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Abstract: We consider an n-player game in coalitional form. We use the so-called § characteristic function
to determine the strength of all possible coalitions. The value of a coalition is obtained under the behavioral
assumption that left-out players do not react strategically to the formation of that coalition, but stick to
their Nash equilibrium actions in the n-player noncooperative game. This assumption has huge computational
merit, especially in games where each player is described by a large-scale mathematical program. For the class
of games with multilateral externalities discussed in Chander and Tulkens, we show that the § characteristic
function is superadditive and has a nonempty core, and that the d-core is a subset of the 7-core.

Key Words: Coalitional games, characteristic function, multilateral externalities.

Résumé: On consideére un jeu coopératif a n joueurs et on utilise la fonction caractéristique ¢ pour évaluer
la force stratégique de chacune des coalitions possibles. La valeur pour chaque coalition est obtenue en
maximisant la somme des gains de ses membres sous I’hypothese que les joueurs non membres utilisent leurs
actions d’équilibre dans le jeu non coopératif a n joueurs. Cette hypothese sur le comportement des non
membres simplifie énormément les calculs a effectuer pour déterminer la valeur de chacune des coalitions
possibles. On montre que pour la classe de jeux avec externalités multilatérales a la Chander et Tulkens que
la fonction caractéristique § est superadditive, que le noyau est non vide et qu’il est inclut dans le noyau ~.

Mots clés: Jeux coopératifs, fonction caractéristique, externalités multilatérales.
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1 Introduction

The implementation of any classical solution of an n-player cooperative game with transferable utilities, e.g.,
Shapley value, core or nucleolus, requires the computation of the characteristic function (CF) values of the
2™ — 1 possible nonempty coalitions. This task is very challenging, if at all feasible, when (i) n is large; (ii)
each player is described by a large-scale mathematical programming model; and (iii) each of these values
is the result of an equilibrium problem, as is the case for the 7 characteristic function (see Chander and
Tulkens (1997)). To illustrate the difficulty, suppose that we have to allocate among all countries the total
emissions reductions needed to avoid a serious climate change. To start, we have to adopt a model that
describes the economics and climate interactions for each of the countries (players). A well-accepted model
in this area is the Integrated Assessment Model (TTAM-WORLD), which is a multi-regional model of the
energy /emissions of 16 world regions (see, for instance, Loulou and Labriet (2008)). If we adopt this model
and the ~ characteristic function to define the imputations in the core or the Shapley value of the 16-player
cooperative game, then we would need to compute the characteristic function values for 65,535 coalitions.
Knowing that TTAM-WORLD has more than one million variables, the task of computing 65, 534 equilibrium
values is near impossible, even if we have access to the most sophisticated computers and algorithms available.

Petrosjan and Zaccour (2003) dealt with this “curse of dimensionality” in cooperative games by defining a
characteristic function that requires considerably less computational effort than the v characteristic function
(v-CF). Indeed, whereas in the v-CF approach we must solve one optimization problem (the grand coalition’s
problem) and 2" — 2 equilibrium problems, in the Petrosjan-Zaccour CF it is the other way around, that
is, we need to solve one equilibrium problem (the n-player noncooperative game) and 2™ — 2 optimization
problems. As solving an optimization problem is significantly simpler than solving an equilibrium one, the
computational savings are huge. We shall refer from now on to the Petrosjan-Zaccour CF as the J-CF.}
This computational benefit comes, however, at the cost of making a strong assumption on players’ behavior,
which will be specified in the sequel.

Petrosjan and Zaccour (2003) did not discuss the properties that the 6-CF may exhibit, but simply used
it to design a time-consistent Shapley value for the differential game they considered. Zaccour (2003) showed
that the v and ¢ characteristic function values coincide for the particular class of linear-state differential
games.? In this paper, we establish some properties of the 6-CF and discuss its relationships with the v-CF
for the class of games studied in Chander and Tulkens (1997), namely, games with multilateral externalities.
Our main results are: (i) the §-core is nonempty; and (ii) the d-core is a subset of the y-core. Thus, we can
interpret the J-core as a “selector” of some imputations from the ~y-core.

The rest of the paper is organized as follows: In Section 2, we recall some preliminaries. In Section 3,
we introduce the class of games with negative externalities, and in Section 4, our main results. Section 5
presents an illustrative example, and Section 6 briefly concludes.

