model was based on the model presented by Naik, Prasad, and Sethi in [28].
The model in [28] is the extension of the Sethi model for awareness of auto brands with the churn term,
which is the extension of the decay market share term in monopoly models capturing forgetting and
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noise. The closed-loop Nash equilibrium concept is used to obtain the optimal advertising expenditure
for the noncooperative game model. Considering the applications of game theory in different fields of
research, many subjects from society modeling have been covered, for example see [29]. In this paper,
the looking forward approach is applied to the dynamic case of the model presented in [28]. Both
noncooperative and cooperative models are considered.

The paper is structured as follows. In Section 2, a description of the looking forward approach is
presented for a general dynamic game model, and a solution for a game with dynamic updating is
presented for both fixed and random information horizons. In Section 3, the looking forward approach
is applied to a dynamic oligopoly marketing model of advertising for noncooperative game and
cooperative game models, respectively. In Section 4, simulation results for a marketing game model
are presented.

2. Looking Forward Approach

Information plays one of the main roles in game theory. Generally, classical differential game
models consider only the complete information, which means the information about the game structure
is known and will not change during the whole game. This paper focuses on, however, the case that
when information updates dynamically, players use only the truncated information and update it at
each stage. In order to model the behavior of players when information updates dynamically, a novel
approach called the looking forward approach in [13] is introduced.

Consider a general N-stage n-person nonzero-sum discrete-time dynamic game I'(x?, N) [30] with
initial state xX € R™. The state dynamics of the game is defined by the following difference equation:

Xiepr = fie(ee ub, 1, ), 1)
X1 = XO,

where uf € U C R™i is the control vector of player i at stage k, x; € X is the state of the game, and
ke{1,2.,N} =T.
The payoff function of player i is:

1

j—1
W) ’ fOi’l S {1,2...,7’1} = I, (2)

N o .
Kl-(xo, N, U) = ng[x]-, ujl,ué,..., u@,xjﬂ] (
j=1

where r is the discount rate.

This game is a complete information game; however, in real-life-like games, players do not have
full information about the game structure on the interval on which the game is defined. We apply the
looking forward approach in order to model the behavior of players when information about the game
updates dynamically.

2.1. Truncated Subgame

Assume that at each stage k, players have full information about the motion equations and payoff
functions within k + T stages, where T is a fixed value, namely the information horizon. At the stage k,
information about the game is updated. At the stage k + 1, players have full information about the
game structure on the interval until the stage k 41 + T, see Figure 1.

Definition 1. Letk = 1,..., N — T. Truncated subgame Ty (xy o, k, k + T) is defined on the interval [k, k + T].
The motion equation and payoff function of truncated subgame on the stage interval [k, k + T coincide with that
of the initial game on the same stage interval. The motion equation and initial condition of truncated subgame
have the following form:
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Xt = filte i, 5, 1), &)

0
X1,0 = X1 =X,

(denote x.) = Xy, uf" =uf", 1 =0,T for the truncated subgame T (xro, k, k + T)).
The payoff function of firm i in truncated subgame Ty (xy o, k, k + T) has the form:

- L k-+j kj  kj k,j 1\t
Ki(xk,O/ k/ k+ Tr u) = Z & [xk,j/ Uy, Uy’ e Uy, xk,jJrl] 147 ’ (4)
j=0

forie{1,2.,n} =1

X
’—’———--~\\ —
7 TI'2(%x390,3,3
g 3(x3,0,3, }\1\')
\;,
/i x
/
o . » ! b e k
1 2 3 4 5 6 stage

Figure 1. The behavior of players in the game with truncated information can be modeled using a
series of truncated subgames Iy (xy o, k, k+T),k=1,..,N —T.

2.2. Noncooperative Outcomes in the Game Model with a Moving Information Horizon

Considering each truncated subgame, let ui\’E’l(x) = (u{VE’k’l(x), ulER (), 1€ [0,T) bea
vector of strategies that provides a feedback Nash equilibrium solution for the truncated subgame
Ti(xx0,k k+ T), and by V¥(1, x), denote the payoff of player i € I in feedback Nash equilibrium in the
subgame defined on the interval [I,k+ T|, 1 =k, ... k+ T:

k+T

o k+j NEkj NEkj NEk,j 1\t
Vi) =) & lxejouy T ouy e 2] <1+r> ‘
j=1

Theorem 1. ([31]) Suppose that there exist functions Vik(l, x) satisfying (5), then strategies that maximize the
right hand side of (5) constitute the feedback Nash equilibrium:
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k+1-1
_ = 1
[/ik(l,X) = mlt(zlx{gl [x Mi\]Ekl( ),...,ug\lﬁ’k’l,uf’l,u?]ﬁ’k’l,...,unNE’k’l(x),fk(x,uf’l)] ( >

i

+ Wk<1+1,fk<x,u?">>}

= g, ulEM (x), o ulVER (), (e, ulEH (), oy ull BRI ()]

©)

1\ NEI NE/
X <1+r> + Vi (141, fie(xp, uy (x), ooy iy, (%)),

where V(T +1,x) =0, i € L.

Denote the strategies obtained by maximization the right hand side of (5) by uN El(x),1€0,T).
By xE = (x%g, N NE), denote the trajectory obtained with strategies ui\] El(x ) involved. The
presented solution is vahd only for a truncated subgame, not for the whole game defined on the
interval [0, N]. It is also impossible to construct the Nash equilibrium using the classical approaches,
since information about the game updates dynamically, and it is different on different intervals.
In order to construct the resulting equilibrium strategies and corresponding trajectory for a class of
games with dynamic updating, we introduce the notion of the resulting strategies and corresponding

resulting trajectory:

Definition 2. The resulting feedback Nash equilibrium strategies {u Ei }]N 1, Vi € I are constructed in the
following way:

NE,j
;7

w0 e {1,., N =T},
uNEN-TIN=T e e T 41, N}.

i

N
Definition 3. The resulting noncooperative trajectory { &N E} - is a combination of x,lc\] E for each truncated
]:

subgame Fk(xk E ke k+T):

AN Ej=1,N—T,
{5} = ]NOE ~N-T+1,N ©
/= NCj-n-1y ] =N-T+LN.

Along the resulting noncooperative trajectory, players receive a payoff according to the following
formula:

N-1-T . [—
o Y [V (0,x) - v, )]+ VN T(0,xNE Fro) k=1N-T,
VENE, N — k) = f:k, E @)
NPk N+Tx\fr yop) k=N—-T+1,N.

