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Preface to the Second Edition

The main purpose of the second edition is to enhance and expand the treat-
ment of games with nontransferable utility. The main changes are:

(1)

(2)

(4)

Chapter 13 is devoted entirely to the Shapley value and the Harsanyi so-
lution. Section 13.4 is new and contains an axiomatization of the Harsanyi
solution.

Chapter 14 deals exclusively with the consistent Shapley value. Sections
14.2 and 14.3 are new and present an existence proof for the consistent
value and an axiomatization of the consistent value respectively. Section
14.1, which was part of the old Chapter 13, deals with the consistent value
of polyhedral games.

Chapter 15 is almost entirely new. It is mainly devoted to an investigation
of the Mas-Colell bargaining set of majority voting games. The existence of
the Mas-Colell set is investigated and various limit theorems are proved for
majority voting games. As a corollary of our results we show the existence
of a four-person super-additive and non-levelled (NTU) game whose Mas-
Colell bargaining set is empty.

The treatment of the ordinal bargaining set was moved to the final chap-
ter 16.

We also have used this opportunity to remove typos and inaccuracies from
Chapters 2 — 12 which otherwise remained intact.

We are indebted to all our readers who pointed out some typo. In particular we
thank Michael Maschler for his comments and Martina Bihn who personally
supported this edition.

June 2007 Bezalel Peleg and Peter Sudhélter



Preface to the First Edition

In this book we study systematically the main solutions of cooperative games:
the core, bargaining set, kernel, nucleolus, and the Shapley value of TU games,
and the core, the Shapley value, and the ordinal bargaining set of NTU games.
To each solution we devote a separate chapter wherein we study its properties
in full detail. Moreover, important variants are defined or even intensively
analyzed. We also investigate in separate chapters continuity, dynamics, and
geometric properties of solutions of TU games. Our study culminates in uni-
form and coherent axiomatizations of all the foregoing solutions (excluding
the bargaining set).

It is our pleasure to acknowledge the help of the following persons and insti-
tutions. We express our gratitude to Michael Maschler for his detailed com-
ments on an early version, due to the first author, of Chapters 2 — 8. We
thank Michael Borns for the linguistic edition of the manuscript of this book.
We are indebted to Claus-Jochen Haake, Sven Klauke, and Christian Weif3
for reading large parts of the manuscript and suggesting many improvements.
Peter Sudholter is grateful to the Center for Rationality and Interactive De-
cision Theory of the Hebrew University of Jerusalem and to the Edmund
Landau Center for Research in Mathematical Analysis and Related Areas,
the Institute of Mathematics of the Hebrew University of Jerusalem, for their
hospitality during the academic year 2000-01 and during the summer of 2002.
These institutions made the typing of the manuscript possible. He is also
grateful to the Institute of Mathematical Economics, University of Bielefeld,
for its support during several visits in the years 2001 and 2002.

December 2002 Bezalel Peleg and Peter Sudholter
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Notation and Symbols

We shall now list some of our notation.

The field of real numbers is denoted by R and R, is the set of nonnegative
reals. For a finite set S, the Euclidean vector space of real functions with
the domain S is denoted by R®. An element = of R¥ is represented by the
vector (z');es. Also, RY = {x € RY | 2' > Oforalli € S} and RY, =
{zxeR%|2">0foralic S} Ifx,ycRY, S, T CN,and SNT = (), then
79 = (2%);es and z = (2%, yT) € R9YT is given by 2! = 2% for all i € S and
2 =yl foralljeT.

The symbols in the following list are ordered according to the page numbers,
the numbers in the first column, of their definitions or first occurrences.

2 X\Y set difference ({x € X |z ¢ Y'})
9 U the universe of players
9 (N,v) coalitional TU game
10 = implies, implication
11 x(5) aggregate amount of S
11 oav+p strategically equivalent coalition function to v
12 SYM group of symmetries
12 |4 cardinality of A
19  X*(N,v) feasible payoff vectors
19 I set of TU games
19 o solution
19  C(N,v) the core
19  7(x) image of x
19 7w isomorphic coalition function
20 X(N,v) set of preimputations
22 wvsy reduced coalition function

23 Iy, n; 5 set of all games, with nonempty cores



XVIIT Notation and Symbols

24 P(N) set of all pairs of players
27 2N set of all subsets
28  xs characteristic vector
3 =x-y scalar product
38 a4 positive part of a
42 F&b set of totally balanced games
45  (N,v,R) TU game with coalition structure
46 A set of TU games with coalition structures
47 Ay, Ag, set of all games, with nonempty cores
47 P(R) set of partners in R
52 Tpe(N) coalitions containing k£ and not ¢
53  PM(N,v,R) unconstrained bargaining set
55  M(N,v,R) bargaining set
57 |-l Euclidean norm
58  e(S,x,v) excess of S at x
58  ske(z,v) maximum surplus
65 M,,PM, reactive (pre-)bargaining set
66 Mg, PMg, semi-reactive (pre-)bargaining set
67 >,>,> weak and strict inequalities (between vectors)
69 MB,(PMB) Mas-Colell (pre-)bargaining set
82 PK(N,v,R) prekernel
84 N(N,v,R) nucleolus of a game with coalition structure
84  PN(---),v(---)  prenucleolus, point
87  D(a,z,v) coalitions whose excess is at least o
89 ki, /t desirability relation
9% K(N,v,R) kernel
110 (fc) binomial coefficient “t choose k”
113 ]I (Cartesian) product
124 ¥(N,v,R) modiclus
133 C.(G) e-core
134 LC(G) least-core
143 a, b line segment between a and b
153 ¢(v) Shapley value
159 wvs,, o-reduced coalition function
171 ¢ (N,v,R) Aumann-Dreze value
173 ¢(N,v,R) Owen value
177 62;;) partial derivative
181 ¢: X =3Y set-valued function
183 V universal quantification, “for all”
206 V() NTU coalition function of a-effectiveness
207 Va(-,-) NTU coalition function of S-effectiveness
210  (NV,V) NTU coalitional game
210 (N,V,) NTU game corresponding to TU game
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the interior of the unit simplex

set of viable vectors
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payoff configuration

set of viable vectors for V(N)
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payoff configuration solution
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consistent Shapley value of a hyperplane game
set of consistent Shapley solutions
extended Mas-Colell bargaining set
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Introduction

This chapter is divided into three sections. In the first section the different
kinds of cooperative games are discussed. A verbal description of the contents
of this book is given in the second section and, finally, Section 1.3 describes
one of the main goals of this book and comments on some related aspects.

1.1 Cooperative Games

This book is devoted to a study of the basic properties of solutions of cooper-
ative games in coalitional form. Only Chapter 11 is an exception: In Sections
11.1 and 11.2 we study cooperative games in strategic form. The reason for
this exception will be explained below. A coalitional or a strategic game is co-
operative if the players can make binding agreements about the distribution
of payoffs or the choice of strategies, even if these agreements are not specified
or implied by the rules of the game (see Harsanyi and Selten (1988)). Bind-
ing agreements are prevalent in economics. Indeed, almost every one-stage
seller-buyer transaction is binding. Moreover, most multi-stage seller-buyer
transactions are supported by binding contracts. Usually, an agreement or a
contract is binding if its violation entails high monetary penalties which deter
the players from breaking it. However, agreements enforceable by a court may
be more versatile.

Cooperative coalitional games are divided into two categories: games with
transferable utilities and games with nontransferable utilities. We shall now
consider these two classes of coalitional games in turn.

Let N be a set of players. A coalitional game with transferable utilities (a TU
game) on N is a function that associates with each subset S of N (a coalition,
if nonempty), a real number v(S), the worth of S. Additionally, it is required
that v assign zero to the empty set. If a coalition .S forms, then it can divide its
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worth, v(9), in any possible way among its members. That is, S can achieve
every payoff vector z € R® which is feasible, that is, which satisfies

Zmi < w(S).

i€S

This is possible if money is available and desirable as a medium of exchange,
and if the utilities of the players are linear in money (see Aumann (1960)).

Von Neumann and Morgenstern (1953) derive the TU coalition function from
the strategic form of games with transferable utilities (i.e., utilities which are
linear in money). The worth of a coalition S in a TU strategic game is its
maximin value in the two-person zero-sum game, where S is opposed by its
complement, N \ S, and correlated strategies of both S and N \ S are used.

We consider the TU coalition function as a primitive concept, because in many
applications of TU games coalition functions appear without any reference to
a (TU) strategic game. This is, indeed, the case for many cost allocation
problems. Furthermore, in a cooperative strategic game, any combination of
strategies can be supported by a binding agreement. Hence the players focus
on the choice of “stable” payoff vectors and not on the choice of a “stable”
profile of strategies as in a noncooperative game. Clearly, the coalitional form
is the suitable form for the analysis of the choice of a stable payoff distribution
among the set of all feasible payoff distributions.

Coalitional games with nontransferable utilities (NTU games) were introduced
in Aumann and Peleg (1960). They are suitable for the analysis of many
cooperative and competitive phenomena in economics (see, e.g., Scarf (1967)
and Debreu and Scarf (1963)). The axiomatic approach to NTU coalition
functions, due to Aumann and Peleg (1960), has been motivated by a direct
derivation of the NTU coalition function from the strategic form of the game.
This approach is presented in Section 11.2.

1.2 Outline of the Book

We shall review the two parts consecutively.

1.2.1 TU Games

In Chapter 2 we first define coalitional TU games and some of their basic
properties. Then we discuss market games, cost allocation games, and sim-
ple games. Games in the foregoing families frequently occur in applications.
Finally, we systematically list the properties of the core. These properties,
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suitably modified, serve later, in different combinations, as axioms for the
core itself, the prekernel, the prenucleolus, and the Shapley value.

Chapter 3 is devoted to the core. The main results are:

(1) A characterization of the set of all games with a nonempty core (the
balanced games);

(2) a characterization of market games as totally balanced games; and

(3) an axiomatization of the core on the class of balanced games.

Various bargaining sets are studied in Chapter 4. We provide an existence
theorem for bargaining sets which can be generalized to NTU games. Fur-
thermore, it is proved that the Aumann-Davis-Maschler bargaining set of any
convex game and of any assignment game coincides with its core.

Chapter 5 introduces the prekernel and the prenucleolus. We prove existence
and uniqueness for the prenucleolus and, thereby, prove nonemptiness of the
prekernel and reconfirm the nonemptiness of the aforementioned bargaining
sets. The prekernel is axiomatized in Section 5.4. Moreover, we investigate
individual rationality for the prekernel and, in addition, prove that it is rea-
sonable. Finally, we prove that the kernel of a convex game coincides with its
nucleolus.

Chapter 6 mainly focuses on:

(1) Sobolev’s axiomatization of the prenucleolus;

(2) an investigation of the nucleolus of strong weighted majority games which
shows, in particular, that the nucleolus of a strong weighted majority game
is a representation of the game; and

(3) definition and verification of the basic properties of the modiclus; in par-
ticular, we show that the modiclus of any weighted majority game is a
representation of the game.

In Chapter 7, e-cores and the least-core are introduced, and their intuitive
properties are studied. The main results are:

(1) A geometric characterization of the intersection of the prekernel of a game
with an e-core; and

(2) an algorithm for computing the prenucleolus.

Chapter 8 is entirely devoted to the Shapley value. Four axiomatizations of
the Shapley value are presented:

(1) Shapley’s axiomatization using additivity;
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(2) Young’s axiomatization using strong monotonicity;
(3) an axiomatization based on consistency by Hart and Mas-Colell; and

(4) Sobolev’s axiomatization based on a special reduced game.

Moreover, Dubey’s axiomatization of the Shapley value on the set of mono-
tonic simple games is presented. We conclude with Owen’s value of games
with a priori unions and his formula relating the Shapley value of a game to
the multilinear extension of the game.

Chapter 9 is devoted to continuity properties of solutions. All our solutions
are upper hemicontinuous and closed-valued. The core and the nucleolus are
actually continuous. The continuity of the Shapley value is obvious.

In Chapter 10 dynamic systems for the prekernel and various bargaining sets
are introduced. Some results on stability and local asymptotic stability are
obtained.

1.2.2 NTU Games

In Chapter 11 we define cooperative games in strategic form and derive their
coalitional games. This serves as a basis for the axiomatic definition of coali-
tional NTU games.

Chapter 12 is entirely devoted to the core of NTU games. First we prove
that suitably balanced NTU games have a nonempty core. Then we show
that convex NTU games have a nonempty core. We conclude with various
axiomatizations of the core.

In Chapter 13 we provide existence proofs and characterizations for the Shap-
ley NTU value and the Harsanyi solution. We also give an axiomatic charac-
terization of each solution.

Chapter 14 is devoted to the consistent Shapley value. First we investigate hy-
perplane games following Maschler and Owen (1989). Then we prove existence
of the consistent value for p-smooth games. We conclude with an axiomatic
analysis of the consistent value.

Chapter 15 investigates the classical and Mas-Colell bargaining sets for NTU
games. We deal mainly with (NTU) majority voting games. We show that
if there are at most five alternatives, then the Mas-Colell bargaining is non-
empty. For majority games with six or more alternatives the Mas-Colell set
may be empty. Using more elaborated examples we show that the Mas-Colell
bargaining set of a non-levelled superadditive game may be empty. We con-
clude with some limit theorems for bargaining sets of majority games.

In Chapter 16 we conclude with an existence proof for the ordinal bargaining
set of NTU games and with a discussion of related solutions.
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1.2.3 A Guide for the Reader

We should like to make the following remarks.

Remark 1.2.1. The investigations of the various solutions are almost in-
dependent of each other. For example, you may study the core by reading
Chapters 3 and 12 and browsing Sections 2.3 and 11.3. If you are interested
only in the Shapley value, you should read Chapter 8 and Sections 13.1 and
13.2. Similar possibilities exist for the bargaining set, kernel, and nucleolus
(see the Table of Contents).

Remark 1.2.2. If you plan an introductory course on game theory, then you
may use Chapters 2, 3, and 8 for introducing cooperative games at the end of
your course.

Remark 1.2.3. Chapters 2 - 12 may be used for a one-semester course on
cooperative games. Part IT may be used in a graduate course on cooperative
games without side-payments.

Remark 1.2.4. Each section concludes with some exercises. The reader is
advised to solve at least those exercises that are used in the text to complete
the proofs of various results.

1.3 Special Remarks

The analysis of solutions of cooperative games emphasizes the axiomatic ap-
proaches which do not rely on interpersonal comparisons of utility. Moreover,
we comment on the Nash program.

1.3.1 Axiomatizations

One of our main goals is to supply uniform and coherent axiomatizations
for the main solutions of cooperative games. Indeed, this book is the first to
include axiomatizations of the core, the prekernel, and the prenucleolus. Every
axiom which we use is satisfied, sometimes after a suitable modification, by
the core of TU games; the only exception is consistency (in the sense of Hart
and Mas-Colell), which is satisfied only by the Shapley value. Table 8.11.1
shows our success for TU games.

1.3.2 Interpersonal Comparisons of Utility

For a definition of interpersonal comparisons of utility the reader is referred
to Harsanyi (1992). In our view a solution is free of interpersonal comparisons
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of utility, if it has an axiomatization which does not use interpersonal com-
parisons of utility. As none of our axioms implies interpersonal comparisons of
utility, all the solutions which we discuss do not rely on interpersonal compar-
isons of utility. (Covariance for TU games implies cardinal unit comparability.
However, it is not used for actual comparisons of utilities (see Luce and Raiffa
(1957), pp. 168 - 169).) The bargaining set, which is left unaxiomatized, does
not involve interpersonal comparisons of utility by its definition.

1.3.3 Nash’s Program

According to Harsanyi and Selten (1988), Section 1.11, “... analysis of any
cooperative game G should be based on a formal bargaining model B(G),
involving bargaining moves and countermoves by the various players and re-
sulting in an agreement about the outcome of the game. Formally, this bar-
gaining model B(G) would always be a noncooperative game in extensive
form (or possibly in normal form), and the solution of the cooperative game
G would be defined in terms of the equilibrium points of this noncoopera-
tive game B(G).” This claim is known as Nash’s program. Peleg (1996) and
(1997) shows that Nash’s program cannot be implemented. Hence, we shall
not further discuss it.
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TU Games
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Coalitional TU Games and Solutions

This chapter is divided into three sections. In the first section we define coali-
tional games and discuss some of their basic properties. In particular, we con-
sider superadditivity and convexity of games. Also, constant-sum, monotonic,
and symmetric games are defined.

Some families of games that occur frequently in applications are considered
in Section 2.2. The first class of games that is discussed is that of market
games. They model an exchange economy with money. Then we proceed to
describe cost allocation games. We give in detail three examples: a water sup-
ply problem, airport games, and minimum cost spanning tree games. Finally,
we examine the basic properties of simple games. These games describe par-
liaments, town councils, ad hoc committees, and so forth. They occur in many
applications of game theory to political science.

The last section is devoted to a detailed discussion of properties of solutions
of coalitional games. We systematically list all the main axioms for solutions,
consider their plausibility, and show that they are satisfied by the core, which
is an important solution for cooperative games.

2.1 Coalitional Games

Let U be a nonempty set of players. The set U may be finite or infinite. A
coalition is a nonempty and finite subset of U.

Definition 2.1.1. A coalitional game with transferable utility (a TU
game) is a pair (N,v) where N is a coalition and v is a function that associates
a real number v(S) with each subset S of N. We always assume that v() = 0.
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Remark 2.1.2. Let G = (N,v) be a coalitional game. The set N is called
the set of players of G and v the coalition function. Let S be a subcoalition of
N.If S forms in G, then its members get the amount v(S) of money (however,
see Assumption 2.1.4). The number v(S) is called the worth of S.

Remark 2.1.3. In most applications of coalitional games the players are
persons or groups of persons, for example, labor unions, towns, nations, etc.
However, in some interesting game-theoretic models of economic problems the
players may not be persons. They may be objectives of an economic project,
factors of production, or some other economic variables of the situation under
consideration.

Assumption 2.1.4. At this stage we assume that the von Neumann-Mor-
genstern utility functions of the players are linear and increasing in money.
(In Section 11.4 we show how this assumption can be somewhat relaxed.)
Therefore, we may further assume that they all have the same positive slope.
Now, if a coalition S forms, it may divide v(S) among its members in any
feasible way, that is, side payments are unrestricted. In view of the foregoing
assumptions, there is a simple transformation from monetary side payments
to the corresponding utility payoff vectors. Thus, technically, we may express
all possible distributions of v(S) (and lotteries on payoff distributions) as
distributions of utility payoffs. In this sense coalitional games are transferable
utility games. Henceforth, we shall be working with coalitional games where
the payoffs are in utility units.

Definition 2.1.5. A game (N,v) is superadditive if

(S,TQN andSﬁTz(D) =v(SUT)>v(S) +v(T). (2.1.1)

Condition 2.1.1 is satisfied in most of the applications of TU games. Indeed, it
may be argued that if SUT forms, its members can decide to act as if S and T
had formed separately. Doing so they will receive v(S) + v(T'), which implies
(2.1.1). Nevertheless, quite often superadditivity is violated. Anti-trust laws
may exist, which reduce the profits of SUT, if it forms. Also, large coalitions
may be inefficient, because it is more difficult for them to reach agreements
on the distribution of their proceeds.

The following weak version of superadditivity is very useful.

Definition 2.1.6. A game is weakly superadditive if
v(SU{i}) > v(S) +v{i}) for all SC N and i ¢ S.
Definition 2.1.7. A game (N,v) is convex if
v(S) +v(T) <v(SUT)+v(SNT) for all S, T C N.

Clearly, a convex game is superadditive. The following equivalent character-
ization of convex games is left to the reader (see Exercise 2.1.1): A game is
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convex if and only if, for all 1 € N,
v(SU{i}) —ou(S) <v(TU{i}) —v(T) forall SCT C N\ {i}. (2.1.2)

Thus, the game (IV,v) is convex if and only if the marginal contribution of a
player to a coalition is monotone nondecreasing with respect to set-theoretic
inclusion. This explains the term convex. Convex games appear in some im-
portant applications of game theory.

Definition 2.1.8. A game (N,v) is constant-sum if

v(S)+v(N\S)=v(N) forall S C N.

Constant-sum games have been extensively investigated in the early work in
game theory (see von Neumann and Morgenstern (1953)). Also, very often
political games are constant-sum.

Definition 2.1.9. A game (N,v) is inessential if it is additive, that is, if
v(S) = > cgv({i}) for every S C N.

Clearly, an inessential game is trivial from a game-theoretic point of view.
That is, if every player i € N demands at least v({¢}), then the distribution
of v(N) is uniquely determined.

Notation 2.1.10. Let N be a coalition and let R denote the real numbers.
We denote by RY the set of all functions from N to R. If z € R and S C N,
then we write z(S) = >, g @'. Clearly, z(0) = 0.

Remark 2.1.11. Let N be a coalition and 2 € RY. Applying the foregoing
notation enables us to consider = as a coalition function as well. Thus, (N, x)
is the coalitional game given by z(S) = ), g " for all S C N.

Definition 2.1.12. Two games (N,v) and (N,w) are strategically equiv-
alent if there exist « > 0 and $ € RN such that

w(S) = aw(S) + B(S) for all S C N. (2.1.3)

Clearly, Definition 2.1.12 is compatible with the restriction on the utilities of
the players of a coalitional game. Indeed, these are determined up to positive
affine transformations, one for each player, and all with the same slope. In
view of Remark 2.1.11, Eq. (2.1.3) can be expressed as w = av + .

Definition 2.1.13. A game (N,v) is zero-normalized (0-normalized) if
v({i}) =0 for alli € N.
Clearly, every game is strategically equivalent to a 0-normalized game.

The following definition is useful.
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Definition 2.1.14. A game (N,v) is monotonic if

SCTCN =S <v).

We conclude this section with the following definition and notation.

Definition 2.1.15. Let G = (N,v) be a game and let ™ be a permutation
of N. Then 7 is a symmetry of G if v(w(S)) = v(S) for all S C N. The
group of all symmetries is denoted by SYM(G). The game G is symmetric
if SYM(QG) is the group SYMy of all permutations of N.

Notation 2.1.16. If A is a finite set, then we denote by |A| the number of
members of A.

Exercises

Exercise 2.1.1. Prove that a game (N, v) is convex, if and only if (2.1.2) is
satisfied.

Exercise 2.1.2. Prove that strategic equivalence is an equivalence relation,
that is, it is reflexive, symmetric, and transitive.

Exercise 2.1.3. Let the games (N, v) and (N, w) be strategically equivalent.
Prove that if (IV,v) is superadditive (respectively weakly superadditive, con-
vex, constant-sum, or inessential), then (IV,w) is superadditive (respectively
weakly superadditive, convex, constant-sum, or inessential).

Exercise 2.1.4. Prove that every game is strategically equivalent to a mono-
tonic game.

Exercise 2.1.5. Prove that a game is weakly superadditive, if and only if
it is strategically equivalent to a 0-normalized monotonic game. (Note that
the terms zero-monotonicity (0-monotonicity) and weak superadditivity are
Synonymous. )

Exercise 2.1.6. Prove that a game (N, v) is symmetric, if and only if
S| = |T| = v(S) =v(T) forall S,T C N.

Exercise 2.1.7. Let (N,v) be a game and let 71 € SYMy. Prove that
m € SYM(N,v) if for each S C N there exists 7* € SYM(N,v) such that
7*(S) = w(S).

Exercise 2.1.8. Prove the following converse of Exercise 2.1.7. Let N be a
coalition and let S be a subgroup of SY My which has the following property:
If 1 € SYMy and for each S C N there exists 7* € S such that 7*(S) = n(5),
then m € S. Show that there exists a superadditive game (N,v) such that
SYM(N,v) =S.
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2.2 Some Families of Games

In this section we introduce some important classes of coalitional games.

2.2.1 Market Games

Let U be the set of players. A market is a quadruple (N,R?', A,W). Here
N is a coalition (the set of traders); RY" is the nonnegative orthant of the
m-dimensional Euclidean space (the commodity space); A = (a*)ien is an
indexed collection of points in R'}" (the initial endowments); and W = (w");en
is an indexed collection of continuous concave functions on R} (the wutility
functions).

We make the assumption that our markets have transferable utility, that is,
there exists an additional commodity, money, and each trader measures his
utility for goods in terms of this money. Formally, the utility of trader : € NV
for z € R7" and the amount £ € R of money is Wi(z,&) = w'(z) + £ The
amount £ of money may be negative in the foregoing equality. Also, it is no
loss of generality to assume that, initially, each trader has no money. Indeed,
if W is a utility function for trader i, then so is W + b, where b € R. (See
also Shapley and Shubik (1966) for a discussion of these assumptions.)

Let (N,R7', A,W) be a market and let ) # S C N. A trade among the
members of S results in an indexed collection (z%,&%);cs such that z* € R7
forallie S, Y, cqx’ = ,cqa’, and >, & = 0. The total utility to the
coalition S as a result of the foregoing transaction is

YW &) =) wiah) + ) &= wi(a).
€S €S €S €S

Thus, we are led to the following definitions. A feasible S-allocation is an
indexed collection zg = (2%);cg such that 2* € RY foralli € Sand Y, g2’ =
> s a'. We denote by X the set of all feasible S-allocations.

Definition 2.2.1. A game (N,v) is a market game, if there exists a market
(N, R, A, W) such that
Trs € XS}

v(S) = max { Z w'(2")
i€S
Definition 2.2.1 is due to Shapley and Shubik (1969a).
Example 2.2.2. Let N = N; U Ny, where Ny N Ny = () and |N;| > 1 for
j=1,2,and let m = 2. Fori € Ny let a’ = (1,0) and for i € Ny let a* = (0, 1).

for every S C N.
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Finally, let w’(z1,22) = min{z, 2o} for all i € N. Then (N,R%, 4, W) is a
market. The coalition function v of the corresponding market game is given
by

v(S) = min{|S N N1|,|S N Na|} for all S C N.

This game was introduced in Shapley (1959). See also Shapley and Shubik
(1969Db).

2.2.2 Cost Allocation Games

Let U be a set of players. A cost allocation problem is a game (N, c) where N
is a coalition and ¢, the coalition function, is the cost function of the problem.
Intuitively, N represents a set of potential customers of a public service or
public facility. Each customer will either be served at some preassigned level
or not served at all. Let S C N. Then ¢(S) represents the least cost of serving
the members of S by the most efficient means. The game (N, c) is called a
cost game.

Although a cost game (N, ¢) is, formally, a game, it is not so from the point
of view of applications, because the cost function is not interpreted as an
ordinary coalition function. It is possible to associate with a cost game (N, ¢)
an ordinary game (N,v), called the savings game, which is given by v(S) =
Y ieg c({i}) —c(S) for all S C N.

Let (N, ¢) be a cost game and (N, v) be the corresponding savings game. Then
(N, c) is subadditive, that is,

(ST CNand ST =0) = c(S) +e(T) = (SUT),
iff (N, v) is superadditive, and (N, ¢) is concave, that is,
e(S)+c(T)>c(SUT)+c(SNT) for all S, T C N,

iff (N, v) is convex. In applications cost games are usually subadditive.

See Lucas (1981), Young (1985a), and Tijs and Driessen (1986) for surveys
concerning cost allocation games.

Example 2.2.3 (A municipal cost-sharing problem).

A group N of towns considers the possibility of building a common water
treatment facility. Each municipality requires a minimum supply of water that
it can either provide from its own distribution system or from a system shared
with some or all of the other municipalities. The alternative or stand-alone
cost ¢(S) of a coalition S C N is the minimum cost of supplying the members
of S by the most efficient means available. In view of the fact that a set S C IV
can be served by several separate subsystems, we obtain a subadditive cost
game. Such games have been investigated by Suzuki and Nakayama (1976),
Young, Okada, and Hashimoto (1982), and others.
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Example 2.2.4 (Airport games).

Consider an airport with one runway. Suppose that there are m different types
of aircrafts and that ¢, 1 < k < m, is the cost of building a runway to accom-
modate an aircraft of type k. Let N be the set of aircraft landings of type k in
a given time period, and let N = |J;"_, N. Thus, the “players” (the members
of N) are landings of aircrafts. The cost function of the corresponding cost
game, which is an airport game, is given by

¢(S) = max{cy | SN Nj, # 0} and ¢(0) = 0.

We remark that an airport game is concave. The foregoing model has been
investigated by Littlechild (1974), Littlechild and Owen (1973), and others.

Example 2.2.5 (Minimum cost spanning tree games).

A group N of customers who are geographically separated has to be connected
to a certain supplier 0. For example, the customers may be cities and the
supplier an electricity plant. A user can be linked directly to the supplier or
via other users. Let N, = N U {0}. We consider the complete (undirected)
graph whose node set is N,. The cost of connecting i,j € N,, i # j, by an
edge ey; jy is cg; j1- We frequently write e;; for eg; ;3 and ¢;; for cg; ;3. Now
the minimum cost spanning tree game is defined as follows. Let S C N. A
minimum cost spanning tree I's = (S U {0}, Es) is a tree with node set SU{0}
and a set of edges Fg, that connects the members of S to the common supplier
0, such that the total cost of all connections is minimal. The cost function ¢
of the cost game (N, ¢) is now defined by

o(8)= > cijforall SCN (c(0) =0).

e;;€Es

30
20

20

20
40

Fig. 2.2.1. Connection Cost
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Now we consider the following particular example. Let N = {1,2,3} and let
the cost of the various links be as shown in Figure 2.2.1.

The cost function is given by the following formula:

0 ,ifS=0
20, if S = {1}
o(S)=1¢30,if S ={3}
50,if S =N

40 , otherwise.

Minimum cost spanning tree games have been investigated by Granot and
Huberman (1981), Granot and Huberman (1984), Megiddo (1978), and others.

2.2.3 Simple Games

Let U be a set of players.

Definition 2.2.6. A simple game is a pair (N,W) where N is a coalition
and W is a set of subsets of N satisfying:

N ew (2.2.1)
0¢w (2.2.2)
(SQTQNandSeW>:>T€W. (2.2.3)

The collection W of coalitions is the set of winning coalitions.

Property 2.2.3 is the monotonicity property of simple games. Intuitively, a
simple game g = (N, ) represents a committee: The coalition N is the set of
members of the committee and W is the set of coalitions that fully control the
decision of g. We observe that every parliament is a committee; every town
council is a committee; the UN Security Council is a committee, and so forth.

We shall be interested in properties of simple games.

Definition 2.2.7. Let g = (N, W) be a simple game.

proper SeW=N\S¢Ww
The simple game g is ¢ strong » if < S¢W & N\SeW
weak V=NgewS#0

The members of V are called veto players or vetoers. The simple game g
is dictatorial if there exists j € N (“the” dictator) such that

SeWsjelbs.
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Remark 2.2.8. Let g = (N, W) be a simple game. In many applications
it is convenient to associate with g the coalitional game G = (N,v) where
v(S) =1if § € W and v(S) = 0 otherwise. For example, this is the case if
the committee g has to allocate a fixed amount of money among its members.
This fact leads to the following definition.

Definition 2.2.9. Let g = (N, W) be a simple game. The associated coali-
tional game (with a simple game) (N,v) is given by:

U(S>:{1, ifSew

0, otherwise.

Let ¢ = (N,W) be a simple game and let G = (N,v) be the associated
coalitional game. Then G is monotonic. Also, G is superadditive if and only
if g is proper, and G is constant-sum if and only if g is strong.

Note that any monotonic coalitional game (N, v) which satisfies v(5) € {0,1}
for all S € N and v(N) =1 is the associated game of some simple game.

Definition 2.2.10. A simple game is symmetric if the associated game is
symmetric.
Thus, a simple game g = (N, W) is symmetric if

(Sew,TgN, and \T|:|S|) =TeWw

(see Exercise 2.1.6).

Definition 2.2.11. A simple game (N, W) is a weighted majority game
if there exist a quota ¢ > 0 and weights w' > 0 for all i € N such that for
all S C N

SeW& w(S)>q (see Notation 2.1.10).

Let g = (N, W) be a weighted majority game with quota ¢ > 0 and weights
w' >0 foralli € N. The (|N|+1)-tuple (g; (w');en) is called a representation
of g, and we write g= (q; (w')ien)-

Notation 2.2.12. If g = (N, W) is a simple game we denote by
Wh={SeW|TSS=T¢W}
the set of minimal winning coalitions.

Definition 2.2.13. Let g = (N, W) be a weighted majority game. The repre-
sentation (q; (w*);en) of g is a homogeneous representation of g if

SeW™ = w(S) = q.

A weighted magority game is homogeneous if it has a homogeneous repre-
sentation.
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Remark 2.2.14. A symmetric simple game g = (N, W) has the homoge-
neous representation (k;1,...,1), where k denotes the common size of ev-
ery minimal winning coalition. Such a game is also denoted by (n, k) where
n=|N|.

Example 2.2.15. The UN Security Council is given by the game
g=1(39;7,7,7,7,7,1,...,1).
——
10 times
This game is weak (the vetoers are the Big Five) and homogeneous.

For a comprehensive study of simple games, the reader is referred to Shapley
(1962a).

Exercises

Exercise 2.2.1. Prove that every market game is superadditive and give an
example of a market game which is not convex.

Exercise 2.2.2. Let (V, E) be the complete graph on a nonempty finite set
V of vertices and let ¢ : F — R be a cost function. Prove that a spanning
tree (V, E*) is a minimum cost spanning tree (m.c.s.t.) iff for every path
(vj,vj41)j=1,... k-1 in E* the following inequalities are true:

c(vi,vg) > e(vj,vj41), 5=1,...,k—1.

Exercise 2.2.3. Using Exercise 2.2.2 verify that the following algorithm
yields an m.c.s.t. of (V, E) after |V| — 1 steps.

Step 1: Choose a cheapest edge.

Step k: Let Ex,_1 = {e1,...,ex—1} be the set of edges chosen in Steps 1, ..., k—
1. Choose a cheapest edge ey, in E'\ Ex_1 such that

(V7 Er_1U {ek})

is acyclic. (See Kruskal (1956).)

Exercise 2.2.4. Prove the following assertions:
(1) A weak simple game is proper.
(2) A simple game is dictatorial if and only if it is both weak and strong.

Exercise 2.2.5. Find all strong weighted majority games with five players.
(If we do not distinguish between games that are obtained from one another
by renaming the players, then there exist seven games.)

Exercise 2.2.6. Find a strong weighted majority game that is not homoge-
neous. (Six players are sufficient.)
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2.3 Properties of Solutions

Let U be a set of players and let (IV,v) be a game. We denote
X*(N,v) = {z e RN | z(N) < v(N)}.

The set X*(V,v) is the set of feasible payoff vectors for the game (N, v).

Definition 2.3.1. Let I' be a set of games. A solution on I" is a function o
which associates with each game (N,v) € I' a subset o(N,v) of X*(N,v).

Intuitively, a solution is determined by a system of “reasonable” restrictions
on the correspondence X*(+,-). For example, we may impose certain inequal-
ities that guarantee the “stability” of the members of o(N,v) in some sense.
Alternatively, 0 may be characterized by a set of axioms. We remark that
each member of o(N,v) is considered a possible final payoff distribution for
(N,v).

In this section we shall deal only with the following solution.

Definition 2.3.2. The core of a game (N,v), denoted by C(N,v), is defined

b
’ C(N,v) ={x € X*(N,v) | z(S) > v(S) for all S C N}.