2 Preliminaries

Denote by N = {1,...,n} the set of players. Let v(-) be the characteristic function defined by
v:P(N)—=R, v(@)=0,
where P (N) is the power set of N,and denote by I the set of imputations given by
I= {(yl,...,yn) | yi > v ({i}),Viand Y y; = ’U(N)}.
i=1

A coalition K is a subset of players, i.e., K C N. Von Neumann and Morgenstern (1944) interpreted the
value v (K) as the sum of gains that a coalition can guarantee its members. In cooperative games without
externalities, i.e., when the payoff of a coalition K is independent of the actions of the left-out players (LOP),

1 This choice is to continue the series of characteristic functions designated by the greek letters a, 8 and 7.
2 In this class of games, the payoff functions can be non-linear in the control (decision) variables.
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i.e., players in N\ K, the value v (K) is simply obtained by optimizing the (possibly weighted) sum of the
coalition members’ payoffs. In this context, we need to solve as many optimization problems as there are
nonempty coalitions, that is, 2" — 1 problems. In games with externalities, the outcome of K depends on the
behavior of players in N\ K, which leads to the definition of the «, 5 and ~ characteristic functions. Briefly,
v® (K) is the maximum value of the minimum taken over LOP strategies. The a-CF is, for most purposes,
seen as too conservative as it amounts to assuming an antagonistic zero-sum game between K and N\K
(see Ordeshook (1986)). The 3 characteristic function assumes that the payoff v” (K) that coalition K can
strategically guarantee its members corresponds to the minimum value of the maximum taken over LOP
strategies. For games with transferable utilities, which are our focus here, the a- and §-CFs are equivalent.
The common assumption is that the left-out players in N\K form a coalition whose purpose is to hurt
coalition K as far as feasible, without any concern for their own payoffs. The construction of a- and §-CFs
from a normal-form game ignores possible strategic interactions that could take place between the coalition
and the left-out players. To account for this, Chander and Tulkens (1997) proposed the v-CF for a class of
games with multilateral externalities (see also Chander (2007) for a discussion of coalition formation in this
context, and Germain et al. (2003), for an application in environmental economics). In the -CF, v7 (K)
is defined as the partial equilibrium outcome of the noncooperative game between coalition K and LOP
acting individually. This means that each left-out player is taking note of the formation of coalition K and
best-replying to the other players’ strategies. If we denote by k£ the number of players in coalition K, then
the determination of v (K) requires finding an equilibrium for a noncooperative game with n — k+ 1 players.
Here, we have to solve one optimization problem (the grand coalition’s problem) and 2" — 2 equilibrium
problems. The pending difficulties are the selection of one equilibrium outcome when there are multiple
equilibria, and what to do when there is no equilibrium in pure strategies.®> Further, it was shown under
some convexity assumptions that the y-core is nonempty for a quite general class of games with multilateral
externalities (see Chander and Tulkens (1997) and Helm (2001)).

The 6-CF involves a two-step procedure. First, we compute an n-player noncooperative equilibrium.
Second, for each coalition K, we solve an optimization problem consisting of maximizing the joint payoff,
assuming that LOP stick to their Nash equilibrium actions in the n-player noncooperative game. As stated
before, the main advantage of the 0-CF with respect to the v-CF is computational. Its main drawback is
the assumption that the left-out players do not best-reply to the formation of the coalition, but stick to their
Nash equilibrium actions in the n-player noncooperative game. In the next section, we consider the class of
games with multilateral externalities in Chander and Tulkens (1997), and show that the d-core is nonempty.
Further, we prove that the d-core is included in the «-core, and hence, is a selector of y-core imputations.

3 Games with negative externalities

Chander and Tulkens (1997) consider a model with multilateral externalities and two kinds of commodities: a
standard private good, whose quantities are denoted by 1, z2, ..., z,, and an environmental good (pollution
emissions), whose quantities are denoted by ey, es, ..., e,. Technology is described by a production function
fi(e;), which is assumed to be increasing, differentiable and concave in e;. Each agent’s preferences are
represented by a quasi-linear utility function w;(z;, e) = x; — d;(e), where d;(e) is agent ¢’s disutility, which
is assumed to be a positive, increasing, differentiable and convex function of the level of the externality
e = ) ;cn €i- The agents outside of a coalition K C N choose their individual best reply to the coalition
members’ actions, which results in the y-characteristic function defined as follows:

vY(K)=  max Z ui(x;,e),

{(zi,ei)iex}

i€k
subject to Z x; < Z fi(e;) and e = Z e; + Z €j,
ieK ieK €K JEN\K

where for all i € N\K, (z;,e;) maximizes u;(x;, €;),

subject to x; < fi(e;) and e = e; + Z €.
JEN\

3 These difficulties vanish for the class of games considered by Chander and Tulkens (1997).
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Denote by é; player i’s Nash-equilibrium action in the n-player noncooperative game, and denote by
€ =) cn € In the 0 characteristic function, players outside of a coalition K C N freeze their actions at
their Nash-equilibrium levels é;,j € N\K. The §-CF value of coalition K is then given by