2.3. Cooperative Game Model with a Moving Information Horizon

The theory of cooperative dynamic games offers socially convenient and group efficient solutions
to different decision problems involving strategic actions. One of the fundamental problems in the
theory of cooperative dynamic games is the formulation of optimal or cooperative behavior for players
and the definition of the allocation rule or cooperative solution, which is the set of imputations chosen
by the players in the game. We suppose that the players decide to cooperate in each truncated subgame.
By I (x40, k k+ T), we denote a truncated cooperative subgame defined on the interval [k, k + T]
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with the initial condition x; g. The maximal joint payoff of all players in this game can be defined by
maximizing functional:

. k+j—1
7 k-+tj k, k, 1
ZKi(xk,O;k,k—l- T, U) = ZZg ] ul ,MZJ, un],xk,]'+1] (H) , 8
iel i€l j=0 r
subject to:
X1 = fic(xi 0k, 1, ), ©
X1,0 = X1 = 0. (10)

Assume that the Bellman function for each truncated subgame I'; (xy o, k, k 4 T) has the following
form [32]:

k+j-1
k k ’ 1
WH(0, xk0) = mM{ZzgﬂMﬂw-umM%WﬂnuﬁmLH> } (11)

u;(k),iel il j=0

where u;(k) = { 5‘0, . uf’T}.
Theorem 2. Suppose that there exists function W* (1, x) in truncated subgame I (xk0,k,k+T), 1 €[0,T]
such that the following recursive relations are satisfied:

1 k+1-1
Wk(l x = max {Zgl X, 1/[1 PN fk(x ul ;- .,,uﬁrl” <>

u;(k),iel 1+7r
icl (12)

+WEIL+ 1, fi(x, ub (x), . (1)) }

where WK(T +1,x) = 0. Assume that the maximum in (12) is achieved under control u? (k), then u (k) is
optimal in the control problem (8), (9).

Definition 4. The resulting cooperative strategies {ﬁf’j Ja

=17 Vi € I are constructed in the following way:

i W je{1,.,N=-T},
ujN Tf NT ie{N-T+1,...,N}.

In a similar way, we define the resulting cooperative trajectory. By u*, denote the optimal strategies
obtained by maximization of the right hand side of (12). The corresponding trajectory is defined by

Xp = (xlt,ov .. ,xZ,T).

Definition 5. The resulting cooperative tmjectory_ {z} }]N:1 is a combination of cooperative tmj_ectories x;; for

each truncated cooperative subgame T} (x;, k, k + T) defined on the successive intervals [k, k 4 T:

‘}N _ xji’olj:LNi,T’ ] 13)
XN_Tj—(N-T) ] = N—-T+1,N.

On the interval [k, k + 1], the resulting cooperative trajectory coincides with the cooperative
trajectory x; in the truncated cooperative subgame I'{(x;,k,k + T). At the stage k + 1, information
about the game structure updates. On the interval [k + 1, k + 2], trajectory X} coincides with cooperative
trajectory x;_; in the truncated cooperative subgame I't_; (x;, 1,k +1,k+1+T), etc.
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The characteristic function of the coalition is an essential concept in the theory of cooperative
games. In this paper, it is defined as in [5] as a total payoff of players from coalition S C I in Nash
equilibrium in the game with the following set of players: coalition S (acting as one player) and players
from the set I\ S (acting as individuals). For each coalition S C I, define the values of the characteristic
function for each truncated subgame as was done in [16]:

Yier K¥(xfg;u), S=1,
VE(S;xt0) = < VilS, xg), I, (14)
0, 5=0,

where Vi(S,x},) is defined as the total payoff of players from coalition S\ I in feedback Nash
equilibrium uNE = (alVE, ..., alE)
one player) and players from the set |I \ S|, i.e., in the game with |I \ S| + 1 players. For |S| = 1, the
cooperative case turns into the noncooperative case. In other cases, players from coalition S act as one
player maximizing their total payoff.

in the game with the following set of players: coalition S (acting as

2.4. Resulting Cooperative Solution and Theoremerties

An imputation zk (x5, K, k + T) for each truncated cooperative subgame Tiq (xf, k k+ T) is
defined as an arbitrary vector satisfying the conditions:

individual rationality: g’,f«‘(x,f, kk+T)>V({i};xf, kk+T),

group rationality: Y & (xi, k k+T) = V(L x, k k+ T).
icl
Denote the set of all possible imputations for each truncated subgame by Ey(x*, k, k + T). Suppose
that for each truncated subgame, a non-empty cooperative solution is defined by:

Mk(x*,k,k—l—T) Q Ek(x*,k,k—i-T), (15)

it can be a core, nucleus, or Shapley value.

In order to guarantee time consistency Theoremerty [30] in each cooperative truncated subgame,
it is necessary to use the notion of the imputation distribution procedure. The Theoremerty of time
consistency was introduced in 1977 by L. Petrosyan [33].

Following the continuous time analysis of Yeung and Petrosyan [34] for cooperative differential
games, we formulate a discrete time version of the imputation distribution procedure [8] so that the
agreed upon imputations will be time consistent. By B (xj’k), denote the payment that firm i receives

*,k
i

N
in stage k under the cooperative agreement along the cooperative trajectory {x }k . The payment

scheme involving BY (x*

from k to N can be expressed as:

) constitutes an IDP in the sense that the imputation of firm i over the stages

N . .
cHa) = Bf() + Y Bl(x) i€l (16)
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Definition 6. Solution ~ M(x{,k) is called time consistent, if for any imputation
g(x*k) € M(xt, k), there exists IDP Bk(x;f’k) = (Bll‘(x;"k),...,B,’ﬁ(xj'k)) such that for k = 1,N,
this satisfies:

N

Y B (x%) € M(x;, k)

k

N
(ZB"(X?’I‘) = C"(XZ"")> :
k

The agreed-upon optimality principle or cooperative solution is time consistent, if the condition (6)
is maintained at any time instant throughout the game along the cooperative trajectory.

In order to construct the resulting cooperative solution or cooperative solution in the game with
dynamic updating T'(x%, N), it is necessary to use a special approach, because the standard approach
can only be applied to each truncated subgame with dynamic updating defined on the interval
[k, k + T]. IDP also provides the time consistency Theoremerty of the new solution concept and the
ability to determine solutions within the interval [k, k + T].

Suppose that in each truncated subgame TI%(x;, kk + T), cooperative solution
My (x*,k, k + T) # @ along the cooperative trajectory x} is selected. Suppose that the imputation:

&tk k+T) € Mi(x*,k,k+T)

and corresponding IDP for k € 1, N — T are selected in a way so as to guarantee the time consistency
Theoremerty:

5k/l(x;,1) = li'l(xlt,l)r'-v ﬁ]ﬁ’l(xlt,l)]/ forl €0,T.

The corresponding IDP g/ (x¢;) can be obtained in the following form [30]:

B (xi ) = & (xf k+ Lk +T) — & (xf o k+1+1,k+T), 1€0,T, (17)

where Ck(x;gTH,k—l—T—i—l,k—{—T) =0.

However, the time consistency only holds on the interval [k, k + T] for each truncated subgame
Ty (g K b+ T), k € {1, ..., N}. In order to guarantee time consistency for the whole interval [1, N], we
introduce the resulting IDP.

Definition 7. The resulting IDP B¥(%*) is defined for a set of chosen imputations in each truncated subgame
& (x; ok k+T) € My(x*,k, k + T) using the corresponding BX(x}) as follows:

{Bk(x*)}N { BO(xiy), k=1,N—T, 18)
— —Tk— T [~ _ =
=1 BTN p i ngr) k= N-T+1N.

Using the resulting IDP ¥ (%*), we define the following vector:

Definition 8. The resulting imputation &(%*, N — k) is a vector defined using the resulting IDP B*(x*) in the
following way, for stage k = 1, N:

N
§(& N—k) =) p'(x), (19)
in particular £(%*,N) = YN | Bl(5*).

Using the notion of resulting imputation, it is possible to define the allocation rule for the
joint payoff:
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Definition 9. Resulting solution M (% ,N — k) is the set of resulting imputations

&(x*,N — k) for all possible resulting IDPs, B*(%*) (defined by different imputations in each truncated
subgame).