Let x € X*(N,v). Then x € C(N,v) if and only if no coalition can improve
upon z. Thus, each member of the core is a highly stable payoff distribution.

We shall now define some properties of solutions that are satisfied by the core.
They will enable us to investigate other solutions in subsequent chapters.

Definition 2.3.3. Let o be a solution on a set I' of games. We say that o is
covariant under strategic equivalence (COV) if the following condition
is satisfied: If (N,v), (N,w) € Ia > 0,3 € RN, and w = av+ 3 (see Remark
2.1.11), then

o(N,w) = ac(N,v) + .

COV expresses the following simple condition. If the two games (N, v) and
(N, w) are strategically equivalent, that is, there exist o > 0 and 3 € RY such
that w = av + 3, then their solution sets are related by the same transforma-
tion on the utilities of the players, that is, o (N, w) = ac(N, v)+S. Thus, COV
is a basic property of solutions which we may consider a necessary condition.
As the reader may easily verify, the core satisfies COV.

Let (N, v) be a game and let 7 : N — U be an injection. The game (7(N), 7v)
is defined by mv(m(S)) = v(S) for all S C N. Also, if z € RV, then y =
n(x) € R™) is given by y™) = 2 for all i € N. A game (N',w) is equivalent
or isomorphic to (N,v) if there exists an injection @ : N — U such that
m(N) =N’ and v = w.
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Definition 2.3.4. Let o be a solution on a set I' of games. We say that
o is anonymous (AN) if the following condition is satisfied: If (N,v) € I,
m : N — U is an injection, and if (7(N),7v) € I, then o(w(N),7v) =
w(o(N,v)).

AN simply says that o is independent of the names of the players. Thus, AN
also is a necessary condition for solutions. As the reader can easily verify, the
core satisfies AN.

Remark 2.3.5. A solution ¢ on a set I' of games is symmetric (SYM) if
o(N,v) = w(c(N,v)) for all games (N, v) € I' and all symmetries 7 of (N, v)
(see Definition 2.1.15). Clearly, SYM follows from AN.

The following notation is needed in the sequel. Let (N,v) be a game. We
denote

X(N,v) = {z eRY | z(N) =v(N)}.
The set X (N,v) is the set of Pareto optimal feasible payoffs or the set of
preimputations.

Definition 2.3.6. A solution o on a set I' of games is Pareto optimal
(PO) if o(N,v) C X(N,v) for every game (N,v) € I'.

PO is equivalent to the following condition: If z,y € X*(N,v) and ¢ > v
for all i € N, then y ¢ o(N,v). This formulation seems quite plausible,
and similar versions to it are used in social choice (see Arrow (1951)) and
bargaining theory (see Nash (1950)). Nevertheless, PO is actually quite a
strong condition in the context of cooperative game theory. Indeed, players
may fail to agree on a choice of a Pareto optimal point, because different
players may have different preferences over the Pareto optimal set.

Clearly, the core satisfies PO.
Definition 2.3.7. A solution o on a set I' of games is individually rational

(IR) if it satisfies the following condition: If (N,v) € I' and x € o(N,v), then
z' > v({i}) for alli € N.

IR says that every player i gets, at every point of the solution set, at least his
solo worth v({i}). If, indeed, all the singleton coalitions {i}, ¢ € N, may be
formed, then IR follows from the usual assumption of utility maximization.
We remark that the core satisfies IR. The set of imputations of (N,v), I(N,v),
is defined by

I(N,v) = {z € X(N,v) | " > v({i}) for all i € N}.
The following notation is needed for the next definition. If N is a coalition
and A, B C RY, then
A+B={a+b|lac Aandbec B}.
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Definition 2.3.8. A solution o on a set I' of games is superadditive
(SUPA) if
o(N,v1) 4+ o(N,v2) C (N, vy +v2)

when (N,v1), (N,v2), and (N,v1 + v2) are in I

Clearly, SUPA is closely related to additivity. Indeed, for one-point solutions
SUPA is equivalent to additivity. Plausibility arguments for additivity can be
based on games that consist of two games played separately by the same play-
ers (e.g., at different times, or simultaneously using agents). However, these
arguments are not always valid. If o satisfies COV, which is usually assumed,
then SUPA may be justified by considering the action of ¢ on probability
combinations of games.

Intuitively, SUPA is somewhat weaker than additivity. As the reader can easily
verify the core satisfies SUPA.

Let (N,v) be a game and i € N. We denote
binax (N, v) = maxsc g3y (v(SU{i}) = v(8)),
bi . (N,v) = minge o (v(s u{il) - v(S)).
Thus, biax(N,v) (or b

min
respectively) incremental contribution to a coalition with respect to (N, v).

(N, v), respectively) is #’s maximum (or minimum,

Definition 2.3.9. A solution o on a set I' of games is
(1) reasonable from above (REAB) if

(N,v) for alli € N;

max

((N,v) el andz € U(N,v)) = 2" <

(2) reasonable from below (REBE) if

min

((N,U)EF(mdeU(N,U)):>xi2bi (N,v) for alli € N;

(3) reasonable from both sides (RE) if it satisfies REAB and REBE.

REAB is due to Milnor (1952). Arguments supporting REAB and REBE are
very simple: It seems unreasonable to pay any player more than his maxi-
mal incremental contribution to any coalition, because that seems to be the
strongest threat that he can employ against a particular coalition. Conversely,
he may refuse to join any coalition that offers him less than his minimal incre-
mental contribution. Moreover, player ¢ can demand b;nin(N ,v) and never-
theless join any coalition without hurting its members by this demand. Note
that IR implies REBE, which is discussed in Sudhoélter (1997) (see also Kikuta
(1976)).

We prove that the core is reasonable from both sides.
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Lemma 2.3.10. The core satisfies RE.

Proof: In view of the fact that the core satisfies IR, we only have to show
REAB. Let (N,v) be a game, let € C(N,v), and let ¢ € N. Then z(N) =
v(N) and (N \ {i}) > v(INV \ {i}). Hence

2 = o(N) = (N \ {i}) < v(N) = (N \ {i}) < binax(N.v).
q.e.d.

Definition 2.3.11. Let (N,v) be a game, S C N, S # 0, and let x €
X*(N,v). The reduced game with respect to S and x is the game (S,vs.z)
defined by

0 JifT =10
v5.0(T) = { v(N) —z(N\ ) if T =8
maxqgc N\ s (’U(T uQ) — x(Q)) , otherwise.

Definition 2.3.11 is due to Davis and Maschler (1965).

Let M be a coalition and let x € RM. If T C M, then we denote by T the
restriction of x to T.

Remark 2.3.12. The reduced game (S, vg,,) describes the following situa-
tion. Assume that all members of N agree that the members of N \ S will
get V\5. Then, the members of S may get v(N) — z(N \ S). Furthermore,
suppose that the members of N \ S continue to cooperate with the members
of S (subject to the foregoing agreement). Then, for every TS S which is
nonempty, the amount vg ,(7") is the (maximal) total payoff that the coali-
tion T expects to get. However, we notice that the expectations of different
disjoint subcoalitions may not be compatible with each other, because they
may require cooperation of the same subset of N \ S (see Example 2.3.13).
Thus, (S, vs,¢) is not a game in the ordinary sense; it serves only to determine
the distribution of vg ,(.S) to the members of S.

Example 2.3.13. Let (IV, v) be the game associated with the simple majority
three-person game represented by (2;1,1,1). Moreover, let x = (1/2,1/2,0)
and let S = {1,2}. In order to obtain vs ,({i}) = 1, player i, i = 1,2, needs
the cooperation of player 3.

Definition 2.3.14. A solution o on a set I' of games has the reduced game
property (RGP) if it satisfies the following condition: If (N,v) € I', S C
N, S #0, and x € o(N,v), then (S,vs.) € I' and 2° € o (S,vs,,).

For one-point solutions Definition 2.3.14 is due to Sobolev (1975). The present
definition is a set-valued extension due to Peleg (1986).

Remark 2.3.15. RGP is a condition of self-consistency: If (N, v) is a game
and z € o(N,v), that is, x is a solution to (N, v), then for every S C N, S #
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(0, the proposal z° solves (S,vs,¢) and, therefore, it is consistent with the
expectations of the members of S as reflected by the reduced game (S, vg ;).

We denote I)§ = {(N,v) € Iy | C(N,v) # 0} where I}, denotes the set of all
games.

Lemma 2.3.16. The core has RGP on Fﬁ.

Proof: Let (N,v) € IS, z € C(N,v), and let § # S C N. Further, let T C S
satisfy T # 0. If T = S, then vg ,(T) — 2(T) = z(S) — z(S) = 0, because
(N)=v(N). If T # S, then

vex(T) — 2(T) = maxge s (v(TUQ) — x(Q)) — 2(T)
= mangN\S ’U(TUQ) —(E(TUQ)) < 0.

Thus, 2° € C (S,vs,) and the proof is complete. q.e.d.
The following weaker version of RGP is very useful.

Definition 2.3.17. A solution o on a set I' of games has the weak reduced
game property (WRGP) if it satisfies the following condition: If (N,v) €
IS CN,1<|S <2, and z € o(N,v), then (S,vs.) € I' and 25 €
g (S, US,z)'

Clearly, RGP implies WRGP. The converse is not true in general.
A further kind of “reduced game property” is of interest.

Definition 2.3.18. A solution o on a set I' of games satisfies the recon-
firmation property (RCP), if the following condition is satisfied for every
(N,v) € T, every x € o(N,v) and every 0 # S C N : If (S,vs) € I' and
v €0 (S, vs2), then (y¥,2N\5) € o(N,v).

RCP occurs in Balinski and Young (1982) as one condition inside one prop-
erty, Shimomura (1992) uses the term “flexibility” for a similar property, and
Hwang and Sudhélter (2000) use the present definition.

RCP is a stability property: Any member of the solution of the reduced game
when combined with ¥\, the payoff vector of the “passive” players, yields a
member of o(N,v), that is, it reconfirms that o will be used for (N, v). Thus,
o is stable for behavior in reduced games which is specified by o itself.

In some sense RGP is a “reduced game property from above”. Indeed, if a
solution satisfies RGP, then the restriction of any member of the solution
of a game belongs to the solution of the corresponding reduced game. RCP
reflects, in some sense, the opposite direction. Every member of the solution
of a reduced game yields an element of the solution of the game, whenever
it is combined with the corresponding restriction of the initial element of the
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solution. More precisely, on I, the reduced game properties can be described
as follows. A solution o satisfies RGP or RCP respectively, if for every game
(N,v) € Iy, every x € o(N,v), and every coalition S C N,

{yS eRrR® | (ys,scN\S) S O’(N7’l))} Co(S,vs)

or
{v" eS| (r°.2™\) € (N, v) } 20 (S, vs.0)

holds true respectively.

Remark 2.3.19. The properties RGP and RCP are equivalent for one-point
solutions on [y,.

Lemma 2.3.20. The core satisfies RCP on every set I' of games.

Proof: Let (N,v) € I, * € C(N,v), 0 # S C N, u = vg,, and y° €
C(S,u). With z = (y°,2z\9) it remains to show that z € C(N,v). Let T C N
and distinguish the following cases. If T NS = @ or if TNS = S, then
v(T) — 2(T) = v(T) — 2(T) by Pareto optimality of z. Thus v(T) — 2(T) < 0,
because x € C(N,v). In the remaining case, that is, if § # SNT # S, we
obtain

() —2(T) =v(T) —z(T\S)—y(T'NS) <vg(TNS)—y(T'NS)<0.

q.e.d.

From a practical (or, at least, computational) point of view the following
problem may be interesting. Let o be a solution, let (N, v) be a game, and let
x € o(N,v). Further, let P be a set of nonempty subsets of N. Then we ask
whether or not o satisfies

(2% € 0 (S,vs,) forall S € P) = x € a(N,v).

The foregoing question motivates the following definition due to Peleg (1986).
If N is a coalition, then we denote

P=P(N)={SCN||S| =2} (23.1)

Definition 2.3.21. A solution o on a set I' of games has the converse
reduced game property (CRGP) if the following condition is satisfied: If
(N,v) € I, [N| > 2, 2 € X(N,v), (S,vs.) € I, and 2° € o (S,vs,) for
every S € P(N), then x € o(N,v).

CRGP has the following simple interpretation. Let = be a Pareto optimal
payoff vector (that is, z € X(N,v)). Then z is an “equilibrium” payoff distri-
bution if every pair of players is in “equilibrium”.

Lemma 2.3.22. The core satisfies CRGP on every set I of games.
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Proof: Assume that (N,v) € I © € X(N,v), and assume that, for every
S € P(N), (S,vss) € I'and 2° € C(S,vs5). Let T C N satisfy 0 £ T # N.
Choose i € T and j € N \ T, and let S={i,j}. The fact that 2 € C (S, vs)
implies that

0> wvg,({i}) — 2" > v(T) — z(T).

Hence x € C(N,v). q.e.d.

The monotonicity of solutions will be extensively investigated in Chapter 8.
In the present section we shall only note the following modest monotonicity
property which is satisfied by the core.

Definition 2.3.23. A solution o on a set I' of games satisfies strong
aggregate monotonicity (SAM) if the following condition holds: If
(N,u),(N,v) € I, u(N) > v(N), u(S) = v(S) for all S & N, and
x € 0(N,v), then there exists y € o(N,u) such that y* > x* for alli € N.

The foregoing definition has the following intuitive and simple interpretation:
If the members of N increase, by unanimous efforts, the size of the cake avail-
able for consumption, and if the bargaining power of any proper subcoalition
of N remains unchanged, then everybody should be able to benefit from the
increase of v(IV).

Clearly, the core satisfies SAM.

Definition 2.3.24. A solution o on a set I' of games satisfies nonemptiness
(NE) if o(N,v) # 0 for every (N,v) € I'.

Exercises

Assume that [U| > 4.

Exercise 2.3.1. Let I" be a set of games. Prove that the core
(1) satisfies WRGP on I" whenever {(N,v) € I | IN| <2} C I'; and
(2) does not satisfy RGP on {(N,v) € I} | (N, v) is superadditive}.

Exercise 2.3.2. Let N be a coalition. A subset Q C {S C N | |S| =2} =
P(N) is sufficient if the graph (N, Q) (see Example 2.2.5 for this notation) is
connected. Let (N,v) be a game and let @ C P(N) be sufficient. Prove the
following statement: If € X(N,v) and ¥ € C(S,vs,) for all S € Q, then
2 € C(N,v) (compare with Definition 2.3.21 and Lemma 2.3.22).

Exercise 2.3.3. Let (N,v) be a game, § #.5 C N, and let z € X*(N,v). The
Moulin reduced game with respect to S and z is the game (S7 vjswm) defined by

u 0 LT =0
v5.(T) = U(TU(N\S)) —2(N\S),if0£T C 5.
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The Moulin RGP and the Moulin RCP, denoted by RGP™ and RCPM re-
spectively, are obtained by replacing vs , by vf‘g/’[I in Definition 2.3.14 and
Definition 2.3.18 respectively. Prove that the core

(1) satisfies RGPM on Ij; and

(2) does not satisfy RCPM on Ig.

2.4 Notes and Comments

Coalitional games with transferable utility were introduced and extensively
studied in von Neumann and Morgenstern (1953). The coalitional function of
a game was called the “characteristic function”. They tried to clarify the as-
sumption of “transferable utility” (see von Neumann and Morgenstern (1953),
p- 8). Indeed, they made a fundamental contribution to utility theory (see von
Neumann and Morgenstern (1953), pp. 15 - 29). However, the precise (tech-
nical) meaning of “transferable utility” was left undetermined (see Luce and
Raiffa (1957), Section 8.1). It was Aumann (1960) who proved that transfer-
ability of utility in games with side payments implies linearity of the utility
functions (in money).

Most of the concepts and the examples in Sections 2.1 and 2.2 are due to von
Neumann and Morgenstern (1953). However, Definition 2.1.7 is due to Shapley
(1971). Also, Definition 2.1.6 and Subsection 2.2.2 are of a later vintage. The
core, which was investigated in Section 2.3, was defined in Gillies (1959).
Finally, additivity of solutions of coalitional games was first considered in
Shapley (1953).



The Core

This chapter contains some basic results on the core of coalitional TU games.
First the Bondareva-Shapley theorem which gives necessary and sufficient
conditions for the nonemptiness of the core is proved. As an application of
the foregoing theorem, we show that the core of a market game is nonempty.
If the core of a game is nonempty, then the game is called balanced. A game
is totally balanced if all of its subgames are balanced. The player set and
the coalition function of a subgame are a subcoalition and the corresponding
restriction of the coalition function of the game. In Section 3.3 we show that
a coalitional game is a market game if and only if it is totally balanced. We
prove in Section 3.4 that minimum cost spanning tree games and permutation
games are totally balanced.

The “largeness” of the core of convex games is briefly discussed in Section 3.5.
The next section contains an axiomatic characterization of the core on the set
of balanced games. The following four independent axioms characterize the
core: nonemptiness, individual rationality, the weak reduced game property,
and superadditivity. In Section 3.7 it is shown that the core on the class of
totally balanced games is axiomatized by the converse reduced game property
and the foregoing axioms. The last section is devoted to an investigation of the
core of games with coalition structures. Throughout this chapter we assume
that U is a nonempty set of players.

3.1 The Bondareva-Shapley Theorem

Let N be a coalition and V(N) = V be the set of all coalition functions on
2NV = {S | § C N}. (Throughout this section we frequently identify a game
(N, v) with its coalition function v.) We denote

Ve={veV|C(N,v)#0}.
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In this section we shall present a minimal finite set of linear inequalities that
determine V. Furthermore, we shall provide a combinatorial interpretation
of the foregoing inequalities.

Let v € V. We consider the following linear programming problem:

min z(N) (3.1.1)
subject to x(S) > v(S) for all S C N, S # 0. o

Clearly, v € V¢ if and only if the value of (3.1.1) is v(N). The following
notation helps to formulate the dual of (3.1.1).

Notation 3.1.1. Let S C N. The characteristic vector xs of S is the member
of RY which is given by

i [LlifieS

Xs=0,ifie N\ S.

Using the foregoing notion the dual program is:

max ZSQN dsv(S)
- > scn dsxs = xn and (3.1.2)
subject to { 5 >0 for all §C N, § % 0.

As both programs (3.1.1) and (3.1.2) are feasible, it follows from the duality
theorem (see, e.g., Franklin (1980), p. 62) that (3.1.1) and (3.1.2) have the
same value. Hence, (N,v) has a nonempty core if and only if

v(N) > Z dsv(S) for all feasible vectors (ds)scn of (3.1.2). (3.1.3)
SCN

Assertion (3.1.3) leads to the weak form of the Bondareva-Shapley theorem
3.1.4 as proved independently in Bondareva (1963) and Shapley (1967).

Definition 3.1.2. A collection B C 2V, () ¢ B, is called balanced (over N )
if positive numbers g, S € B, exist such that

> bsxs = xn-

SeB
The collection (0s)sep is called a system of balancing weights.

Remark 3.1.3. Every partition of N is a balanced collection. Hence, bal-
anced collections may be considered as generalized partitions. Indeed, if B is
a balanced collection with balancing weights dg, S € B, then it may be in-
terpreted as a “fractional partition” in the following way. Each ¢ € N devotes
the fraction dg of his time to each coalition S € B that contains him. As B is
balanced
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Z s =1 for every i € N.
SeB:ies

Thus the balanced collection B is a generalized partition in the foregoing sense.
Theorem 3.1.4 (The Bondareva-Shapley Theorem, weak form). A necessary

and sufficient condition that the core of a game (N,v) is not empty is that for
each balanced collection B and each system (dg)sep of balancing weights

o(N) =) ssu(S). (3.1.4)

seB

Proof: Definition 3.1.2 and (3.1.3) prove the theorem. q.e.d.
Motivated by Theorem 3.1.4 a game with a nonempty core is called balanced.

Remark 3.1.5. We say that v € V is superadditive at N if, for every partition
Pof N, v(N) > gepv(S). (If v is superadditive, then v is superadditive at
N.) Thus, in view of Remark 3.1.3, inequality (3.1.4) may be interpreted as
strong superadditivity of v at N.

Now, let F' be the set of feasible vectors of (3.1.2), that is,

F = (5S)S€2N\{@} Z 55)(5 = xn and 0g > 0for S e oN \ {@} .
Se2N\{n}

Clearly F is a (compact nonempty) convex polytope and, thus, it is the convex
hull of its extreme points. Let EXT(F') denote the set of extreme points of F.
Hence, for every v € V, v € V¢ if and only if

v(N) > Z d5v(S) for every (0s)sean\ oy € EXT(F). (3.1.5)
Se2N\{0}

We shall now provide a combinatorial characterization of the extreme points
of F.

Definition 3.1.6. A balanced collection is called minimal balanced if it does
not contain a proper balanced subcollection.

Lemma 3.1.7. A balanced collection is minimal balanced if and only if it has
a unique system of balancing weights.

Proof: Let B be a balanced collection and (dg)sep be a system of balancing
weights.

(1) Sufficiency: If B*S B is a balanced collection with a system (§)ses+ of
balancing weights, then, as the reader can easily verify, B has infinitely
many systems of balancing weights (6%)gsep defined by
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51 {5+ (1 =255 i SeB
57 s Jif S € B\ B

where 0 < v < 1.

(2) Necessity: Assume that (0%5)sep is a system of balancing weights dis-
tinct from (dg)sep. Then there exists S € B such that dg > dg, so

T = min{(;,f%(;s | 0 > 0g} is well defined. Let (0s)sep be defined by

bg = (1+7)dg — 70 for all S € B. Then B* = {S € B | bg > 0} is a
proper balanced subcollection of . q.e.d.

We shall need the following characterization of extreme points of convex poly-
hedral sets.

Lemma 3.1.8. Let P be the convex polyhedral set in RF given by

k
P={zeRF ijathbt, t=1,....,m
j=1

Forxz € P let S(z) = {t e{1,...,m} ‘Z;::l lag; = bt}, The point x € P is
an extreme point of P if and only if the system of linear equations

k
Zyjatj =b; forallt € S(x) (3.1.6)

j=1

has x as its unique solution.

Proof: If (3.1.6) has more than one solution, then the solution set contains a
straight line through x. Therefore, x is a midpoint of a straight line segment
contained in P.

Conversely, if z + z and « — z are in P for some z # 0, then S(z) =
S(x 4+ z) N S(xz — z) and (3.1.6) has more than one solution (z + z and = — z
solve (3.1.6)). q.e.d.

Corollary 3.1.9. Let (0s)geon\fpy € F and B ={S C N | 5 > 0}. Then
(6s)sean\(o} s an evtreme point of F if and only if B is minimal balanced.

Proof: Lemmata 3.1.7 and 3.1.8. q.e.d.

In view of Corollary 3.1.9 extreme points of F and minimal balanced col-
lections can be identified. Bondareva (1963) and Shapley (1967) prove the
following theorem.

Theorem 3.1.10 (The Bondareva-Shapley Theorem, sharp form). A necessary
and sufficient condition that the core of a game (N,v) is not empty is that for
each minimal balanced collection B
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v(N) > Z dsv(S), (3.1.7)

SeB

where (ds)sen s the system of balancing weights for B. None of the conditions
stated in (3.1.7) is redundant, except for the collection {N}.

Proof: The first part of the theorem follows from (3.1.5) and Corollary 3.1.9.
Thus, it remains to show that if B* # {N} is a minimal balanced collec-
tion with balancing weights (6%5)sep~, then there exists v € V such that
V(N) <Y gepe 06v(S) and v(N) > 37 .z dsv(S) for every minimal balanced
collection B # B* with balancing weights (ds)seg. Let @ be the convex hull
of the extreme points of F' that correspond to the minimal balanced collec-
tions B # B* and let (0§)gcan g} correspond to B*. Then (0§)gcon o} ¢ Q-
Hence there exists a hyperplane that separates @ from (6;)3621\1\{@}. That is,
there exist (7(S5))gecan (o} and 7 € R such that

ZS€2N\{®} ’Y(S)(Sg > r; and
ZSEZN\{Q)} v(S)ds < r for all (55)S€2N\{@} € Q.

Define now v € V by v(S) = ~(S) forall § # .S G N, v(N) = r, and v(0) = 0.
Then for each minimal balanced collection B # B* with balancing weights
(0s)ses

> bsv(S) <7 =wv(N)

seB
and

Z d5v(S) > r =v(N).

SeB*

g.e.d.

Remark 3.1.11. Peleg (1965) contains an inductive method for finding all
the minimal balanced collections over N.

Exercises

Exercise 3.1.1. A minimal balanced collection is called proper if no two of
its elements are disjoint. Prove the following theorem: A superadditive game
(N,v) has a nonempty core if and only if for every proper minimal balanced
collection B over N with balancing weights (ds)sen condition (3.1.7) holds
(see Shapley (1967)).

Exercise 3.1.2. Let B* # {N} be a proper minimal balanced collection over
N. Prove that there exists a superadditive game (N, v) with an empty core
such that every proper minimal balanced collection B # B* of N satisfies
(3.1.7) (see Charnes and Kortanek (1967)).
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Exercise 3.1.3. Prove Theorem 3.1.4 by means of separating between two
disjoint convex sets. (Hint: Let v € V and define

By = Z ASXSs Z Asv(S) | [As >0 for all S€ 2V \ {}}
se2N\{0} Se2N\{0}

and
By = {(xn,v(N) +¢) | e>0}.

If (3.1.4) is satisfied, then By N By = (). Manipulate the normal of a separating
hyperplane between B; and Bs to obtain a member of C(N,v). The necessity
part of Theorem 3.1.4 is straightforward.)

3.2 An Application to Market Games

In this section we prove that every market game is balanced. The proof is an
application of the Bondareva-Shapley theorem (Theorem 3.1.4).

Theorem 3.2.1 (Shapley and Shubik (1969a)). Every market game is bal-
anced.

Proof: Let (N,R, A, W) be a market (see Subsection 2.2.1) and let (N, v) be
the corresponding market game (see Definition 2.2.1). We shall prove that v
satisfies (3.1.4). Thus, let B be a balanced collection (over N) and let (ds)sen
be a system of balancing weights for B. For each S € B, there exists a feasible
S-allocation zg € X% such that

v(S) = w'(x). (3.2.1)
€S
For i€ N let B; ={S € B|i € S}. Define
y' = denk. (3.2.2)
SeB;

The allocation yx = (y%);en is a feasible N-allocation. Indeed,

>ieN y' = DieN 2seB; 559?7:5‘ = ses 55 D ies s ‘
=2 55082 ies @’ =D ien @ ZSEB,; 6s =D ien @’
(Notice that ) . ds = 1 for every i € N, because B is balanced.) By the
definition of v o
o(N) =) w'(y’). (3.2.3)
ieN

By the concavity of the functions w?, it follows from (3.2.2) that
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w'(y') > Z Ssw'(2k). (3.2.4)
SeB?
By (3.2.1), (3.2.3), and (3.2.4)

v(N)> Z w'(y') > Z Z Ssw'(zly) = Z ds Zwl(xfg): Z dsv(S).

1EN €N SeB; seB €S seB

Thus by the Bondareva-Shapley theorem C(N,v) # (. q.e.d.

Definition 3.2.2. Let (N,v) be a game. A subgame of (N,v) is a game
(T,vT) where O # T C N and vT(S) = v(S) for all S C T. The subgame
(T, v™) will also be denoted by (T, v).

Definition 3.2.3. A game (N,v) is totally balanced if every subgame of
(N, v) is balanced.

Corollary 3.2.4. Every market game is totally balanced.

Proof: Definition 2.2.1 and Theorem 3.2.1. q.e.d.

Exercises

Exercise 3.2.1. Prove that every superadditive two-person game is totally
balanced. Find a balanced game which is not a market game.

Exercise 3.2.2. Let (N,R7', A, W) be a market. For p,q € R™ let p-q denote
the scalar product of p and ¢q. An n + 1-tuple ((xi)ieN,p) is a competitive
equilibrium if (z%);cn is an N-allocation, p € R™, and for each i € N

w'(z") —p- (2" —a') > w'(z) —p- (z —a’) for all z € R

Let ((mi)iGN,p) be a competitive equilibrium, let (N, v) be the market game
of (N,R7Y, A,W), and define ¢ = w'(z*) — p- (2" — a’) for every i € N. Prove
that ¢ € C(N,v) (see Shapley and Shubik (1969a)).

Exercise 3.2.3. Let (IV,R7*, A, W) be a market. Prove that there exists a
competitive equilibrium, if 7. a§ >0 forall j=1,...,m. (Hint: Let

vi= {(Z(wﬁ _w,t)] t< > wia) —o(N), @' € RY foralli € N}

i€EN i€EN

and Yo = {y € R™*! | y = (0,¢), € > 0}. Now the convex sets Y7 and Y3 can
be separated by a hyperplane, because Y1 N Y2 = 0.)
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3.3 Totally Balanced Games

In this section we shall prove the converse of Corollary 3.2.4. For the proof
the following class of markets is useful.

Definition 3.3.1. A direct market is a market (N, R_IX,IN, (w)ieN) where
In = (X{iy)ien (that is, Iy is the indezed collection of unit vectors of RY)
and w s the common utility function of the traders which is homogeneous of
degree 1, concave, and continuous.

Thus, in a direct market, each trader starts with one unit of a personal com-
modity (e.g., his labor or time). Feasible allocations of these commodities are
valued by the common utility function w. As w is concave and homogeneous,
it is also superadditive, that is,

w(z +y) > w(z) +w(y) for all z,y € RY.
Hence, if (N, v) is the game corresponding to the market
(Na Rﬁa INa (w)IEN) )

then
v(S) = w(ys) for all S C N. (3.3.1)

Now we associate with every game a direct market in the following way. Let
(N,v) be a game. The corresponding market is (N, RY, Iy, (w)ieN) where
w(z), x € RY, is given by

{ w(z) = max ) gc y 0s5v(S)

subject to Mgy dsxs =« and s > 0 for all S C N. (3.3.2)

Indeed, w is homogeneous of degree 1, concave, and continuous (Exercise
3.3.1).

Remark 3.3.2. The foregoing market associated with the game (N,v) has
the following interpretation. Each coalition S C N has the activity xs which
yields v(S) dollars (that is, if S is formed, then it gets the amount v(.5)). More
generally, S earns dgv(S) dollars if each member of S devotes the fraction dg of
his time to S. Thus, (3.3.2) is simply a linear program which yields an optimal
assignment of activity levels to the various xg’s, subject to the constraint that
each player i distributes exactly the amount z? of his time among his activities.

Definition 3.3.3. Let (N,v) be a game and let (N, RY, Iy, (w)ieN) be the
associated direct market. The game (N,v) which is defined by the market
(N, Rﬂf,[m (w)ieN) is called the totally balanced cover of (N, v).

By (3.3.1) and (3.3.2), o(R), R C N, is given by

{ U(R) = max } g p 6s5v(5)

subject to Y gcy 0s5Xs = Xr and dg > 0 for all § C R. (3.3.3)
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Remark 3.3.4. The totally balanced cover of a game is a useful mathemat-
ical concept. The program (3.3.3) may serve as a direct definition of it.

It follows from (3.3.3) that

9(R) > v(R) for all R C N. (3.3.4)
Lemma 3.3.5. A game (N,v) is balanced if and only if v(N) = 5(N).
Proof: By Theorem 3.1.4 and (3.3.3), v(N) > 9(N) if and only if (N,v) is
balanced. The proof is completed by (3.3.4). q.e.d.
Corollary 3.3.6. A game (N,v) is totally balanced if and only if v = 7.
Proof: Let ) # R C N. The totally balanced cover of the subgame (R,v) is
(R, 7). Hence Lemma 3.3.5 completes the proof. q.e.d.
Theorem 3.3.7 (Shapley and Shubik (1969a)). A game is a market game if
and only if it is totally balanced.

Proof: By Corollary 3.2.4 every market game is totally balanced. Also, by
Corollary 3.3.6, a totally balanced game is equal to its totally balanced cover,
which is a market game. q.e.d.

Exercises

Exercise 3.3.1. Prove that w, which is defined by (3.3.2), is homogeneous
of degree 1, concave, and continuous.

Exercise 3.3.2. Characterize all totally balanced symmetric games with
player set N.

Exercise 3.3.3 (Minimum Games). Let (V,v) be a game. Show that
(N,v) is totally balanced, if and only if it is a minimum of finitely many
inessential games, that is, there is a finite nonempty set X C RY such that
v(S) = mingey z(9) for all S C N (see Kalai and Zemel (1982)).

3.4 Some Families of Totally Balanced Games

3.4.1 Minimum Cost Spanning Tree Games

Let N be a nonempty finite set of customers, let 0 ¢ N be a supplier, let
N, = NU{0}, and let ¢;; € R be the cost of connecting i,j € N, i # j, by
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the edge e;; (see Example 2.2.5). The tuple (N*, (Cij){i JICN. #j) is called a

minimum cost spanning tree (m.c.s.t.) problem.

Let (N*, (Cij){i’j}CN*)i¢j> be a m.c.s.t. problem and let (N,¢) be the cor-
responding cost game. We claim that the core of the cost game (N,c) (that
is, —C(N,v) + (c({i}))ien where (N, v) is the associated savings game) is
nonempty. Indeed, let I'y = (N,, Ex) be a m.c.s.t. for (N,k7 (cij){i SVCN it
and let ¢ € N. Then there exists a unique path (0,41,...,4,) in I'y such
that i, = i. Define z € RN by 2! = ¢;,_,, for all i € N (with the con-
vention ¢y = 0). Then z(N) = ¢(N) by construction of z. In order to show
that x belongs to the core of (N, ¢) it remains to verify that z(S) < ¢(S5)
forall S C N. Let § # S C N and let I's = (S U {0}, Es) be a m.c.s.t.
for (SU {0}, (Cij){i,j}gsu{o},i;ﬁj)' Expand I's to a graph I'yv = (N,, Ex) by
adding, for each i € N\ S, the edge (j(i),7) € Ex (on the path in Ey from
0 to ¢). The graph I" has |S| 4+ |N \ S| edges and it is connected. Hence it is
a tree. The observation that

ce(S)+xz(N\S) = Z Cij > Z cij = ¢(N) =z(N)
ez]eEN e;i;€EEN
implies that ¢(S) > z(95).

Moreover, we observe that a subgame of a m.c.s.t. game is a m.c.s.t. game.
Hence, we have proved the following result.

Theorem 3.4.1. Fvery m.c.s.t. game is totally balanced.

Remark 3.4.2. (1) The foregoing proof of Theorem 3.4.1 is due to Bird
(1976).

(2) The monotonic m.c.s.t. game (N, ¢) of an m.c.s.t. problem arises from its
m.c.s.t. game (N, c) by defining ¢(S) = miny>rose(T) for all S C N.
Granot and Huberman (1981) show that the core of a monotonic m.c.s.t.
game is nonempty.

3.4.2 Permutation Games

Let N be a coalition and let p: N x N — R be a “profit” function. Further,
for S C N let

g ={mne SYMpy | n(i) =i forallie N\ S}

A game (N,v) is the permutation game with respect to (N,p), if v(S), for
every ) # S C N, is given by

v(S) = max Zp(z,w(z)) (3.4.1)
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Clearly, (3.4.1) is given by the following integer programming problem:

maXZz‘GN ZjeNp(iuj)xij ‘
. Lijen Ty = X5 i€ N (3.4.2)
subject to¢ > . vz =x%  JEN
Tij € {0,1} ,4,5 € N.