[
v (K)=  max ui(xq,e),
( ) {(ziei)iex} Z ( )

€K
subject to sz < Z fi(e;) and e = Z e + Z €;.
icK icK icK JEN\K

In the rest of the paper, we shall use the following notations:

5K

€

: Player i’s optimal action under -CF when coalition K forms and i € K, and

5K __ 6,K =
e —E e;” + E €;.

icK JEN\K

eZ’K : Player i’s Nash-equilibrium action under y-CF when coalition K forms, and
el = Z el k.
3
iEN
el : Player i’s Pareto-optimal emissions. We know that when a grand coalition forms, both v and §
concepts coincide.

The necessary and sufficient conditions for the above optimization problem are

Flel™) =" di(e"),vi e K, (1)
1eK
="l N g (2)
€K JEN\K

For our purposes, the main results in Chander and Tulkens (1997) are: (i) given any coalition K, there exists
a unique Nash equilibrium in pure strategies of the (n — k + 1)-player noncooperative game; (ii) the core is
nonempty; (iii) the total emissions of the players when a coalition K forms satisfy 7' < &; and finally (iv)
the left-out players free-ride on the coalition players, i.e., e}’K >¢; for j € N\K.

4 Results

We start by the following lemma about the total players’ emissions when coalition K forms.

Lemma 1 For any coalition K C N, the total emissions under the §-CF are less or equal to the total emissions
in the fully noncooperative game, that is, e> < é.

Proof. Suppose that e>% > & The convexity of d; (-), which implies d,(e>¥) > d.(é), and the first-order
conditions (1)—(2) yield
Fer™) =D di(e™™) > dij(e”") > dj(e) = f{(&), Vi€ K,
€K
s, . ,
ejK =é;, Vj € N\K.
From the concavity of the production functions we have that ef’K < ¢;, Vi € K. This implies
eé’KZZG?’K-F Z e; < Zéi+ Z €; = ¢,
€K JEN\K ieK JEN\K

which contradicts our assumption. O



4 G-2014-78 Les Cahiers du GERAD

The formation of any coalition leads to lower emissions than under a fully noncooperative Nash equilib-
rium. In the next lemma, we show that the combined emissions of the players in coalition K are greater
when the left-out players freeze their strategies at their individual Nash-equilibrium strategies (§ concept)
than when they use their best-reply strategies (v concept).

Lemma 2 For any coalition K C N, we have

S, K v.K
g e, = g e; .

€K €K

Proof. From Chander and Tulkens (1997) and Helm (2001), we know that

e’ K <& and ; >é;, forall j € N\K.
Suppose that ZleK Z K< Yick € ZK. Consequently, we have
R ST VI SIS o
€K JEN\K €K JEN\K
K K 4K
S STLRE ST
ieK JEN\K

The convexity of d (-), implies d’(e®¥) < d’(e™¥), which, along with the first-order optimality conditions of

Lemma (1) leads to
FUE) =3 di(e ) < ST di(erE) = fi(e] ™), Vi€ K.

icK ieK
By the concav1ty of the production functions, we have e K> el K Vi € K. Consequently, >, e‘g’K >
> ek €, which contradicts our assumption. O

Chander and Tulkens (1997) showed that e;’K > ¢, j € N\K and e"® < ¢ for any K C N, i.e., the
left-out players free-ride on the coalition by emitting more than under their Nash-equilibrium strategies. In
the ¢ approach however, the left-out players freeze their strategies at the Nash-equilibrium levels instead of
best-replying to coalition K. Hence, the combined emissions of coalition players in K are greater. Next, we
show that the §-CF gives any coalition K a higher value than the +-CF.

Theorem 1 For any K C N, v°(K) > v?(K).