Any resulting imputation &(¥*, N) € M(%*, N) and corresponding resulting IDP ¥ (%*) allocate
the total payoff of players along the resulting cooperative trajectory % in the initial game with
prescribed duration or the following condition holds:

¥ YA ZZ&J St <1ir>”- (20)

iclj=1 icl j=1

The resulting solution Mk(f*, N — k) is time consistent by construction. However, it can also be
proven that an arbitrary resulting cooperative solution is strong time consistent in the game model with
dynamic updating. By an arbitrary solution, we understand a solution that for example is composed
of some vectors from the core in the first stage, the Shapley value in the second stage, etc.

Definition 10. Cooperative solution M(x°, N) is called strong time consistent, if for Yk = 1, N and every
&(x%, N) € M(x% N), the corresponding IDP B¥(x}) satisfies the condition:

Zﬁf ) ® M(xjo, N —k) € M(x%, N), (21)

wherea ® A= {a+a' :a € A}.

Theorem 3. The arbitrary resulting cooperative solution M(%*, N) is strong time consistent in the game model
with dynamic updating.

2.5. Construction of the Characteristic Function in the Game Model with Dynamic Updating

In the previous section, we defined the notion of the resulting cooperative solution or we defined
a way for allocating cooperative payoff along the chosen trajectory in the game with dynamic updating.
However, we did not show that the constructed set was a set of imputations or was a set of vectors
satisfying individual and group rationality Theoremerties. In order to justify the resulting cooperative
solution, we need to define the characteristic function for the game model with dynamic updating.

Definition 11. The resulting characteristic function V(S; %, N — k), S C I in the game T (%}, N — k) with
dynamic updating was the function calculated using the values of characteristic functions V (S; xi, k,k + T) in
every truncated subgame T (xy o, k, k 4 T) along the resulting cooperative trajectory X for k € {1,..., N'}:

N-T-1 B B
Y. V(Sxf, LI4+T)=V(S;xq, 1+ 1,14 T)]

I=k

V(S;%, N — k) = (22)

V(S;x5,_ 7 N=T,N), k=1N—T,
V(S;x;,k,N), k=N—T+1,N.

Using the resulting characteristic function, we can show that the resulting imputation ¢(#*, N)
was the imputation in the game with dynamic updating:
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Theorem 4. The resulting imputation &(%*, N) is the imputation in the game T (x°, N') with dynamic updating,
iffork € {1,..., N — T}, the following condition is satisfied:
B (et k4 Lk+T) = 88 (et k+ 1+ 1k +T)

_ _ (23)
> V({i}xf k+Lk+T) = V({i}xi o k+1+1Lk+T), i€,

where | = ﬁ
The proof of Theorems 4, 5, 6, 8, 9, 10, 11 in the paper can be found in the Appendix A.

2.6. Relationship of the Solutions in Truncated Subgames and Resulting Solutions

In this section, it is shown that if the players choose imputations §k(x;§, k,k+T) € Ex(x*, k,k+T)
based on V(S; x*,k,k+ T) fork € {1,..,N — T}, S C I in every truncated subgame by the same rule,
then the resulting imputation ¢(#*, N — k) corresponds to the imputation chosen by the same rule
using the resulting characteristic function V(S; x*, N — k), S C I. Further, we prove it for the number
of classical optimality principals.

We assume that if in every truncated subgame I'{(x},k, k + T), players choose Shapley value
Sh*(x,k,k + T) as the imputation, then the corresponding resulting imputation &(*, N — k) coincides
with the Shapley value SAh(fZ, N — k) calculated using the resulting characteristic function V(S; ¥*,
N —k),SCIL

Theorem 5. Suppose that in every truncated subgame T (xf, k, k + T):
(xio k k+T) = SH(xf, k, k+ T),
wherek € {1,...,N — T}, then corresponding resulting imputation &(%;, N — k) coincides with Sh(%, N — k):
&(%, N —k) = Sh(%{,N—k), k€ [1,N],

where Sh(%;, N — k) is the Shapley value, calculated using the resulting characteristic function V(S; ¥, N — k),
SCL

Suppose that in every truncated subgame I'(x;, k, k + T), players choose the core C(x},k,k+ T)
as the cooperative solution, then each resulting imputation ¢(x*, N — k) belongs to the core, defined
using the resulting characteristic function V (S, £{, N — k).

Theorem 6. Suppose that in every truncated subgame T (xf, k, k + T):
My (x*, k,k+T) = C(xi, k,k+T),
wherek € {1,..,N — T}, then for every &*(x;, k,k+ T) € C(x},k,k + T), the following is satisfied:
&%, N —k) € C(%,N —k), k € [k, N],

where C (%, N — k) is the core, calculated using the resulting characteristic function V(s, X, N—-k),SCI,
if this condition holds:

Za'((xlt,O/k/k + T) — V(Sl x*,k,k + T)

ieS

> S k+Lk+T) = V(S;x" k+1Lk+T) >0, SC L.
i€S

(24)
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2.7. Random Information Horizon

In this section, we consider a case when the length of the information horizon is not fixed; this
means that the players may have certain information on truncated intervals [k, Ty], but the length of
intervals is a random variable (see Figure 2). By Ty, we denote the length of the information horizon in
the stage k. Ty can take values from the interval [Tk—l +1, N], where Ty_1 is the realization of random
horizon Tj_; in the previous truncated subgame, in particular Ty = 0. It is worth mentioning that once
Ty = N, then the updating procedure stops. Ty is a discrete random variable. At the initial position
xo, the following probabilities are defined for realization on the interval [1, N]: {71,...,yn}. In the
position x1 (second position), the probabilities are recalculated in the following way:

V141 TN
N yeoer =7 .
Yoot 117 Yoot 417

The motion equation on the interval [k, Ty] is

X1 = fr(Xk M’f, M’pf, v M’fl), (25)

X1,0 = X1 = XO.

The payoff function of playeri € {1,...,n} for the k' truncated subgame is:

T N 1,
E { PR ACATS x§+1)} Y o Z 8% (xg g, xg11)- (26)
{=k

N
=Tp_1+1 Z =T, 1+17Vi ¢=k

Consider the noncooperative game model. In order to define the feedback Nash equilibrium in
this game, denote the Bellman function Vik(x, k) for the k" truncated subgame as follows:

N _
T,
k) = mos )% izgl (xg g 3 1) e = x

N
T
uk .,u,.k Tk 1+1 E Tk 1+1 ]é

i

with the set of strategies {uf = lp{, j =k Ty,i € I}, then:

N -
’7
Vik(x, k) = maxT Z Ni Zg, Xz Uz, x§+1)
uif,...,uvk Tk:Tk 1+1 Z Tk 1+1 7] g

1

N 11,
= Z — Zgl (X7, ¥z, x741)

N
Tk 1+1 E Tk 1+1 ]é

Tk*l N r)/T
k

Zk ST X)) + 2 2 85 (X3, g, %7 11),

N
=Ty 1+1 Z =T 11 Vi (=T +1

where x}, | = fi(xp, ¥r(xp))-
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® ° ° ° ® ] k

1 2 3 4 5 6 stage

Figure 2. The length of each blue oval is the realization of the infinite horizon.