By the Birkhoff-von Neumann theorem the permutation matrices (of S), which
are feasible for (3.4.2), are the extreme points of the set of doubly stochastic
matrices (on S) which are feasible solutions of the following programming
problem:

max ZieN ZjEN p(i,j)xij ‘
. Ljen Ty = Xs o0 €N (3.4.3)
subject to ¢ >y xij = x4, €N
Tij >0 ,i,7 € N.

The dual program of (3.4.3) is

in 0+ =) B4
subject to y* + 27 > p(i,5),4,75 € N. o

Let (9, 2%) be an optimal solution to (3.4.4) with S = N. Let z = gV + 2V ¢
RN. Then 2(N) = v(N). As (97, 2°) is a feasible solution to (3.4.4) for every
( # S C N, we obtain

€S

Thus, x € C(N,v). Clearly, a subgame of a permutation game is a permutation
game. Hence, we have proved the following result.

Theorem 3.4.3. Every permutation game is totally balanced.

Remark 3.4.4. Let (N, v) be a permutation game. In order to find a member
x of C(N,v) we only have to solve the optimization problem (see (3.4.4)) for
S = N defining v(N). Analogously, in order to find a member of the core of
an m.c.s.t. game (N,c¢) we only have to construct an m.c.s.t. (see Exercise
2.2.2) to determine ¢(N). (See also Exercise 3.2.3 which yields a similar result
for market games.)

Exercises

Exercise 3.4.1 (Assignment Game). Shapley and Shubik (1972) discuss
the following model. Let N = SUB,S,B # (), and SN B = 0. Each i € S
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is a seller who has a house which for him is worth a; (units of money). Each
j € B is a potential buyer whose reservation price for i’s house, ¢ € S, is b;;.
For all 7 € S and j € B define c({i,j}) = (bij — ai) ., where a; = max{a,0}
for every a € R. Hence ¢({i, j}) is the joint “net profit” of {i,j}. Let T C N.
An assignment (matching) for T is a set T C 27T satisfying

PNQ=0and |PNS|=|PNB|=1foral P,Q €T with P # Q.

(Hence in an assignment 7 for T, every seller in SN T N |Jpy P sells his
house (is matched to) some buyer in BNT'NJpcy P.) The assignment game
(N,v) (with respect to (a;)ies and (b;;)ics, jep) is defined by

o(T) = max{ Z e(P)

7T is an assignment for T} for all T C N.
PeT

(By convention the “empty sum” is 0.) Prove that the assignment game (N, v)
is a permutation game.

Exercise 3.4.2 (Glove Game). Let L, R # (), LNR=0and N =LUR
be a coalition. Each member of L is assumed to own one left-hand glove and
each member of R is a right-hand glove owner. The market price of a pair of
gloves is 1. The game (N, v) defined by

v(S) =min{|SNL|,|SNR|} forall SC N

is the glove game (with respect to L and R). Show that a glove game is an
assignment game.

Exercise 3.4.3. Show that a game is a permutation game, if it is strategically
equivalent to a permutation game.

Exercise 3.4.4. Find a permutation game which is not strategically equiv-
alent to an assignment game.

Exercise 3.4.5. Find a permutation game which is not strategically equiv-
alent to the savings game of an m.c.s.t. game. (Hint: Example 2.2.5 can be
used to show that if (N, c) is an m.c.s.t. game, then there exists ¢ € N such
that

(V) = ol (3) = min{ (i} min{e((1.3) ~ o3]S € N\ ()} .
Deduce that the corresponding savings game (N, v) satisfies
o) = o (i) < maxf o)) max{o(00.39) = oGP 15 € N\ (33}

and construct a (symmetric, convex, three-person) permutation game which
does not satisfy this property.)
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3.5 A Characterization of Convex Games

Let N be a coalition and V be the set of all coalition functions on 2%V. Through-
out this section we shall assume that N = {1,...,n}. f 7 € SYMy (see
Definition 2.1.15) and i € N, then we denote

Pi={jeN|n(j) <)}

P! is the set of members of N which precede i with respect to the order 7.
Let v € V and 7 € SYM y. We define a,(v) € RY by

al (v) = v(PLU{i}) —v(P!) for every i € N.
The following theorem is due to Shapley (1971) and Ichiishi (1981).
Theorem 3.5.1. A game v € V is convex if and only if ax(v) € C(N,v) for
every m € SYMy.

Proof: Necessity. Assume that v € V is convex. Let ) # S C N and
m € SYMpy. We have to show that

>k (v) = v(S). (3.5.1)
i€S
Let i1,...,i5s € S, where s = |S|, be chosen such that S = {i1,...,is} and

(i) < m(iz) < --- < m(is). Hence {i1,...,1;_1} C PY for every j =1,...,s.
Thus, by Exercise 2.1.1,

v(PZ U{ij)) —v(P¥) > v ({ir,...,i5}) — v ({ir, ... i5-1)) (3.5.2)
for j =1,...,s. Summing up the inequalities (3.5.2), we obtain (3.5.1).
Sufficiency. Let v € V and assume that a, € C(N,v) for every 7 € SYMy.
Let § # S, T C N. We denote SNT = {i1,...,05:}, T\ S = {iry1,...,0},
S\T = {it41,...,0q}, and N\ (SUT) = {ig41,...,%n}, where r = |SNT|
and ¢ = |SUT|. Define 7 € SYMy by 7(i;) = j, j=1,...,n. Hence
0(8) £ Ties @ (v) = Ties (v (PEU{i}) — v (P2))
=0 (vt i ) = v({in, i)
5 (V@ Ui, i) = (T U iy, via )
=v(SNT)+v(SUT)—v(T).
Thus, v(S) +v(T) <v(SUT)+v(SNT), and (N, v) is convex. q.e.d.
Corollary 3.5.2. A convex game is totally balanced.

Proof: A convex game is balanced by Theorem 3.5.1. A subgame of a convex
game is convex, so a convex game is totally balanced. q.e.d.
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Exercises

Exercise 3.5.1. Let (N, v) be a game and let W(N, v) be the convex hull of
{ar(v) | m € SYMnp}. Prove that C(N,v) C W(N,v) (see Weber (1988) and,
for a short proof based on the separation theorem, Derks (1992)).

Exercise 3.5.2. Show that the glove game with respect to L and R (see
Exercise 3.4.2) is convex, if and only if |L| = |R| = 1.

Exercise 3.5.3. Find an m.c.s.t. game which is not concave. (A cost game
is concave, if the associated savings game is convex.)

3.6 An Axiomatization of the Core

In this section we shall assume that the universe U of players contains at least
three members. We recall that

I ={(N,v) | N CU, C(N,v) # 0}.

Theorem 3.6.1. The core is the unique solution on FZ/C, that satisfies NE, IR,
WRGP, and SUPA.

We postpone the proof of Theorem 3.6.1 and shall now prove two useful lem-
mata.

Lemma 3.6.2. Let o be a solution on a set I' of games. If o satisfies IR, and
WRGP, then it also satisfies PO.

Proof: Assume, on the contrary, that there exist (N,v) € I and z € o(N,v)
such that #(N) < v(N). Let i € N. By WRGP, ({i},v(;y,) € I' and 2" €
o ({i},viy.2). By IR @' > vy .({i}). On the other hand (see Definition
2.3.11),

viiy.e({i}) = o(N) = 2(N \ {i}) > ="
Thus, the desired contradiction has been obtained. q.e.d.

Lemma 3.6.3. Let o be a solution on a set I' of games. If o satisfies IR and
WRGP, then o(N,v) C C(N,v) for every (N,v) € I

Proof: Let (N,v) € I' and n = |[N|. If n = 1, then o(N,v) C C(N,v) by IR.
By Lemma 3.6.2 o satisfies PO. Hence, if n = 2, then

o(N,v) C {z € X(N,v) | 2" > v({i}) for all i € N} = C(N,v).

If n > 3 and z € o(N,v), then WRGP implies that 2° € o(S,vg,) for all
S € P(N), so 2° € C(S,vs,) for every S € P(N). (See (2.3.1).) By Lemma
2.3.22, z € C(N,v). q.e.d.
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Corollary 3.6.4. Let o be a solution on FZ/C, that satisfies NE, IR, and WRGP.
If the core of a game (N,v) consists of a unique point, then o(N,v) = C(N,v).

Proof of Theorem 3.6.1: The core on Fﬁ satisfies NE, IR, SUPA (see
Section 2.3), and WRGP (see Lemma 2.3.16). Thus, we only have to prove
the uniqueness part of the theorem. Let o be a solution on Fg that satisfies NE,
IR, WRGP, and SUPA and let (N,v) € IS be an n-person game. By Lemma
3.6.3 o(N,v) C C(N,v). Thus, we only have to show C(N,v) C o(N,v). Let
x € C(N,v). Two possibilities may occur:

(1) n > 3. Define a coalition function w on 2%V by the following rule: w({i}) =
v({i}) for alli € N and w(S) = z(S) for all S C N with |S| # 1. Asn > 3,
C(N,w) = {z}. Hence, by Corollary 3.6.4, o(N,w) = {z}. Let u = v — w.
Then u({i}) = 0 for all i € N, u(N) =0, and u(S) <0 for all S C N.
Therefore C(N,u) = {0} and, again by Corollary 3.6.4, o(N,u) = {0}.
Hence, by SUPA,

{z} = o(N,u) + o(N,w) C o(N,v).
We conclude that z € o(N,v), and thus C(N,v) C o(N,v).

(2) n <2.Ifn =1, then x € o(N,v) by NE and IR. Thus, assume that n = 2;
let us say N = {i,j}. Let k € U\ N. (Indeed, k exists, because U \ N # ()
by the assumption that [I/| > 3.) We define a coalition function u on 2M
where M = {i, j, k} by the following rules:

u(S) = {v(]fifE)SﬂN v({h}) : ;ffssgzj\]{/['

Then y € RM, defined by y* = 0 and yV =z, is in C(M,u). As |[M| = 3,

C(M,u) Co(M,u). Thus y € (M, u). Also, un,, = v. Hence, by WRGP,

x € o(N,v), and thus C(N,v) C o(N,v). q.e.d.
Theorem 3.6.1 is due to Peleg (1986).

Now we comment on the logical independence of the axioms that characterize
the core.

Example 3.6.5. Let o(N,v) = 0 for every (N,v) € I)y. Then o satisfies IR,
RGP, and SUPA. Obviously, ¢ violates NE.

Example 3.6.6. Let the solution o on I be defined by o(N,v) = C(N,v)
if IN| > 2 and by o({i},v) = X*({i},v) for every one-person game ({i},v).
Then o satisfies NE, RGP, and SUPA. On one-person games it violates IR.

Example 3.6.7. Define a solution ¢ on FLC, by
o(N,v) = {z € X(N,v) | 2" > v({i}) for all i € N}.
Then o satisfies NE, IR, and SUPA. By Lemma 3.6.3, o violates WRGP.
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Remark 3.6.8. In Chapter 5 (Example 5.2.9) we shall prove that SUPA is
logically independent of NE, IR, and WRGP (on I};).

Exercises

Exercise 3.6.1. Prove that Theorem 3.6.1 does not hold if |U/| = 2.

Exercise 3.6.2. Find an example of a game which explicitly shows that the
solution o defined in Example 3.6.7 violates RGP.

Exercise 3.6.3. Let a solution ¢ on FZS be defined by
o(N,v) = {z € X*(N,v)[(S,vs.) € I for all S € P(N)}.

Prove that o satisfies NE, SUPA, RGP, and CRGP and that it violates IR.
(Hint: In order to show SUPA let (N,v), (N, w) be games, let x € X*(N,v),
y € X*(N,w), and let § # S C N. Prove that vg,(T) + ws,(T) >
(v 4+ W) 5,44y (T) for every T C S and that the foregoing inequality is an
equality for T = S.)

3.7 An Axiomatization of the Core on Market Games

Let
I} = {(N,v) | N CU, (N,v) is totally balanced}

and recall (see Theorem 3.3.7) that I} is the set of market games. In this
section we shall assume that the universe U of players contains at least four
members. For simplicity we assume that M = {1,...,4} CU.

Theorem 3.7.1. The core is the unique solution on Fbtlb that satisfies NE,
IR, WRGP, CRGP, and SUPA.

We postpone the proof of Theorem 3.7.1 and shall now discuss the four-person
game (M, u) defined by the following formula:

0 ,if S e {M, {1,2},{2,3},{3,4},{4,1},0} ,
u(S)=14 —1,if |S] =3, (3.7.1)
—4 , otherwise.

This game will be used in the proof of Theorem 3.7.1.

Remark 3.7.2. Note that the symmetry group SYM (M, u) is generated by
the cyclic permutation, which maps 1 to 2, 2 to 3, 3 to 4, and 4 to 1; thus
SYM(M,u) is transitive.
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Lemma 3.7.3. The game (M, u) defined by (3.7.1) is totally balanced and

C(M,u) ={(v, 7,7 —7) | -1 <y <1}

Proof: For v € R define z, = (v, —7,7,—7). Every z,, —1 <~y <1,isin
C(M,u). Every core element assigns zero to M and, thus, to the members of
the partitions {{1,2},{3,4}} and {{2,3},{4,1}}. Therefore the core is con-
tained in the line {x, | v € R}. The facts z({1,2,3}) < —1 for all v < —1
and x({2,3,4}) < —1 for all v > 1 show that the core has the claimed shape.

The restrictions of the vectors z, for v = 1 and v = —1, respectively, to the
coalitions {1,2,4},{2,3,4} and {1,2,3},{1, 3,4}, respectively, show that the
three-person subgames are balanced. All one- and two-person subgames are
balanced as well. We conclude that (M, u) is totally balanced. q.e.d.

The easy proof of the following statement is left to the reader (see Exercise
3.7.1):

(S € P(M) and x € C(M, u)) = (S,ug,) is inessential. (3.7.2)

Proof of Theorem 3.7.1: The core on F&b satisfies NE, IR, SUPA (see
Section 2.3), WRGP (see Exercise 2.3.1), and CRGP (by Lemma 2.3.22).
Thus, we only have to prove the uniqueness part of the theorem. Let o be
a solution on I; Zjb that satisfies NE, IR, WRGP, CRGP, and SUPA and let
(N,v) € Ff,b be an n-person game. By Lemma 3.6.3, we only have to show
that C(N,v) C o(N,v). Let € C(N,v).

(1) n=1. Then = € o(N,v) by NE and IR.

(2) n = 2. If (N,v) is inessential (see Definition 2.1.9), then the proof is
finished by NE and IR. Hence we assume that (N,v) is not inessential,
so v(N) > > .y v({i}). Also, we assume without loss of generality that
N = {1,2}. Define (N, w) by

2,9 =1,
“’(S)_{ 0,ifS=0,N,

and observe that v = aw + 8 where a = U(N)_U({}l})_v({g}) and 8 =
(20002 LD UID) € RN, As o> 0, (N,0) I strate-
gically equivalent to (N, w). Put y := % and observe that y € C(N,w)
by COV of the core. We first prove that y € o(N,w). With v := y!/2 the

vector y can be expressed as y = (27, —27). Also, —1 < v < 1, because
y € C(N,w).

Choose two members of U \ N, let us say 3,4, which is possible by the
assumption that || > 4, let (M,u) be defined by (3.7.1), let © be the
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permutation of M which exchanges 1 and 2, and let (M, 7u) be the “per-
muted” game (see Definition 2.3.4). By Lemma 3.7.3, z,2_, € C(M,u)
and, similarly, 7z_, = (v,—v,—7,7) € C(M,mu). An application of
CRGP shows that z, € o(M,u) and mx_, € o(M,7u) by (3.7.2) and
the first part of this step of the proof. SUPA implies that z := (y,0,0) =
Ty + 712y € 0(M,u+mu). WRGP yields y € o (N, (u + mu)n,.). The re-
duced coalition function & = (u+7mu)y,, coincides with w. Indeed, u(N) =
(u+ mu)(M) — 2({3,4}) = 0 = w(N) by definition of the reduced game.
Moreover, the unique two-person coalitions S with «(S) = (7u)(S) = 0
are {1,2} and {3,4}, so (u +mu)({i,j}) = —4fori e N and j € M\ N.
Hence

u({i}) = (v +7u)({3,3,4}) — 2({3,4}) = -2 = w({i}) for i = 1,2,
soy =2z €o(N,w).

In order to show x € o(N,v) we can proceed similarly. Only the coalition
functions u and 7u are replaced by au + %(6, 0,0) and a(mu) + %(ﬁ, 0,0).
The proof is finished by COV of the core.

(3) n > 3. The core satisfies WRGP, so 2° € C(S,vs,) for all S € P(N). By
the preceding step, 2° € o(S,vs.) for all S € P(N), so x € o(N,v) by
CRGP of o. q.e.d.

The proof of Theorem 3.7.1 is due to Sudhdlter and Peleg (2002). In Peleg
(1993) it is shown that the core of market games can be characterized by the
foregoing axioms and a weak variant of anonymity (see also Peleg (1989)).

Examples 3.6.5, 3.6.6, 3.6.7, and Exercise 3.7.2 show that the axioms NE, IR,
WRGP, and CRGP are each logically independent of the remaining axioms.
The independence of SUPA will be proved in Chapter 5 (Example 5.2.10).

Exercises

Exercise 3.7.1. Prove (3.7.2).

Exercise 3.7.2. Find a solution o on F&b which satisfies NE, IR, WRGP,
SUPA, and which does not coincide with the core (see Peleg (1989), Example
5.5).

3.8 The Core for Games with Various Coalition
Structures

Let U be a set of players and let N be a coalition.
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Definition 3.8.1. A coalition structure for N is a partition of N.

If (N, v) is a game and R is a coalition structure for N, then the triple (N, v, R)
is called a game with coalition structure. Let (N, v, R) be a game with coalition
structure. Then

X*(N,v,R) = {z € RY | (R) < v(R) for every R € R}
denotes the set of feasible payoff vectors for (IV,v, R).

Definition 3.8.2. Let (N,v,R) be a game with coalition structure. The core
C(N,v,R) of (N,v,R) is defined by

C(N,v,R) ={z € X*(N,v,R) | z(S) > v(S) for all S C N}.

Clearly, C(N,v) = C(N,v,{N}). Hence, we shall write (IV,v) instead of
(N,v,{N}). In order to investigate the core of games with coalition struc-
tures we now define the superadditive cover of a game.

Definition 3.8.3. Let (N,v) be a game. The superadditive cover of (N, v)
is the game (N,0) defined by

0(S) = max { Z v(T)

TeT

T is a partition of S} forall £S CN

and v(0) = 0.

Obviously, the superadditive cover of a game is superadditive.

Theorem 3.8.4. Let (N,v,R) be a game with coalition structure. Then

(1) C(N,v,R) # 0 if and only if C(N,0) # 0 and 9(N) = > pcr v(R); and
(2) if C(N,v,R) # 0, then C(N,v,R) = C(N,0).

Proof: (1) Let € C(N,v,R), 0 # S C N, and let T be a partition of S.
Then z(T') > v(T) for every T € T. Thus, 2(S) = > req 2(T) > Y per v(T).
We conclude that 2(S) > 4(S5). In particular, 2(N) = > pcr v(R) > 0(N).
By Definition 3.8.3, 9(N) > > pcg v(R). Hence £(N) = 0(N) = > per v(R)
and = € C(N,0).

Conversely, assume that = € C(N,9) and 9(N) = > pcg v(R). As z(R) >
v(R) for every R € R and x(N) = 0(N) = Y pcg v(R), it follows that
z(R) = v(R) for every R € R. Hence, z € C(N,v, R).

(2) Assume that C(N,v,R) # 0. Then C(N,0) # 0 and 9(N) = 3 per v(R).
Thus, by the proof of (1), C(N,9) = C(N,v,R). q.e.d.
Another interesting property of the core of games with coalition structures is
discovered with the help of the following definition.
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Definition 3.8.5. Let (N,v) be a game and let i,5 € N. Players i and j are
substitutes if

v(SU{i}) =v(SU{j}) for all ST N\ {i,j}.

Clearly, two players ¢ and j are substitutes of (IV,v) if and only if the trans-
position (i, 7) is a symmetry of (N, v).

Theorem 3.8.6. Let (N,v,R) be a game with coalition structure, let i and j
be substitutes of (N,v), and let x € C(N,v,R). If i and j belong to different
members of R, then ' = x7.

Proof: Let i € R € R. Then j ¢ R. The observation that

0>v(R\{iHu{y}) —z((R\{i})U{j}) = v(R) — (z(R) + 2/ —2") = 2 — 27

shows that 27 > z*. Exchanging the roles of 3 and j yields z* > 27, so ’ = 7.
q.e.d.

Theorems 3.8.4 and 3.8.6 are due to Aumann and Dreéze (1974). The rest of

this section is devoted to an axiomatic characterization of the core of games
with coalition structures.

Definition 3.8.7. Let A be a set of games with coalition structures. A so-
lution on A is a function o that associates with each game with coalition
structure (N,v,R) a subset o(N,v,R) of X*(N,v,R).

Let N be a coalition, let R be a coalition structure for N, and let ) # S C N.
We use the following notation:

Ris={RNS|ReRand RNS #0}.

We proceed with the following definition.

Definition 3.8.8. Let (N,v,R) be a game with coalition structure, let () #
S CN, and let x € X*(N,v,R). The reduced game with respect to S and
x 18 the game with coalition structure (S, v?z,Rw) defined by the following
formula:

0, if T=0
R (T) = v(R)—x(R\T), if 0T =SNR for some RER
mMaxqc N\ s (v(T uQ) — x(Q)), otherwise.

Let A be a set of games with coalition structures.
Definition 3.8.9. A solution o on A has the reduced game property

(RGP) if it satisfies the following condition: If (N,v,R) € A, § # S C N,
and x € o(N,v,R), then (S, v§z77€|s) cAandz®co (S, v§m77€|s).
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Remark 3.8.10. Let AY = {(N,v,R) € Ay | C(N,v,R) # 0} where Ay
denotes the set of all games with coalition structures. The core satisfies RGP
on Af,. A slight modification of the proof of Lemma 2.3.16 yields this result.

Let N be a coalition and let R be a coalition structure for N. Two players
1,7 € N with i # j, are partners in R if there exists R € R such that i, j € R.
We denote

P(R)={{i,j} | i +# j and i and j are partners in R}. (3.8.1)

Also, we need the following notation. If (N,v,R) is a game with coalition
structure, then

X(N,v,R)={z¢€ RN’a:(R) =v(R) for every R€ R} .

Definition 3.8.11. A solution o on a set A of games with coalition structures
has the converse reduced game property (CRGP) if the following condi-
tion is satisfied: If (N,v,R) € A, P(R) # 0, x € X(N,v,R), (S,vss) € 4,
and z° € o (S,vs,y) for every S € P(R), then x € o(N,v,R).

Lemma 3.8.12. The core satisfies CRGP on Ag,.

Proof: Let (N,v,R) € Ag, let F be the field generated by R, that is,

F={|JR|RCR,
ReR
and let T'= Jp .z R € F. If x € C(N,v,R), then
o(T) < a(T) = z(R)= Y v(R). (3.8.2)

ReR ReR

Assume that R satisfies P(R) # 0 and let y € X(N,v,R) satisfy y° €
C(S,vs,y) for every S € P(R). In view of (3.8.2), y(T) > v(T) for every
T € F. Now let T' € 2V \ F. Then there exists R € R such that ) # TNR # R.
Choose i e TNR and j € R\ T and let S = {4,j}. Then S € P(R). Thus, by
our assumption, y° € C (S, vs,,). Hence, in particular,

0> vsy({i}) =y = o(T) —y(T).
Thus, y(T) > v(T) and the proof is complete. q.e.d.

For the sake of completeness we now formulate the superadditivity property
for solutions on classes of games with coalition structures.

Definition 3.8.13. A solution o on a set A of games with coalition structures
1s superadditive if

o(N,v,R) +c(N,w,R) Co(N,v+w,R)
when (N,v,R), (N,w,R) and (N,v+ w,R) are in A.
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We remark that nonemptiness (NE), individual rationality (IR), and the weak
reduced game property (WRGP) are generalized in a straightforward manner
to solutions for games with coalition structures (see Definitions 2.3.7, 2.3.24,
and 2.3.17). Now we may formulate a generalization of Theorem 3.6.1. Again,
assume that U contains at least three members.

Theorem 3.8.14. The core is the unique solution on Ag, that satisfies NE,
IR, WRGP, and SUPA.

The proof of Theorem 3.8.14 is similar to that of Theorem 3.6.1 and left as
Exercise 3.8.2.

Exercises

Exercise 3.8.1. Let (IV,v) be an assignment game with respect to S and
B (see Exercise 3.4.1). Let (N,vo) be defined by vo({%,75}) = v({i,j}) for all
i€ S and j € B and vo(T) = 0 for all other T C N. Show that (N,v) is the
superadditive cover of (N, vg).

Exercise 3.8.2. Prove Theorem 3.8.14.

Exercise 3.8.3. Let (N,v) be a convex game and let R be a coalition struc-
ture for N. Show that C(N,v,R) # 0 iff (N,v) is decomposable with respect
to R, that is, if v(S) = Y pcr V(SN R) for all S € N (see Shapley (1971)).

3.9 Notes and Comments

(1) Theorem 3.1.4 may be proved by means of the Minimax Theorem without
reference to linear programming (see Aumann (1989)). A proof of the Krein-
Milman theorem, which is used in the proof of Theorem 3.1.10, is contained
in Klein (1973).

(2) The core is axiomatized by Theorems 3.6.1 and 3.7.1. Other axiomati-
zations can be found in the literature. We mention four of them. Tadenuma
(1992) presents a characterization of the core which employs NE, IR, and
RGPM | the reduced game property with respect to Moulin reduced games.
An approach which uses a different reduced game can be found in Voorneveld
and van den Nouveland (1998). A different kind of CRGP is employed in
Serrano and Volij (1998). Moreover, Hwang and Sudhélter (2000) show that
the core is axiomatized by AN, COV, WRGP, RCP, CRGP, REBE, and the
requirement of nonemptiness for inessential games, on many interesting sets
of games that may contain non-balanced games.

(3) Theorem 3.8.4 is not sharp. Indeed, as the reader may verify, it is possible
to replace the superadditive cover (N, o) of (N,v) by the totally balanced



3.9 Notes and Comments 49

cover (N, ) of (N,v) in the formulation of the theorem. Clearly, 5(S) > ()
for every S C N.

(4) The definition of the core is simple and highly intuitive. Nevertheless,
some examples of cores have been criticized by several authors. First, consider
Example 2.2.2 and let n; = |[N;|, ¢ = 1,2. If ny > no, then the only payoff
vector in the core is y n,. Similarly, if n; < ng, then C(N,v) = {xu, }. However,
if ny = no, then

C(N,v) = {tXNl +(1—-t)xn, |0t < 1}.

Thus, the core is unreasonable when min{ny,no} is large, |ny — ng| is small,
and ny # ny (see also Shapley and Shubik (1969b)).

Another counterintuitive example is due to S. Zamir.

Example 3.9.1. Let M = {1,2,3} and let (M, u) be defined by u(S) =1 if
|S] > 2 and u(S) = 0 otherwise, where S C M. Then C(M,u) = 0. Now let
N = M U {4} and let (N,v) be defined by v(S) = u(S) it S C M, v(S) =0
otherwise, where S & N, and v(N) = 3/2. Then

v = {(L50))

Thus, player 4, whose addition to (M, u) rendered the core nonempty, is not
paid (in the core) for his contribution.

Of course, one should not reject the core because of the foregoing examples.
Indeed, there is no solution that yields intuitive results for all coalitional
games. The core is very useful because it is acceptable for many classes of
games. Furthermore, it has many nice properties and may be justified by
means of its axiomatic characterizations.
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Bargaining Sets

The “classical” bargaining set M and some relatives are introduced and stud-
ied in this chapter. In the first section we provide the basic definitions of
objections and counterobjections. Also, we check whether or not M satisfies
the usual properties of solutions.

Section 4.2 is devoted to an existence theorem for the bargaining set. First
of all, justified objections, that is, objections that cannot be countered, are
studied. Player k is stronger than player ¢ at the proposal x, if k has a justified
objection against ¢ at z. Secondly, we prove that the binary relation “stronger
than” is continuous and acyclic. Finally, the foregoing results enable us to
prove the desired existence theorem. We have chosen a proof that later will
be used for the investigation of bargaining sets of cooperative games without
transferable utility.

Section 4.3 mainly deals with convex games and with assignment games. We
prove that the bargaining set (for the grand coalition) of a game of these
classes coincides with the core. However, the general result can be applied to
many families of superadditive balanced games.

In Section 4.4 related bargaining sets are introduced and discussed. It is shown
that “small” modifications in the definition of “justified objection” yield bar-
gaining sets which are contained in M and which contain the core. The exis-
tence result can also be applied to the new bargaining sets which are (in con-
trast to M) reasonable, when restricted to superadditive games. Also, a bar-
gaining set based on the notion of “global” objections and counterobjections
is briefly discussed.

In Section 4.5 we show that the bargaining sets based on “individual” objec-
tions and counterobjections do not satisfy aggregate monotonicity. Also, we
prove that according to the classical bargaining set a dummy may have to
decrease his demand, if he is going to contribute to the grand coalition.
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Section 4.6 contains an example of a market game due to Postlewaite and
Rosenthal (1974). If we adopt the core as a solution concept in this example,
then syndication may not be profitable. Following Maschler (1976) we also
look at the bargaining set of the foregoing example. As Maschler has shown,
according to M syndication is advantageous. The aforementioned relatives
of the bargaining set coincide with M. Hence they can be used as well to
emphasize that syndication may be advantageous.

The section is concluded with notes and comments.

4.1 The Bargaining Set M

A disadvantage of the core is that many games, which appear in various
applications, are not balanced. For example, every non-trivial constant-sum
game has an empty core. Indeed, the following result is true.

Lemma 4.1.1. A constant-sum game is balanced if and only if it is inessen-
tial.

Proof: Let (N,v) be a constant-sum game. If z € C(N,v), then
v(N)=2(N)=2(S)+z(N\S) >v(S)+v(N\S)=0v(N) forall SC N,

so v(S) = x(S) for all S C N. Hence (N, v) is inessential in this case. If (N, v)
is inessential, let us say v(S) = x(9) for some z € RY, then z € C(N,v).
q.e.d.

A simple game without vetoers is another example of a game with an empty
core (see Exercise 4.1.1).

Players who face a game with an empty core will find out that if they desire
the kind of stability that is implicit in the core concept, then they will be
unable to reach any agreement. If they nevertheless want to profit from the
game, then they have no choice but to relax their stability requirements. In
this section we shall present a solution which, on the one hand, enables the
players to reach agreements and, on the other hand, maintains some stability
of the outcome (which is weaker than the stability implied by the core).

Let U be a set of players and let N be a coalition. If k, ¢ € N, k # £, then we
denote
Te(N) = Toe ={S C N\ {{} [ k € S}.

Hence, 73, is the set of coalitions containing k& and not containing £.

Definition 4.1.2. Let (N,v,R) be a game with coalition structure, x €
X(N,v,R), and let k,£ € R € R, k # (. An objection of k against ¢ at
x (with respect to (N,v,R)) is a pair (P,y) satisfying
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P € Ty and y € RY; (4.1.1)
y' > 2 for alli € P and y* > z¥; (4.1.2)
y(P) < v(P). (4.1.3)

Thus, an objection (P,y) of k against ¢ is a potential threat by a coalition
P, which contains k& but not ¢, to deviate from x. The threat is feasible by
(4.1.1)—(4.1.3). The purpose of presenting an objection is not to disrupt R,
but to demand a transfer of money from ¢ to k, that is, to modify x within
X(N,v,R). It is assumed that the players (tentatively) agreed upon the for-
mation of R and only the problem of choosing a point x out of X(N,v,R)
has been left open.

Definition 4.1.3. Let (P,y) be an objection of k against £ at x € X (N,v, R)
with respect to a game with coalition structure (N,v,R). A counterobjection
to (P,y) is a pair (Q, z) satisfying

Q € Toy and z € RY; (4.1.4)

2t > a2t for alli € Q; (4.1.5)

28>y for alli € PNQ; (4.1.6)

Q) < Q). (4.1.7)

In a counterobjection ¢ has to prove that he can protect his share z¢ in spite

of the existing objection of k.

Definition 4.1.4. Let (N,v,R) be a game with coalition structure. A vector
x € X(N,v,R) is stable if for each objection at x there is a counterobjection.
The unconstrained bargaining set, PM(N,v, R), is the set of all stable
members of X(N,v,R).

In the literature the unconstrained bargaining set is usually called the prebar-
gaining set. Henceforth we shall use both terms.

Remark 4.1.5. Let (V,v) be a game and R be a coalition structure. We
may ask the following question: Which payoff vectors in X (N, v, R) should
the players expect, if R is formed? The prebargaining set PM(N,v,R) is a
possible answer which guarantees minimum stability.

Remark 4.1.6. Each player in a game may compute PM for each coalition
structure. Thereby, the players might form preference orderings on coalition
structures. Thus, P.M might have implications on coalition formation.

Remark 4.1.7. If (N,v,R) is a game with coalition structure, then
C(N,v,R) C PM(N,v,R).

Indeed, if x € C(N,v,R) and k € N, then k has no objection against any
other player at x (see (4.1.2) and (4.1.3)).
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In view of our convention to identify a game (N, v) and (N, v, {N}) we denote

PM(N,v,{N}) = PM(N,v).
Example 4.1.8. Consider the market given by

N={1,...,6}, m=2, a' =da®> =a® = (1,0), a* = a® = a® = (0,1),

and w'(xy,72) = min{2zy,22}, i = 1,...,6. Let v be the coalition func-
tion of the market. Then v(N) = 3 and v(S) = 2 if |[SN{1,2,3}] = 1 and
[SN{4,5,6}| = 2. Hence z = (1,1,1,0,0,0) € X(N,v)\ C(N,v). It is straight-
forward to show that € PM(N,v). Thus, PM(N,v) may be strictly larger
than C(INV,v) even when C(N,v) # 0.

We now enquire which properties (of solutions) are satisfied by PM. First,
we need the following generalizations of COV and AN.

Definition 4.1.9. A solution o on a set A of games with coalition structures
is covariant under strategic equivalence (COV ) if the following condition
is satisfied: If (N,v,R), (N, w,R) € A,a > 0,3 € RN, and w = av + 3, then

o(N,w,R) = ac(N,v,R) + 3.

Let R be a coalition structure for the coalition IV and let 7 be an injection of
N into U. Then the coalition structure 7(R) is defined by

m(R)={n(R) | R € R}.

Definition 4.1.10. Let o be a solution on a set A of games with coali-
tion structures. We say that o is anonymous (AN) if the following con-
dition is satisfied: If (N,uv,R) € A, m : N — U is an injection, and if
(m(N),mv,m(R)) € A, then o(n(N),mv,7m(R)) = w(c(N,v,R)).

Note that PM (on an arbitrary set of games with coalition structures) satisfies
COV and AN (see Exercise 4.1.5).

Theorem 4.1.11. PM satisfies RGP on Ay.