Proof. By definition, we have v*(K) = v7(K), for |[K| =1 or K = N. For 1 < |K| < |N|, we have

v‘;(K)—W(K):(ZfZ 6K Z 6K+ Z 6K)

iceK JjeEK JEN\K
SOMICUEIOSELESD ML)
i€EK JEK JEN\K

= (") = 1) = 3 (i) — du(e "))
€K ie K

> D RN = el ) 4 Y di(e ) (e )
€K ice K

= D SN = el )+ (e =) Y di(e ).
€K ice K

The inequality follows from the concavity of f; and convexity of d;. Next, using the first-order conditions
(1)—(2) we have
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v (K) =07 (K) > ((e” SRR BICEE 7“)) > di(e™)
€K €K
= D (@ =) Y die")
IEN\K €K
= > (@) die®) =0
IEN\K €K
The last inequality follows from the monotonicity of the damage functions and the e; K> € = e?’K, J €
N\K. O

Using Lemma 1, the following theorem shows that v°(.) is superadditive.

Theorem 2 The §-characteristic function is superadditive.

Proof. Let S and T be subsets of N with S NT = (). To show superadditivity, compute
VW (SUT) —v°(S) — v°(T)

Z fi(eg,SuT)_ 1 6SUT (Zfl 5S 1 > <Zfl 5T d; 6T)>

esuT €S €T
> Z fl_/(e?,SUT) (e?,SUT _ e;_s,s) + (ea,s . e&,SuT)d;(eé,SUT)

i€s

4 Z fl_/(e?,SUT) (ef,SUT _ ef,T) i (ea,T o e&,SuT)d;(eé,SUT)

ieT
5,SUT 5,SUT 55 8,SuT 5T

- e ST ) e )

ieSUT ies ieT

+ (66,5 _ eé,SUT) Z d;(eJ’SUT) + (eJ,T _ eé,SUT) Z d;(eé"SUT)

ies ieT

The inequality follows from the concavity of f;(.), the convexity of d;(.) and the assumption that SNT = (.
Then, the last equality follows from the first-order conditions (1)—(2). Rearranging the terms in the last
expression, we obtain

V2 (SUT) —v°(S) — v°(T)

> <Z d;@é,SUT) +Zd;(€5,SUT)> <€5,SUT _ Z & + Z & + Z é; _66,5_66,T>

=5 ieT IEN\{SUT} IEN\S IEN\T
+ (66,5 _ eé,SUT) Z d;(eJ’SUT) + (eJ,T _ eé,SUT) Z d;(eJ’SUT)
€S €T
_ (Z d;(eé’SUT) + Z d;(eé’SUT)> (e&SUT — 08 _ 0T + Z éi)
€S €T iEN
+ (66,5 _ eé,SUT) Z d/i(eé,SuT) + (eé,T _ eé,SUT) Z d/i(eé,SuT)
€S €T
e_e Zd/ 5,5UT) Zd/ 8,5UT) >
€S €T
where the last inequality follows from Lemma 1. O

It is well known that the superadditivity of v°(.) cannot guarantee that the cooperative game has a
nonempty core. Chander and Tulkens (1997) show the nonemptiness of the y-core under a few assumptions,*

4 Under the assumption that for all S C N, |S| > 2: Pjesd;(e”) > di(é),i€S.



6 G-2014-78 Les Cahiers du GERAD

by proving that a specific imputation, that is, a particular version of the ratio equilibrium (see Kaneko
(1977)), belongs to the y-core. Using the convexity assumptions of the production and damage functions
and the Bondereva-Shapley theorem, Helm (2001) shows the nonemptiness of the y-core. We follow a similar
approach towards showing the nonemptiness of the d-core.

Let C be the set of possible coalitions. Let C; = {K € C : i € K} be the subset of those coalitions that
have player ¢ as a member. A vector (ux)rec : px € [0,1] for all K € C is called a balanced collection of
weights if for all i € N we have ) pce i = 1.

Proposition 1 (Bondareva-Shapley Theorem) A coalitional game with transferable payoff (N,v) has a
nonempty core if, and only if, for every balanced collection of weights ) o prv(K) < v(N).

Theorem 3 The coalitional game (N,v°(.)) is balanced, and therefore, has a nonempty core.