As in the theorem in [35], a feedback Nash equilibrium in the noncooperative case of each
truncated subgame with random horizon can be characterized as follows.

Theorem 7. A set of strategies {1}{, j =k N,i € I} provides a feedback Nash equilibrium solution to the
game (25), (26), if there exist functions V¥ (x, j), for j € {k,...,N} and i € I, such that the following recursive
relations are satisfied:

Ve, N) = max {gN Ge gl g g, i)}

i

N ~
7, ) = nggx{gf(x,wf,-.-,wf_l,uf,wal,-..,w,:,mx,uf))

i

+ka(f7( ),T+l)},for1’ e{Ti_1+1,...,N—1},

L i 27)

VE(x,v) = mﬂx{gr(x, R TR PR ACR 1)

i

+ Vl-k(fv(x, ul),v+ 1)}, forv ek, Ti_q,
Vi, Tecr +1) = Vi(x, T +1),

where fi(x,uf) = f(x, Wi, ..., Y5 ul, 9y, ).

Consider the case when all players agree to cooperate in each truncated subgame. To maximize
their expected joint payoff for the k™ truncated subgame, we need to solve the following discrete time
dynamic programming problem:

T N 3

T,

e{LE o s | - £ | B e DR ICATER] I
icl {=k i€l | Ti=Ti_1+1 Z =Tpq+1 Vi {=k

subject to (25).
As a noncooperative case, we can characterize an optimal solution for (25) and (28) as follows:
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Corollary 1. A set of strategies {47{, j =k, N,i € I} provides an optimal cooperative strategies to the game
(25) and (28), if there exists function WK (x, j), for j € {k,..., N} and i € I, such that the following recursive
relations are satisfied:

Wlk(x,N) = max {ZglN(x,ulN,...,unN,fN(x,ui\],...,unN))} ,

N N |*
Uy ety il

T
UL ety

Wl.k(x, T) = maxT{ Yo [gf (xuf, .. up, fo(x,uf, ... up))]
iel
N
Z]':T+1 Yi

_|_
N
Z]':T ’Y]

Wf‘(fT(x,uf,...,uZ),T—l— 1)}, forte {Tx_1+1,...,N—1}, (29)

WE(x,v) = max {Z (g7 (x,uf, ... u, fo(x,uf,...,uy))]

v v
Wt | el

+WE(fo (e u, o up), v+ 1)},forv €k Ti 1,

where WE(x, Ty_1 + 1) = WE(x, T_; +1).

Using the set of optimal strategies, {(p{, j=kN,iel} x; can be generated from (25), and we
obtain the corresponding cooperative trajectory.

3. Dynamic Oligopoly Marketing Model of Advertising

3.1. Initial Game Model

Consider an n-firm dynamic oligopoly marketing model of advertising defined on the closed
time interval [to, T]. The solution for the noncooperative case of this model in differential form was
presented in [28]. In this paper, the model is transformed to the dynamic setting and studied for not
only the noncooperative case, but mainly for the cooperative case [36]. Advertising efforts as strategies
are used by firms to compete on the oligopoly market, and each firm tries to increase its market share
while competitors try to minimize it using their advertising efforts. Denote by x¥ the market share
of firmi € I = {1, ..., n} at stage k. The full list of notations is presented in the Table 1. The dynamic
oligopoly marketing model of advertising is defined as follows. Motion equation of firm i € I or its
market share:

x;‘H = h(;2puky /1 — 2k — L5 Z]'E[p]-u;‘, /1— x;‘) — (hé6 — 1)xk + hol,

(30)
0 =0,
where z? is a positive constant.
The payoff function of firm i € I in the dynamic game model or the profit of firm i € I:
N
KYG, %) = 3 mie = (w)?. (31)
=0

Unlike the motion Equation (2) in the model example, here we use the discount rate r = 0. The main
reason is that we do not want to complicate the result of the model and show the difference between
the looking forward approach and the initial differential game first. The next thing is that we may
model the advertising process on the short time interval, i.e., with a small value of T.

In the table, the list of parameters of the model is presented.
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Table 1. List of variables and parameters.

Notation Explanation

xf <1 Market share of firmi € I = {1, ..., n} at stage k.

ul-‘ >0  Advertising effort rate of firm i € I at stage k.

i >0 Advertising effectiveness parameter of firm 7 € I.

6>0 Churn parameter.

m; >0  Industry sales multiplied by the per unit profit margin of firmi € I.
C(uk) Cost of advertising of firm i € I at stage k, parameterized by (u¥)2.

1

The initial marketing game model is defined on the interval [0,N]. As in Section 2, suppose that
players have full information about the motion equations and payoff functions on the interval [k, k + T].
In order to construct a solution in the game model with dynamic updating, we use the notion of
truncated subgame Ty (x*0, k, k + T).

The payoff function of firm i € I in truncated subgame T'y(x, k, k + T) has the form:

ok k0 T i 1\2
K; (xz.’ JU) = Z mixf - (u{) . (32)
j=k

In Expression (30), there is a logical consistency requirement that the market shares should satisfy:

Y x'=1,x>0,iel, v=0,N. (33)
iel

3.2. Noncooperative Outcomes in a Truncated Subgame

Firstly, we consider the noncooperative case for each truncated subgame I' k(x,?,k,k +T), ke
{0,...,N — T} with the initial condition x,?. According to Theorem 1, the set of strategies {ﬂf’l,
forie {1,..,n}, 1= 0,Tand k € {0, ..., N — T}}, provides a feedback Nash equilibrium solution to
the game (30), (32) if there exist functions Vik(l, xf.(’l), fori € {1,..,n},1=0,Tand k € {0,..,N — T}
in each truncated subgame Fk(x,?, k,k + T), such that the following recursive relations are satisfied,

foreachi € I:

Vl-k(l, xf’l) = max {mixi."l — (uf’l)2 + V,-k(l +1, xf’”l)} = m,-xi."l - (L‘tf’l)2 + Vik(l + 1,xf’l+1).
ui’

Theorem 8. The payoff of players for each truncated subgame I’k(x,?, k,k + T) in feedback Nash equilibrium on
the interval [k, k + T) has the following form:

VE(L Y = Y AV 4 BRG), i e {1, m), k€ {0,.., N=T},1=0,T,
iel

where A;"l , BX(i) are determined from the relations:

-~ ak,l4+1 -

A =m; — (G Z;)? - A (on —1),

~ 2k, I+1 ~

A= —2(G/ Zy)P = AN h—1), j £, je T\,

_ k41 A lps skl
BY(i) =Y (G Z)*+ ———]+ B () - (G Z),

iel

1 ey L. ik T+1 _ pkT+1/0 _ . Akl+1 _  xkl+1 Ak I+1
with initial conditions A; = BY"(i) = 0,1 € {1,..,n}, where G; = nAr T = e A7
2k, l+1

_ _ Ak I+1
Zi — m, Gl = Imax {O’Gl }
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The corresponding feedback Nash equilibrium strategies are:

akl+1 -
i =Gz 1 ke {0, ,N-T},ic{1,.,n}. (34)

Consider now the case of a random horizon for a truncated subgame. Suppose that the players
know certain information about the game structure, but the duration of this information being right
(or not changed) is unknown. Suppose that the probabilities are symmetric on the interval [1, N],
YI=-"=IN= N In our model, the first truncated subgame starts at Stage 0. Invoking Theorem 7 for
the kth truncated subgame, if there exist continuously differentiable functions Vlk(x, f),ied{l,...,n},
felk,..., Tr_q1} and Vik(x, 7), fort € {Tx_1 +1,..., N}, such that the following recursive relations
are satisfied:

ok _ N _ (Ny2
% (XIN)ZX’@E){THZX (u;") },
N-1

VE(x,T) = mﬂx{mixiT SRR v

<0 Vk(xr+1 T+1)}, forte {Ty 1+1,...,N—1},
uf>

(35)

Vi(x, f) = ZE‘;’S{W{—( IR v f+1)}, for f € k, Tx_1.