Proof: Let (N v,R) € Ay, let § # S C N, and let x € PM(N,v,R).
Denote w = vS . We have to prove that 5 € PM (S w R‘S) Thus, let
k, E € R € R‘S, k # ¢, and let (P,y) be an objection of k against ¢ at

S with respect to (S,w,R;s). Then there exists P, C N \ S such that
w(P) = o(PUP) —z(P). Let P = PUP; and let § € RP be defined
by § = (y,2"). Then (13, ) is an objection of k against ¢ at x with respect
o (N,v,R). As & € PM(N,v,R), player £ has a counterobjection (@, 2) to
this objection. Let Q = @ NS and z = 29, Then

w(Q) 2 v(Q) - 2(Q\ Q) 2 v(Q) - 2Q\ Q) = 2(Q).
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We conclude that (Q,z) is a counterobjection to (P,y) with respect to
(S,w,R‘S). g.e.d.

Example 4.1.12. Let g=(4;1,1,1,1,1,1,1) be the seven-player simple ma-

) ) ) ) ) 7 7

jority game and let (N,v) be the corresponding coalitional game. Then
(—=1/5,1/5,...,1/5) € PM(N,v). Thus, PM does not satisfy individual ra-
tionality. As (N,v) is superadditive, this is a serious drawback. At present,
we do not know of a condition that guarantees that every member of the
unconstrained bargaining set is individually rational.

Example 4.1.12 leads to the following definition. Let (N, v, R) be a game with
coalition structure. We denote

I(N,v,R) = {z € X(N,v,R) | 2* > v({i}) for all i € N},

which is the set of individually rational payoff vectors in X (N, v, R). Clearly,
I(N,v,R) # 0 if and only if v(R) > >,z v({i}) for every R € R. In par-
ticular, if (N,v) is O-monotonic (see Exercise 2.1.5), then I(N,v,R) # () for
every coalition structure R of V.

We are now going to define the bargaining set which is a subsolution of the un-
constrained bargaining set. (Let o and & be solutions on a set A of games with
coalition structures. Then o is a subsolution of &, if o(N,v,R) C 6(N,v,R)
for all (N,v,R) € A.)

Definition 4.1.13. Let (N,v,R) be a game with coalition structure. The
bargaining set M(N,v,R) is defined by

M(N,v,R) = I(N,v,R) N PM(N,v,R).

Thus M(N,v, R) is the set of all stable members of I(N,v,R).

Remark 4.1.14. Several bargaining sets were introduced by Aumann and
Maschler (1964). In Davis and Maschler (1967) the bargaining set M(N,v, R)
is denoted ./\/lgl)(N ,v,R). The simpler notation is frequently used in the lit-
erature (see, e.g., Kahan and Rapoport (1984)).

Remark 4.1.15. Clearly, C(N,v,R) € M(N,v,R) for every game with
coalition structure (N, v, R). Also, M satisfies COV and AN.

We now proceed to examine whether M is reasonable (REAB).

Definition 4.1.16. Let (N,v) be a game. A player i € N is a null player
(of (N,v)) if v(S) =v(SU{i}) for every S C N.

Definition 4.1.17. A solution o on a set A of games with coalition structures
satisfies the null player property (NP) if for every member (N,v,R) € A,
for every x € o(N,v,R), and for every null player i of (N,v), z* = 0.
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Remark 4.1.18. A solution o on a set A of games with coalition struc-
tures satisfies the dummy property if for every (N,v,R) € A, for every
x € o(N,v,R), and for every dummy i (that is, a player i € N satisfying
v(SU{i}) =v(S) +v({i}) for every S C N\ {i}), 2* = v({i}). NP is implied
by the dummy property, because a null player is a dummy. Conversely, a solu-
tion that satisfies NP and COV also satisfies the dummy property, because a
dummy of a game with coalition structure (N, v, R) is likewise a dummy of ev-
ery game with coalition structure which is strategically equivalent to (N, v, R).
As our interest is mainly restricted to covariant solutions, it is sufficient to
check NP, which is weaker than the dummy property.

Note that RE (see Definition 2.3.9) implies NP and the dummy property.
As we do not distinguish between a game (N,v) and (N,v,{N}) we denote
I(N,v,{N}) = I(N,v) and M(N,v,{N}) = M(N,v).

Example 4.1.19. Let (N, v) be the coalitional game associated with the six-
person weighted majority game ¢g=(3;1,1,1,1,1,0). Then 6 is a null player.
Nevertheless,

(1/7,...,1/7,2/7) € M(N,v).
Thus M does not satisfy NP. Hence it does not satisfy REAB.

Exercises

Exercise 4.1.1. Let (N,v) be a coalitional simple game, that is, the coali-
tional game which is associated with a simple game (N,W). Prove that
C(N,v) # 0 if and only if the game is weak (see Definition 2.2.7). Describe
the core of a weak simple game explicitly.

Exercise 4.1.2. Let N = {1,2} and (N,v1), (N,v_1), (N,v9) be the 0-nor-
malized games defined by v1(N) =1, v_1(N) = —1, v9(N) = 0. Determine
the unconstrained bargaining sets of (IV,v;), j = —1,0,1 explicitly.

Exercise 4.1.3. Prove that PM(N,v) = C(N,v) for any three-person bal-
anced game (N, v).

Exercise 4.1.4. Let (N, v) be a superadditive three-person game satisfying
C(N,v) = 0. Prove that [PM(N,v)| = 1. (Hint: Show that the unique = €
X (N, v) satistying v(S)—x(S) = v(T)—x(T) for all S, T C N with |S| = |T| =
2 is the unique member of PM (N, v). See Maschler (1963) for a generalization
of this result.)

Exercise 4.1.5. Prove that PM satisfies COV and AN on any set of games
with coalition structures.

Exercise 4.1.6. Prove that (4.1.2) may be replaced by

y' > o' forallie P (4.1.8)
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without changing PM. Prove also that (4.1.3) or (4.1.7) can be replaced by

y(P)
2(Q)

respectively, without changing the definition of the bargaining set.

(P) or (4.1.9)
(Q), (4.1.10)

v
v

Exercise 4.1.7. Let (NV,v) be the game of Example 4.1.19. Find a vector
x € PM(N,v) such that 25 < 0.

4.2 Existence of the Bargaining Set

Throughout this section let (N, v, R) be a game with coalition structure. We
shall prove that M(N,v, R) is nonempty if I(N,v,R) is nonempty.

The following definition is useful.

Definition 4.2.1. Letx € X(N,v,R) and k,{ € R € R, k # £. An objection
(P,y) of k against £ at x is justified if £ has no counterobjection against
(P,y). If k has a justified objection against £ at x we say that k is stronger
than ¢ at © and write k = .

Note that z € M(N,v,R) if and only if x € I(N,v,R) and no player has
a justified objection against any of his partners at z. We continue with an
investigation of the binary relations = and we first prove that =™ is con-
tinuous.

Lemma 4.2.2. The set {x € X(N,v,R) |k =M {} is open relative to
X(N,v,R) forallk,l € R, k# L, for all R € R.

Proof: Let x € X(N,v,R), R € R, and k,/ € R, k # {. Assume that
k =M (. Let (P,y) be a justified objection of k against £ at x. Here we employ
(4.1.8) in the definition of an objection. For every z € X(N,v, R) define

f(z) = max{v(Q) —y(@NP) —2(Q\ P) | Q € Tui}-

By Exercise 4.1.6, (P, y) is a justified objection of k against ¢ at z if and only
if y* > 2" for all i € P and f(z) < 0. Hence y* > z* for all i € P and f(x) < 0.
Let | - || denote the Euclidean norm of RY. As f is continuous, there exists
d > 0 such that f(z) < 0 for every z € X(N,v,R) satisfying ||z — z| < ¢.
Moreover, if § is small enough, then y* > 2z’ for all i € P. Hence, the pair
(P,y) is a justified objection of k against £ at z for every z € X(N,v,R)
satisfying ||z — x| < 4. q.e.d.

In order to show that the relations = are acyclic we need the following
definition which will also be used in subsequent chapters.
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Definition 4.2.3. Let S C N and © € RY. The excess of S at x (with
respect to (N,v)) is e(S,z,v) = v(S) — z(5).

Note that a positive excess e(S, z,v) may be interpreted as the dissatisfaction
of the coalition S when faced with the proposal z. Clearly, e(0, z,v) = 0.

The following lemma shows that a necessary condition for the existence of a
justified objection can be expressed with the help of excesses.

Lemma 4.2.4. Let x € X(N,v,R), let k,t € R€ R, k # ¢, and let (P,y)
be a justified objection of k against £ at x. If Q@ C N satisfies £ € @ and
e(Q,z,v) > e(P,z,v), then k € Q.

Proof: Suppose, on the contrary, that k ¢ Q. Define z € R by
xt yifie@Q\Pandi#¢

2t = Y Jifie@QnP
(@) — 2(Q\{e}) ,if i = L.

We shall prove that zf > z*. Indeed,

Q) - z(Q\{é})
Q) —y@nP —w(Q\P)

Q) - (( P\@)—x@\P>wmwvenzmpn

Il
< e w
i%

> v

(
(
(

(
= e(Q,x,v) —e(P,x,v) > 0.

Thus, (Q, z) is a counterobjection to (P,y) and the desired contradiction is
obtained. q.e.d.

Lemma 4.2.4 leads to the following definition.

Definition 4.2.5. Let k./ € N, k # ¢, and let x € RY. The maximum
surplus of k over £ at x (with respect to (N,v)) is

ske(z,v) = max{e(S,z,v) | S € Tpe}.

If k.l € R e R and if spe(x,v) > sex(x,v), then we say that k outweighs ¢
at x and write k =X ¢.

If sge(z,v) > 0, then it is the maximum amount of money that k can use in
an objection or counterobjection against ¢. Thus, in this case sg¢(x,v) may
serve as a measure of the strength of k against ¢ at x. Hence, if k outweighs
¢ at z and sge(x,v) > 0, then the strength of k against ¢ is greater than the
strength of ¢ against k. In Chapter 5 an interpretation of the surplus, when it
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is negative, will be presented and the surplus will be used to define a further
solution.

The following result is a consequence of Lemma 4.2.4.

Corollary 4.2.6. Let x € X(N,v,R) and let k,¢ € R € R, k # (. If
ske(x,v) < sp(x,v), then k has no justified objection against € at x.

The following lemma enables us to show that the relations =" are acyclic.

Lemma 4.2.7. Let x € X(N,v,R). Then the relation =X is transitive.

Proof: Let R € R and k,{,m € R be distinct players such that
Ske(z,v) > se(x,v) and sem (T,v) > Sme(z, v).
It has to be shown that sk, (z,v) > spmr(z,v). Let
D={DCN|1<|Dn{kt,m} <2}
and let T' € D satisfy
e(T,z,v) = max{e(D,z,v) | D € D}.

We claim that ¢ € T implies that & € T. Indeed, assume that ¢ € T and
k ¢ T. Then sy (x,v) = e(T,z,v) > sge(z,v), contradicting the assumption
that spe(z,v) > sgr(x,v). Similarly, it can be shown that m € T implies that
¢ € T. By the definition of D it now follows that k € T and m ¢ T. Hence
Sem(2,v) = e(T, z,v) > smr(z,v). q.e.d.

We now recall the definition of acyclicity.

Definition 4.2.8. Let >~ be a binary relation on a set B. The relation > is
acyclic if the following condition is satisfied: If x1,...,xx € B, k > 2, and
Ty = X1 foralli=1,... k=1, then x > x1 does not hold. The relation >
is asymmetric, if x > y implies that y > x is not true.

Lemma 4.2.9. For every x € X(N,v,R) the relation = is acyclic.
Proof: Let k,/ € R € R, k # (. By Corollary 4.2.6, k =" ¢ implies that

k >f £. Now, >'§ is acyclic, because it is transitive and asymmetric. Hence,
the acyclicity of =2 is implied by that of =*. q.e.d.

Lemma 4.2.7 is due to Davis and Maschler (1965) and Lemma 4.2.9 was proved
in Davis and Maschler (1967).

The following notation is useful. For i € R € R let

E; ={z € I(N,v,R) | there is no j € R\ {i} such that j =~ i}.
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Lemma 4.2.10. Leti € N and R € R. Then E; is closed and

{z € I(N,v,R) | 2" =v({i})} C Ei, |J E; =I(N,v,R).
JER

Proof: By Lemma 4.2.2, E; is a closed subset of I(N,v,R). Also, if x €
I(N,v,R), i € R € R, and 2 = v({i}), then ({i},v({i})) is a counter-
objection to any possible objection of a player j € R\ {i} against i at z.
Thus, no j € R\ {i} has a justified objection against ¢ and, therefore, z € F;.
Finally, let R € R and let « € I(N,v, R). As R is finite and in view of Lemma
4.2.9 there exists j € R such that no k € R\ {j} has a justified objection
against j at z. Thus, x € Ej and I(N,v,R) C U;cp E; q.e.d.

We define the metric (-,-) on RY by (z,9) = max{\xi -yl |ie N} for all

z,y € RV, For every nonempty and closed set A C RY and every 2 € RV we
denote

p(xz, A) = min{(x,y) |y € A} (4.2.1)
and remark that p(-, 4) : RY — R is continuous.
Lemma 4.2.11. Let A;, i € N, be closed subsets of I(N,v,R) and assume
that I(N,v,R) # 0. If, for alli € N and every R € R,
{z € I(N,v,R) | 2" =v({i})} € A; and | ] A; =I(N,v,R),
JER
then (Ve Ai # 0.
Proof: We define a mapping n : I(N,v,R) — I(N,v,R) as follows. Let
x€I(N,v,R) and i € R € R. Then y = n(x) is given by
p(z, Aj)
|R|

y =t = ple, A+ )

jER

Then 2 — p(z, A;) > v({i}), because {z € I(N,v,R) | ' = v({i})} C A;.
Hence, y* > v({i}). Also, y(R) = x(R). Thus, 7 is well defined. Moreover, n
is continuous. By Brouwer’s fixed-point theorem 7 has a fixed point xy. We
shall prove that zo € mje ~ Aj. Assume, on the contrary, that there exists
j € N such that zy ¢ A;. Then p(x9, A;) > 0, because A; is closed and

nonempty. Let R € R contain j. There exists ¢ € R such that xog € A;,
because | J,cp Ar = I(N,v,R). Thus, p(zg, A;) = 0. Hence

3 pr)Ak z p(x07A_])
= 0 — plao, 4 + 3 AE0AD 5 41y 2C0A)
& IR 7]
and the desired contradiction is obtained. q.e.d.

Now we are able to prove the existence result of the bargaining set.
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Theorem 4.2.12. Let (N,v,R) be a game with coalition structure. Assume
that I(N,v,R) # 0. Then M(N,v,R) # 0.

Proof: As I(N,v,R) # 0, v(R) > >_,cpv({j}) for every R € R. By Lemma
4.2.10 the sets A; = E;, i € N, satisfy all the conditions of Lemma 4.2.11.
Hence ;e E; # 0. The obvious fact that oy Ej = M(N,v,R) finishes
the proof. qg.e.d.

Corollary 4.2.13. Let (N,v) be a game. If v(S) >, cgv({i}) for all ) #
S C N, then M(N,v,R) # 0 for every coalition structure R of N.

Lemma 4.2.11 and Theorem 4.2.12 were proved in Peleg (1967D).

Remark 4.2.14. Note that, if R = {N}, then Lemma 4.2.11 is equivalent to
the KKM Lemma (see, e.g., Border (1985) or Peleg (1967a)). Hence Lemma
4.2.11 may be seen as a generalization of the KKM Lemma to a Cartesian
product of finitely many simplices. Also, it should be remarked that Davis
and Maschler (1967) used the KKM Lemma to prove Theorem 4.2.12 in the
case R = {N}.

Exercises

Let (N,v,R) be a game with coalition structure and let o € RY. Denote
X, (N,v,R) ={x € X(N,v,R) | 2" > a' for all i € N}.

If « = 0 € RV, then X, (N,v,R) is the set of pseudo-imputations of (N, v, R).

Exercise 4.2.1. For i € R € R denote

E; = {z € Xo(N,v,R) | there is no j € R\ {i} such that j = i},
X; ={z € Xo(N,v,R) | 2 = a'}.

Show the following modification of Lemma 4.2.10: If v({i}) > o for all i € N,
then

iENandRGR)

= | E; is closed, X; C F;, and |J Xa(N,v,’R))

JGR

Exercise 4.2.2. Using the same notation as in the preceding exercise prove
the following modification of Lemma 4.2.11: If A;,7 € N, are closed subsets
of Xo(N,v,R) and if X, (N,v,R) # 0, then

(X CA; and Ujcp 4y

= njENAj 75 .

= Xo(N,v,R) forallie N, Re R>
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Exercise 4.2.3. Prove that PM(N,v,R) # 0 by using Exercises 4.2.1 and
4.2.2.

Exercise 4.2.4. For any game (N,v), any € X (N,v), and any k,{ € N,
k # ¢, we define k =X ¢ if spo(z,v) > sp(x,v) (compare with Definition
4.2.5). Show that there exist a game (N,v) and # € X (N, v) such that =¥ is
not transitive.

4.3 Balanced Superadditive Games and
the Bargaining Set

In this section we shall prove that there are some interesting classes of balanced
superadditive games on which the bargaining set (for the grand coalition)
coincides with the core. We start with the following definition.

Definition 4.3.1. Let (N,v) be a game and let x € RY. The monotonic
cover of (N,v) is the game (N,w) defined by
w(S) = max{v(R) | R C S} for all S C N.
The excess game of (N,v) at x is the game (N,u) defined by
u(S) = e(S,z,v) for all S C N.

The maximum excess game of (N,v) at x is the monotonic cover of the
excess game at z, denoted by (N, vy).

Clearly, the monotonic cover of a game is a monotonic game. The following
result is applied in the sequel.

Theorem 4.3.2 (Solymosi (1999)). Let (N,v) be a superadditive game and
let z € PM(N,v). Then x € C(N,v) if and only if (N,v,) is balanced.

Proof: If € C(N,v), then v, (S) =0 for every S C N. Hence C(N,v,) # 0.

Let, now, C(N,v;) # (. Assume, on the contrary, that x ¢ C(N,v), so vz (N) >
0. Let 2 € C(N,v,) and denote P = {i € N | z° > 0}. Then P # 0,
because Z > 0 and Z(N) = v,(NN). Moreover, for every S C N satisfying
e(S,x,v) = vy(N), P C S. Indeed,

e(S,z,v) <v,(5) <Z(S) <T(N) =v,(N) =e(S,z,v),

so 7' =0 for all i € N\ S. Let S C N be maximal (with respect to set
inclusion) such that e(S,z,v) = vy(N). Then Z(S) = v,(S) and § # S # N,
because x is Pareto optimal. Therefore there exist k¥ € P and £ € N \ S.
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For every T C N satisfying T # 0 = T N S, superadditivity of (N,v) and
maximality of S imply that

e(S,z,v) + e(T,2,v) < e(SUT,z,v) < e(S, z,0).

Hence e(T, z,v) < 0. Let y € RS be defined by

, k4 Jifi=k
Yyt = oIS
o4 T4 I Jifie S\ {k}.

1S

Then y* > ' for all i € S and y(S) = v(5). Hence (S, y) is an objection of
k against £ at z. As x € PM(N,v), player £ has a counterobjection (Q, z) to
(S,y). By (4.1.5) and (4.1.7), e(Q, z,v) > 0. Hence, QNS # (). The observation
that

Q) 2 #(Q\5) +¥(@n3)
=2(Q\S) +z(QNn8) +z(QNS) + 5 S| gk
> 2(Q) + 2(Q) (because Z(Q \ 5) = 0 and z* > 0)
%x(g) e(Q,z,v) (because T(Q) > v,(Q) > e(Q, x,v))

@)

contradicts (4.1.7). q.e.d.

Corollary 4.3.3. Let (N,v) be a superadditive game. Then
(1) PM(N,v) =C(N,v) if and only if C(N,v,) # 0 for every x € PM(N,v);
(2) M(N,v) =C(N,v) if and only if C(N,v,) # 0 for every x € M(N,v).

Proof: Assertion (1) follows from Theorem 4.3.2 and (2) follows from the fact
that M is a subsolution of PM. q.e.d.

Corollary 4.3.3 is due to Solymosi (1999) and can be applied to verify the
coincidence of the core and the bargaining set in many cases. Two examples
are presented.

Theorem 4.3.4. If (N,v) is a convex game, then PM(N,v) = C(N,v).

Proof: Let (N, v) be a convex game, x € PM(N,v), and S,T C N. Then

0z (8) + v2(T) = max{e(P, z,v) + e(Q,z,v) | PC S, Q C T}
<max{e(PUQ,z,v)+e(PNQ,z,v) | PCS, QCT}
=0, (SUT) + 0, (SNT),

where the inequality is implied by convexity of (N, v). Thus (N, v, ) is a convex
game which has a nonempty core by Theorem 3.5.1. Corollary 4.3.3 completes
the proof. q.e.d.

Theorem 4.3.4 is due to Maschler, Peleg, and Shapley (1972). In fact, a gen-
eralization of their proof yields Theorem 4.3.2.
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Another class of games, which is closed under taking maximal excess games
at imputations, is the class of assignment games (defined in Exercise 3.4.1).

Theorem 4.3.5. If (N,v) is an assignment game, then M(N,v) = C(N,v).

Proof: Let (N, v) be an assignment game with respect to S, B defined by the
nonnegative matrix <C{i=ﬂ'})z’eSjeB of net profits, and let x € M(SUB,v). For
every i € S and every j € B denote ¢y; ;3 = (c{i,]—} —z; — mj)+. Let (N, w)
be the assignment game defined by the matrix (&g 1), sjep- 1t is left to the
reader (Exercise 4.3.1) to prove that

W = . (4.3.1)
Corollary 4.3.3 completes the proof, because an assignment game is balanced
by Theorem 3.4.3 and Exercise 3.4.1. q.e.d.
Exercises

Exercise 4.3.1. Prove (4.3.1).

Exercise 4.3.2. A game (N, v) is veto-controlled, if there exists i € N such
that v(S) = 0 for every S C N \ {i}. Show that, if (N,v) is a veto-controlled
monotonic game, then M(N,v) = C(N,v). (See Solymosi (1999).)

4.4 Further Bargaining Sets

In this section first two other bargaining sets, the definitions of which are based
on objections and counterobjections, are presented. The definitions differ only
inasmuch as “justified objections” are defined differently.

Finally, a bargaining set is described which is based on “global” objections
and counterobjections at the given proposal. These “global” objections and
counterobjections do not refer to a pair of distinct players as in the “classical”
context.

We shall sometimes refer to M and PM by calling them the classical bargain-
ing or prebargaining set in order to distinguish them from other bargaining
sets.
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4.4.1 The Reactive and the Semi-reactive Bargaining Set

Let (N,v,R) be a game with coalition structure, x € X (N,v,R), and k, ¢ €
R € R, k # ¢. We say that k has an objection against ¢ at x via P, if k has
an objection (P,y) against £ at z. Also, we say that £ can counterobject via
Q € Ti:(N) to an objection (P, y), if there exists a counterobjection (@, z) to
(P y)-

Notation 4.4.1. Let > be a binary relation on a set A. Then the negation
of > is denoted by <.

The reactive bargaining set is defined as follows.

Definition 4.4.2. Let (N,v,R) be a game with coalition structure, let x €
X(N,v,R), and k,¢ € R € R,k # (. Then k has a justified objection
against ¢ in the sense of the reactive bargaining set at x (abbreviated
k =Mr0), if for every Q € Ty, (N) there exists an objection (P,y) of k against
¢ such that £ cannot counterobject to (P,y) via Q. The reactive prebargain-
ing set of (N,v, R) is the set

PM,.(N,v,R)={z € X(N,v,R) | k =M~ ¢ for all k,t € R€ R,k # {}.
The expression “reactive” bargaining set refers to the definition of “justified”
objections. With respect to the classical bargaining set M the objector k
announces the objection in advance, whereas with respect to the reactive
bargaining set the objector is allowed to “react” to the announcement of his

partner ¢, that is, to wait until ¢ announces the coalition which he plans to
use to counterobject.

Hence the reactive (pre)bargaining set is a subsolution of the (pre)bargaining
set, that is, for every game with coalition structure (N, v, R),

PM?"(N7U7R) c PM(N7’07R)7
and using the notation M,.(N,v,R) = PM,(N,v,R) N I(N,v,R) for the

reactive bargaining set of the game with coalition structure,
M,.(N,v,R) C M(N,v,R).
Definition 4.4.2 is due to Granot (1994).

Example 4.4.3. Let N = {1,...,7} and (N, W) be the simple game defined
by

wh = {{1» 2, 5}7 {173’4}» {L 6, 7}7 {2’ 3’6}a {2a4a 7}a {3a 2, 7}» {47 5a6}}'

Let (N, v) be the associated monotonic coalitional game of (N, W) which is the
projective seven-person game, introduced by von Neumann and Morgenstern
(1953). Indeed, the minimal winning coalitions are the members of the lines
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1 5 2

Fig. 4.4.1. The Projective Seven-Person Game

in Figure 4.4.1. In Chapter 5 we shall show that M, (N,v) is star-shaped. In
fact (see Granot and Maschler (1997)),

M, (N,v) = U convh {IXN,IXS}. (4.4.1)
7 3
Sewm

The center (1/7,...,1/7) of this star is the symmetric imputation of the game
and, in any element 1/3xg, S € W™, the members of S share v(S) equally.
Granot and Maschler (1997) show that convh M,.(N,v) C M(N,v).

The following definition shows that there exists a “natural” solution concept
between the reactive and the classical bargaining set.

Definition 4.4.4. Let (N,v,R) be a game with coalition structure, let x €
X(N,v,R), and k,{ € R € R,k # {. Then k has a justified objection
against £ in the sense of the semi-reactive bargaining set at © (abbrevi-
ated k =M €), if there exists P € Ty(N) satisfying the following properties:
(1) Player k has an objection via P and (2) for every Q € Typ(N) there exists
an objection (P,y) of k against £ at x such that ¢ cannot counter via Q. The
semi-reactive prebargaining set of (N,v,R) is the set

PMgr(N,v,R)
={z € X(N,v,R) | k =M { for allk,{ € R€ R,k # (}.

Let M. (N,v,R) = I(N,v,R) N PM.(N,v,R) denote the semi-reactive
bargaining set of (N,v,R).

Hence, k has a justified objection against ¢ with respect to the semi-reactive
bargaining set, if he is able to announce in advance a coalition P which



4.4 Further Bargaining Sets 67

he can use to object against ¢ and then is allowed to wait until the coali-
tion which ¢ plans to use to counterobject is announced. Hence, the reac-
tive (pre)bargaining set is a subsolution of the semi-reactive (pre)bargaining
set and the semi-reactive (pre)bargaining set is a subsolution of the classical
(pre)bargaining set. Definition 4.4.4 is due to Sudhélter and Potters (2001).

In order to compare the definitions of the classical, the reactive, and the semi-
reactive (pre)bargaining set formally, it is useful to describe the relations
<M <Mrand <Msr (that is, the negations of =M, =Mr and =M-r) in

—x x
detail. The following notation is useful.

Notation 4.4.5. Let N be a coalition and z,57 € RY. Then we use the
following abbreviations:

x>y e x>y forallie N;
x>y x>yand x #y;
z>ye x>y forallie N.

Let (N, v, R) be a game with coalition structure, let © € X(N,v,R),let R € R
and k,f/ € R,k # {. Then

(1) k =M e, if

for all P € Ty with e(P,z,v) > 0

for all y € R with y(P) = v(P), y > af

there exists @ € 7y, such that

there exists z € R? with 2(Q) = v(Q),z > 29, 2"Q > yFNQ;

(4.4.2)

(2) k <Mr g if

there exists QQ € 7y, such that

for all P € Ty with e(P,z,v) > 0

for all y € R with y(P) = v(P), y > xF

there exists z € R? with 2(Q) = v(Q),z > 29, 2F"Q > yFNQ;

(4.4.3)

(3) k <Mor ¢, if

for all P € Ty with e(P,z,v) > 0

there exists Q € 7y such that

for all y € R with y(P) = v(P), y > xF

there exists z € R? with 2(Q) = v(Q),z > 2@, 2FNQ > 4NQ,

(4.4.4)

Note that (4.4.2), (4.4.3), and (4.4.4) differ from each other only inasmuch as
the row “there exists @ € 7y, such that” is the third, first, and second row,
respectively. Hence
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E<Mrg =k <M p= <My,

Therefore, the reactive prebargaining set is a subsolution of the semi-reactive
prebargaining set and the latter is a subsolution of the prebargaining set:

PM,(N,v,R) C PMy(N,v,R) C PM(N,v,R)

Mo(N,0,R) C Mo (N,0,R) C M(N,v,R). (4.4.5)

Example 4.1.19, Theorem 4.4.8, and Exercise 4.4.7 show that the inclusions
of (4.4.5) may be strict.

Remark 4.4.6. Remark 4.1.7 remains valid for the reactive bargaining set,
that is, the core is a subsolution of the reactive bargaining set. Also, the
(semi-)reactive (pre)bargaining set satisfies COV and AN.

Remark 4.4.7. Both PM, and PMy, satisfy RGP on Ay.

The proof of Remark 4.4.7 is left to the reader (see Exercise 4.4.8).

The main advantage of the (semi-)reactive (pre)bargaining set over the clas-
sical (pre)bargaining set may be seen in the following result.

Theorem 4.4.8. Let I" be a set of superadditive games. The semi-reactive
prebargaining set satisfies IR on I'.

Proof: Let (N,v) be a superadditive game and z € PM,,.(N,v). We have
to show that z* > v({i}) for all i € N. Assume, on the contrary, that =¥ <
v({k}) for some player k. Denote y = maxgcn e(S, x,v). Then p > 0, because
e({k},x,v) > 0. Also, by superadditivity of (N, v),

(SCN, e(S,z,v)=p)=keSs.

Let P C N be maximal such that e(P, z,v) = u. By Pareto optimality, P # N.
Take £ € N \ P. Then (see Exercise 4.4.3) there exists Q € Ty, satisfying

(Q NP =0and e(Q,z,v) > 0) or e(Q,x,v) > e(P,x,v). (4.4.6)

However, e(Q, x,v) < u, because k ¢ Q. Hence QN P = and e(Q, z,v) > 0.
By superadditivity,

e(PUQ,z,v) > e(P,x,v) +e(Q,x,v) > p,

which is impossible by maximality of P. q.e.d.

Theorem 4.4.9. Let A be a set of superadditive games with coalition struc-
tures. The semi-reactive prebargaining set satisfies REAB on A.

Proof: Assume, on the contrary, that
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6ot _ S
x> bmax = Sgr?va\}ie} (v(S u{¢}) v(S)) for some £ € R € R.
Denote p = maxgcy e(S,z,v). Then p > 0, because e(R \ {¢},z,v) >
e(R,z,v) = 0. Also,

(SQN,e(S,x,v) =M> = (¢S

Let P C N be maximal such that e(P,x,v) = pu. Then PN R # (), because by
superadditivity

e(PN(N\R),z,v) <e(PN(N\R),z,v) +e(R\ {l},z,v)
<e(PU(R\{{}),z,v).

Thus there exists k € P N R. Hence there exists Q € 7y such that every
objection of k against ¢ via P can be countered via Q). However, e(Q, x,v) < p,
because £ € @, and PN Q # 0, because P is maximal. Exercise 4.4.3 yields
the desired contradiction. q.e.d.

Corollary 4.4.10. On every set of superadditive games both PM g, and Mg,
satisfy reasonableness.

In the next chapter an example is presented (Example 5.5.13) which shows
that Theorem 4.4.8 is not valid for all sets of superadditive games with coali-
tion structures.

Corollary 4.4.10 is due to Sudholter and Potters (2001).

4.4.2 The Mas-Colell Bargaining Set

The variant of the bargaining set discussed in this subsection was only defined
for the coalition structure { N'}; thus we restrict our attention to this case and
assume throughout that (IV,v) is a game and that © € X(N,v). For R,S C N
satisfying RN'S = () and a € R®, b € R, we define ¢ = (a,b) € RFYS by
¢ =a'forallic€ Rand ¢/ =1/ forall j € S.

Definition 4.4.11. A pair (P,y) is an objection (in the sense of the Mas-
Colell bargaining set), if ) # P C N, y(P) = v(P), andy > z¥. A pair (Q, 2)
is a counterobjection to the objection (P,y) if 0 # Q C N and

2(Q) =v(Q) and z > (meQ,mQ\P) . (4.4.7)

An objection at x is justified, if it has no counterobjection. The Mas-Colell
prebargaining set of (N,v) is the set

PMB(N,v) = {x € X(N,v) | There is no justified objection at x}
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and
MB(N,v) = PMB(N,v)NI(N,v)

is the Mas-Colell bargaining set of (N, v).

Hence an objection (P,y) and a counterobjection (Q, z) in the sense of the
Mas-Colell bargaining set do not explicitly refer to some players k and #.
Though (P,y) is also an objection of any k € P satisfying y* > z* against
any £ € N\ P at z in the classical sense, neither @ \ P # ) nor P\ Q # 0 is
required from (@, z). Thus, (P,y), (Q, z) may not establish a pair consisting
of an objection and counterobjection of any pair (k,¢) of distinct players.

Clearly, C(N,v) C MB(N,v). Definition 4.4.11 is due to Mas-Colell (1989).

Remark 4.4.12. In view of the fact that an objection (P,y) in the sense of
the Mas-Colell bargaining set cannot be countered via P, we may additionally
assume that @) # P in the definition of a counterobjection. If, now, the strict
inequality (4.4.7) is replaced by the weak inequality, that is, by

z> (yPnQ,xQ\P) , (4.4.8)

then the resulting (pre)bargaining set contains the classical (pre)bargaining
set. Indeed, if x is in the (pre)bargaining set of (N,v) and if (P,y) is an
objection at x in the sense of the Mas-Colell bargaining set, then there exists
k € P with y* > 2¥ and ¢ € N\ P, because v(P) = y(P) > x(P) and
x(N) = v(N). Hence (P, y) is an objection of k against £. Any counterobjection
(@, z) in the sense of the bargaining set satisfies (4.4.8).

Remark 4.4.12 leads to the question whether the classical prebargaining set
is contained in the Mas-Colell prebargaining set. Theorem 4.4.13 shows that
the answer is affirmative for superadditive games.

Theorem 4.4.13. If (N,v) is a superadditive game, then

PM(N,v) C PMB(N,v).

Proof: Let (N, v) be a superadditive game and assume that there exists « €
PM(N,v)\ PMB(N,v). Let P C N be a maximal coalition such that there
exists a justified objection (P,y) in the sense of MB. By Pareto optimality of
x, P# N.Let £ € N\ P. Also, let k € P satisfy y* > z*. Then (P,y) is an
objection of k against ¢ in the sense of M. Hence there is a counterobjection
(Q, z) of £ to the objection (P,y) of k.

We claim that for every R C N \ P, e(R,z,v) < 0. Assume the contrary. By
superadditivity,

e(PUR,z,v) > e(P,z,v) +e(R,x,v) > e(P,x,v).
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Therefore there exists 7 € RPYE such that y(PUR) = v(PUR), §* = y* for all
i€ Pand 7 >y for all j € R. Hence (P U R,7%) is an objection in the sense
of MB. By maximality of P the objection (P U R,y) has a counterobjection.
Clearly this counterobjection is also a counterobjection to (P, y).

As e(Q,z,v) > 0, our claim implies that P N Q # (). Choose € > 0 satisfying
y* — e > 2* and define §j € R” by

3

~k k ~7 %
= — d = +
Y Y € andy Yy |P| 1

for all : € P\ {k}.