Proof. Fliom Lemma 1, we have e>® < &, which implies Yick € fK < Y ick i, since Y, [eN\I € 5K =
2ien\k G- Now,
5K -
D omd e S D Y e
Kee\c;  jekK KeC\C;  jeK
SIS SRS WIS 3t
KeC  jeK KeC;  jeK
SRS WIS o
JEN KecC; JjeEK
SDOVID SRS ST o
Kec;  jeN KeC;  jeK
. 5K
ST SRS ST o o
Kec; JEN\K Kec; JEN\K

For each i € N, let ¢¢ = ZKEQ_ uKef’K, that is, the sum of weighted optimal emissions of player ¢ in all
coalitions to which he may belong. By concavity of the production function, we have

= f; <Z uxef’K> > > pcfilel™).

KeC; Kec,

Next, compute

() ()
iEN iEN KEC; KeCc  jeK
—@(ZM{ 65 + Z ,LLKZ 6K>

KeC; jeEK KeC\C, JEK
5K 5K
AP WIOSELED WS WL
Kec; jJEK KeC; JEN\K
5K 5K
=d e %+Z%D
Kec; jEK JEN\K
< ¥ i ( v ¥ v
KeC; jEK JEN\K

In the above, the first inequality follows from (3) and the last inequality follows from the convexity of the
damage functions. Then, from the cohesiveness of the coalitional game, that is, since the value of the grand
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coalition is at least as large as the sum of the values of the members of any partition of N, we have

SEED WITE IO o)

iEN iEN  \jeN

DI IPNIEUES 3D OSLED WL
i€eN KeC; i€eN KeC; JjEK JEN\K

5 5 5

SIS FELEVIO SELED o)
Kec; €K jeK JEN\K

= Z 1rvs (K).
KecC

Consequently, the d-core is nonempty. O

Using Theorem 1 and Theorem 3 we have the following result.

Theorem 4 For the game with multilateral externalities, §-core C ~y-core.

Proof. Given that the d- and the ~-core are nonempty, the result is a direct consequence of Theorem 1, i.e.,
v (K) > v7(K) for every K C N, and of the definition of the core of a cooperative game. O

Chander and Tulkens (1997) show that by emitting more than under their Nash equilibrium strategies,
that is, e}’K > ¢é;, j € N\K, the left-out players free-ride on the members of coalition K. In the ¢ case, such
behavior cannot occur, as by definition, left-out players freeze their emissions at the fully noncooperative
Nash-equilibrium levels. Lemma 1 only says that when coalition K forms, the total emissions are lower than
the total Nash-equilibrium emissions, i.e., > < é. Now, superadditivity of v°(.) implies that it is in the best
interest of a coalition to enlarge, but how does this translate in terms of emissions? The following proposition
gives a hint.

Proposition 2 Let S C T'C N. Ife>S < b7, thene)” <el® Vi€ S, SC T and Y ,cp g€’ > Yiep s bi-

Proof. The first-order conditions (1)(2) imply f/(e>%) = 3
of d} (+) yields

ies di(e>9), for all i € S. The monotonicity

fier®) = Yo di(e®) <3 di(e™) = filel) = Y di(e’T), forallie s,
= €S €T\S
and the positivity of d} (+)

FUET) = fle2%) > N di(e®T) >0, forall i € S.
i€T\S

From the concavity of f; we have ST < ef’s foralli € S and S C T. Then,

%

Dot Y at Y a=T< ST =N A Y T Y

i€S ieT\S {EN\T i€S ieT\S iEN\T
0< g (ef’s — ef’T) < g (ef’T — éi)
ieS i€T\S

The last inequality clearly implies ZZ—GT\S ef’T > ZZ—GT\S ;. O
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The interpretation of the above proposition is as follows: when a coalition S enlarges to T', the new
entrants, i.e., players in T\ S, jointly free-ride on the players in coalition S. Further, players in 7'N S reduce
their emissions individually in the newly formed bigger coalition, that is, ef’T < ef’S, forallie S, ScCT.
Note that this holds true only if the total emissions under T are larger than under S, i.e., %% < 7.

In the next subsection, we provide some sharper results for when the players are identical.

4.1 Symmetric game

To save on notation in this symmetric case, we denote by e = ef’s, f()=fi(-) and d(-) = d;(-), Vi € N,

S C N, and by s the number of players in S. The first-order conditions (1)—(2) can be rewritten as
f(€%) =sd (se® +(n—s)é), SCN. (4)
The Nash-equilibrium and Pareto-optimal emissions satisfy, respectively, the following two conditions:

f'(e) = d'(ne), (5)
f(e") =nd (ne"). (6)

The following proposition shows that increasing the size of a coalition benefits each of its member, that
is, the per-capita payoff of a coalition is non-decreasing with its size.