Vik(x/ Tk*l) = Vik(x/ kal)/

then strategies u;, i € I that maximize the right hand side of System (35) constitute the feedback Nash
equilibrium. The corresponding Bellman functions can be obtained as follows:

Theorem 9. The Bellman functions for the feedback Nash equilibrium of the k™ truncated subgame in (35) are:

1.
VE(x, 1) = Y AVRT + BET (i), T € {Ty_1 +1,...,N -1}, (36)
iel
where Aif’T:mi—(NZ\_];TYf’THZi)Z NN_iAkTH(éh 1),
kt _ N—-17 _krt1 2 N — kT+1 . . .
AT =2 2 N +1A (bh—1), jeI\i
. N—T ket N-—1 A¥Tps
Bk,r _ 2 7Y 7 2 ;
0 = LR 7 ZENN VS
N—-7T ey N=T Skttl o
v LA O Rl S v RO
2.
=Y A 4 B (i), f € (ko Tia), (37)
iel
where A:.c’f (Yk+1Z )2 A?’fﬂ(éh -1),
Al = _z(yj."f“zj)2 — AT n—1), je I\,
kf+1
. <k f+1 A7 hé N ok fH1
B/ (i) = Y0V 2,2 + S 4 BRI () — (7 2,2

i€l
e L kKN KN+ . kN _ : : kt+1 _
with initial conditions A;"™ = m;, BS"*1(i) = 0,i € {1,..,n}, A7 = 0,forjeI\iandY; =
nAkt+1 Z]eIAk 1 th+1 aX{OIYik,tJrl} te{k..,N—1}.
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3.3. Cooperative Outcomes in a Truncated Subgame

In this section, we focus on the cooperative setting, where all firms agree to cooperate in each
truncated subgame. Denote by It (x), k,k + T) the truncated cooperative subgame on the interval
[k, k + T] with the initial condition x{. All firms aim to maximize their joint payoff:

k k+T
Y RE,u) =Y Z m;x} — (38)
i€l i€l j=k

Suppose that the set of strategies {u;"k’l, fori € {1,..,n},1 =0,Tand k € {0,.., N — T}}, provides an
optimal control to the game (30), (38). Invoking Theorem 2.2, if there exist functions {wWk(i, x,l(), x,l( =
(x’lc’l. s, xﬁ’l)}, forie {1,..,n},1=0,Tand k € {0,..., N — T} in each truncated subgame l"fc(x,?,k,k +

T), then the following recursive relations are satisfied:

WKL xl) = max {mekl N2 4 Wk +1, xl+1)}

u];l,- unl>0 iel
k,1 k,1\2
=Y mx — (2 WE(I 41, 6.
icl

Theorem 10. The maximum joint payoff of players for each truncated subgame
T¢(xY, k,k -+ T) has the following form:

WE(I, xb) = Y CRIk 4 pkl (39)
iel

where C’f."l, Df’l, i€e{l,.,n},ke{0,.,N—T} 1=0,T satisfy the relations:

. =kI+1 A
CH = m; — (G z;)* = CP"(oh —1),

R k41 CHF Lo
o (S A LR ML
n

1

~ =kI+1 _
with initial conditions Ck T+ =0, Dk T+ =0, le+1 anl+l Yiel C]]f’lH and G; = max {0, Gl]f’lH }

The optimal cooperative strategies for each truncated subgame have the form:

—=k,I+1 .
wt =Gz 11— vie L.

Denote the solution of (39) with optimal strategies u* involved with the cooperative trajectory,
xkl = (xy L x;kl), I = 0,T. The cooperative trajectory in each truncated subgame can be

calculated using (30) as follows, k € {0,...,N — T}:

k, z+1 hé

k1 =k,1+1 kl k1 skl
R —onG T 72 (1 -« ch — ;) = (hé — 1)x; +—

1 1
jel

So far, we have formalized the case when all firms cooperate in the game model with dynamic
updating and fixed information horizon. Hence, we start to study the case when the information
horizon is random, where T; has symmetric probabilities on the interval [1,N], v = --- = vy = %

In the k' cooperative truncated subgame, if there exist functions W¥(x, f), fori € {1,...,n}, f €
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{k,...,Tx_1}, and Wk(x, 1), for T € {Tx_1+1,...,N}, such that the following recursive relations
are satisfied:

W¥(x, N) max {Zm X; }

”1 N T
Wk (x, T) max § Y mxf — 24 gwk(x“rl T+1) o,
”1’ Ay iel N-7+1
40
forte {Tr_1+1,..., N—1}, 49
WH(x, f) = max {Zm‘xf—( f) + Wk(x] S f—i—l)} for f € k, T,
s - [e] i s 7 Lk—1s
1] e Uy iel
Wi (x, Ty 1) = WE(x, Ty ),
then the strategies {u; k! forie {1,..,n},1=0,T and k € {0,..., N — T} are optimal.
The value functlon can be obtained as follows:
Theorem 11. The Bellman functions of the k'™ cooperative truncated subgame in (40) are:
1.
Wh(x,7) = Y CFxf + DIt € {Tj 1 +1,..., N—1}, (41)
icl
“kr N-—1 =zkt+l_ , N—T xpr4+1
w;’lere Cl T — ml - (m i Zl - mcl T (5]’[ - 1)
. N-—t 2kt N-t Chs  N-T
Dkt — ( T iT Zi)z + T i + T Dl'c,r—&-l,_
! N-7t+1 N-1t+1 n N-7t+1
2.
,..k/ ..k, —
WEx, ) =Y ol + D Fe k..., T 1), (42)
i€l
~ 2 kl+1 ~
where Cf’l =m;— (G, Z)*— CZ’."lH(éh -1),
- k41 Chi+1sh
2~k t4+1

with initial conditions CkN m;, DkN =0,ie{l,..n}, Gf’tﬂ = an’tH — Vel C’;"Hl, G; =

max {O, GAII.(’tH}, telk,..,N—1}

3.4. Characteristic Function in a Truncated Subgame

Using the characteristic function formula (14), we define the characteristic function for each
truncated subgame:

Ve KE(x%u), S=1,
VRS x%) = L (S, x0), scl, (43)
0, S=0,
where Vi (S, x;:’o) is defined as the total payoff of players from coalition S in feedback Nash equilibrium

uNE = (111, ..., i1,) in the game with the following set of players: coalition S (acting as one player) and
players from the set I \ S, i.e., in the game with |I \ §| 4 1 players.
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Suppose that the Bellman function for coalition S C I and players i € I\ S in truncated subgame
I¢(x9, k, k + T) has the following form:

VE(S,xQ) = Y CFOXM0 L ERO s C g
iel

VE({i},ad) = Y ARO0 L B(i)k0, i e 10\ s,

i€l

then the corresponding system of Bellman equations will have the form:

VE(S, aR) = max {Zé[mixf’o — (u)?] +Vk(5rxi)}/

u VieS
VE{i},a)) = max {m xko (uk)? + Vk({i},x,%)}, Viell\s, (44)
vk, &It =0,

VE((iY, ) =

4. Numerical Simulation for a Dynamic Advertising Game Model with Updating

We consider a specific three firm oligopoly case n the stage interval N = 8, with fixed information
horizon T = 2. In order to illustrate our model, let the parameters for each firmbe p = [0.4,0.5,0.3], h =
0.4, § = 0.09, m = [0.6,1,1.2] and with the initial conditions z* = [0.3,0.5,0.2].