Then (P,¢) is an objection of k against ¢ as well. Let (@,2) be a counter-
objection of ¢ to the objection (P, ) of k. Then, again by the claim, there
exists j € @ N P. The observations that

~

2Q)=v(Q), ¥ >a' foralli e Q\ P, 2 > >y forall je QNP
directly imply that (@, Z) is a counterobjection to (P,y), which was excluded
by our assumption. q.e.d.

A different proof of Theorem 4.4.13 is contained in Holzman (2000). This
paper also shows that the closure of the Mas-Colell prebargaining set of a
game contains the classical prebargaining set of that game.

Exercises
Let (N,v,R) be a game with coalition structure, x € X (N,v,R), and k, ¢ €
ReR,k#L.

Exercise 4.4.1. Verify that k =+ ¢ if and only if for every Q € 7y, the
following conditions are satisfied:

e(Q,x,v) < 0= there exists P € Typ with e(P,z,v) > 0;

. . e(P,x,v) > e(Q,z,v)
e(Q, x,v) > 0= there exists P € Ty, with {and POQ£D .

(See Granot and Maschler (1997).)

Exercise 4.4.2. Let (N,v) be the seven-person projective game and let
1 1 1
x = 5(1,170,0, 1,0,0), y = 5(1,07 1,1,0,0,0), z = §(x+y)

Show that =,y € M(N,v) by first showing that Corollary 4.2.6 is also valid
in the context of M,.. Also prove that z ¢ M,.(N,v) by verifying that 6 has
a justified objection against 1.

Exercise 4.4.3. Verify that k <Ms" ¢ if and only if for every P € Ty, with
e(P,x,v) > 0 there exists Q € Ty, such that (4.4.6) is satisfied.
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Exercise 4.4.4. Prove that =" and == are continuous. (See the proof
of Lemma 4.2.2.)

Exercise 4.4.5. Show that Corollary 4.2.6 remains valid in the context of
the reactive and of the semi-reactive bargaining set. Deduce that =+ and
=Msr are acyclic.

Exercise 4.4.6. Use Exercises 4.4.4 and 4.4.5 to show that
I(N,v,R) #0 = M,(N,v,R) # 0 # Ms(N,v,R).

Exercise 4.4.7. Let N = {1,2,3,4} and let v(S), S C N, be defined by the
following formula:

8,ifS=N
6,if |S| =3 or (|S=2and165>

5,if |S|=2and 1¢ S
0,if |5] < 1.

Show that (2,2,2,2) € M. (N,v) \ M,(N,v). (See Sudholter and Potters
(2001).)

v(S) =

Exercise 4.4.8. Show Remark 4.4.7. (The proof of the assertion concerning
the semi-reactive prebargaining set is similar to the proof of Theorem 4.1.11.
For a proof of the other assertion see Granot and Maschler (1997).)

Exercise 4.4.9. Show that the Mas-Colell bargaining set and the bargaining
set of the simple majority three-person game (N, v) (defined by N = {1,2, 3},
v(S) =1, if |S] > 2, and v(S) = 0, otherwise) are

't < 2} and M(N,v) = {(3, 3 3)}
(See Holzman (2000).)

Exercise 4.4.10. Show that PMB does not satisfy RGP on I, provided
U] > 3.

MB(N,v) = {x € X(N,v)

4.5 Non-monotonicity of Bargaining Sets

In this section an example is presented which shows that none of the bargain-
ing sets based on individual objections and counterobjections, satisfies strong
aggregate monotonicity. See Definition 2.3.23 for the definition of SAM. Also,
Example 4.1.19 is used to describe a phenomenon which may be seen as the
“dummy paradox” of the classical bargaining set.

The following example in fact shows that the reactive and the semi-reactive
(pre)bargaining sets do not even satisfy the following relaxed version of SAM.



4.5 Non-monotonicity of Bargaining Sets 73

Definition 4.5.1. A solution o on a set I' of games satisfies aggregate
monotonicity (AM) if for all games (N,u), (N,v) € I' satisfying u(N) >
v(N) and u(S) = v(S) for all S & N, and for all x € o(N,v), there exists
y € o(N,u) such that y > x.

The next remark is useful. Its proof is straightforward and left to the reader
(see Exercise 4.5.1).

Remark 4.5.2. Let (V,v) be a game, z € PM(N,v), and k., € N, k # L.
Denote Sy (x,v) = {S € Toi, | e(S,z,v) > 0}. If P € Ty, satisfies

e(P,x,v) >0 and PN ﬂ Q#0,
QES ik (x,v)

then e(P, x,v) < maxges,, (z,0) €(Q, 7, v).

In the next chapter the following example will also be used to show that two
other remarkable solutions do not satisfy AM.

Example 4.5.3. Let N = {1,...,6} and S;, ¢ € N, be defined by S; =
{1,2,4,6}, So = {1,2}, S5 = {1,3,5,6}, Sy = {1,4,5}, S5 = N\ {1}, and
Se = {2,3,4}. Hence the characteristic vectors xg,, i € N, can be represented
in the square 6 x 6 matrix D with the entries D;; = stia 1,5 € N:

110101
110000
101011
100110
011111
011100

Let v(S), S C N, be defined by v(S;) = 2 for all : € N, v(d) = v(N) = 0,
and v(S) = —1, otherwise. Also, denote z = 0 € RY. Then s3,(z,v) = 2 for
all k,¢ € N, k # £. By Corollary 4.2.6 and Exercise 4.4.5, Z € PM,.(N,v).
Clearly, Z is individually rational, so € M,.(N,v).

v
v

Let (N, u) be a game which differs from (N, v) only inasmuch as 0 < u(N) < 1.
The following lemma shows that none of the variants of the prebargaining set
satisfies AM.

Lemma 4.5.4. z € X(N,u), z > =z ¢ PM(N,u).
Proof: Assume, on the contrary, that x € PM(N, u). Note that e(S;, z,u) > 1
foralli € N, e(N,z,u) = e(@,z,u) =0, and (S, z,u) < —1, otherwise.

Let o = e(S;, z,u) for all i € N and let o = o*. We shall now employ Remark
4.5.2 several times to show that o = « for all i € N. We use the abbreviation
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Ske = Ske(x,u) for all distinet k,¢ € N. A careful inspection of the matrix D
shows that
S NSy # ¢ for all k,¢ € N (4.5.1)

and that the following equations are valid:

{S2} = Saus (4.5.2)

{Sa} = Sa2 = Ss3; (4.5.3)
{S6} = S35 = Ss6; (4.5.4)
{51} = Ses; (4.5.5)

{85} = Ss1, {51, 82} = Sis. (4.5.6)

Remark 4.5.2 and (4.5.1) together with (4.5.2) and (4.5.3) imply that o = a.
Analogously, (4.5.3) and (4.5.4) or (4.5.4) and (4.5.5), respectively, imply that
ab = a = al. Also, by (4.5.6), a® = a, because S; N Sy N S5 # (.

Asz > 0and S1\ Sy ={4,6}, S5\ S¢ = {5,6}, x4 = x5 = 26 = 0. Therefore,
a=al=2—2(8)=2-zt -2 =at=2—2!

implies that 22 = 0. We conclude that a® = 2 — 2! — 23 < a! = a. On the
other hand, S3» = {S3} and S; € Sa3. Hence o > a by Remark 4.5.2. Thus,
22 =... =25 =0. But a! = af yields ' = 0 as well, which is impossible by

Pareto optimality of x. q.e.d.

Remark 4.5.5. Lemma 4.5.4 remains valid if the coalition function v is
replaced by a coalition function v’ satisfying v'(S) < v(S) for all S C N and
v'(S;) = v(S;) forall i € N and v'(IN) = v(N). Of course the coalition function
u has to be replaced by u’, which coincides with v’ except that 0 < u/(N) < 1.
The proof can be literally copied. Also, Z € M (N, v’) remains valid. Especially
v'(S), S C N, defined by

V' (S) = max{v(T) —3IS\T|| T € {0,N,S,...,S6}, T C 5},

has the aforementioned property. Clearly (IV,v’) and the corresponding game
(N, u') are superadditive.

Corollary 4.5.6. Let [U| > 6 and let I be a set of games containing all
superadditive games. None of the solutions M, PM, Mg, PMg., M,., PM,.
satisfies AM on I.

Remark 4.5.7. An example which shows that the bargaining set does not
satisfy AM is due to Megiddo (1974). He uses a nine-person game which is
not superadditive. We presented a different game to get our stronger result.

Now, we consider the five-person simple majority game with one additional
dummy (N, v), defined in Example 4.1.19, and show that, if the worth of the
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grand coalition is increased by any small amount d, then, with respect to every
member of the bargaining set of the new game, the former null player receives
less than he receives by some member of the bargaining set of the initial game.
In view of the fact that the dummy (player 6) of (N, v) is not a dummy of
the new game, because he contributes § when joining the coalition of the five
other players, the phenomenon of decreasing the null player’s payoff may be
seen as the “dummy paradox of the bargaining set”.

- (1 L 2) € M(N,v).

Recall that
7T

Let (N,u) be a game satisfying u(S) = v(S) for all S & N and u(N) =
v(N) + 4 for some & € R satisfying 0 < § < 2.

Lemma 4.5.8. If z € M(N,u), then 2% < .

Proof: Let z € I(N,u) satisfy 5 > 2/7. It remains to show that = ¢
M(N,u). Without loss of generality we may assume that

rt << ad (4.5.7)

because M satisfies AN. In what follows we shall construct a justified objec-
tion of 1 against 6 via the coalition P = {1,2,3}. Indeed, P can be used to
object, because

e(Px,u) =1—2(P)=1—-2(N)+2({4,5}) +2°> -6 +2°>0. (4.5.8)
Let Q)1 = 2,3, and Qq2,3) be the members of 7, defined by

Q{z} = {i747576}7 v = 2737 and Q{2,3} = {2737476}

Then
Q € Ts1, e(Q,z,u) >0=u(Q) =1, (4.5.9)
because x > 0 and z® > 0. Also, we have
Q € %1; U(Q) =1= 6(@7177“) < e(QQﬂ{Q,?)}aIa ’U,) (4510)

Indeed, every @ € Tg; satisfying u(Q) = 1 intersects {2,3}, so Qgn{2,3} is
defined. The inequality follows from (4.5.7). Also, > 0, 2% > 0, (4.5.7) -
(4.5.10) imply that

e(P,z,u) > (e(Q,x,u)) for all Q € Tg. (4.5.11)
We claim that
e(P,x,u) > (e(Q2),x,u) 1 + (e(Qqsy, x,u)) 4. (4.5.12)

By (4.5.11) it suffices to show that
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e(P,x,u) > e(Q2y,x,u) + (e(Qqsy, , u), (4.5.13)

which is equivalent to

L—2(P)>1-2(Qy) +1—2(Qsy)
and, thus, to —1 — z! + 2x({4,5,6}) > 0. By the observation that

—1 -zt +2x({4,5,6})

= —1+2(N) - 22" —2({2,3}) + 2({4,5,6})

>+ 28 — 221
it suffices to show that § + 2% — 22 > 0. By (4.5.7), 52! + 2% <1+, so
1o 30+ 72% — 2

- 5

The last inequality is implied by the assumption that 2% > 2/7.
Now the proof can be finished. By (4.5.8), (4.5.11) and (4.5.12) there exists
t € RY satisfying t > 0, t(P) = e(P,z,u), t({2,3}) > e(Qq2,3},2,u), and
th > (e(Qiy,w,u))y for every i € {2,3}. Let y € R” be defined by y = ¥ +¢.
Then (P,y) is a justified objection of 1 against 6 at . q.e.d.

6+ a8 — 22 > 0.

Remark 4.5.9. By Corollary 4.4.10 the reactive and the semi-reactive (pre)-
bargaining sets do not satisfy a dummy paradox when the attention is re-
stricted to superadditive games. On the contrary, if the game is modified by
only increasing the worth of the grand coalition, then a former dummy cannot
receive less than before with respect to every distribution of the semi-reactive
prebargaining set.

Exercises

Exercise 4.5.1. Prove Remark 4.5.2.

Exercise 4.5.2. Let I" be a set of two-person games. Show that, on I', M
satisfies SAM and PM does not satisfy SAM.

Exercise 4.5.3. Show that M does not satisfy SAM on the set of three-
person games. (Let v be a coalition function which is positive for one two-
person coalition and 0 otherwise. Show that 0 € M(N,v).)

Exercise 4.5.4. Show that PM satisfies SAM on the set of superadditive
three-person games.

4.6 The Bargaining Set and Syndication: An Example

In this section we examine the effect of syndication on the core and the bar-
gaining set M of the following five-person market: Let
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P=1{1,2}, Q=1{3,4,5}, N=PUQ, m=2, a' =(1,0), a’ = (0,1/2)

foralli € P, j € Q, and w(w1,7s) = wh (w1, 29) = min{zy, x5} for all k € N,
Then (N,RZ, (a’);en, (w)ien) is a market. The corresponding market game
(N,v) is given by

1SN QI
2

v(S)zmin{|SﬂP|, } for all S C N.

The straightforward proof that

C(N,v) = {(OO;;D} (4.6.1)

is the content of Exercise 4.6.1.

The core outcome (0,0,1/2,1/2,1/2) seems to give the members of ) more
than they deserve in the game. Although there is an oversupply of the first
commodity, there is no oversupply of traders of the first type. Indeed, each
member of P contributes at least 1/2 to v(NN). For example, v({2,3,4,5}) = 1,
and, therefore, trader 1 may demand a positive payoff if he joins the rest of the
players to obtain the total payoff of 3/2 = v(NN). The fact that the bargaining
power of the member of P is non-null is reflected in the bargaining set of the
game.

Maschler (1976) showed that

t t 3—2t 3—2t 3—2t 3
N _ -z Z 0<t< =5 4.6.2
M 70) {(272’ 6 6 7 6 )’ 2} ( )

It can also be shown (see Exercise 4.6.3) that

M(N,v)=PMg(N,v)=Mgp(N,v)=PM,(N,v)=M,(N,v). (4.6.3)

Thus, the bargaining sets contain points outside the core that represent “rea-
sonable” payoff distributions. For example, (1/4,1/4,1/3,1/3,1/3) is a sta-
ble outcome, that is, a member of the bargaining set, that seems to re-
flect the bargaining power of the players better than the core payoff. Also,
(3/8,3/8,2/8,2/8,2/8) is stable and it distributes the same aggregate amount
to P and @ which may be regarded as reasonable (see Chapter 6, Example
6.6.13).

Now suppose that the members of Q have decided to form a syndicate, that
is, to operate as if they were a single player. Let Ny = {1,2,Q} be the new
set of agents. The new market is (N1, R, (al)ien,, (w)ien, ), where a’ = a’
for all i € P and a¥ = (0,3/2). The corresponding market game (Ny,vy) is
given by
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0 ,ifSCPorS=0Q,

vi(S)=<¢ 1 ,ifS={1,Q}or S={2,Q},
3/2,if § = N,.

The proof that C(Ny,v1) is given by

3 1 1 111
C(Nl,vl):COth{(070, 2>7 (2,0, 1), <0, 5, ].>, (2, 57 2)} (464)

is left to the reader (see Exercise 4.6.4). Here “convh” is the abbreviation of
“convex hull of”.

We conclude from (4.6.1) and (4.6.4) that syndication is disadvantageous for
@, if the concept of the core is used to solve the games. Indeed, the syndicate
@ can get in the core at most 3/2 and it may get a smaller payoff, whereas
without syndication @ receives exactly 3/2.

The foregoing example is taken from Postlewaite and Rosenthal (1974). These
authors claim that the core in this example is intuitively acceptable and their
arguments for justifying the core also explain the foregoing disadvantage of
syndication. However, following Maschler (1976), we have argued that the
core of the foregoing market game (N, v) is too small. Indeed, this is also the
reason that generates the syndication paradox of the core. Thus, we reach the
same conclusion as Aumann (1973) and Maschler (1976); namely, that the
core is not the proper solution concept for studying syndication.

Now we consider the effect of syndication on the bargaining set M. The pair
(N1, v1) is a balanced three-person game. Hence, by Exercise 4.1.2, M(Ny,v1)
= C(N1,v1). Thus, Q may get in M(N,v) any payoff z(Q) satisfying 0 <
x(Q) < 3/2, whereas in M(Ny,v1) the “single player” @) may get any payoff
r¥ satisfying 1/2 < 29 < 3/2. Therefore, if M is applied in both situations
to solve the games (NN, v) and (N, v), then syndication is profitable.

Exercises

Exercise 4.6.1. Prove (4.6.1).

Exercise 4.6.2. Verify (4.6.2) by, e.g., consulting Maschler (1976). Verify, for
every © € M(N,v) and every pair k,£ € N, k # ¢, that sge(z,v) = sex(z,v).

Exercise 4.6.3. Assume that (4.6.2) is true. Show (4.6.3) by applying The-
orem 4.4.8.

Exercise 4.6.4. Prove (4.6.4).
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4.7 Notes and Comments

(1) Aumann and Maschler (1964) proposed several variants of Definition
4.1.13. Additional bargaining sets were defined by other authors (see, e.g.,
(8) below). The reader may find a survey of various bargaining sets in Ka-
han and Rapoport (1984). We emphasize that most of the theoretical work has
been devoted to M. Also, some work has been done on a bargaining set which
is based on a notion of coalitional stability and has no existence theorem (see
Maschler (1964) and Peleg (1964)).

(2) In the next chapter we shall introduce the prekernel PXC and we shall prove
that PIC(N, v, R) # () for every game with coalition structure (N,v,R). The
proof will be constructive in the following way: It will only use the theory of
linear inequalities in finite-dimensional real vector spaces. As a corollary we
shall obtain an existence theorem for PM and PM,..

(3) A proof of Brouwer’s fixed-point theorem is contained in Klein (1973) and
Franklin (1980).

(4) In the next chapter we shall provide an elementary proof of Theorem 4.2.12
(and of the claim in Exercise 4.4.6). Nevertheless, we have chosen to give the
foregoing proof for the following reasons. Firstly, the present proof may be
modified to yield existence theorems for bargaining sets of cooperative NTU
games, discussed in Part II. In particular, Lemma 4.2.11 is essential for such a
generalization. Secondly, the results that were obtained on the binary relation
=M are interesting and instructive; they deserve a detailed presentation.

(5) Aumann and Maschler (1964) have shown that for each game with coalition
structure (N,v,R), M(N,v,R) is a finite union of closed convex polyhedra.
Also, M,.(N,v,R) and M,.(N,v,R) are unions of closed convex polyhedra.
The same is true for the corresponding prebargaining sets (see Granot and
Maschler (1997) and Sudholter and Potters (2001)). In Chapter 9 we shall
show that the classical prebargaining set of a game is bounded. Thus the
prebargaining sets (the classical, the reactive and the semi-reactive) of a game
with coalition structure are finite unions of polytopes. In Maschler (1966) the
inequalities that determine M (N, v, R) are given in explicit form. The Mas-
Colell bargaining set of a game is not necessarily closed (see Exercise 4.4.9).

(6) Sudholter and Potters (2001) show that the reactive and the semi-reactive
prebargaining set coincide for many games. Also, they show that the semi-
reactive prebargaining set on Iz, can be characterized by NE, PO, RGP, a
variant of CRGP, and the requirement that no player can justifiably object
against any other player £ via N \ {¢}. The “same” characterization (only the
meaning of “justified objections” differs) applies to the classical prebargaining
set.

(7) Solymosi (1999) contains many examples of classes of games for which the
bargaining set coincides with the core.
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(8) A different kind of bargaining set was introduced by Zhou (1994). Let
(N,v) be a game and = € RY. Objections are objections in the sense of the
Mas-Colell bargaining set. A counterobjection (Q, z) to an objection (P,y)
has to satisfy (4.4.8) and Q \ P, P\ Q, PN Q # (. Now, the bargain-
ing set ZB(N,v) is defined to be the set of all (z,R) such that R is a
coalition structure of N, x € X*(N,v,R), and every objection at x has a
counterobjection. Hence this bargaining set may not contain any element of
{(z,R) | x € X*(N,v,R)} for some given R, even if I[(N,v,R) # (). In such
a case R is not compatible with the bargaining set. Fortunately, Zhou proved
the existence of a compatible coalition structure. This bargaining set satisfies
IR, that is, if (x,R) € ZB(N,v), then z' > v({i}), and efficiency, that is,
x € X(N,v,R). If (N,v) is superadditive, then {N} is the unique compatible
coalition structure. Hence, on superadditive games ZB can be regarded as a
solution in the sense of Definition 2.3.1. Example 4.1.19 can be used to show
that the bargaining set introduced by Zhou does not satisfy REAB or NP on
superadditive games.

(9) Further investigations of PMB, ZB, and of some related subsolutions are
contained in Shimomura (1997).
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The Prekernel, Kernel, and Nucleolus

This chapter is devoted to a systematic study of the prekernel. However, many
results on the kernel and nucleolus, two related solutions, are obtained. In the
first section we present the definition of the prekernel and show that this
solution is contained in the reactive prebargaining set. Also, we introduce a
very general version of the nucleolus and prove existence and single-valuedness
results under very mild conditions. As a corollary we deduce that the prenu-
cleolus of every game consists of a single point. Then we show that the prenu-
cleolus belongs to the prekernel. Thereby we obtain existence theorems for
the prekernel and the unconstrained bargaining sets PM, PM,,., and PM.,..
In Section 5.2 we prove that the prekernel satisfies RGP and CRGP, and that
the prenucleolus satisfies RGP.

The desirability relation which is derived from a coalitional game is introduced
in Section 5.3. Also, it is proved that the prekernel preserves the desirability
relation of every game and, therefore, has the equal treatment property. An
axiomatization of the prekernel is given in Section 5.4. The following six in-
dependent axioms characterize the prekernel: NE, PO, COV, ETP, RGP, and
CRGP.

The kernel of a coalitional game is introduced in Section 5.5. Then it is proved
that the prekernel of a 0-monotonic game is equal to the kernel. Also, the
relation of the semi-reactive bargaining set, the kernel, and the core, when
restricted to superadditive simple games, is discussed. The reasonableness of
the prekernel and of the kernel is investigated in the next section. Section 5.7
is devoted to the kernel of convex games. It is proved that the kernel (for the
grand coalition) of a convex game coincides with the nucleolus of the game.
In the next section some examples of prekernels are discussed.

Finally, several notes and comments are given in Section 5.9.
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5.1 The Nucleolus and the Prenucleolus

We start with the definition of the prekernel of a game with coalition structure.

Definition 5.1.1. Let (N,v,R) be a game with coalition structure and P =
P(R) (see (3.8.1)). The prekernel of (N,v,R), PK(N,v,R), is defined by

PEK(N,v,R)={zx € X(N,v,R) | spe(x,v) = ser(x,v) for all {k,{} € P}.

The prekernel of (N,v), PK(N,v) is PK(N,v,{N}).

Remark 5.1.2. Let (N,v,R) be a game with coalition structure. By Corol-
lary 4.2.6 and Exercise 4.4.5, PKC(N,v,R) € PM,(N,v,R).

The next example shows that the prekernel can be strictly contained in the
reactive prebargaining set even when the core is empty.

Example 5.1.3. Let N ={1,...,4} and let v(S), S C N, be defined by

o(S) = {1,ifS:NorS€ {{1,2},{3,4}},

0, otherwise.

Let = (1/4,...,1/4) € RN. Then PK(N,v) = {z}. Indeed, clearly = €
PK(N,v). Let y € PK(N,v). Then y' = 3? and y*> = y* can easily be
checked (see Section 5.3). Also, y' < y® or y* > 3 is not possible. However,
(0,0,1/2,1/2) € M,.(N,v).

It is the aim of this section to show that PK satisfies NE. The existence
of the prekernel can be verified in the same manner as the existence of the
prebargaining set (see Section 4.2) by applying Lemma 4.2.7, the modification
of Lemma 4.2.11 suggested by Exercise 4.2.2, and the fact that the relation =~
(see Definition 4.2.5) is continuous. However, in this section we shall present
an elementary proof of nonemptiness of the prekernel. We shall describe a
method to construct a preimputation of the prekernel of a game with coalition
structure.

Let N be a coalition of players, let X C R™ and let H = (h;);ep be a
finite sequence of real-valued functions defined on X. Denote by d € N the
cardinality of D. For z € X let 0(z) = (0'(z),...,0%x)) be the vector in
R?, the Euclidean space of dimension d, whose components are the numbers
(hi(z))iep arranged in non-increasing order, that is,

0:X —RY 0'(r) = max minh(x)forallt=1,...,d. (5.1.1)
TCD,|T|=t i€T

Let >, denote the lexicographical ordering of R%; that is,  >j.; y, where
x,y € R, if either x = y or there is 1 < ¢ < d such that 7 =7 for 1 < j <t
and 2t > yt.
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Definition 5.1.4. The nucleolus of H with respect to X, N(H,X), is de-
fined by
N(H,X) = {2 € X | 0(y) 2100 0() for all y € X}.

If hi(x), i € D, measures the dissatisfaction of some subcoalition of N at the
outcome z, then the vector 6(x) orders the “complaints” of the various groups
according to their magnitude, the highest complaint first, the second-highest
second, and so forth. At the points of the nucleolus the “total dissatisfaction”
O(x) is minimized.

The following example is highly important.
Definition 5.1.5. Let (N,v) be a game, let X CRY | and let

H = (e(S,,v))sean .
Then N (H,X) is the nucleolus of (N,v) with respect to X and it is
denoted by N'(N,v, X).
Obviously, e(S, x, v) is a natural measure of the dissatisfaction of the coalition
S at x.
Theorem 5.1.6. If X is nonempty and compact and if h;, i € D, are con-
tinuous, then N'(H, X) # (.
The following lemma is used to prove Theorem 5.1.6.
Lemma 5.1.7. If all h;, i € D, are continuous, then 0 is continuous.
Proof: Assume that all h;, i € D, are continuous. Then é* is continuous for
every t =1,...,d by (5.1.1). q.e.d.
Proof of Theorem 5.1.6: Define Xy = X and

X;={r € X 1|0 (y) >0 (z) forally e X, 1}, t=1,....d

By Lemma 5.1.7, X; is a nonempty and compact subset of X; 1, for ¢t =
1,...,d — 1. Hence, in particular, Xy # (). As the reader may easily verify,
N(X,H) = X,. q.e.d.

Theorem 5.1.8. Assume that X is convex and all h;, i € D, are converz.
Then N'(H, X) is convex. Furthermore, if v,y € N'(H, X), then h;(x) = h;(y)
for alli e D.

The following Lemma is used in the proof of the foregoing theorem.
Lemma 5.1.9. Let X be conver and all h;, i € D, be convezx. If x,y € X
and 0 < a <1, then

af(z) + (1 — @)0(y) >iex Oaz + (1 — a)y). (5.1.2)
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Proof: Let iq,...,is be an ordering of D such that
Olax+ (1 —a)y) = (hi,(ez+ (1 —@)y),..., hi,(cz+ (1 —a)y)).

Denote a = (hy, (z),...,hi,(z)) and b = (hiy (), ..., hi,(y)). As h; is convex
for every i € D,

ahi, () + (1 — a)h;, (y) > by, (ax + (1 —a)y), t=1,...,d.
Thus, aa; + (1 — a)b; > 0 (ax + (1 — a)y), i = 1,...,d. Hence
aa+ (1 —a)b > O(az + (1 — a)y).

Therefore (5.1.2) holds, because () >je, a and 0(y) >jeq b. q.e.d.

Proof of Theorem 5.1.8: Let z,y € N (H,X), z # y, and 0 < o < 1. Then
0(z) = 6(y). By Lemma 5.1.9

Olax + (1 —a)y) = ab(z) + (1 — a)(y).

Hence §(az+ (1 —a)y) = 6(z). Thus, az+ (1 —a)y € N(H, X). Furthermore,
using the proof of Lemma 5.1.9, we conclude that a = 0(z) and b = 6(y).
Therefore, h;(z) = h;(y) for all i € D. q.e.d.
Theorems 5.1.6 and 5.1.8 yield the following corollary.

Corollary 5.1.10. Let (N,v) be a game and X C RN If X is nonempty and
compact, then N(N,v, X) # 0. If, in addition, X is convez, then N'(N,v, X)
consists of a single point.

Proof: By Theorem 5.1.6, N (N, v, X) # (). Now assume that X is also convex.
If z,y € N(N,v,X), then, by Theorem 5.1.8, e(S,z,v) = e(S,y,v) for all
S C N. Hence z = y. q.e.d.

Definition 5.1.11. Let (N,v,R) be a game with coalition structure. Then
N(N,v,I(N,v,R)) is called the nucleolus of (N,v,R) and is denoted by
N(N,v,R). Also, N(N,v,{N}) = N(N,v) is the nucleolus of (N,v).

Remark 5.1.12. If I[(N,v,R) # 0, then N (N,v,R) contains exactly one
payoff vector (see Corollary 5.1.10).

Definition 5.1.13. Let (N,v,R) be a game with coalition structure. The
prenucleolus of (N,v,R), PN(N,v,R), is defined by

PN(N,v,R) = N(N,v, X*(N,v,R)).

The prenucleolus of (N,v), PN (N,v), is PN (N,v, {N}).

Theorem 5.1.14. If (N,v,R) is a game with coalition structure, then the
prenucleolus PN (N, v, R) consists of a single point.



5.1 The Nucleolus and the Prenucleolus 85
Proof: Let y € X*(N,v,R) and let u = maxgcn e(S,y, v). Define
X ={r e X*"(N,v,R) | e(S,z,v) < pforall S C N}.

Then X is nonempty, convex, and compact. By Corollary 5.1.10, the set
N (N, v, X) contains exactly one outcome. Clearly, N'(N,v, X) =PN(N,v,R).
q.e.d.

The unique element of the prenucleolus PN (N, v, R) of a game with coalition
structure (N, v, R) is, again, called the prenucleolus (point) and it is denoted
by v(N,v,R). Also, v(N,v) = v(N,v,{N}).

Remark 5.1.15. Let G = (IV,v, R) be a game with coalition structure. The
prenucleolus of G can be obtained by solving a sequence of linear programs.
Indeed, v(N,v,R) is reached by first minimizing the maximal excess, then
minimizing the number of coalitions attaining the maximal excess, then min-
imizing the second-highest excess and the number of coalitions attaining this
excess, and so on. This procedure is suggested by the proof of Theorem 5.1.6,
where Xo = X(N,v,R).

Theorem 5.1.16. If (N,v,R) is a game with coalition structure such that
C(N,v,R) # 0, then PN'(N,v,R) = N(N,v,R) and v(N,v,R) € C(N,v, R).

Proof: Definitions 3.8.2, 5.1.11, and 5.1.13 and Corollary 5.1.10 show this
theorem. q.e.d.

Theorem 5.1.17. If (N,v,R) is a game with coalition structure, then
v(N,v,R) € PK(N,v,R).

Proof: Let z = v(N,v, R) and assume that z ¢ PK(N,v,R). Then there are
two distinct players k and ¢ in some R € R such that Sk[($ v) > Sz, v).
Leté—wandletyeﬂ@f be given by y' = z¢, if i € N\ {k, {},
y* =aF 4+ 6, and y* = 2* — 5. Then y € X(N,v,R), because:cGX(Nv R).
Denote

S={Se oN \ Tre | e(S,z,v) > spe(x,v)} and s = [S].

Clearly, 6°*1(x) = spe(z). Now, if S € 2NV \ (Tp U Typ), then e(S,z,v) =
e(S,y,v). If S € Ty, then e(S,y,v) = e(S,x,v) — J. Finally, if S € Ty, then

e(S,y,v) = e(S,x,v) + 6§ < spp(x,v) + § = spe(x,v) — 0.

Thus, we may conclude that 0%(y) = 6(x) for all t+ < s and 0°T1(y) <
ske(z,v) = 0°T1(z). Hence 6(z) >0 O(y) and the desired contradiction has
been obtained. q.e.d.

Corollary 5.1.18. If (N,v,R) is a game with coalition structure, then
PK(N,v,R) # 0 and PM,.(N,v,R) # 0.
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Definition 5.1.1 is due to Maschler, Peleg, and Shapley (1972). Definitions 5.1.5
and 5.1.11, Corollary 5.1.10, Remark 5.1.12, and Theorem 5.1.16 are due to
Schmeidler (1969). Definition 5.1.4 and Theorems 5.1.6 and 5.1.8 are taken
from Justman (1977). Note that a nucleolus N'(H, X) is a general nucleolus
in Maschler, Potters, and Tijs (1992).

Exercises

Exercise 5.1.1. Let (N,v) be a symmetric game and let z € RY be defined
by ' = v(N)/|N|, i € N. Show that v(N,v) =z and PK(N,v) = {z}.

Exercise 5.1.2. Prove that the prenucleolus satisfies AN and COV.
Exercise 5.1.3. Prove that PK(N,v) C PMB(N,v) for every game (N, v).

Let (N,v,R) be a game with coalition structure and P = P(R). The positive
prekernel of (N,v,R), PK4+(N,v,R), is defined by

P’C+(N, ’U,R) =

{z € X(N,v,R)|(ske(z,v))4 = (ser(z,v))4 for all {k, £} €P}. (5.1.3)

The positive prekernel of (N,v), PK(N,v), is PK4+(N,v,{N}). This solution
is discussed in Sudhoélter and Peleg (2000). Note that

C(N,v,R) UPK(N,v,R) C PK+(N,v,R).
Exercise 5.1.4. Show that
PK(N,v,R) C PKL(N,v,R) C PM,(N,v,R).
Exercise 5.1.5. Let x € PK(N,v,R) and let
X ={ye X(N,v,R) | e(S,y,v)+ = e(S,z,v); for all S C N}.

Show that N'(N,v, X) is a singleton contained in PX(N, v, R).

5.2 The Reduced Game Property

In this section we shall prove that the prekernel and the prenucleolus satisfy
RGP (see Definition 3.8.9). Let U be a set of players and let Ay, be the set of
all games with coalition structures.

Lemma 5.2.1. The prekernel satisfies RGP on Ay.
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Proof: Let (N,v,R) € Ay, x € X(N,v,R), 0 #S C N, and let k,£ € R €
R|s, k # {. We compute

skg(xs,vzg%z)

max (0%, (T) - a(T) | T € Tuu(S)}
= max{max{v(TUQ) —z(TUQ) | Q C N\ S}|T e Tpe(S)}
= max{v(P) —z(P) | P € Tpe(N)} = spe(z,v).

Hence, if € PIC(N,v,R), then

skg(xs, vgw) = spe(x,v) = sg(x,v) = S@k(l‘s,vgw)
and the proof is complete. q.e.d.
Let Iy = {(N,v) | N CU} be the set of all games.
Corollary 5.2.2. The prekernel satisfies RGP on I.
Lemma 5.2.3. The prekernel satisfies CRGP on Ay (see Definition 3.8.11).
The proof of Lemma 5.2.3 is similar to the proof of Lemma 5.2.1; hence it is
omitted.
Corollary 5.2.4. The prekernel satisfies CRGP on I,.
Now we prove Kohlberg’s (1971) characterization of the prenucleolus, which

will enable us to deduce RGP. (Actually, Kohlberg (1971) deals only with the
nucleolus.) We start with the following definition.