Proposition 3 For S C T C N we have ”6gT) > v‘siS).
Proof. Compute
5 )
v (T) - v (S) — f(eT) _ f(eS) _ (d(teT—i- (n —t)é _ d(SS + (n_ S)é))

> f(e”) (e — &%) + d'(te” + (n—t
= td'(te” + (n - @) (1- ) (- ).

The inequality follows from the concavity of f(.) and convexity of d(.). The last equality follows directly
from the first-order condition (4). From Lemma 1, we have ¢ = se¥ + (n — s)& < é = né, which implies
5

)
e® < é. Consequently, we have 2 ET) > @ O

The impact on the per capita emissions of enlarging a coalition is characterized in the following proposition.
The result is a sharper version of the one obtained in Proposition 2 for the asymmetric case.

Proposition 4 For S C T C N we have

and consequently

el <+ (1-)e—c)
Proof. Suppose that te’ > se® + (t — s)¢, then
tel 4+ (n—t)& > se + (n —s)é. (7)

Then, from monotonicity of d'(-) we have
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d'(te + (n—1t)e) > d'(se + (n— s)¢é)

td (te’ 4+ (n —t) &) > td'(se® + (n — s) &)
=sd'(s° +(n—5)&)+ (t —s)d (se® + (n—s)&)
> sd'(s¢” + (n —s)e)

The first-order condition (4) yields
fi(eh) =td (te" + (n—t)g) > sd'(s¢” + (n - s) &) = f'(¢”)-
Since f’(-) is a decreasing function, we have e’ < e, which leads to

tel +(n—t)e<teS+(n—t)e=se+(n—s)é+ (t—s) (e’ —e)
th 4 (n—t)e—(se® +(n—s)e) < (t—s)(® —¢&).

Using (7), we obtain

0<tel +(n—t)e— (s +(n—s)¢) < (t—s)(e” —g)
0<(t—s)(e —e).

The last inequality results in ¢ > &, which contradicts Lemma 1. Therefore, e?” < %+ (1 — Ee— ¢°) holds
true. O

Finally, we make the observation that for any n-player symmetric game with transferable utility, the -
and 0-CF yield the same Shapley value ¢;,Vi € N, that is,

8i(67) = 107 (V) = 108 (N) = 6i(e”).

5 An example

To illustrate our results, and more specifically, the inclusion of the §-core in the ~y-core, we consider a simple
3-player game with the utility function of player i given by

1 1
U; = ;€5 — 561'612 — 501'62, 1= 1,2,3.

To ensure that the differences are due, and only due, to the choice of the characteristic function, we make
the further assumption that the game is symmetric, that is,

Q; = @ Bzzﬂa 0; = 0, 7’:15273

Table 1 reports the results for all feasible coalitions. As expected, the emissions and payoff values only
differ for two-player coalitions.

Table 1: Individual and total emissions and individual payoffs

0-CF ~v-CF
K ei, 1 € K e u;, 1 € K ei, tE K e u;, 1 € K
o 3a a?(B—30) « 3a o?(B-30)
{1 {2} {3 30+8 30+p 2(8+30)2 3048 30+8 2(B+30)?
{Z } {k} a(c+B) 3a(20+p3) (B%2+B85—352)a? a(f—o) 3o (B*+Bo—110%)a?
I (B+10)3018)  (BHao)Bo+B)  2(B+d0)(B+50)? S0 A+ B2 50178 26(3+50)7

{Z ] k} e 3o a e} 3a e}
sy 90+ 90+ 2(B+90) 90+ 90+ 2(B+90)




10 G-2014-78 Les Cahiers du GERAD

For an imputation y = (y1, y2, y3) to be in the core, the following conditions must be satisfied for i = 1,2, 3:

o-core : ASnyA—I—B,
y-core : A<yl <A+B+C,

where
A ( 30 B- 450202 ,
2(8 +30)2 (B+30)(B+40)(B + 90)
o - 3603a?(8% 4 7B0 + 110?)
~ B(B+40)(B+30)2(B+50)%

This clearly shows that the y-CF yields a larger interval on player ¢’s imputation to be in the core than does
the 0-CF, with the difference given by C.