Figures 3 and 4 show the feedback Nash equilibrium strategies for each firm in the noncooperative
case and cooperative strategies in the cooperative case respectively for both the initial game model
and the game model with the looking forward approach.

05 :
— UINE

045} v VP
UzNE

0.4} v OYE
— Us\b

0.35} . : == U

0.3t l

D 0.25) -

0.2t 1

015 o aa - - - 1

01t -

0.05} -

0 1 2 3 4 5 6 7 8

Figure 3. The feedback Nash equilibrium of the noncooperative case in the initial game (solid line)
and the feedback Nash equilibrium of noncooperative case in the game model with dynamic updating
(dashed line).
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0.16 w
—0
-
0.14 il 41
- _f];
0.12 U |
-
0.1 .
> 0.08 1
0.06 ]
0.04bm TR e 1
0.02f : .
0 ‘ H
0 1 2 3 4 5 6 7 8 9

Figure 4. Optimal cooperative strategies in the cooperative case of the initial game (solid line) and
optimal cooperative strategies in the cooperative game model with dynamic updating (dashed line).

Figures 5 and 6 show the dynamics of players’ market shares corresponding to the feedback Nash
equilibrium strategies for each firm in the noncooperative case and the dynamics of market shares
corresponding to the optimal cooperative strategies in the cooperative case respectively for both the
initial game and the game model with dynamic updating.

0.8 T T T T T T T

NE E NE

e —— JEE—

----’i@' \-.-jz?"ﬂ

07t . ~ ~ 1

0.6 i

0.5 jreer = - - - -

0_3‘-‘% ----------- R R R R - !

0.2 A

01} v » » .

0 i i i i i i i
0 1 2 3 4 5 6 7 8

Stage

Figure 5. Noncooperative trajectory in the initial game (solid line) and resulting noncooperative
trajectory (dashed line) in the game model with dynamic updating.
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0.6 |

0.3 e o o e e e ) r

A_V_\_\-l-!-v-

0.2

0.1} : : : i

0 i i i i i i i
0 1 2 3 4 5 6 7 8

Stage

Figure 6. Cooperative trajectory in the initial game (solid line) and resulting cooperative trajectory
(dashed line) in the game model with dynamic updating.

Figures 7 and 8 show the optimal payoff of each firm in the noncooperative case and the
characteristic function of the cooperative case for coalitions: {1,2}, {1,3}, and {2, 3}, respectively, for
both the initial game model and the game model with dynamic updating.

Noncooperative Outcomes

Stage

Figure 7. Noncooperative outcomes in the initial game (solid line) and resulting noncooperative
outcomes (dashed line) in the game model with dynamic updating.
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8 T T
—e)
, == V({1,2))
—V({1.3})
== V({1,3))
6 —v({2.3))
== V({2:3))

Stage

Figure 8. Characteristic function in the initial game model (solid line) and resulting characteristic
function (dashed line) in the game model with dynamic updating.

Figure 9 shows the difference between the resulting Shapley value and the Shapley value in the
initial game model. As we can see from above, the resulting Shapley value of the game with moving
information horizon changed more steadily over stages rather than the Shapley value of the initial
game. It can be seen that the competition among the companies was more fierce in the initial game
rather than in the game with a moving information horizon, considering market shares in Figure 6 and
advertising expenditure in Figure 7. The Shapley value of each company barely changed in the last
stage, which means that the profit of each company did not change much, as is shown in Figure 9.

Shapley Value

Figure 9. Shapley value in the initial game model (solid line) and the resulting Shapley value (dashed
line) in the game model with dynamic updating.



Mathematics 2019, 7, 1239 22 of 31

Suppose that the realization of the game information horizon: T; = 2, T, = 5, T3 = 8. Figure 10
shows the difference of the resulting noncooperative trajectory with a fixed information horizon and a
random information horizon, respectively.

08 T T T T T T T
[— " —e=ilf —— i) —e=i)f —i" -e=-7"
0.7 : . A
0.6 A
0.5¢ g FEEET YR S TR DR TR Y
® 041 i

030t = g = = = = <
L o --.----.----.----.--—-0

0 Il Il Il Il Il Il Il
0 1 2 3 4 5 6 7 8

Stage

Figure 10. The resulting noncooperative trajectory with a fixed information horizon (dashed line) and
the resulting noncooperative trajectory with a random information horizon (solid line).

Figure 11 shows the difference between the resulting noncooperative outcomes of each firm in the
noncooperative case with the fixed information horizon and random information horizon approaches.

Noncooperative Outcomes

Stage

Figure 11. The resulting noncooperative outcomes with a fixed information horizon (dashed line) and
the resulting noncooperative outcomes with a random information horizon (solid line).

Figure 12 shows the difference between the resulting cooperative trajectory with fixed and random
information horizons.
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Figure 12. The resulting cooperative trajectory with a fixed information horizon (dashed line) and the
resulting cooperative trajectory with a random information horizon (solid line).

5. Conclusions

In this paper, a novel approach was presented for defining the solution in the dynamic game
model, where information updated dynamically. Here, players did not have full information about the
game structure through the whole time interval on which the game was defined, but they had certain
information about the game structure on a fixed interval, namely the information horizon. As the time
evolved, information about the game structure updated. Moreover, a random information horizon was
considered for this approach. Therefore, the approach can be used to perform more realistic modeling
of real-life conflict processes.

The dynamic oligopoly marketing model of advertising was considered, and the corresponding
numerical example was used to illustrate the comparison between the initial dynamic marketing
model and the corresponding model with dynamic updating. Besides, the comparison between the
looking forward approach with a fixed information horizon and the looking forward approach with a
random information horizon was presented.
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Appendix A

Appendix A.1. Proof of Theorem 4

It is necessary to prove that the following conditions are satisfied:

Y (5N —K) = V(I55, N — ), (A1)
i=1

Gi(Z, N—k) = V({i}; &, N—k), i € L. (A2)
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Denote function
N—-T+1, k=1N-T,
y(k) = ARkt
k, k=N-T+1,N.