Definition 5.2.5. Let (N,v) € Iy and let R be a coalition structure of N.
For every x € RY and oo € R denote

D(a,z,v) ={S C N |e(S,z,v) > a}.

A wector x € X(N,v,R) has Property I with respect to (N,v,R) if the
following condition is satisfied for all « € R such that D(a,x,v) # 0: If
y € RN satisfies y(R) = 0 for all R € R and y(S) > 0 for all S € D(«a,x,v),
then y(S) =0 for all S € D(a, z,v).

Theorem 5.2.6. Let (N,v,R) € Ay andx € X(N,v,R). Thenz =v(N,v,R)
if and only if x has property 1.

Proof: Necessity. Assume that © = v(N,v, R). Let « € R satisfy D(«, z,v)
# () and let y € RY satisfy y(R) = 0 for all R € R and y(S) > 0 for all
S € D(a,x,v). Define z. = z + ey for every € > 0. Then 2. € X(N,v,R).
Choose €* > 0 such that, for all S € D(a,z,v) and all T € 2V \ D(a, x,v),

e(S, zex,v) > e(T, zex,v). (5.2.1)

For every S € D(«, z,v),
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e(S; ze+,v) = v(S) — (x(S) +"y(9))

=e(S,x,v) —"y(9) < e(S,z,0). (5.2.2)

Now assume, on the contrary, that there is S € D(«, x, v) such that y(S) > 0.
By (5.2.1) and (5.2.2) we obtain §(z) >y 0(2+), which is a contradiction.

Sufficiency. Let x € X(N,v,R) have Property I and let z = v(N,v,R).
Denote
{e(S,z,v) | SC N} ={a1,...,qp},

where a1 > -+ > ;. Define y = z — 2. Then y(R) = 0 for all R € R. Also,
as 0(x) >jep 0(2), it S € D(ay,x,v), then e(S,z,v) = a3 > e(S, z,v). Hence

e(S,z,v) —e(S,z,v) = (z —x)(S) =y(S) > 0.
Therefore, by our assumption, y(S) = 0 for all S € D(aq, z,v).

Assume now that y(S) = 0 for all S € D(ay,z,v) for some 1 <t < p. Then,
as 0(x) >er 0(2),

e(S,z,v) = azqp1 > e(S, z,v) for all S € D(a11,z,v) \ Doy, z,v).

Hence y(S) > 0 for all S € D(a¢41,,v). Again, by our assumption, y(S) =0
for all S € D(agy1,x,v). We conclude that y(S) = 0 for all S C N. Hence,
y=0and z = z. q.e.d.

Theorem 5.2.7. The prenucleolus satisfies RGP on Ay.

Proof: Let (N,v,R) € Ay, * = v(N,v,R), and let § # S C N. We shall
prove that 2° has Property I with respect to the game with coalition structure
(S, vgx) Indeed, let o € R satisfy D(a,xs,vgx) # () and let y° € RY satisfy
y*(R)=0for all T € R|s and y%(Q) > 0 for all Q € D(a, x%, v?w) Then

{TNS|TeD(a,z,v)and 0 #T NS ¢ Ris} (5.2.3)
:D(a,xs,vgz)\ (Ris U{0}). -
Let y = (y%,0M\%). Then y € RY, y(R) = 0 for all R € R, and, by (5.2.3),
y(Q) > 0 for all Q € D(«,z,v). By Theorem 5.2.6, x has Property I. Hence
y(Q) = 0 for all Q € D(a,x,v). Therefore (5.2.3) implies that y°(Q) = 0 for
all Q € D(a, z°, vgx) q.e.d.

Corollary 5.2.8. The prenucleolus satisfies RGP on Iy,.

Example 5.2.9. Let I){ = {(N,v) € Iy | C(N,v) # 0} and let o = PA on
I'S. By Theorem 5.1.14, o(N,v) is a singleton for every (N,v) € I}S. Also, by
Theorem 5.1.16, o(N,v) C C(N,v) for all (N,v) € I}5. Thus, o satisfies NE
and IR. Moreover, by Lemma 2.3.16 and Corollary 5.2.8, ¢ satisfies RGP on
I Z‘j By Theorem 3.6.1, o does not satisfy SUPA, if i contains at least three
players. Thus, SUPA is independent of NE, IR, and RGP on I; 5 (see Remark
3.6.8).
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Example 5.2.10. Let ¢ be the solution on the set I’,jb of totally balanced
games defined by o(N,v) = C(N,v)NPK(N,v), (N,v) € I}P. Thus, o satisfies
IR. Theorems 5.1.16 and 5.1.17 imply that o satisfies NE. By Theorem 3.7.1
and Corollaries 5.2.2 and 5.2.4, o satisfies WRGP and CRGP. Thus, SUPA is
independent of NE; IR, RGP, and CRGP in Theorem 3.7.1 when |U| > 4.

Exercises

Exercise 5.2.1. Show that there exist a game (N,v), |[N| = 3, a vector
x € X(N,v), and a sufficient set Q@ C P(N) (see Exercise 2.3.2) such that
2% € PK(S,vs,) for all S € Q and = ¢ PK(N,v). (Exercise 4.2.4 is useful.)

Exercise 5.2.2. Prove that the positive prekernel (defined by (5.1.3)) satis-
fies RGP and CRGP on 4.

Exercise 5.2.3. Show by means of an example that none of the following
solutions satisfies RGP™ (the Moulin reduced game property; see Exercise

2.3.3) on Iy, provided that || > 3: PN, PK, PM.,., PMg,., PM, and PMB.
Exercise 5.2.4. Let N ={1,...,5}. Define v(S), S C N, by

0 ,ifSe{d, N,{1,2,5}{1,4,5},{2,3},{3,4}},
v(S)=<¢ —1,if|S| =1,
—4 , otherwise.

Verify that v(N,v) =0 € RV,

Exercise 5.2.5. Show by an example that the prekernel for the grand coali-
tion does not satisfy RCP (see Definition 2.3.18) on Iy, if || > 5. (Hint:
Consider the game (N, v) of Exercise 5.2.4 and the prekernel of the reduced
game with respect to the prenucleolus and {1,...,4}.)

Remark 5.2.11. Note that Chang and Kan (1992) present an eight-person
game with a coalition structure which shows that the prekernel does not satisfy

RCP.

5.3 Desirability, Equal Treatment, and the Prekernel

Let (N,v) be a game. We now introduce a partial ordering of the players in
their ability to produce payoffs.

Definition 5.3.1. Let (N, v) be a game. A player k € N is said to be at least
as desirable as a player £ € N with respect to (N,v), and this is denoted by
kzo . if

v(SU{k}) > v(SU{L}) for all S C N\ {k,(}.
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Intuitively, if k =, ¢, and k,£ ¢ S, then S will prefer k to ¢ as an additional
partner.

Remark 5.3.2. If k=, ¢ and ¢ 7, k, then we write k ~, £. Clearly, k ~,, ¢
if and only if k¥ and ¢ are substitutes (see Definition 3.8.5) with respect to the

game (N, v).

Theorem 5.3.3. For every game (N,v) the desirability relation 7, is reflex-
we and transitive.

Proof: Obviously =, is a reflexive relation. To prove transitivity, let k, £, m €
N satisfy k 72, £ and £ 7, m. We may assume that k # m. Let S C N\{k, m}.
If¢ ¢S, then v(SU{k}) > v(SU{l}) >v(SU{m}). If L € Slet T =S\ {¢}.
Then

v(SU{k}) =v(T U{k}u{e}) >v(TU{k}U{m})
>o(TU{fyu{m}) =v(SU{m}).

Thus, k 7z, £. q.e.d.
Corollary 5.3.4. For every game (N,v), ~, is an equivalence relation.

Theorem 5.3.5. Let (N,v,R) be a game with coalition structure and let
r € PK(N,v,R). If k,{ € R € R satisfy k ==, {, then x* > x*.

Proof: Assume, on the contrary, that z‘ > z*. Choose S € 7y, such that
soe(z,v) = e(S,z,v). Let T = (S\ {¢}) U {k}. Then v(T) > v(S), because
k 7, L. Therefore, e(T,x,v) > e(S,z,v). Thus,

spe(x,v) > e(T,x,v) > e(S, z,v) = sz, v),

which contradicts the assumption that z € PK(N,v, R). q.e.d.

Corollary 5.3.6. Let (N,v,R) be a game with coalition structure and let
x € PK(N,v,R). If k and £ are partners in R and k ~, £, then z* = z*.

Corollary 5.3.7. Let (N,v) be a symmetric game and let R be a coali-
tion structure of N. Then PK(N,v,R) consists of the unique member of
X(N,v,R) in which the members of every coalition R € R receive equal pay-
ments.

Theorem 5.3.5 motivates the following definition. Let ¢ be a set of players
and I" be a set of games.

Definition 5.3.8. Let (N,v) € I' and let o be a solution on I'. Then o
preserves the desirability relation of (N,v) if 2¥ > z* for every x €
o(N,v) and all players k,£ € N satisfying k 7, €.

By Theorem 5.3.5 the prekernel preserves the desirability relation of every
game.
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Definition 5.3.9. A solution o on I' has the equal treatment property
(ETP) if the following condition is satisfied: If (N,v) € I', x € o(N,v), and
if k0 € N satisfy k ~, £, then 2* = 2*.

Remark 5.3.10. By Corollary 5.3.6, the prekernel satisfies ETP on every
set of games.

Let A be a set of games with coalition structures.

Definition 5.3.11. A solution o on A has the restricted equal treatment
property (RETP) if, for all (N,v,R) € A, z € o(N,v,R), the following
condition is satisfied: If {k,£} € P(R) satisfies k ~, ¢, then ¥ = x*.

Remark 5.3.12. The prekernel satisfies RETP on every set A of games with
coalition structures.

Definition 5.3.13. Let (N,v) be a game and let k,£ € N. Player k is more
desirable than player ¢, and this is denoted by k >, £, if k 7=, £ but not £ 7, k.

~v ~U

Remark 5.3.14. The prekernel may not preserve the strong desirability
relation >, as shown in Exercise 5.3.1.

The results of this section are due to Maschler and Peleg (1966).

Exercises

Exercise 5.3.1. Let N = {1,2,3} and v(S), S C N, be defined by
v({1,2}) = 1, v(N) = 6, and v(S) = 0 otherwise. Prove that PK(N,v) =
{(2,2,2)} and that 1 >, 3.

Exercise 5.3.2. Let (N,v) be the coalitional game corresponding to a
weighted majority game (see Definition 2.2.11). Show that -, is a complete
relation.

5.4 An Axiomatization of the Prekernel

Let (N, v) be a game. We now recall the definition of the prekernel of (N, v),

PI(N,v) ={z € X(N,v) | sij(z,v) = s;;(x,v) for all i # j}. (5.4.1)

A direct interpretation of (5.4.1) has always been problematic. For example,
Maschler, Peleg, and Shapley (1979) write: “Any attempt at providing an
intuitive interpretation to the definition of the prekernel seems to rely on
interpersonal comparison of utilities. The quantity s,;(x), which measures 4’s
“strength” against j, would there be interpreted as, essentially, the maximum
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gain (or, if negative, the minimal loss) that ¢ would obtain by “bribing” some
players other than j to depart from z, giving each of them a very small
bonus. If we compare s;;(x) with s;;(x), we in effect compare 4’s utility units
with j’s utility units and implicitly assume that the “intensity of feeling” of
1 towards 4’s utility units is, in some sense, equal to the “intensity of feeling”
of j towards j’s utility units. Since no clear meaning of “intensity of feeling”
— interpersonally comparable — is known at present, the prekernel was never
considered a satisfactory solution concept, from the intuitive point of view.”

In this section we shall provide an axiomatization of the prekernel, which
avoids any reference to interpersonal comparison of utilities.

Let U be a set of players and

Iy = {(N,v) | (N,v) is a game and N C U}
be the set of all games. First, we need the following simple result. The easy
proof is left to the reader (see Exercise 5.4.1).

Remark 5.4.1. The prekernel satisfies COV on every set of games.

Now we are ready for the axiomatization of the prekernel.

Theorem 5.4.2. There is a unique solution on I that satisfies NE, PO,
COV, ETP, RGP, and CRGP, and it is the prekernel.

We postpone the proof of Theorem 5.4.2 and show the following lemma.

Lemma 5.4.3. Let 0 be a solution on Iy that satisfies NE, PO, COV, and
ETP on the class of all two-person games. Then for every two-person game
(N,v) € Iy, o(N,v) is the standard solution of (N,v). That is, c(N,v) =
{z}, where

v(N) = jen v{3})

rt = 5 +v({i}) for alli € N. (5.4.2)

Proof: Let (N,v) be a two-person game and let (IV,w) be the 0-normalized
game defined by w(@) = w({i}) = 0fori € N and w(N) = v(N)=>,cn v({i})-
Let y,z € RY be defined by y* = w(N)/2 and 2* = v({i}) for all i € N. By
NE, ETP, and PO, o(N,w) = {y}. Also, v = w + z, so COV completes the
proof. q.e.d.

Proof of Theorem 5.4.2: By Corollary 5.1.18, Definition 5.1.1, Remarks
5.4.1 and 5.3.10, and Corollaries 5.2.2 and 5.2.4, the prekernel satisfies the
foregoing six axioms. Thus, it remains to prove the uniqueness part of the
theorem. Let o be a solution on I, that satisfies the foregoing six axioms and
let (N,v) € Iy be an n-person game. If n = 1, then o(N,v) = PK(N,v) by
NE and PO. For the case n = 2 Lemma 5.4.3 shows that o(N,v) = PK(N,v).
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Now, we assume that n > 3. If € o(N, v), then, by RGP, 2° € o(S,vs) for
every S € P(N). Hence z° € PK(S,vs,) for all S € P(N). As PK satisfies
CRGP, z € PK(N,v). Conversely, let z € PKX(N,v). Then z° € PK(S,vs)
for every S € P(N), because PK satisfies RGP. Hence, z° € o(S,vg,) for
every S € P(N). Thus, by CRGP, x € o(N,v). q.e.d.

The following examples show that the six properties that characterize the
prekernel are logically independent.

Example 5.4.4 (The empty solution). Let o(N,v) = ) for every game
(N,v) € Iy. Then o satisfies all the foregoing properties except NE.

Example 5.4.5. For (N,v) € I, let
o(N,v) ={z € X*(N,v) | sij(z,v) = s;;(x,v) for all i # j}.

Then, as the reader can easily verify, o satisfies NE, COV, ETP, RGP, and
CRGP. Clearly, o violates PO.

Example 5.4.6 (The equal split solution). For every game (N,v) € I},
define o(N,v) = {z}, where 2* = v(N)/|N]| for all i € N. Then o satisfies all
axioms of Theorem 5.4.2 except COV.

Example 5.4.7. The solution X (-) on I, satisfies all axioms except ETP.

Example 5.4.8. Let (IN,v) be a game and ¢,j € N. Players ¢ and j are
equivalent, written ¢ &, j, if

v(SU{i}) —v({i}) = v(SU{j}) —v({j}) for all S € N\ {1, j}.
Now, let
o(N,v) = {z € X(N,v) | 2" —v({i}) = 27 —ov({j}), ifi =, j, i,j € N}.

The reader can easily verify that o satisfies NE, PO, COV, and ETP. Thus,
by Lemma 5.4.3, (N, v) = PK(N,v) in the case |N| = 2. In order to prove
that o satisfies CRGP, let * € X(N,v) such that % € o(S,vs,) for all
S € P(N). By the foregoing remarks, =% € PK(S,vs ) for every S € P(N).
As PK satisfies CRGP, z € PK(N,v). Now, PK satisfies ETP and COV.
Hence PI(N,v) C o(N,v). Thus, x € o(N,v). Finally, if U contains at least
three players, then o # PKC; therefore o does not satisfy RGP.

Example 5.4.9. The prenucleolus PN on I3 satisfies NE, PO, COV, ETP,
and RGP. If [U| > 4, then PN # PK (see Exercise 5.4.3). Hence PN does
not satisfy CRGP.

Now we generalize Theorem 5.4.2 to games with coalition structures. Let, as
usual, Ay, denote the set of all games with coalition structures. First we need
the following definition.
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Definition 5.4.10. A solution o on a set A of games with coalition structures
is efficient (EFF) if, for every (N,v,R) € A, o(N,v,R) C X(N,v,R).

Clearly, EFF is a generalization of PO to games with coalition structures.

Theorem 5.4.11. There is a unique solution on Ay that satisfies NE, EFF,
COV, RETP, RGP, and CRGP, and it is the prekernel.

The proof of Theorem 5.4.11 is similar to that of Theorem 5.4.2. Hence it is
omitted.

Theorems 5.4.2 and 5.4.11 are due to Peleg (1986).

Exercises

Exercise 5.4.1. Prove Remark 5.4.1.

Exercise 5.4.2. Show that |PK(N,v)| = 1 for every three-person game
(N,v).

Exercise 5.4.3. Let (M,u) be given by (3.7.1). Show that PK(M,u) =
C(M,u) (see Lemma 3.7.3).

5.5 Individual Rationality and the Kernel

We shall now prove that the prekernel satisfies IR on the class of weakly su-
peradditive (i.e., 0-monotonic) games. This will enable us to explore the rela-
tionship between the prekernel and the kernel, an individually rational variant
of the prekernel. Moreover, we shall show that the semi-reactive bargaining
set coincides with the union of the core and the kernel for every superadditive
coalitional simple game. We start with the following definition.

Definition 5.5.1. Let N be a coalition and D C 2N. The collection D is
separating if the following condition is satisfied. If k,£ € N, k # £, and
DN Tre(N) #£ 0 then DN Ty (N) £ 0.

Notation 5.5.2. For every game (N,v) and every x € RY let D(x,v) be
defined by

D(z,v) =

{S € 2N\ {N,0} | (S, x,v) > (T, x,v) if T € 2V \ {N, 0} }. (5.5.1)

Lemma 5.5.3. Let (N,v) be a game and x € PK(N,v). Then D(z,v) is
separating.

The proof of Lemma 5.5.3 is straightforward.
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Corollary 5.5.4. Under the assumptions of Lemma 5.5.3,

N s=0

SeD(z,v)
Let U be a set of players. We shall show that the prekernel satisfies REBE
(see Definition 2.3.9 (2)) on every set of games.
Theorem 5.5.5. The prekernel satisfies REBE on every set I' C Iy of

games.

Proof: Let (N,v) € I' and = € PK(N,v). We have to prove that

o' >0, (Nv) = SCHJ{{i{l{Z_}(v(S U{i}) — v(S)) for all i € N.

Assume, on the contrary, that there exists a player k € N such that
a2 < bELL(N, ). (5.5.2)

By (5.5.2), for all S C N\ {k}, we obtain
e(SU{k},z,v) =v(SU{k}) — z(S) — z*

> o(S) — 2(5) — (S, 2,0). (5.5.3)
In particular, e({k},z,v) > e(@,z,v) = 0 so that N \ {k} ¢ D(z,v). Hence
ke ﬂSeD(x,u) S, which contradicts Corollary 5.5.4. q.e.d.

Let I}} be the set of all weakly superadditive games.
Theorem 5.5.6. The prekernel satisfies IR on I;7.

Proof: Note that b? ; (N,v) = v({i}) for i € N and every 0-monotonic game

(N, v). Thus the proof is completed by Theorem 5.5.5. q-e.d.
The kernel is defined in the following way.

Definition 5.5.7. Let (N,v,R) be a game with coalition structure. An impu-
tation x € I(N,v,R) belongs to the kernel IC(N,v,R) of (N,v,R) if the
following condition is satisfied for all R € R: If k,{ € R, k # ¢, then
spe(x,v) > sep(w,v) or xF = v({k}).

Remark 5.5.8. If (N,v,R) is a game with coalition structure, then
PK(N,v)NI(N,v,R) C K(N,v,R).

Remark 5.5.9. The kernel satisfies COV and AN.

Remark 5.5.8 is an immediate consequence of Definitions 5.1.1 and 5.5.7. The
straightforward proof of Remark 5.5.9 is left to the reader (see Exercise 5.5.1).

Definition 5.5.7 is due to Davis and Maschler (1965). Its rationale is very
simple: The inequality s (z,v) > spe(x,v) calls for a transfer of money from
k to £ unless it is prevented by individual rationality, that is, by the fact that

zF = v({k}).
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Theorem 5.5.10. PK(N,v) = K(N,v) for every (N,v) € I}}.

Proof: Let (V,v) € I}}. By Remarks 5.4.1 and 5.5.9 we may assume that
(N,v) is O-normalized. By Theorem 5.5.6 and Remark 5.5.8, PIC(N,v) C
K(N,v). Thus, it remains to prove that K(N,v) CPI(N,v). We may assume
that |[N| > 2. Let x € (N, v). We claim that

H= (] s5=0. (5.5.4)

SeD(x,v)

Assume, on the contrary, that there exists k € H. Then sg(x,v) > sp(x,v)
for every £ € N\ H. Hence 2* = 0 for all £ € N \ H. Thus, if S € D(x,v),
then

e(S,z,v) =v(S) —z(S) =v(S) —x(H) = v(S) —x(N) <v(N) —x2(N)=0.

Now, for every £ € N \ H, e({f},x,v) = 0, because z* = 0. Hence, {(} €
D(z,v) and the desired contradiction has been obtained. Therefore (5.5.4)
holds.

To complete the proof assume, on the contrary, that there exist k, ¢ € N, k #
¢, such that spe(z,v) > su(z,v). As € K(N,v), 2° = 0. By (5.5.4) there
exists S € D(x,v) such that k ¢ S. Let T = S U {¢}. Then

e(T,z,v) =v(T) —x(T) =v(T) — z(S) > v(S) —z(S) = e(S, x,v),

so T € D(x,v). Therefore sg(z,v) > e(T,x,v) > spe(z,v), and the desired
contradiction has been obtained. q.e.d.

Corollary 5.5.11. If (N,v) € I}{, then PN (N,v) = N(N,v).

The following examples show that Theorems 5.5.6 and 5.5.10 cannot be ex-
tended to all games which are not 0-monotonic or to games with non-trivial
coalition structures.

Example 5.5.12. Let N = {1,2,3}, v({1,2}) =10, v(N) =2, and v(S) =0
otherwise. Then PK(N,v) = {(3,3,—4)} is not individually rational. Clearly,
(N,v) is not 0-monotonic. Note that (N, v) = {(1,1,0)}.

Example 5.5.13. Let N = {1,2,3}, v({1,2}) = 2, v({1,3}) = v(N) = 4,
and v(S) = 0 otherwise. Moreover, let R = {{1, 2}, {3}}. An easy computation
shows that PK(N,v,R) = {(3,—1,0)} is not individually rational. In this
example (N,v) is superadditive and IC(N,v,R) = {(2,0,0)}.

Theorems 5.5.6 and 5.5.10 are due to Maschler, Peleg, and Shapley (1972).

The following remark provides an alternative proof of the existence theorem
of the bargaining set M.
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Remark 5.5.14. Let (M,v,R) be a game with coalition structure and let
I(N,v,R) # (. Then

K(N,v,R) (Schmeidler (1969)); (5.5.5)
M(N,v,R) (Davis and Maschler (1965)).  (5.5.6)

The proof of this remark is left to the reader (see Exercises 5.5.3 and 5.5.5).
It should be noted that Example 5.5.13 also shows that Theorem 4.4.8 cannot
be extended to games with coalition structures. Indeed, the prekernel is a
subsolution even of the reactive prebargaining set (see Exercise 5.5.5).

Now we shall discuss the relation of the semi-reactive bargaining set and the
kernel and the core when restricted to superadditive coalitional simple games
(see Exercise 4.1.1).

Theorem 5.5.15. If (N,v) is a superadditive coalitional simple game, then
PMgr(N,v) = C(N,v) UPK(N,v).

Proof: Let (N,v) be a superadditive coalitional simple game. In view of
Theorems 4.4.8, 4.4.9, and 5.5.10, and of Remarks 4.4.6 and 5.1.2 we have to
show that M, (N,v) C C(N,v)UK(N,v). We distinguish the following cases.

(1) C(N,v) # 0. Let * € I(N,v) \ C(N,v). It remains to show that = ¢
M (N,v). In view of the fact that x does not belong to the core of
(N, v), there is some player £ € N \ V satisfying 2* > v({¢}) = 0, where
V' denotes the set of veto players. With P = N \ {¢} we come up with
e(P,x,v) = 1 —2(P) = 1 — x(N) + 2* = z°. Moreover, e(Q,x,v) =
—z(Q) < —z' < 0 holds true for any Q C N satisfying £ € Q and
V' \ @Q # 0. These observations directly show that every player in V has
a justified objection against ¢ via P in the sense of the semi-reactive
bargaining set.

(2) C(N,v) = 0. Let z € I(N,v) \ K(N,v). It remains to show that = ¢
M (N, v). Indeed, there are distinct players k and £ such that sge(x,v) >
sep(w,v) and 2° > v({¢}). By the absence of veto players (see Exercise
4.1.1) we have e(N \ {k},z,v) = 2% > 0, so sge(x,v) > se(z,v) > 0.
Let P € Tiy be a maximal coalition with e(P,z,v) = spe(z,v). For every
coalition Q € Ty, we have e(Q, z,v) < e(P, z,v) and, therefore, Q can only
be used in a counterobjection if QNP = @ and e(Q, z,v) > 0. In this case
@ must be a winning coalition, because z* > 0. However, disjoint winning
coalitions do not exist in a superadditive simple game. We conclude that
k has a justified objection against ¢ via P. gq.e.d.

Remark 5.5.16. Theorem 5.5.15 shows, e.g., that the kernel of the seven-
person projective game (see 4.4.3) coincides with its (semi-)reactive prebar-
gaining set. Maschler and Peleg (1967) computed the explicit shape of the
(pre)kernel (see (4.4.1)).
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Remark 5.5.17. Neither the (pre)nucleolus nor the (pre)kernel satisfies ag-
gregate monotonicity. Indeed, in order to apply Example 4.5.3 we first repeat
that the games (N, v’) and (N, u) defined in Remark 4.5.5 are superadditive.
Hence, by Theorem 5.5.10 and Corollary 5.5.11, we only have to show that
7 =0 € RY is the prenucleolus point of (IV,v’), which can easily be done by
applying Corollary 6.1.3.

Exercises

Exercise 5.5.1. Prove Remark 5.5.9.

Let (N,v,R) be a game with coalition structure.

Exercise 5.5.2. Let z € K(N,v,R) and let k,£ € R € R, k # {. Prove that
if k 77, £, then k> 2t

Exercise 5.5.3. Prove (5.5.5).
The positive kernel of (N,v,R), K+ (N,v,R), is defined by

(sre(z,v)) s > spp(w,v) or ok = v({k})}

Ki(N,v,R)= {l‘ € I(N,v,R) for all {k, £} € P(R)

and the positive kernel of (N,v) is K4 (N,v) = K4+ (N,v,{N}). Note that
C(N,v,R)UK(N,v,R) C K1 (N,v,R).

Exercise 5.5.4. Show that K, (N,v) = PK(N,v) for every 0-monotonic
game (N,v). (See Sudhdlter and Peleg (2000).)

Exercise 5.5.5. Show that K (N,v,R) C M,.(N,v,R).

5.6 Reasonableness of the Prekernel and the Kernel

Let U be a set of players and I, be the set of all games with players in U.
Theorem 5.6.1. The prekernel is reasonable on 1.

Proof: Let (N,v) € Iy and x € PK(N,v). By Theorem 5.5.5 it remains to
show that

% %
4 S bmax

(N,v) = ngl\?\)ii}(v(SU {i}) —v(9)) for all i € N.

Assume, on the contrary, that there exists k € N such that
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> bF (N, v). (5.6.1)

max

By (5.6.1), for all S C N satisfying k € S, we obtain

(5 {k}.,v) = v(S\ {k}) — (S) + 2* 6562)
> v(S) — z(95) =e(S,z,v). e
In particular, e(N \ {k},z,v) > e(N,z,v) = 0 by Pareto optimality of x.
Hence k ¢ Ugep(y ) S: Which contradicts Lemma 5.5.3. q.e.d.

Remark 5.6.2. The kernel is reasonable on every set of games.

The easy proof of Remark 5.6.2 is left to the reader (see Exercise 5.6.1). The
following example shows that Theorem 5.6.1 cannot be extended to games
with coalition structures.

Example 5.6.3. Let (N1,v1) and (N,v) be defined by Ny = {1,...,4},
v1({1,2}) =1, v1({3,4}) = 2, and v1(S) = 0 otherwise, and N = N; U {5},
v(T) =v1(T'NNy) for all T C N. Then 5 is a null player (see Definition 4.1.16)
of (N,v). Furthermore, let R = {{1,2,5},{3},{4}}. Then PK(N,v,R) =
{(0,0,0,0,1)} = K(N,v,R). Thus, both the prekernel and the kernel of
(N,v,R) do not satisfy REAB.

Notwithstanding Example 5.6.3 the following corollary is true. Let
Al ={(N,v,R) € Ay | (N,v) is superadditive},

where Ay, denotes, as usual, the set of all games with coalition structures
(N,v,R) such that N C U.

Corollary 5.6.4. The prekernel and the kernel satisfy REAB on every subset
of A},

Proof: By Exercises 5.1.4 and 5.5.5 the prekernel is a subsolution of the semi-
reactive prebargaining set and the kernel is a subsolution of the semi-reactive
bargaining set. Hence, Theorem 4.4.9 completes the proof. q.e.d.

Note that Corollary 5.6.4 can also be proved similarly to Theorem 5.6.1. The-
orem 5.6.1 and Corollary 5.6.4 are due to Wesley (1971).

Exercises

Exercise 5.6.1. Show Remark 5.6.2.

Exercise 5.6.2. Show that the positive prekernel and the positive kernel
satisfy RE on every set of games.
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5.7 The Prekernel of a Convex Game

The purpose of this section is to show that the prekernel of a convex game
(for the grand coalition) consists of a single point; hence it coincides with the
prenucleolus. We start with the following lemmata.

Lemma 5.7.1. Let (N,v) be a convex game, let x € C(N,v), and let ) # S C
N. Then the reduced game (S,vs ) is convex.

Proof: Let P,T C S. We shall show that
US,:C(P) + US,x(T) < US,ac(P NT)+ US,ac(P ur). (5.7.1)

Clearly, (5.7.1) holds if P C T or T C P. Therefore we may assume that
P # 8 #Tand P # () # T. By the definition of vg ; there exist Q1, Q2 € N\S
such that

V5.4 (P) =v(PUQ1) —z(Q1) and vs ,(T) = v(T U Q2) — z(Q2).
Hence
VS,x (P) + VS,x (T)
= ’U(P U Ql) + ’U(T U QQ) — l‘(Ql) — .Z(QQ)
<v(PUTUQLUQ2) —2(Q1 U Qo)+
v(PNT)U(Q1NQ2)) —x(Q1NQ2)
< maxgen\s(V(PUTUQ) — 2(Q))+
maxocm\s(v((PNT)UQ) — z(Q)).
Therefore it suffices to show that

Qréljz?\(s(v(P UTUQ) —2(Q)) =vs(PUT); and (5.7.2)
oRax (((PNTIVUQ) = 2(Q)) = vs2(PNT). (5.7.3)

If PUT # S, then (5.7.2) holds by definition of vg,. If PUT = S, then, as
x € C(N,v),
v(PUTUQR) —2(Q) < z(S) = vg,,(5) for every Q C N\ S,

so (5.7.2) holds in any case. In order to prove (5.7.3) we proceed similarly. If
PNT # 0, then (5.7.3) holds by definition of vg,. If PNT = (), then, as
x € C(N,v),

o(PNT)UQ) —2(Q) =v(Q) —z(Q) <0 =v(PNT),
so (5.7.3) holds in this case. q.e.d.

Lemma 5.7.2. Let (N,v) be a conver game, let © € X(N,v), and let S €
D(z,v) (see (5.5.1)). Then, for every P C S and every T C N\ S,

QI&IJ%}\{S e(PUQ,z,v)=max{e(P,z,v),e(PUN\S),z,v)}; (5.7.4)

Ilgléus(e(T UR,z,v)=max{e(T,z,v),e(TUS, z,v)}. (5.7.5)
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Proof: Let P, R C S and T,@ C N\ S such that

~

QI&%}\(S@(P UQ,z,v) =e(PUQ,x,v), Iélé}s(e(T UR,z,v) =e(TUR,x,v).

As (N, v) is convex, we obtain

e(PU @, x,v) +e(S,z,v)
e(TUR, z,v) 4 e(S, z,v)

e(P,z,v) +e(SU @, x,v); (5.7.6)

<
<e(TUS,z,v) + e(R, z,v). (5.7.7)

If @ # N\ S, then e(S,z,v) > e(SU@,x,v), so e(PU @,x,v) < e(P,z,v) by
(5.7.6). Hence (5.7.4) holds in any case. If R # (), then e(S,z,v) > e(R, x,v),
so e(TUR,z,v) < e(TUS,z,v) by (5.7.7). Hence (5.7.5) holds in any case.

q.e.d.

Corollary 5.7.3. Let (N,v) be a convex game, let x € X(N,v), and let

S € D(z,v). Then the coalition functions vs,. and vy\s,, are given by

B z(P) Lif P=S,0
Ve (P) = {max{v(P),U(P U(N\S)) —x(N\S)}, otherwise

and

x(T) JfT=N\S,0
oms,e(T) = {max{v(T)m(T US)—=x(S)}, otherwise.

Definition 5.7.4. A collection D of subsets of N, O # N finite, is called a
near-ring of N if

SUT =N or
S, TeD=SNT=0 or
both SNT € D and SUT € D.

Lemma 5.7.5. Let (N,v) be a conver game and let x € X(N,v). Then
D(z,v) is a near-ring.

Proof: Let S,T € D(z,v). As (N,v) is convex, we obtain
e(S,z,v) +e(T,z,v) <e(SNT,z,v)+e(SUT, z,v). (5.7.8)

If both SNT # @ and SUT # N, then e(S,z,v) > e(SNT,x,v) and
e(T,xz,v) > e(SUT, xz,v). Hence, by (5.7.8), both SNT and SUT are in
D(z,v). q.e.d.

Lemma 5.7.6. Every separating near-ring D of a set N of cardinality n € N,
with the exception of {0}, contains a balanced collection of subsets of N.
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Proof: For every k € N let k = {¢ € N\{k} | Tue(N )ND = 0} U {k}
and define, for every S C N, S={k|keS} Thean{S|S€D}
is a separating near- rmg of N (see Definition 5.5. 1) In fact, D is completely
separating, that is, D N ”( ) £ for alli,j € N, i 7é j. Also, if D, C D is

a balanced collection of N and D, = {S € 2V | § € D,}, then D, C D and
D, is a balanced collection of V.

Hence we may assume that D is completely separating. Clearly, the lemma
holds for n = 1. Thus, let n > 2. For every i € Nlet D_; ={S €D |i ¢ S}
and let D* ; be the set of members of D_; which are maximal under inclusion.
As D is completely separating, each member of N \ {i} belongs to at least
one element of D*,. Furthermore, by the near-ring property, the elements of
D* . are disjoint. Thus for every player ¢ € N, D*, is a partition of N \ {i}.

We now observe that D* = (J;cy D*; is balanced. Indeed, for S € D* let

c(S)=|{ie N| S €D} Then (¢(S)/(n—1))sep- is a system of balancing
weights for D*. Clearly D* C D, so the proof is complete. q.e.d.