To give a more visual picture of the result, let us transform the game at hand into a strategically equivalent
game in (0-1), that is,
o({i}) = 0, i=1,2,3,

b(N) = 1.

It is easy to verify that we obtain the following 0- and ~-CF values for i,j = 1,2,3,i # j :

s o _190+58 _
U({Z},(S) - 03 U({’L,]},(S)—64 +ﬁ7 U(N,(S)—l,
o (90 +0) ([32 + 208 — 1102) R
o({iy,v) = 05 0({ig},y) = ;o 0N,y =1
B (50 + B)°
The §- and v-core are then defined by the following inequalities:
530+
< 5
0 = ws 64a—|—[3
2 2
0 < y7§530+6 20(904—[3)(110 +p —|—27a[3)'
640 + 3 B (4o + B) (50 + B)

Note that the above inequalities are independent of . Letting & = %, we can then express the characteristic
function values for two-player coalitions as functions of only one parameter, that is,

010 = 95(6) = i
e _ _ (1+9¢) (1+49(1 +2¢ —11€7)
U({%J}ﬁ) - gy(§) - 6(1 +4§) (1 _'_55)2

To ensure that g,(§) € [0,1], we impose the following restriction on &:

1423
oggggz%fzo.zms.

Interestingly, increasing the externality as measured by ¢ has a different effect on gs(¢) and than on g, (&).

Whereas gs(€) is monotonically increasing in §, g(§) is concave, first increasing and next decreasing. Indeed,
the derivatives are given by

5

95(&) = m >0

2 2
_\/§<(9§+1) (—11&2 + 26+ 1) 1>is { >0, forée(0¢]

0
<0, foréelfel”

24 (5¢ + 1)* 2

where § = ¥033=22 ~ 0.0211, and g,(¢) = 0.
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Figure 1 exhibits the set of imputations and the 0- and y-core. As expected, the -core is a subset of the
v-core. Denote by As and A, the area of the d-core and the ~y-core, respectively, with their ratio given by

A, F(1-80)7) || 8606+ DP(IER+ TE+ (2263 + 11 + 8¢ + 1)
A5 3(1-3(gs)2) (56 + 1) (11162 4 786 + 11) '
Ys
(ng’}’a 1— g’y)
(g’YvOal_g’Y) (O,gg,l—gg)
ot (0.1~ 65,95
(07 1- g”/?g’Y)
(l - 9570795) y2=
(0, 1,0)
— (g"/a 1= AT O)
(1_gW70’g"/) (9571_9570)
} (1—g5,95,0)
(1~ gv,9+,0)
Y1 (1,0,0)

Figure 1: Outer triangle represents the imputation set. The gray hexagon represents the y-core and the dark
hexagon represents the §-core

Figure 2 shows that the above ratio is an increasing function of ¢ and reaches its maximum of 1.35 at &.
Notice, that this ratio is always greater than unity, implying that the d-core is included in the 7-core, and
increases with increasing externality. A relevant question is how far this ratio could go if we did not have the
restriction 0 < ¢ < € ~ 0.4058. To answer this question, we first observe that the y-core can (maximally)
be the whole imputation set of area A = @, while the smallest area of the J-core is obtained when g; is
maximal, that is,

. . (149 3
1 = lim ——>% = —.
dm g5(6) = m 55 ~ 5
Therefore, the maximal ratio is given by
A V3
=2 @ ~1.73

As L(1-3(2)2)

Finally, we observe that the d-core is a hexagon, which excludes the case of having the d-core be the whole

imputation set. To see this, note that 0 < g5(¢) < %, which implies that the d-core cannot be a triangle,

and is indeed necessarily a hexagon.
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Figure 2: The ratio of areas of -core to d-core with increasing externality

6 Conclusion

In this paper, we provided some properties of the -characteristic function and discussed its relationship with
the v-CF. More specifically, we proved that for the class of games with multilateral externalities, the 0-CF is
superadditive and its core is nonempty and is included in the y-core. The simple 3-player symmetric example
gave an additional hint about the difference in size between the J-core and the ~y-core.

Two extensions of this paper are worth considering: first, to characterize the conditions under which the
d-core is nonempty for other classes of games than the one considered here; second, to extend the comparative
analysis of the d- and y-CF to value solutions such as the Shapley value and the nucleolus. One can start by
considering test games where the curse of dimensionality is not present and analytically assess the difference
between the results produced by the two CFs, and next move on to numerical simulations for large-size
games.
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