According to Definition 8, the right hand side of (A1) can be rewritten as:

fé (%5, N — k) Zzﬁfx

i=1 i=1j=k
n -T
=Y | ¥ @i+ D) =& ui+1j+1)
i=1 " j=
SR sN—T -
+ Z()(‘:i (N7 jone I N) =& (x;\lfT,j+lfN+T’]+1’N))} (A3)
j=y(k
Nt

= ¥ [V +T) = VLx,j+1,j+T)]

N
+ ) [V(I?xE—T,j—NJFT']"N)_V(I;x;\J—T,j+1—N+Trj+1IN)}'
j=y (k)

The right hand side of (A3) is equal to V(I; X, N — k) according to Definition 11; therefore, (A1) is
correct. Now, consider (A2), where the left hand side can be rewritten as:

N-=T
GELN—K) = Y (@xgefij+T) =8, j+1j+ 1))
j=k
N : (A4)
+ X (C_zNiT(x;\l—T,ijJrT/jf N) - gzNiT(x;\I—T,jH—N+Tfj+ L N)).
j=y(k)
(A2) is fulfilled for each stage, if for k = 1, N, the following condition is satisfied:

A0 jij+T) =& (xfy, j+1,j+T) >
V{i%x50,0 i+ T) = V{ihixj,j+1j+T),j=kN-T
gzN T<xN—T,j—N+T']r ) - gIN T(xN_T,]'_;,_l_N_;,_T/ j+1, N) =z

Vb _gjnar i N) = VA ¥ p g ngr ] TLN), j= N T+ LN.

(A5)

Fulfillment of Condition (A5) implies the fulfillment of the condition for each truncated subgame
k={1,...,. N—T}

E(xp k+Lk+T) = &8 (xp o, k+1+1,k+T) >

_ — (A6)
({l},xk’l,k+l,k+ T) - ({l},xk’l+1,k—|—l+1,k+ T), l = O,T, i el

The theorem is proven.

Appendix A.2. Proof of Theorem 5

Due to Definition 8 and (17), the resulting imputation is calculated using the Shapley values
Shk (xf,k k+ T) in each truncated subgame:
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Sh(x, N

E(x;, N —k) Z [SH (x3,,j+T) = SW (x}1,j+1,j+T)]

N T -
+ Z(k) SN T (3 g i N) = SN T g1 i + LN
=Y
Y (II—ISI)!(SI—l)!{NT

SclieSs : j=k

S V(S\ i+ T)) — (V(Sixha,j+1,j+ T) = V(S\isxty,j+ 1,7+ T))]

N
+ Y (VS _rjoner i N) = V(S\Exy g, i N))
j=y(k) (A7)

- (V(s; x;k\lfT,j+17N+T’j +1LN)=V(S\i; x}k\ffT,]Ll*lfN‘FT’j +1 N))]}

_ | _ 1y ( N=T

Sclies j=k
V(S i+ L T)) — (V(S\ixto j,j+ T) = V(S \i:x5y,j + 1, + )

N
+ 2 V(SN B N) = V(S 2} g1y d + L N))
j=y(k)

~ (V(S\i5xiy gy nprdoN) - v<5\i;x;,mWHLN»}},

— k) is the Shapley value, calculated using the resulting characteristic function

V(S, %, N —k):

Sh(x;,N —k)

. ;s(”_'S'ﬁ!ﬁs'_”!(V(Sf %N~ k)~ V(S\ i 5, N — k)

5 (I|—|5|)!(S|—1)!{N—T

sclies : j=k
. PR P (A8)
= V(Sx,j+1Lj+T)) = (V(S\ixj0,j,j +T) = V(S\i;x71,j+1,j+ T))]

N
+ 2 V(SN B N) = V(S 2y g1y i + L N))
j=y(k)

— (VS\EXY 1) ny o N) = VS\GxN 1500 nypod +1N))] }

Comparing (A7) with (A8), the theorem is proven.

Appendix A.3. Proof of Theorem 6

The statement of the theorem is satisfied when the following two statements are true:

1. If players in every truncated subgame choose the imputation &¥(x}, k,k+ T) € C(x}, k,k+T)
calculated using V(S; x*, k,k+ T) fork € {1,..., N — T}, then the resulting imputation ¢ (%}, N — k)
belongs to core C(xf,N — k), calculated using the resulting characteristic function V(S, %, N —k).

2. CoreC (%f, N — k) should not contain imputation & (%, N — k), for which it is impossible to find
the set of imputations in truncated subgame é‘k(xk, kk+T) e C(xf, kk+T).
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For the first statement, if the set of imputations & (xf,k k + T) satisfies the system of inequalities:

Y & (xfo kk+T) > V(Sx5kk+T), SC, (A9)
i€eS
for k € {1,..,N—T}, i € I, then the resulting imputation ¢ (%, N — k) satisfies the system of
inequalities:
Y &%, N —k) > V(S, %, N — k). (A10)
ieS
Substitute the expression for Cf.‘(x]’:,o, k,k + T) into the left hand side of (A10). To the right hand side of
(A10), substitute (22). It shows that for every S C I, k € {1, ..., N — T}, the fulfillment of (24) leads to
the fulfillment of (A9); hence, (A10) is satisfied. The first statement is proven.
For the second statement, any f(fZ,N —k) € C(xk,N k), k € {1,..,N — T}, the following
inequalities are satisfied in the set of imputations d‘(xklo, kk+T),ie{l,.,ntke{l,., N-T}h

Y X @i+ T) =i+ 1+ 1)

N - -
+ ) 2 (C?I_T(x?\]—T,]‘—N-‘rT’j’ N) - gzz\]_T(x}k\]_T,]‘J’_l_N_i_T/j + 1/ N))

j=y(k)
g _ ] (A11)
= ), (V(Sxj0,jj+T)=V(Sxj1,j+1j+T))
j=k
N
+ Y V(S _gjonaer o N) = V(S 2y g Ny d +1N))
j=y(k)

If there exists one set of imputations @f-‘(x;‘(‘,o,k,k +T),ie{1,.,n},ke{l,., N=T}in (All) for
which the inequalities (A9) are not satisfied, this unsatisfied inequalities will lead to the following
condition for k € {1, ..., N — T} being satisfied:

Y & (xio kk+T) = V(S;x*, kk+T) <0, (A12)

i€S
which contradicts (24), so the theorem is proven.

Appendix A.4. Proof of Theorem 8

The Bellman equation for firm i € [ is given by:

VE(I, xkl) mkux{mixf'l—( N2 L vk +1, xle))}.

u; >0

Invoking (30) and V¥(I, xf’l) Yicr Aklxkl + B¥I(i), fori € I,1 =0,T and k € {0, ..., N}, the above
Bellman equation becomes:

ZA?’ZJC;{’Z + Ek’l(i) _ mkax {mixf,l o (u;{,l)z + ZA?’I+1X§’Z+1 + Ek,l—l—l (1)}

i€l ui 20 i€l

_ ik,l+1 n ) B kl ~
_Z%%{.ZAi [h(n—1pl 1-af ZP] \/ﬁ) (A13)

iel

f(héfl)xf’lnth&] BRI 4 ! — (uff’)2}.
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Performing the indicated maximization in the above yields:
hoi ho; -
24k 4 Pi_, ghI+1, Jq _ kil _ P [ ki ZAMH —0,
1 n— 1 1 1 n— 1 1 ]GI ]

foriel,l= ﬁ and k € {0,..., N — T}, then the feedback Nash equilibrium strategy of firm i € I can
be obtained in the form:

-~ ~ h ;
k1 kil+1 kl+1 Pi k1
;" = max {O, [nA; j§€1 A] ]Z(n ) 1—x; }

hpi\/1— xi.(’l { B ~
=V max{0,nAKT - Z:A’."ZJrl .
2(n—1) ! it J
Anticipating that the controls will be shown to be positive, substituting it into (A13), collecting the
terms together, then the parameters Af’l and B¥! (i) can be expressed as:

- ~k,l+1 ~
A =m; — (G 7;)? - AT (on - 1),
ikl A S S AT S ,
A; =-2(G; Zj) — A (6h—1),j#i,jel\i
3 k41 At ps k41
BE (i) = Y [2(G" Zi)* + ———]+ BMM (i) — (G )%,
i€l n
AkI+1 k41 gkit1 2kl+1 k141 ho;
where G = nAP -y AL GO = max {0,611, 7, = .