Theorem 5.7.7. The prekernel (for the grand coalition) of a conver game
consists of a single point.

Proof: Let (N,v) be an n-person convex game. We shall proceed by induction
on n. The case n = 1 is obvious. Thus, let n > 2. For x € X(N,v) let
p(x) = e(S,z,v) for S € D(z,v). Now, let z,y € PK(N,v). Without loss of
generality we may assume that

() < p(y)- (5.7.9)

By Lemmata 5.5.3 and 5.7.5, D(y,v) is a separating near-ring. Hence, by
Lemma 5.7.6, D(y, v) contains a balanced collection B. Let T' € B. By (5.7.9),
e(T,z,v) < p(z) < wly) = e(T,y,v). Hence, z(T) > y(T) for all T € B.
Multiplying these inequalities by the balancing weights and summing over
all coalitions of B, we obtain x(N) > y(IV), with equality occurring only
if B C D(z,v) and p(z) = p(y). By Pareto optimality of x and y equality
must occur. We conclude from the foregoing observation that there exists
S € D(z,v) N D(y,v) such that

z(S) =y(S) and (N \ S) =y(N\ 9). (5.7.10)

We now conclude from (5.7.10) and Corollary 5.7.3 that vg, = vg, and
UN\S,z = UN\S,y- By Remark 5.1.2, z,y € PM,(N,v). By Theorem 4.3.4,
PM(N,v) = C(N,v). Thus z,y € C(N,v). Therefore, by Lemma 5.7.1, the
games (S,vs,) and (N \ S,vn\g.) are convex. Invoking now the induc-
tion hypothesis we deduce that the prekernel of each of the reduced games
(S,vs,2) = ((S,vsy)) and (N \ S, UN\SQC) = ((N\S, UN\sy)) consists of a
single pomt But, by Corollary 5.2.2, #7 € PK(S,vs.) and y° € PK(S,vs.).
Hence z° = y°. Slmllarly 2\ = N\S and the proof is complete. q.e.d.
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Corollary 5.7.8. The kernel (for the grand coalition) of a conver game con-
sists of a single point.

Corollary 5.7.9. The kernel of a convex game coincides with the nucleolus
of the game.

Theorem 5.7.7 is due to Maschler, Peleg, and Shapley (1972).

5.8 The Prekernel and Syndication

We shall consider the effect of syndication on the prekernel of the following
one-parameter family of five-person markets. Let P = {1,2}, Q = {3,4,5},
N=PuUQ, m=2, a = (1,0), o’ = (0,a) for all i € P, j € Q, and
wk(x1,22) = min{z1, 72} = w(x1,z2). Then

(Na Ria (ai)iENa (w)ZGN)
is a market. The corresponding market game (N, v) is given by
v(S) =min{|SN P|,alSNQ|} for all S C N. (5.8.1)

The case a = 1/2 was considered in Section 4.6 in relation to the bargaining
set. We shall compute PK(N,v) for 0 < a < oco. By Remark 5.3.10 and
Theorem 5.5.6 the prekernel satisfies ETP and IR. Thus, if 2 € PK(N,v),
then © = (o, a, 3, 5, ) for some «, 3 satisfying

a,3 >0 and 2a + 36 = v(N). (5.8.2)

The following result is very useful.

Lemma 5.8.1. Let x = (o, «, 3, 3,0) for some a, 3 > 0 satisfying (5.8.2).
Then x € PK(N,v) if and only if D(xz,v) N Tpq # 0 and D(z,v) N Ty, # 0 for
allp € P and all ¢ € Q.

Proof: If D(z,v) N7y, # 0 and D(x,v) N Ty, # 0 for all p € P and all ¢ € Q,
then spq(x,v) = sgp(x,v) for all p € P and ¢ € Q, so sge(z,v) = sei(z, v) for
all k € N and all £ € N\ {k}. Thus x € PK(N,v) in this case. Conversely,
let x € PK(N,v), and let p € P and g € Q. As D(x,v) is separating, there
exists S € D(x,v) such that p € S and Q \ S # 0. As all members of @ are
substitutes, we may assume that ¢ ¢ S. Hence S € 7,,,. g.e.d.

Using Lemma 5.8.1 the reader may easily verify that the prekernel is given by
the following formulae:

0<a< %:PIC(N,U) ={(0,0,a,a,a)} (5.8.3)



104 5 The Prekernel, Kernel, and Nucleolus

1 1 o < 9[1;3
3 <a< §:>PIC(N, v) =< (0,0, 5,8,8)| «, 08>0, (5.8.4)
200438 = 3a
9 a <3,
5 <a< 33PK(N,0) = q(@,a,0,6,6)| «f20, (5.8.5)
20+ 306 = 3a
2 ﬁ§2(1_a)a
§<a<1:>7DICNv (,a,8,8,8)| B,a>0, (5.8.6)
20+ 36 =2
1 < a=PK(N,v) = {(1,1,0,0,0)} (5.8.7)

Now suppose that the members of () have decided to form a syndicate. Then
N; = {1,2,Q} is the new set of agents and the coalition function v; of the
new game is given by

() = 0 Jif SC Ny and Q ¢ S,
YW= min{|S N P|,3a} ,if S C Ny and Q € S.

Therefore, PIC(Ny1,v1) can easily be computed as

{(0.0.30)} ,if0
PI(Ny,vr) = {(3%4, 2% 1)} if %
Sif 5

colnel=

IA INA

2 2

{33 1}
Thus, for a > 5/6 syndication is advantageous. For 0 < a < 1/3 there is no
change in the payoff as a result of syndication, whereas for 1/3 < a < 5/6
the payoff to the syndicate is in the “upper part” of the range of the previous

payoffs. So, we may conclude that syndication is advantageous according to
the prekernel.

A NN

a
a
a

Remark 5.8.2. For a = 1/2 (the example of Section 4.6)

111 33
PIC(N,U)COIIVh{<002 3 2) <4 4000)}

and PK(Ny,v1) = {(%, 1,1)}. Thus, syndication seems advantageous. How-
ever, if we consider the nucleolus, then syndication is disadvantageous. Indeed,

111 11
v(N,v) = (0 0, 35 2) and v(Ny,v1) = (474,1). (5.8.8)

Maschler (1976) has shown that, according to the bargaining set M, syndica-
tion is advantageous. Legros (1987) investigates the relation between syndica-
tion and the nucleolus. Granot and Maschler (1997) show that the bargaining
set of (N, v) coincides with the reactive bargaining set; thus it coincides with
the semi-reactive (pre)bargaining set as well.
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Exercises

Exercise 5.8.1. Compute the prekernel when P forms a syndicate.

Exercise 5.8.2. Show (5.8.8).

5.9 Notes and Comments

(1) In view of Exercise 5.2.3 the Moulin reduced game property may not be
used to characterize the prekernel or the prenucleolus. In order to axioma-
tize these solutions we shall employ RGP, the Davis-Maschler reduced game
property, because RGP is satisfied by the core and all of the “core-based”
solutions of Exercise 5.2.3 except PMB. However, we shall also present a
characterization of the core using RGP (see Theorem 12.5.1).

(2) Let (N,v) be a strong simple game (see Definition 2.2.7) without null
players and let n = |N|. Then Isbell (1956) shows (a) that [W™| > n and (b)
that a strong simple game without null players has exactly as many minimal
winning coalitions as players if and only if it is a certain homogeneous weighted
majority game called a partition game or if it is the seven-person projective
game. Peleg (1966) showed that the kernels of partition games are star-shaped.
Hence, by Remark 5.5.16, the kernel of each strong simple game without null
players which has a minimal number of minimal winning coalitions, is star-
shaped.

(3) Sudholter (1996b) generalized Peleg’s (1966) result by showing that the
prekernel of every homogeneous weighted majority game is star-shaped. In
fact, the kernels of partition games are singletons. Also, a center of this star can
be selected by taking the member of the prekernel which is most egalitarian
with respect to some weighted Gini index.

(4) We have seen in this chapter that the prekernel has many nice proper-
ties. Nevertheless it sometimes yields counterintuitive results. The following
example is due to Davis and Maschler (1965).

Example 5.9.1. Let (N, v) be the coalitional game associated with the ho-
mogeneous weighted majority game which has (4;3,1,1,1,1) as a representa-
tion. Let R = {{1,2}, {3}, {4}, {5}}. Then

11
PK(N,v,R) =K(N,v,R) =N(N,v,R) = {(2, 2,O,O,O) } )
Thus, although 1 is much stronger than 2 in the game (N, v), the prekernel
with respect to the foregoing coalition structure dictates an equal split.

The computation of the bargaining set of the foregoing example is instructive.
Indeed,
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11 31
M(N,’U,R) = COHVh{<2,2,O,O,O> s <4,4,0,0,0>}

If Ro = {{1},{2,3,4,5}}, then

1111

Thus 1 cannot demand more than %, because 2 receives i in M(n,v,Ro).

Also, 2 cannot demand more than %, because 1 is more desirable than 2. So
the bargaining set tells us that 1 has to offer 2 a payoff ¢ satisfying i <t< % in
order to induce him to form the coalition {1,2}. Unfortunately, the prekernel

picks the “questionable” endpoint of the foregoing interval, namely t = %

The reader is referred to Davis and Maschler (1965) for a discussion of the
foregoing example which includes letters by several game theorists.

(5) Let (N,v) be a game and let X C X(N,v). The kernel of (N,v) with
respect to X, K(N,v,X), is the set of all x € X that satisfy the following
condition: If k, ¢ € N, k # ¢, and sge(z,v) < sg(x,v), then for every £ > 0
there exists 0 < § < e such that x — dx iy +xqe ¢ X. Kikuta (1997) proves
that, if

X ={x € X(N,v) | bl (N,v) <z’ <bi, (N,v) forallic N},

then K(N,v, X) = PK(N,v). By Remark 5.6.2 this result implies Theorem
5.5.10.
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The Prenucleolus

This chapter is devoted to the following three topics: (1) an axiomatization
of the prenucleolus, (2) an investigation of the prenucleolus on weighted ma-
jority games, and (3) an investigation of the modiclus of a game which is
the restriction of the prenucleolus of a certain “replicated” game. We start
with Kohlberg’s characterization of the prenucleolus by balanced collections.
In Sections 6.2 and 6.3 we present Sobolev’s characterization of the prenucle-
olus. More precisely, we prove that single-valuedness, covariance, anonymity,
and the reduced game property, completely determine the prenucleolus (on
the set of all games). We introduce a new interesting solution in order to show
that the anonymity is independent of the remaining axioms. An outline of a
generalization of Sobolev’s characterization to games with coalition structures
is given in Section 6.4.

In Section 6.5 we study the prenucleolus of strong weighted majority games
and prove that the prenucleolus induces a representation. Also, under suitable
additional conditions, minimal and minimum integral representations can be
derived from the prenucleolus.

In Section 6.6 we introduce a further interesting solution. The modiclus of a
game with coalition structure is obtained by lexicographically minimizing the
differences of excesses. It is shown that the modiclus has many properties in
common with the prenucleolus. All results of Section 6.5 apply as well to the
modiclus, because this solution is the prenucleolus on constant-sum games.
Also, some of the results can be generalized to arbitrary weighted majority
games.
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6.1 A Combinatorial Characterization of the
Prenucleolus

In this section we prove Kohlberg’s (1971) result on the characterization of
the prenucleolus by balanced collections.

Theorem 6.1.1. Let (N,v) be a game and let x € X (N,v). Then x = v(N,v),
if and only if, for every a € R, D(a,x,v) # O implies that D(a,x,v) is a
balanced collection over N.

Proof: Sufficiency. Let o € R be such that D(a, x,v) # (). Also, let y € RV
satisfy y(N) = 0 and y(S) > 0 for all S € D(a,z,v). By our assumption
D(a, x,v) is balanced. Hence, there exist dg > 0, S € D(a, x,v), such that

> dsxs = xn- (6.1.1)

SeD(a,xz,v)

Taking the scalar product of both sides of (6.1.1) with y we obtain

S Gsy(S) = y(N) = 0.

SeD(a,z,v)
Therefore y(S) = 0 for every S € D(«,x,v). Thus, = has Property I (see
Definition 5.2.5). By Theorem 5.2.6, © = v(N,v).

Necessity. Assume that £ = v(N,v). By Theorem 5.2.6, x has Property L.
Let « € R such that D(«, x,v) # (). Consider the linear programming problem

max ZSED(a,fc,v) y(S) (6 1 2)
subject to —y(S) <0, S € D(«a,z,v) and y(N) = 0. o

The linear program (6.1.2) is feasible and its value is 0. Hence, its dual is
feasible, that is, there exist 8g > 0, S € D(«, z,v) and By € R such that

- ). Bsxs+Bvxn= P>, Xs-

SeD(a,z,v) SeD(a,xz,v)
Hence BNXN = Y sep(aww)(l+ Bs)xs. As 1+ Bs > 0 for S € D(a,z,v),
By > 0 and D(a, z,v) is balanced. q.e.d.

The following lemma is useful. If X C Y for some linear space Y, then (X)
denotes the linear span of X.

Lemma 6.1.2. Let O # N be a finite set and let D be a balanced collection
over N. If T C N satisfies x1 € ({xs | S € D}), then DU{T} is balanced.

The straightforward proof of Lemma 6.1.2 is left to the reader (see Exercise
6.1.2). Theorem 6.1.1 and Lemma 6.1.2 imply the following result.
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Corollary 6.1.3. Let (N,v) be a game, let x € X(N,v), and pq > -+ > fip
be given by {e(S,z,v) | S C N} = {p1,...,pup}. Let 1 < g < p be such that
{xs | S € D(ug,z,v)}) = RN. Then z = v(N,v) if and only if, for every
1=1,...,q, D(p;, x,v) is balanced.

Exercises

Exercise 6.1.1. Let (N,v) be a game satisfying I(N,v) # (), and let = €
I(N,v). Then {z} = M(N,v) (see Remark 5.1.12) if and only if the follow-
ing condition is valid for every a € R: If D(«a,z,v) # 0, then there exists
E(a,z,v) C{{j}|j € N and 27 = v({j}} such that D(a, z,v) UE(a, z,v) is
balanced (see Kohlberg (1971)).

Exercise 6.1.2. Prove Lemma 6.1.2.

Exercise 6.1.3. Let (N,v’) be the game defined in Remark 4.5.5. Show that
v(N,v') =0 e RV,

Exercise 6.1.4. Let (N,v) be a game such that v(S) € Q for every S C N.
Show that every coordinate of x = v(N,v) is also rational. (Verify that every
balanced collection over N has a system of rational balancing weights and
show that x(S) € Q for all S C N by applying Theorem 6.1.1 recursively to
the different D(a, z,v).)

6.2 Preliminary Results

We shall now prove some combinatorial lemmata which will be used in the
characterization of the prenucleolus. The axiomatization itself will be given
in the next section.

Definition 6.2.1. A coalitional family is a pair (N, (Be)ecr) where (i)
N and L are finite nonempty sets, (i) By C 2V for every £ € L, and (iii)
BeNBep- =0 if £ £ 0%, 0,0 € L.

Definition 6.2.2. Let H = (N, (B¢)ecr) be a coalitional family. A permu-
tation m of N is a symmetry of H if for every { € L and every S € By,
m(S) € By. H is transitive if for every pair (i,j) € N x N there exists a
symmetry ™ of H such that w(i) = j.

Remark 6.2.3. A coalitional family is transitive if and only if its symmetry
group is transitive.

Notation 6.2.4. If N is a finite set, i € N, and B C 2%V, then we denote
B ={SeB|iecS}.
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Lemma 6.2.5. Let (N,B) be a coalitional family. If there exists k € N such
that

|Bi| = k for every i € N, (6.2.1)
B # B ifi#3j, i,j €N, and (6.2.2)
n = (}) where n = |N| and t = |B|, (6.2.3)

then (N, B) is transitive.

Proof: Let B = {B* C B | |B*| = k}. By (6.2.3), |B| = n. Hence, by (6.2.1)
and (6.2.2), B={B'|i € N}. Now, if * : B — B is a permutation of B, then
7* has the following properties:

(1) If B* € B, then ©*(B*) € B.

(2) If By, By € B and By # By, then 7 (By) # 7 (B,).

Therefore, 7* induces a permutation on B which, in turn, induces a permuta-
tion m on N. More precisely, 7 is defined by

m(i) = j if 7*(BY) =B, i,j € N. (6.2.4)

We shall now prove that 7 is a symmetry of (N, B), that is, S € B implies
that 7(S) € B. Let S € B and let B be defined by

B®={B*cB|SecB}

By the definition of B, |BS| = (}:11) We now prove that |S| = [BS|. Indeed,
if i € S then S € B’ and, therefore, B € BS. Conversely, if B e ES, then
S € B* and, thus, i € S. Hence the mapping S — B, i — B’ is a bijection.

We conclude that all the members of B have the same number (2:11) of ele-
ments. Therefore {S} = (. _¢ B. Hence, by (6.2.4),

€S
N B =B =7 <ﬂ Bi> = {7*(9)}. (6.2.5)
jen(s) i€S icS

By (6.2.5), w(S) C n*(S). As 7*(S) € B, |7*(S)| = |S| = |=x(5)|. Thus
7(S) = n*(S) for all S € B and 7 is a symmetry of (N, B).

To complete the proof let i, j € N. Clearly, there is a bijection 7* of B such
that 7*(B) = B7. If 7 is defined by (6.2.4), then 7 is a symmetry of (N, B)
satisfying 7 (i) = j. Thus, (N, B) is transitive. q.e.d.
Definition 6.2.6. Let H; = (N;, (Bi¢)eer;), © = 1,2, be coalitional families.
The product of Hy and Hs is the coalitional family
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H" = (N*» (Bfi,e))(i,e)eu)
defined by
N* = N} x Na,
L* = {(1,0) | € Li} U{(2,0) | £ € Lo},
BEFM) ={SCN*|S=Tx Ny for someT € By} for all ¢ € Ly,
Bloyy ={SCN*[S=Ni xT for someT € Bz} for all £ € Lo.

Lemma 6.2.7. The product of two transitive coalitional families is itself a
transitive coalitional family.

Proof: Let H; = (N,, (B

ilies and let H* = (N (B G, z)) M)eL*) be the product of H; and Hsy. If
(i1,4%), (47, 45) € N* = Ny X No, then there exist symmetries m of H; and o
of Hy such that 7; (i) = j¥, i = 1, 2. Now define a permutation 7* : N* — N*
by 7*(i1,i2) = (71(i1), m2(i2)). By Definition 6.2.6, 7* is a symmetry of H*.
Clearly, 7*(i1,i3) = (47, j5). Thus, H* is a transitive coalitional family. q.e.d.

i0)eer;), ¢ = 1,2, be two transitive coalitional fam-

Remark 6.2.8. Definition 6.2.6 and Lemma 6.2.7 can be generalized by
induction to any finite number of coalitional families.

Lemma 6.2.9. Let H = (N, (Br)eer) be a coalitional family which satisfies
Uper Be =2 and |L| > 1. Let { € L. Then M is transitive if and only if the

coalitional family H, = (N, (B[)geL\{Z}> is transitive.

Proof: The proof follows from the observation that a permutation of N is a
symmetry of H if and only if it is a symmetry of H.,. q.e.d.

Let U be a set of players and let, as usual, I, be the set of games with player
sets contained in U.

Definition 6.2.10. A solution o on a set I' C I, of games is single-valued
(SIVA) if |o(N,v)| =1 for every (N,v) € I'.

Lemma 6.2.11. Let o be a solution on Iy. If o satisfies SIVA, COV, and
RGP, then o also satisfies PO.

Proof: Let ({i},v) € Iy be a one-person game. If v({i}) = 0, then, by COV,
o({i},0) = 0({i},2-0) = 20({i},0).
Hence o({i},0) = {0}. Again by COV,
o({i},v) = o({i},0 +v) = o({i},0) + v({i}) = {v({i})}

and PO is satisfied. Now let (/NV,v) be an n-person game and assume that
n > 2. Let x € o(N,v) and i € N. The reduced game ({i},v;} ) is a one-
person game. By RGP, 2 € o({i},v{s},2). Hence, by the definition of the
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reduced game, & = vy . ({i}) = v(N) — (N \ {i}). Thus 2(N) = v(N) and
the proof is complete. q.e.d.

Exercises

Exercise 6.2.1. Let N be a finite set with at least two members. Show that
(N, B) satisfies (6.2.1) - (6.2.3) (1) if B is the set of all one-person coalitions
and (2) if B is the set of all n — 1-person coalitions.

Exercise 6.2.2. Let |N| = 6. Describe all coalitional families (IV,B) that
satisfy (6.2.1) - (6.2.3).

6.3 An Axiomatization of the Prenucleolus

Let U be a set of players and I, be the set of all games whose set of players
is contained in U.

Theorem 6.3.1 (Sobolev (1975)). Let U be infinite. Then there is a unique
solution on Iy that satisfies SIVA, COV, AN, and RGP, and it is the prenu-
cleolus.

Proof: Step 1. By Theorem 5.1.14 the prenucleolus satisfies SIVA. COV
and AN follow from Exercise 5.1.2. Finally, by Corollary 5.2.8, the prenucle-
olus also satisfies RGP. Thus it remains to prove the uniqueness part of the
theorem.

Step 2. Let o be a solution on I, that satisfies SIVA, COV, AN, and RGP, let
(N,v) € Iy and let © = v(N,v). We have to prove that o(N,v) = {z}. Define
(N,w) by w(S) = v(S) —x(S) for every S C N. By COV of the prenucleolus,
v(N,w) =0 € RY. By COV of g, it is sufficient to prove that o(N,w) = {0}.
Thus, we shall consider the game (N, w).

Step 3. Let {w(S) | S C N} ={p,..., pp} where gy > --- > p,. We denote
B = D(pi,0,w) (={S CN|w(S)>pu,}) foral k=1,...,p.

By Theorem 6.1.1, By is a balanced collection on N for £ = 1,...,p. Let
1 <k < p. As By is balanced there exist balancing weights dg > 0, S € By,
such that

D bsxs = xn- (6.3.1)
SEBy

These numbers dg, S € By, can be chosen to be rational. By (6.3.1) there exist
natural numbers m and mg, S € By, such that §g = mg/m. Hence we obtain
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Z mg =m for every i € N (6.3.2)
SeBi
(see Notation 6.2.4). We denote t = g 5 ms.

We shall say that two players i, j € N are equivalent with respect to By, if B, =
Bi.. Let H; be the equivalence class of player i € N and let r = max;en |H;l.

Now we shall associate with (V, B) a new coalitional family (N}, B}). First,
a set Nj is chosen such that N C Nj and |Nj| = r(!). Then Bi will be
constructed in the following way. For each pair (S,q), where S € By and
1 < g < mg, there will be a set T§ , € By. That is,

By ={T5,1S € B,1<qg<ms}.

Moreover, the following conditions will be satisfied:

T5,NN = S forall S € By and 1 < ¢ < mg; (6.3.3)
’B,’:’| =m for every i € N} ; (6.3.4)
|H}| = r for every i € N}. (6.3.5)

Here H = {j € N; | B;' = B;’}. The actual construction of B is obtained
by specifying the sets B;" for i € N}i. First, if ¢ € N then

i € T4, if and only if i € S. (6.3.6)

By (6.3.6), (6.3.3) is satisfied. Also, by (6.3.2), (6.3.4) is satisfied for i € N.
Finally, by the definition of r, |H;| = |H} N N| < r for every ¢ € N. Now we
consider the members of N \ N. As [N}| =r(!) and t = > sep, Ms, it is
possible to add each i € N\ N to m coalitions such that (6.3.5) is satisfied.

Let i € Nj. Then |Bf'| = m and |H;| = r. Thus the number of different
equivalence classes is ()} ), the maximum possible. Therefore the sets T3 ,, S €
B, 1 < g <mg, are distinct. Hence, |B;| = t.

Step 4. We shall prove that (N;, B;) is transitive. Let N, = {H} | i € N;'}
and let B
B, ={{H; |ieS}|SeB}

Then, as the reader may easily verify, (]vk, gk) satisfies all the conditions of
Lemma 6.2.5. Thus (N, By) is transitive. As |H;| = r for every i € N,
(Ng, By) is transitive.

Step 5. Thus, for every k£ = 1,...,p, we have a transitive coalitional family
(Ng, Bf). We denote the product of the foregoing families by

H= (N, (EZ)EG{L...,;D}) :

By Definition 6.2.6, N = [Th_, N; and, for every k =1,...,p,
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By={SCN|S=Njx---xNj_, x 8 x Nigiq x - x Ny for some S€Bj}.

By Lemma 6.2.7, H is transitive. Define gp—&-l = oW \ Uy Bi. By Lemma

.....

Using the coalitional family H we define (ﬁ ,W) by the following rules:

0,ifS=0orS=N,
W(S) =< g ,if S € By \ {0, N} for some k=1,...,p,
up,ifSGBpJ,.l\{@,N}.

As H is transitive, the symmetry group of (f\? , W) is transitive (see Definition
2.1.15). As U is an infinite set, there is an injective mapping 7 : N — U such
that m(i,...,i) = i for every i € N. Let M = n(N) and @ = x@. The game
(M, w) is isomorphic to (J/\i', W) (see Section 2.3). Then, clearly, the symmetry
group of (M,u) is transitive.

Now we shall prove that o(M,u) = {0}. Indeed, by SIVA there exists z € RM
such that o(M,u) = z. By AN and the transitivity of the symmetry group
2zt = 27 for all i,j € M. Also, by Lemma 6.2.11, o satisfies PO. Hence 2" =
u(M)/|M| = 0 for every i € M.

Step 6. Let u = Uy,0. By RGP, o(N,u) = {0}. Hence it remains to prove
that u = w. Let § = 7~1(5) for every S C N. Then

u(S) = wg o(S) for every S C N (6.3.7)

(see Exercise 6.3.1). Hence u(S) = w(S) if S =0 or S = N. Now, let § # S G
N. Let k € {1,...,p} such that w(S) = py. Hence S € By. By (6.3.3) there
exists T € B such that T* NN = S. Let

§:N{*><-~-><N,j_1><T*><N,;‘+1><~-~><N;.
Then S C S and Q =S\ S C N\ N. Also, by (6.3.7),

~ ~

u(S) 2 w(SUQ) = pr = w(S).

v

In order to prove the opposite inequality, that is, u(S) < w(S), let Q C N\N
and let § = SUQ. It remains to show that @(S) < w(S). Let h € {1,...,p+1}
such that § € By. If h = p + 1, then @(5) = tp < w(S). If h < p, then there
exists T™ € B}, such that

q * * * * *
S=Ny XX Np_y XTI X Ny X0 X N

Then S =T* N N, so S € By,. Hence, w(S) > up, = w(S). q.e.d.
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The following examples show that the axioms SIVA and COV are each logi-
cally independent of the remaining axioms. The prekernel satisfies COV, AN,
and RGP, but it violates SIVA, as four-person games show. The equal split
solution (see Example 5.4.6) satisfies SIVA, AN, and RGP, but it violates
COV. In Chapter 8 (Remark 8.3.3) we shall show that RGP is independent of
the remaining axioms. The independence of AN is shown in Subsection 6.3.2.

Remark 6.3.2. Theorem 6.3.1 remains true, if [U/| < 3. Indeed, the proof
of Lemma 6.2.11 shows that any solution that satisfies SIVA, COV, AN, and
RGP coincides with the prekernel on games with at most three persons. By
Exercise 5.4.2 the prekernel and the prenucleolus coincide for any three-person
game.

Remark 6.3.3. Theorem 6.3.1 does not hold, if 4 < |U/| < oo. Indeed, in
this case there exists a game (U,v) and z € PK(U,v), = # v(U,v), such
that % = v(S,vs,) for every § # S S U (see Exercises 6.3.2 and 6.3.3).
Now we define o(N,w) as follows: If N = U and if (U, w) is isomorphic to a
game which is strategically equivalent to (U, v), that is, if w = w(av + ) for
some permutation 7 of U, some a > 0, and some 3 € R, then let o(U,w) =
{m(azx + B)}. Otherwise, let o(N,w) = PN (N,w). Then o satisfies SIVA,
COV, AN, and RGP.

Remark 6.3.4. Note that SIVA and AN imply ETP. Orshan (1993) shows
that AN in Theorem 6.3.1 can be replaced by ETP. For 4 < |U| < oo let
(U,v) and o be defined as in Remark 6.3.3 and let & on I7; be defined
by o(U,w) = o(U,w) if (U,w) is strategically equivalent to (U,v), and by
a(N,w) = PN (N,w) otherwise. Then & satisfies SIVA, ETP, COV, and RGP,
and violates AN. Hence, Orshan’s axioms are weaker than Sobolev’s axioms.

6.3.1 An Axiomatization of the Nucleolus

This subsection is devoted to an axiomatization of the nucleolus (see Definition
5.1.11). Let (N, v) be a game, let ) # S C N and let x € RY. The imputation
saving reduced game (S,Vs ) with respect to S and «x is defined as follows: If
|S] =1, then vg, = vg . If |S] > 2, then

T.a(T) = vs.4(T) ,if T C S and |T| # 1,
Y52\ )= min{a?, vs . ({1}, if T = {4} for some j € 8.

Remark 6.3.5. If z is an imputation of (N,v) (that is, z € I(N,v)), then
J]S S I(S, 55}1).

Definition 6.3.6. Let I' C I, be a set of games. A solution o on I' satisfies
the imputation saving reduced game property (ISRGP) if for every
(N,v) € I' and for every ) # S C N the following condition is satisfied: If
x € o(N,v), then (S,0s.) € I' and 2° € 0(S,Vs.4)-
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Let I, = {(N,v) € Iy | I(N,v) # 0}. We consider the nucleolus on I}..
Lemma 6.3.7. The nucleolus satisfies ISRGP on FLI,.

Proof: Let (N,v) € I}, 0 # S C N, let = be the nucleolus of (N,v), and let
U = Vg,. In order to show that zg is the nucleolus of (S,u) we may assume
that |S| > 2. For every B C 2V \ {}} denote

BS={TnS|TeB}\ {0}

It is straightforward to prove that (a) if B is balanced (over N), then B° is
balanced (over S), and (b) if B\ {S} # 0, then B is balanced iff B\ {S} is
balanced. Now, let o € R such that D(a, 2, u) # 0. Then, by Exercise 6.1.1,
there exists £ C {{j} | j € N,z = v({j})} such that DUE is balanced, where
D =D(a,z,v). If

& ={{j} eD%(ay,z,v) |j€S}tand E(a, 2%, u) = E UET,
then £(a, x5, u) € ({7} | § € 5,29 = u({j})} and
DI\ {S} = (D(a, 2%, u) \ {S}) UE".

Hence, (D5 U &%)\ {S} = (D(a, 2%, u) UE(a, 2%, 1)) \ {S} and (a), (b), and
Exercise 6.1.1 complete the proof. q.e.d.

Remark 6.3.8. If o is a solution on a set I of games that satisfies SIVA,
COV, and ISRGP, then o satisfies PO.

The easy proof of this remark is similar to the proof of Lemma 6.2.11 and,
hence, it is left to the reader (Exercise 6.3.4). Now we are ready to prove the
characterization of the nucleolus which is similar to Theorem 6.3.1.

Theorem 6.3.9. Let U be infinite. Then there is a unique solution on I}
that satisfies SIVA, COV, AN, and ISRGP, and it is the nucleolus.

Proof: The nucleolus satisfies STVA and ISRGP by Remark 5.1.12 and Lemma
6.3.7. Clearly, it satisfies AN and COV. In order to prove the uniqueness part
let o be a solution on I}, that satisfies SIVA, COV, AN, and ISRGP. We
continue as in the proof of Theorem 6.3.1 and we only indicate the necessary
modifications to that proof. In Step 2, now x has to be the nucleolus of (N, v).
In Step 3, we redefine the sets Bj as follows: By Exercise 6.1.1, for every
k=1,...,p there exists & C {{j} | j € N,z = w({j})} such that

B = D(uk,O,w) U &g

is balanced. In Step 5, o satisfies PO now by Remark 6.3.8. Finally, a careful
inspection of Step 6 shows that u(S) = w(S) for every S C N satisfying
|S| # 1, because the imputation saving reduced game may differ from the
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reduced game only on one-person coalitions. Furthermore, the reader may
convince himself that u({j}) = w({j}), j € N, because w({j}) <0. q.e.d.

Theorem 6.3.9 is due to Snijders (1995).

Remark 6.3.10. The bargaining sets M, M,., M, and the kernel satisfy
ISRGP on I3}, but none of these solutions (see Snijders (1995) and Sudhélter
and Potters (2001)) satisfies the converse imputation saving reduced game
property (which arises from CRGP by replacing reduced games by imputation
saving reduced games).

6.3.2 The Positive Core

In this subsection a further solution is briefly discussed and used to show that
AN is independent of the other axioms used in Theorem 6.3.1.

Definition 6.3.11. Let (N,v) be a game and let v = v(N,v). The positive
core of (N,v), denoted by C4(N,v), is defined by

C+(N,v) ={z € X(N,v) | e(S,z,v) < (e(S,v,v))+ for all S C N}.

Remark 6.3.12. Let (N, v) be a game. Then C4(N,v) can be reached sim-
ilarly as PN (N,v) by successively minimizing the excesses. The only differ-
ence is that this procedure is only applied as long as the excesses are positive.
Hence, the positive core can be computed similarly to the prenucleolus by a
sequence of linear programs following Remark 5.1.15 as long as the excesses
are positive. Note that C; (N, v) is a convex polytope.

Remark 6.3.13. C(N,v) = C4(N,v) for every balanced game (N, v). Also,
v(N,v) € C4(N,v) for every game (N, v).
The easy proof of Remark 6.3.13 is omitted.
Theorem 6.3.14. The positive core on Iy satisfies NE, AN, COV, RGP,
and RCP.
Proof: NE is implied by Remark 6.3.13, AN and COV are straightforward.
Let (N,v) be a game and = € X(N,v). We claim that € C1(N,v) if and
only if for all @ > 0 and y € RY satisfying y(N) = 0,

y(S) > 0 for all SeD(a,z,v) = y(S) =0 for all SeD(a, z,v). (6.3.8)
Indeed, the proof of the foregoing claim is similar to the proof of Theorem
5.2.6 and, hence, it is omitted.

The proof of RGP differs from the proof of Theorem 5.2.7 only inasmuch as
a € R and Property I have to be replaced by @ > 0 and (6.3.8).
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In order to show RCP, let x € C4(N,v), let 0 # S C N, let y € C+(S,vs.4),
let z = (y,2V\9), and let T C N. It remains to show that e(T,z,v); =
e(T,z,v)+. UTNS=0or SCT, then z(T'NS)=y(TNS) and, hence, the
proof is complete. Assume now that ) 2 T NS # S. Let @ C N\ S such that
v5(TNS)=v(TNSHUQ) —2(Q). If e(T N S, 2%, vg,,) > 0, then, by RGP,
y(TNS) = z(TNS) and, hence, e(T, z,v) = e(T,z,v). If e(TNS, 2%, vs,) <0,
then, by RGP, e(T'NS,y,vs,,) < 0 and, thus, (T, z,v) < 0 and e(T, z,v) < 0.

q.e.d.