Appendix A.5. Proof of Theorem 9

Consider the Bellman function in the last stage, in the stage N. Performing the indicated
maximization in it yields:
yN =0, foricl

Invoking (36) and V¥(xN, N) = m;x}, the second equation in (35) becomes:

N —

ZA;‘/Tx;r + Bk,T(i) — mﬂx{mixiT _ (u;r)z + ﬁ

ZAerrl T+1+Bk1+1( ))}
iel i

icl

Performing the indicated maximization in the above yields:
N-1 k hp
_ T ,T+1 i _ k,T k,r+l _
2(u1)+N_T_1(n_1nA ViI-x" -5 /1-x %AJ )

forieIand T € {Ty_1 +1,...,N — 1}, then the feedback Nash equilibrium strategy of firm i € I can
be obtained in the form:

N—-71 k41 k41 j k
= 0, (nAZ™ Al 0L [q
Yi max{ N—-7-1 ]ezl n—l) Xi

T % 4
o N-71 hpl 1 x1 max {0, nAiC,T+1 _ ZA;(,TJrl} .

N—-17-1 2(n-1) =
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Anticipating that the controls will be shown to be positive, substituting it into the second equation in
(35), collecting the terms together, the parameters Ak T and BX7(i) can be expressed as:

N

N-t1 o+l kT+1
AhT:: e ( Z 2————————714,-(Jr oh —
S v R )Ml v (oh =1),
N—T —kt+l, o N kT+1 - .
Ak/T — _2 B — Z — 714-’1— 5’1 — ]. 7 I 7
j (N—T+l J j) N—-71+4+1"7 ( LAY

k,t+1
) N—T —kt+l, 2 N—t A" "hé
BT(i) =Y 2(+— =Y Z i
I S RN Vs Ry
N*T k,T+1'
E s LY

N—1T —kr+1

(N—T—i-lY Z;)*.

In the stage f € {k,..., Tx_1}, performing the indicated maximization in the third equation in (35)

yields:
o kf+1 bf+1y hoi [ kf
¢, = max {O (nA; -) A; 72(71_1) 1—x; }

jel

/ k.f

h 1—x

:pimax 011Akf+1 ZAka
2(n—1) e

Anticipating that the controls will be shown to be positive, substituting it into the third equation in
(35), collecting the terms together, then the parameters A;{’f and B¥/ (i) can be expressed as:

kf_ h+1 Al
Al — (Y z)2 = AV gn—1),
Al = _2(y;?'f“zj) — AT o —1), je 1\,
kf+1
. —k,f+1 A7 TThS . —k,f+1
BY (i) = Y2V Tz + S+ B0 - (Y, fHzy,
i€l

where Y/ = n AP -y AR VP <y {o, nARHL v IAjF'f“},t e {k.,N—1}.

Appendix A.6. Proof of Theorem 10

The Bellman equation for the cooperative setting is given by:

Wk(l,xf'l): Jnax Z{mxkl (u *kl) + WK +1, xkl“)} (A14)

Substituting (39) into (A14):

WH(1,xb) = max Z{ (2 - Wh(1 41, xlﬂ)}
ki
u] oMy €T
(A15)
:>2CAZI-('IX;('Z+DIIF'I _ max {Z[mix;(,l ( kl chl-i-l kl+1+Dkl+1}
icl .y iel icl

WHT +1,x]) = 0.
Substitute the right hand side of (30) to (A15). Performing the indicated maximization in (A15)
yields:

h 1—x:
Couf 4 (nCRH ch1+1 Pi
jel
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Optimal cooperative strategies can be obtained in the form:

. . hojA/1 — x5!
%,k 0, (ncllf,l+1 _ Zc;c,lﬂ) Piy/ i

w:"" = max
! ict 2(n—1)
hpiy/1 — xf"
_ Ak, 1+1 Ak, 1+1
— Wmax 0,nC; — ZCJ
jel

forieI,1=0,Tandk € {0,..,N}.
Anticipating the cooperative strategies will be shown to be positive, substituting it into (A15),
hence Cf’l and Df’l are defined as:

. =kI+1 -

CH =y — (G Zy)2 = CHH (sh—1),
Ak, 141

. =k 41 G~ oh

DM = (G 2+ == 4 DY

Appendix A.7. Proof of Theorem 11

Consider the Bellman function in the last stage, that is in the stage N. Performing the indicated
maximization in it yields:
oN =0, foric L

Invoking (41) and Wik(xlN ,N) =Y mixf\] , then the second equation in (40) becomes:

ZCZI.(’TxiT + Df’T = max {

=

N—-T = -
Zmixf - (ul.T)Z + m(ci ,r+1xir+1 + D:‘c,1—+])}'
icl

Performing the indicated maximization in the above yields:
N—t  hoi = ke hoi [T kv skl
2 (yT i k,T+1 1 — xbt _ i 1 — k7 kT+1y
W) + g7 e - - x; j;C] )=0

forie Iland T € {Ty_1 +1,...,N — 1}, then the feedback Nash equilibrium strategy of firm i € I can
be obtained in the form:

N-1 ~k ~ hp;
T kt+1 _ k,t+1 i _ kT
¢f = max{0, N—7_1 (nC; /EEI G )72(71 iy 1—x7"}

N—t hpi/1—x7

T N-71-1 2(n-1)

max{0,nCF™ — Y C;.(’TH }.
jel

Anticipating that the controls will be shown to be positive, substituting this into the second equation
in (40), collecting the terms together, then the parameters Cf’T and Df’T can be expressed as:

N — T ~k,T+1

~k,T 2 N-1 ~k,7+1
kT . — . - —— T (sh—1
G i (N—r+1 ! i) N—r+1cl ( )
~k,T+1
gl _( N-T skt ,  N-7 CThe N—7T ~pein

AN ,
i <N—T+1 ! ! +N—T+1 n +N—T+1 i
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For stage f € {k,..., Ty_1}, performing the indicated maximization in third equation of (40) yields:

f_ skl _ v mhrly i ~kf
¢! max{O,(nCi pe )Z(n—l)\/l X; }

jel

o/ kf
= 7}% " max { 0,nCRTHL ZC].('TH
2(n—1) T £t :
jel
Anticipating that the controls will be shown to be positive, substituting this into the third equation in
(40), collecting the terms together, then the parameters Cf’f and D?’f can be expressed as:

~ akl+1 -
CM =m; — (G 7)) - CMH Y on—1),
- k1 CkIH1sp
Dll-('l — (Gz Zi)z 4 1 - 4 D:-('l+l,
A ~ ~ 2o kt+1 A
where Gf’tH = an.(’H'l — Vel C]l-"“”l, G; = max {0, Gl]f’tﬂ}, te{k,...N—1}.
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