Assume that |[U| > 2. We are now ready to construct a solution o which
satisfies SIVA, COV, and RGP, and which violates AN. Select any total order
relation = of U. For (N,v) € I, define

o(N,v) ={x € CL(N,v) | & =ep y for all y € CL(N,v)},

where >, is the lexicographic order induced by >, that is, if N C U/ and
T,y € RN, then z =, y is defined by

i € N, y* > z' = there exists j € N such that 27 > ¢/ and j > i.
Lemma 6.3.15. The solution o satisfies SIVA, COV, and RGP.

Proof: By Remark 6.3.12 and Theorem 6.3.14, o satisfies SIVA and COV.
Let (N,v) € Iyq, y € RN, ) # 8 C N, and z € R If z >, v°, then
(2, y™\%) =1esr y. Let now {z} = o(N,v). Then z% € C,(S,vs.) by RGP of
C.. Hence, by RCP of Cy, 2° € 0(S,vs,,). Thus o satisfies RGP. q.e.d.

Finally, we show by means of an example that ¢ does not satisfy AN. Indeed,
let (N,v) € Iy be a 0-1-normalized game, that is, |[N| = 2, v(S) = 0 for
S S N and v(N) = 1. Then (N,v) is symmetric. For simplicity assume that
N = {1,2} such that 2 > 1. Then C4(N,v) = convh {(1,0),(0,1)} and,
hence, o(N,v) = {(0,1)} and o satisfies neither AN nor ETP.

Theorem 6.3.14 and Lemma 6.3.15 are due to Sudhélter (1993). The expression
“positive core” is due to Maschler (see Orshan (1994)).

Exercises

Exercise 6.3.1. Let (N,v) be a game, let # : N — N’ be a bijection, let
) #£S C N, and let € RN. Prove that “reducing commutes with taking
isomorphic games”, that is, (70)r(s),x(z) = T(Vs,2)-

Exercise 6.3.2. Let N = {1,...,n} for some n > 4. Let (N,v) be the
coalitional game associated with the weighted majority game which has a
representation (A\;m) given by A =n — 1 and
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(LH n=1 1,...,1),if n is odd,

2 02
S——
n—2
m: . .
(5.%,1,...,1) ,ifnis even.
——
n—2

Show that v(N,v) =m/(2n — 2).

Exercise 6.3.3. Let (N,v) be defined as in Exercise 6.3.2, let
= (1/2,1/2,0,...,0) € RY,

and let () # S S N. Show that v(S,vs.) = z°.

Exercise 6.3.4. Prove Remark 6.3.8 (see Snijders (1995)).

6.4 The Prenucleolus of Games with Coalition
Structures

Let U be a set of players and let Ay be the set of all games with coalition
structures whose players are members of U.

Theorem 6.4.1. Let (N,v,R) € Ay and let v € X(N,v,R). Then © =
v(N,v, R) if and only if, for every a € R, D(cv, x,v)UR is a balanced collection
over N.

The proof of Theorem 6.4.1 is similar to the proof of Theorem 6.1.1. Hence
the proof is omitted.

Definition 6.4.2. A coalitional family with coalition structure is a
triple (N, (Be)eer, R) where (i) N and L are finite nonempty sets, (ii) By C 2V
forevery £ € L, (ii) BeNBe= = 0 if £ £ €%, £,0* € L, and (iv) R is a coalition
structure for N.

Definition 6.4.3. Let H = (N, (B¢)eer, R) be a coalitional family with coali-
tion structure. A permutation m of N is a symmetry of H if (i) for every
¢ e L and every S € By, w(S) € By, and (ii) n(R) = R for every R € R. H is
transitive if for every set of partners {i,j} € P(R) there exists a symmetry
7w of H such that w(i) = j.

Lemma 6.4.4. Let (N,B,R) be a coalitional family with coalition structure,
let R={R1,...,R.} wherer =|R|, and let n; = |R;|, j =1,...,r. If there
evists k; € N, j=1,...,r such that

|BY| = k; for every i € R;, (6.4.1)
Bt #£B"ifi#h, i,h€R;, j=1,...,r, and (6.4.2)
nj=(p) wheret=|B|, j=1,...r (6.4.3)

then (N, B, R) is transitive.
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The proof of Lemma 6.4.4 is similar to that of Lemma 6.2.5 and, hence, it is
omitted.

Definition 6.4.5. Let H; = (Ni, (Bi)eer,,Ri), @ = 1,2, be two coalitional
families with coalition structures. The product of Hy and Hs is the coalitional
family

H* = (N*, (Ba,z))(i7€>€L*’R*> ’

where (N*’(Ba,e))(il)eL*) is the product of (N;, (Bie)eer,), ¢ = 1,2, and
R* = R1 X Rq s defined by

R* :{R1 X Ro | Ri € R1 and Ry ERQ}.

Lemma 6.4.6. The product of two transitive coalitional families with coalition
structures is itself a transitive coalitional family with coalition structure.

The proof of Lemma 6.4.6 is similar to that of Lemma 6.2.7

Lemma 6.4.7. Let o be a solution on Ay. If o satisfies SIVA, COV, and
RGP, then o also satisfies EFF.

The reader may prove Lemma 6.4.7 by following the steps of the proof of
Lemma 6.2.11.

Using the lemmata of this section and the proof of Theorem 6.3.1 the following
theorem can be proved.

Theorem 6.4.8. Let |U| = oco. Then there is a unique solution on Ay that
satisfies SIVA, COV, AN, and RGP, and it is the prenucleolus.

6.5 The Nucleolus of Strong Weighted Majority Games

Let ¢ = (N,W) be a simple game and let G = (N,v) be the associated
coalitional simple game. Let y € RY. We denote

= = i S). 6.5.1

a(y 9) = aly) = juin y(S) (6.5.1)

We say that y is a representation of g, if (¢(y);y) is a representation of ¢ (see

Definition 2.2.11). Also, x € X(N,v) is a normalized representation of g if
(¢(x); z) is a representation of g.

Remark 6.5.1. If g is a strong simple game, then its associated coalitional
game G is a superadditive constant-sum game and I(N, v) # ) (see Subsection
2.2.3).

Lemma 6.5.2. An imputation x € I(N,v) is a normalized representation of
a strong simple game g if and only if g(x) > 1/2.
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Proof: Necessity. If x is a normalized representation of g, then z(S) > 1/2
for every S € W, because g is proper. Hence ¢q(z) > 1/2.

Sufficiency. Let x € I(N,v) satisfy ¢(x) > 1/2. If S € W, then z(S) > ¢(x).
Conversely, if x(S) > q(x), then 2(N\S) < 1—¢q(x) < g(z). Hence N\S ¢ W.
As g is strong, S € W. Thus, z is a normalized representation of g. q.e.d.

Let (N, W) be strong. By Corollary 5.5.11, N'(N,v) = PN(N,v). We write
NN, W) =N(N,v) = {v(N,W)}.

Lemma 6.5.3. Let g be strong, let v = v(N, W), and let x € I(N,v). Then
q(v) = q(x).

Proof: For y € I(N,v) let u(y) = maxgcn e(S,y,v). Then u(y) =1 —q(y),
so 1 —gq(x) >1—¢q(v). Thus, q(x) < q(v). q.e.d.

Theorem 6.5.4. The nucleolus of a strong weighted majority game g is a
normalized representation of g.

Proof: Let « € I(N,v), where (N, v) is the associated coalitional game, be a
normalized representation of g. By Lemma 6.5.2, g(x) > 1/2, and by Lemma
6.5.3, ¢(v(N,v)) > q(x). Hence v(N,v) is a normalized representation of g by
Lemma 6.5.2. q.e.d.

Theorem 6.5.5. Let g = (N, W) be a strong homogeneous weighted magjority
game (see Definition 2.2.13) and let G = (N, v) be the associated coalitional
game. Then the nucleolus v = v(g) of g is the unique normalized homogeneous
representation of g which assigns a zero to each null player of G (see Definition

4.1.16).

Proof: Denote by D the set of null players of G. Let y be a normalized
homogeneous representation of g which satisfies y* = 0 for all i € D. As y is
homogeneous,

y(S) = q(y) for all S € W™. (6.5.2)
Let

Y ={z € I(G) | #(S) > q(y) for all S € W™ and x' = 0 for all i € D}.

By Lemma 6.5.3, q(v) > q(y). Also, by RE of PA/, v* = 0 for all i € D. Hence,
v € Y. Assume that v # y. Then Y has an extreme point z such that z # y.
By (6.5.2) there exists j € N \ D such that 2/ = 0. As j is not a null player
and z is a representation of G by Lemma 6.5.2, the desired contradiction has
been obtained. q.e.d.

Remark 6.5.6. A vector € RY satisfying > 0 is a representation of the
strong simple game g = (N, W) if and only if ¢(x, g) > x(N)/2.

Lemma 6.5.2 implies Remark 6.5.6.
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Definition 6.5.7. A representation w of a weighted majority game g is an
integral representation, if w® € NU{0} for alli € N. Let w be an integral
representation of g. Then w is a minimal integral representation if there does
not exist any integral representation w, of g such that w, < w. If w < w,
for every integral representation w, of g then w is a (the) minimum integral
representation of g.

Let g = (N, W) be a strong simple game and v the nucleolus of g. By Exercise
6.1.4, v has rational coordinates.

Notation 6.5.8. Let v.(g) = v, be defined by v = v, /v.(N), where the
vl, v € N, are integers whose greatest common divisor is 1.

If g is a strong weighted majority game, then v, is a representation of g. The
following theorem provides a simple criterion for the minimality of v,.

Theorem 6.5.9. Let g = (N, W) be a strong simple game. Then v, = v.(g)
is a minimal integral representation of g if and only if v.(N) = 2q(v.) — 1.

Proof: By Remark 6.5.6 we may assume that g is a weighted majority game.
As v, is a representation of g, v.(N) < 2¢(v.) — 1 by the same remark. If
v.(N) < 2q(vs) — 1, then let k € N satisfy v¥ > 0. Then x € RV, defined
by ¥ = vF — 1 and ' = v for all i € N \ {k}, is an integral represen-
tation by Remark 6.5.6; hence v, is not a minimal integral representation.
Thus, let v.(N) = 2¢(v.) — 1 and assume, on the contrary, that v, is not
a minimal integral representation. By Remark 6.5.6, there exists a minimal
integral representation y, satisfying y. < v, and y.(N) < v.(N). Clearly,
y«(N) = 2q(y.) — 1 and, thus, ¢(y.) < q(v«). Let y = y./y.(N). Then

(ys) q(vs)
a\y) = = q(v«),
) 2q(ys) —1 = 2q(vs) — 1 ()
which contradicts Lemma 6.5.3. q.e.d.

An example of a strong weighted majority game g for which v.(g) is not a
minimal integral representation is given in Peleg (1968). However, if g is also
homogeneous, then v, is a minimum integral representation. This claim will
now be proved.

Lemma 6.5.10. Let g = (N, W) be a strong simple game. If i € N is not a
null player, then there exist S, T € W™ such that {i} =SNT.

Proof: As ¢ is not a null player, there exists S € W™ such that i € S. As g
is strong,

N\S¢Ws (N\S)u{il. (6.5.3)

Hence there exists T' C (N \ S) U{i} such that T € W™. By (6.5.3),i € T, so
1eSNT. q.e.d.
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For S € N we denote S¢ = N\ S. For y € RY and S,7 C N the following
equality holds:
y(S) —y(5°) +y(T) —y(T°)

y(SNT)=y(S°NT) + 5 . (6.5.4)

Lemma 6.5.11. Let g = (N, W) be a strong weighted majority game and let
x be a representation of g which satisfies the following conditions:
(1) If i € N is not a null player, then there exist S,T C N such that

{i}=85NT and x(S) = z(T) =2(S°) + 1 = z(T°) + 1. (6.5.5)

(2) If i is a null player, then z* = 0.
Then x is a minimum integral representation of g.

Proof: First we show that z is integral. Assume the contrary and let ¢ be
the smallest non-integer weight. By Condition 2, i is not a null player. Hence
there exist S,T C N which satisfy (6.5.5). By (6.5.4), z(S°NT¢) = z* — 1,
which contradicts the choice of 7. Thus, x is integral.

In order to prove that x is a minimum integral representation, assume, on the
contrary, that there exists an integral representation y of ¢ such that ¢/ < 27
for some j € N. Choose ¢ € N such that
! :min{xq Yy’ <xz,€€N}.
Then z' > 0 and, hence, i is not a null player. Let S,T C N satisfy (6.5.5).
By (6.5.4), z(S°NT°) = 2" — 1. By the choice of 1,
y(SCNT) > x(S°NT) and y* < ' — 1.

Hence y' < y(S¢ N T¢). By (6.5.5), S,T € W. Hence y(S) > y(S°) and
y(T) > y(T°). Thus, by (6.5.4),

y(5) = y(S%) +y(T) — y(T°)

Y =y(SNT)=y(S°NT°) + 5

>y(S°NTe)

and the desired contradiction has been obtained. q.e.d.
Theorem 6.5.12. Let g be a strong homogeneous weighted majority game

and v =v(g). Then v, is a minimum integral representation of g.

Proof: Let g = (N, W) and define v = v/(2¢(v) — 1). If S € W™, then

Siay . 4W) Sieey - L—aW)
v(S) = ) =1 and 7(S¢) = 2%40) -1’

so U(S) = v(5°) + 1. By Lemma 6.5.10, ¥ satisfies Condition 1 of Lemma

6.5.11. Also, 7* = 0 for every null player 7. Therefore, by Lemma 6.5.11, ¥ is
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a minimum integral representation of g. Hence, the greatest common divisor
of the 7%, i € N,is 1 and ¥ = v,. q.e.d.

Let g be a strong weighted majority game which has a minimum integral
representation y.. Isbell (1969) showed that y. # v.(g) is possible. However,
we can prove the following result.

Theorem 6.5.13. Let g = (N, W) be a strong weighted majority game that
has a minimum integral representation y.. Then y = y./y«(N) belongs to the
kernel K(g) = K(N,v) of the associated coalitional game (N,v).

Proof: Suppose, on the contrary, that y ¢ KC(N,v). Then there exist ¢,j € N
such that s;;(y,v) > s;i(y,v) and y? > 0. Clearly, 1 — q(y) > s;;(y, v). Hence,
if S € W™ such that i ¢ S > j, then y(S) > q(y) + 1/y«(N). Define x € RY
by #' =y + 1/y.(N), 27 =y — 1/y.(N), and z¥ = y* for all k € N \ {4,5}.
By Remark 6.5.6, x is a representation of g. Also, x, = y.(N)z is an integral
representation of g and z2 < yl. Thus, the desired contradiction has been

obtained. q.e.d.

The results of this section, except Lemma 6.5.11, are due to Peleg (1968).
Lemma 6.5.11 is proved in Isbell (1956).

6.6 The Modiclus

In this section the modiclus, which is a nucleolus as defined in Section 5.1,
and some of its properties are discussed. We start with the definition of the
modiclus.

Definition 6.6.1. Let (N,v,R) be a game and let
H = (e(S,-,v) —e(T, "U))(S,T)€2N><2N :

Then N(H,X(N,v,R)) is the modiclus of (N,v,R) and it is denoted by
U(N,v,R). The modiclus of (N,v) is W(N,v) = ¥(N,v,{N}).

Recall that the prenucleolus of a game (see Definition 5.1.13) lexicographi-
cally minimizes the excesses of the coalitions within the set of feasible payoff
vectors. The modiclus lexicographically minimizes the differences of excesses
of the pairs of coalitions within the set of preimputations. Hence the vec-
tor of excesses (e(S,x,v))geon, © € X*(N,v), is replaced by the bi-excesses
(e(S,z,v) — e(T,,v))(s,1)e2v x2v, T € X(N,v) when comparing the defini-
tions of the prenucleolus and the modiclus. The bi-excess (S, z,v) —e(T, x, v),
S,T C N, may be regarded as the envy of S against T" at x.

Theorem 6.6.2. On every set of games with coalition structures the modiclus
satisfies SIVA.
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Proof: Let (N,v,R) be a game with coalition structure and let y € X (N, v, R).
Let H be the collection of bi-excess mappings (see Definition 6.6.1). Define
ZZ = (maXSgN 6(57%0)) - (minTQN G(T,y,’U)) and

X ={z e X(N,uv,R) | (e(S,z,v) —e(T,z,v)) < pforal S, T C N}.
Then ¥(N,v,R) = N(H, X). By Theorem 5.1.6, ¥(N,v,R) # (), because X
is compact and the bi-excess mappings are continuous. As X is convex and

the bi-excess mappings are convex, (N, v, R) is convex by Theorem 5.1.8.
Let z,y € ¥(N,v,R). Again, by Theorem 5.1.8,

e(S,z,v) —e(D,z,v) = e(S,y,v) — e(d, y,v) for all S C N;

thus z = y. g.e.d.

Let (N,v,R) be a game with coalition structure. The unique member of
U(N,v,R) is again called the modiclus of (N,v,R) and it is denoted by
¥(N,v, R). Furthermore, denote (N, v) = (N, v, {N}).

Definition 6.6.3. Let (N,v) be a game. The dual game of (N,v) is the
game (N, v*) defined by v*(S) = v(N) —v(N\ S) for every S C N.

The value v*(S) describes the amount which can be given to S C N if the
complement N \ S receives what it can reach by cooperation. Hence, the
complement N \ S cannot prevent S from the amount v*(S).

Let U be a set of players and let I7, denote the set of games.

Definition 6.6.4. I" C I}, is closed under duality, if (N,v*) € I' for
every (N,v) € I'. A solution o on a set I' C Iy closed under duality is self
dual (SD) if o(N,v) = o(N,v*) for every (N,v) € Iy.

Lemma 6.6.5. On every set I' C I, closed under duality the modiclus sat-
isfies SD.

Proof: Let (N,v) € I, x = ¢(N,v) and S C N. As z(N) = v(N),
e(S,z,v*) =v(N) —v(N\S)—z(N)+z(N\S)=—e(N\ S, z,v). (66.1)
Hence, for all (S,T) € 2V x 2V,
e(S,z,v) —e(T,z,v) =e(N\T,z,v") —e(N\ S, z,v*). (6.6.2)
By (6.6.2), H in Definition 6.6.1 can be replaced by
(e(S,-,v") —e(T, '71)*))(S,T)62N x2N

without changing ¥(N,v). q.e.d.

Theorem 6.6.6. Let (N,v,R) be a game with coalition structure and let
v =9(N,v,R). If k,{ € R € R satisfy k =, £, then yF > .
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Proof: Let (N,v,R) be a game with coalition structure, let {k,¢} € P(R)
satisfy k >, £, and let x € X(N,v,R) satisfy ¥ < 2. It remains to show
that = # 9. Let y € RY be defined by y* = 2 for all i € N \ {k, ¢} and y* =

yt = wkzj It remains to show that 6(x) >, 0(y), where 6 is the mapping
defined by (5.1.1). It suffices to show that for every pair (S,T) € 2V x 2V
such that

e(S,xz,v) —e(T,x,v) < e(S,y,v) —e(T,y,v) (6.6.3)

there exists a pair (S*,7*) € 2V x 2V such that

G(S*,l',’l)) - e(T*,x,v) > G(S*7y,’0) - e(T*,y,’U)

> ¢(S,y,v) — (T, y,v). (6.6.4)

Let (S,T) € 2V x 2V satisfy (6.6.3). Then S € Ty, or T € Tpy. Let § = 2° —y/*.
Hence 6 > 0, y* = 2° — 6 and y* = 2% + . Three cases may be distinguished:

(1) S € 7o, and T € Typ. Define S* = (S\{¢})U{k} and T* = (T'\ {k}) U{¢}.
Then
e(S*,x,v) =e(S*,y,v) + > e(S,y,v) +d (6.6.5)

and
B(T*, xz, U) = E(T*7 Y, 'U) -9 < S(T, Y, U) - 57 (666)

hence (6.6.4) holds.

(2) S €Ty, and T ¢ Typ. Define S* as in (1) and T* = T'. Then (6.6.5) holds
and e(T*, x,v) < e(T*,y,v) = e(T,y,v); hence (6.6.4) holds.

(3) S ¢ Ty, and T € Tpy. Define S* = S and T™* as in (1). Then (6.6.6) holds
and e(S*,z,v) > e(S*,y,v) = e(T,y, v); hence (6.6.4) holds.

q.e.d.

Corollary 6.6.7. The modiclus satisfies ETP on every set of games and
RETP on every set of games with coalition structures.

The following relation of the modiclus and the prenucleolus is useful.

Theorem 6.6.8. Let (N,v) be a game and let * : N — N*, i — i*, be a
bijection such that N* NN = 0. If (N U N*,?) is defined by

(S UT*) = max{v(S) + v*(T),v*(S) +v(T)} for all S,T C N,
then ¢¥(N,v) = v(N U N*, 9)V.

Proof: Let z = v(N U N*,7). By AN and SIVA, 2 = z* for all i € N. Let
H!' = (e(SUT™,",0))(51)con xon - Then N(N UN*,9) =N (H', X), where

X={re X(NUN*D) |z’ =2" forallie N}.
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LetD:{{SUT*aTUS*} | S;TQN} and deﬁneQ:D—>2NUN* by

Also, let D = {Q(A) | A € D} and H? = (e(SUT*,-,7))
PN (N UN* D) =N(H? X). Let

sur-ep- Lhen
H3 = (6(5, ',U) + e(T, .7U*))(S,T)62N><2N'

By (6.6.1) (see Exercise 6.6.2), ¥(N,v) = N(H3, X(N,v)). The proof is com-
plete because N'(H?, X (N,v)) = {zV |z € N(H?, X)}. q.e.d.

Lemma 6.6.9. Let (N,v) be a game. Then

bf’nax( ) - b:‘ﬂax( ) a’nd bmln( ) - b:‘mn( *) fOT (J,ll’t € N

Proof: For every i € N and every S C N\ {i},

v (SU{i}) —o(S) = o(N\ S) —o((N\ )\ {i});

thus the proof is complete. q.e.d.

Theorem 6.6.10. The modiclus is reasonable on every set of games.

Proof: Let (N,v) be a game and let (N U N*,v) be defined as in Theorem
6.6.8. By Lemma 6.6.9,

binax(N UN*,0) < binax(N,v) and b . (NUN*,0) > bl . (N,v).

Theorems 5.1.17, 5.6.1, and 6.6.8 complete the proof. q.e.d.

Theorem 6.6.8 can be used to characterize the modiclus by means of a char-
acterization of the prenucleolus by balanced collections (see Theorem 6.1.1).
The following lemma is very useful.

Definition 6.6.11. Let N be a finite nonempty set and D C 2N x 2N, ?
is balanced (over N), if a system (a system of balancing weights for D)
(6(S’T))(37T)€D exists such that Z(S,T)eﬁ ds,m) (Xs + XT) = XN-

Lemma 6.6.12. Let (N,v) be a game and x € X (N,v). Then z = (N, v) if
and only if

ﬁ(a,m,v) ={(5,T) e 2NV 2N| e(S,z,v) + e(T,z,v*) > a}
is balanced for every oo € R such that D(a,z,v) # 0.

Proof: Let (N U N*,v) be defined as in Theorem 6.6.8 and let & € R. Let
z = (z,2*) € RVYN" that is, 2* = 2" for all i € N. For a € R let D(a) =
D(a, z,v) and D(a) = D(a, z,0). Then the following assertions are valid:
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(S,T) € D(a) = SUT*, TUS* € D(a); (6.6.7)
SUT* € D(a) = (S,T) € D(a) or (T, S) € D(a); (6.6.8)
SUT* € D(a) & TUS* € D(a). (6.6.9)

Hence D(a) # 0 if and only if D(a) # 0.

By Theorem 6.6.8, ¥)(N,v) = « if and only if ¥(N U N*,¥) = z. In view of
Theorem 6.1.1 it remains to show that D(«) is balanced over N U N* if and
only if D(«) is balanced over N.

First, assume that D(a) is balanced. Let (dsur+)gur-ep(a) Pe a system of
balancing weights. For (S,T) € D(a) define

PO Losur- ,if (T, S) € D(a),
S 7 L (Ssur- + 6rus+)  if (T, S) ¢ D(a)
Then
> s (s +xr)
(8,T)€D()
1 1
= > 5 (Osur- +0rUs+) (xs +xr) + > 50sur- (xs + x)
(S,T)eD () (8,T)eD(a)
(T,S)¢D(a) (T,S)eD(a)
1
=5 > dsure (xs+xr)  (by (6.6.7) - (6.6.9))
SUT*eD()

=xn (because the dsyr- are balancing weights);

thus D(w) is balanced over N.

Conversely, if D(«) is balanced with balancing coefficients d(s,) for (S,T) €
D(a), then define (dsur+) s r+ep(a) Y

ds,ry +Ocr,s) » if (S,T) € 7?(04) > (T, 9),
dsurs = d(s,1) ,if (T, 8) € D(e) 2 (S5, T),
6(T,S) ) if (Sa T) ¢ D(a) el (Ta S)

Then, by (6.6.7) — (6.6.9), (d5uT*) sur=ep(a) 15 @ System of balancing weights.
q.e.d.

Example 6.6.13. Consider the family of market games (N, v) of Section 5.8,
that is, let N = PU@, P ={1,2}, Q ={3,4,5}, a > 0, and let v be given
by (5.8.1). We claim that

¥ = (N, v) = %(%(N), 30(NY, 20(N), 20(N), 20(N)): (6.6.10)
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thus P and @ receive the same payoffs when the modiclus is applied. Indeed,
by RE and PO of the modiclus and by Corollary 6.6.7 there exists ¢ € R such
that with b = (v(N) — 3¢)/2,

v()
3

0<c< and ¥ = (b,b, ¢, ¢, c).

Let

= maxgcn e(S, ¥, v), p* = maxgcy e(S, ¢, v*), D = D(u,v,v), and D* =
D(u*, 1, v*). By Lemma 6.6.12, D =D x D* is balanced. Let (5(51T))(S,T)€5
be a system of balancing weights and assume, on the contrary, that (6.6.10)
does not hold, that is, 2b # 3c. If 2b < 3¢, then D* = {P}. Hence

> dsmxs+xr) =Y 8s.p)(xs +xP) = XN- (6.6.11)
(8,T)eD SeD

As ¢ >0 and p > 0, there exists S € D such that SN P # (). Applied to any
i€ PNSandany j € Q, (6.6.11) yields

1= Z 85,7y (X's + Xp) = o5p T Z §(s,p) > Z d(s,P)
SeD SeD SeD

and

1= 3" dsr) 0k +x0) < D d(s.p),
SeD SeD

which is impossible. If 2b > 3¢, then we obtain a contradiction in a similar
way. Hence (6.6.10) is shown.

Remark 6.6.14. The modiclus assigns the same amount to P and @ in
the games of Example 6.6.13. Hence it satisfies a kind of “equal treatment
property for groups” on this one-parameter family of games. Sudhélter (2001)
shows that the modiclus has the “equal treatment property for groups” on a
wider class of games. Also, he shows that the groups of buyers and sellers in
an assignment game are treated equally.

The results of this section concerning games are due to Sudhélter (1996a). The

remaining results, concerning games with coalition structures, are deduced
from the same paper.

6.6.1 Constant-Sum Games

Let (N,v) be a constant-sum game. We shall show that ¢(N,v) = v(N,v).
Theorem 6.6.15. If (N,v) is a constant-sum game, then (N, v) = v(N,v).
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Proof: As (N,v) is a constant-sum game, v*(S) = v(N) — v(N \ S) = v(95)
for all S C N. Let (N U N* ) be defined as in Theorem 6.6.8. Then, for all
S, T C N,

V(SUT*) =v(NUN*) —o((N\S)U(N\T)*)
=20(N) —v(N\S)—v(N\T)
=o(S)+v(T)=0v(SUT*).

Hence (NUN*,?) is a constant-sum game as well. Let z = v(NUN*,?) and let
w = Un,y. Let = maxgcn e(S, z,7) (= maxgcy e(S*, z,v)). By Definition
2.3.11, w(S) = v(S) + p for all § # S G N, w(N) = v(N) and w(P) = v(0).
Hence v(N,w) = v(N,v) (see Exercise 6.6.3). By RGP the proof is complete.

q.e.d.

Remark 6.6.16. Theorem 6.6.15 is due to Sudhélter (1996a) who shows
that the modiclus is the prenucleolus of a game, if the prenucleoli of the game
and of its dual game coincide.

6.6.2 Convex Games

In this subsection it is shown that the modiclus of a convex game is contained
in the core of the game.

Theorem 6.6.17. Let (N,v) be a convex game. Then ¢(N,v)€ C(N,v).

Proof: Let (N,v) be a convex game. Put
Y =9P(N,v), p= max e(S,1,v), and p* = Isngaﬁe(&w,v )-

Also, let D = D(p, ¢, v) and D* = D(u*, 9, v*). We have to show that u < 0.
Assume, on the contrary, that > 0. By convexity of (N, v), v*(S) > v(S) for
every S C N. Thus p* > p. By Lemma 5.7.5, D is a near-ring. Hence, both
S =Ngep S and Sy = Jgep S are members of D. Also, ) # Sy C Sy ; N.

Applying (5.7.8) to T = Sp, yields e(S, v, v) < e(S U Sn,v,v) for every S C
N\ Sn. By (6.6.1), N\ (SUSn) ¢ D*. Hence,

T NSh#D for all T € D*. (6.6.12)

By Lemma 6.6.12, D = D x D* is balanced. Let ds,my, (S,T) € 25, be bal-
ancing weights. Then

> Ssmy(xs +xr) = xn (6.6.13)
(8,T)eD

applied to any i € N \ Sy implies that
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> b =1 (6.6.14)
(S,T)eD

Let T € D* and let je TN Sh. Applied to j, (6.6.13) yields

1= Z 85,y (s +X) = Z ds)+ Z Os,7) > Z d(s,1)5

(5,T)eD (S,T)eD SeD (S,T)eD
which contradicts (6.6.14). q.e.d.
Theorem 6.6.17 is due to Sudholter (1997).

6.6.3 Weighted Majority Games

Let g be a simple game and G be the associated coalitional game. The modiclus
(point) of g, denoted by 1 (g), is defined by ¥(g) = ¥(G).

Theorem 6.6.18. If g = (N, W) is a weighted majority game and x = ¥(g),
then x is a normalized representation of g.

Proof: Let w be a representation of g and let (N, v) be the associated coali-
tional game. Then w > 0 and w(N) > 0, so y = w( is a normalized
representation of g. Let z € X(N,v) be such that z > 0. Then pu(z,v) =
maxgcn e(S, z,v) is attained by some S € W, because z > 0. Also —pu(z,v*) =
minpcy e(7, z,v) is attained by some T e 2N \ W, because N € W, ) €
2N\ W, and e(N, z,w) = e((), z,w) = 0. By monotonicity of (V,v) and the
assumption that z > 0, u(z,v) = 1 —q(2). Also, pu(z,v*) = maxpean\yy 2(T).
Hence, for all S,T € 2V,

e(S,y,v) —e(T,y,v) <1—q(y) + Tér;}%)\cwy(T) <1 (6.6.15)
Thus, by Definition 6.6.1, e(S,x,v) — e(T,x,v) < 1 forall S,7 € 2V¥. In
particular, for every S € W and T € 2V \ W,

e(S,z,v) —e(T,z,v) =1—z(5)+z(T) < 1;

hence z(S) > «(T). By Theorem 6.6.10, z > 0. Thus, z is a normalized
representation of g. q.e.d.

Thus, Theorem 6.5.4 is a consequence of Theorems 6.6.18 and 6.6.15.

Remark 6.6.19. Theorem 6.5.12, when the nucleolus is replaced by the
modiclus, can be generalized to arbitrary homogeneous weighted majority
games. Indeed, Ostmann (1987) and Rosenmiiller (1987) showed that every
homogeneous game has a minimum integral representation and that this rep-
resentation is homogeneous. Moreover, after normalizing, it coincides with the
modiclus of the game as shown in Sudhoélter (1996a).
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Exercises

Exercise 6.6.1. Prove that the modiclus satisfies COV and AN.
Exercise 6.6.2. Let (N,v) be a game. Show that

W(Nv ’U) = N ((G(S, &€, 'U) + E(T, &€, v*))(S,T)€2N><2N7X*(N7 ’U)) .
(Equation (6.6.2) is helpful.)
Exercise 6.6.3. Let (N, v) be a game, « € R and (N, w) be defined by

o(S) ,if S=0,N,

w($) = {U(S)Jra if0 £S5 C N (6.6.16)

Show that v(N,w) = v(N,v).

Exercise 6.6.4. Let (N,v) be a game. Show that there exists @ € R such
that for every o > &, v(N,w) = (N, w), where (N, w) is defined by (6.6.16).
(See Sudhélter (1996a).)

Exercise 6.6.5. Use Remark 5.5.17 and Exercises 6.6.3 and 6.6.4 to prove
that the modiclus does not satisfy aggregate monotonicity.

6.7 Notes and Comments

(1) Let (N,v,R) be a game with coalition structure and v = v(N,v,R). It
is possible to prove the following generalization of Exercise 6.1.4: There exist
rational numbers r(4,5) € Q, i € N, S C N, such that

V= Z r(i,S)v(S) for all i € N.

SCN

(2) Let N be a finite nonempty set, let R be a coalition structure for N, and
let I'v be the set of coalition functions on 2VV. It is possible to prove that

v(N,R): 'y —RY

is piecewise linear.

(3) Clearly, (1) and (2) hold as well, when the prenucleolus is replaced by the
modiclus.

(4) Sudholter (1997) shows that the modiclus (on the set of all games with
players in i) is axiomatized by SIVA, COV, a weak variant of RGP, and a
strong variant of self duality. In this characterization || = oo is crucial.
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Geometric Properties of the e-Core, Kernel,
and Prekernel

The e-core is an immediate generalization of the core, which may be nonempty
even when the core is empty. In Section 7.1 we define the e-core of a coalitional
game and study some of its geometric properties. The least-core of a game is
the minimum nonempty e-core. The individual rationality and reasonableness
of the least-core are investigated in Section 7.2. In Section 7.3 we prove some
basic results on the set of all reasonable payoff vectors of a game. Also, we
find the minimum values of € which guarantee that the e-core contains the set
of individually rational payoff vectors, or the set of reasonable payoffs, or the
intersection of these two sets.

Section 7.4 is devoted to a geometric characterization of the intersection of the
prekernel of a game with an e-core. In particular, we prove that the foregoing
intersection is completely determined by the shape of the e-core. An algorithm
for computing the prenucleolus of a game, which is based on the fact that the
prenucleolus is the “lexicographic least-core”, is provided in Section 7.5. We
conclude with some notes on e-cores of games with coalition structures.

7.1 Geometric Properties of the e-Core

Let G = (N, v) be a coalitional game. The following generalization of the core,
due to Shapley and Shubik (1963) and (1966), may serve as a substitute for
the core of G when C(G) is empty.

Definition 7.1.1. Let e be a real number. The e-core of the game G = (N, v),
Ce (@), is defined by

Ce(G) ={x € X(Q) | e(S,x,v) <e forall0 #5S G N}.
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Clearly, Co(G) = C(G). Now let |N| > 2. Then C..(G) C C.(Q) if & < ¢,
with strict inclusion if C.(G) # 0. Also, C.(G) # 0 if € is large enough, and
Ce(G) = 0 if ¢ is small enough.

The e-core has the following interpretation. It is the set of efficient payoff
vectors that cannot be improved upon by any coalition if coalition formation
entails a “cost” of € (or a “bonus” of —¢ if € is negative). In order to be an
“acceptable” substitute for the core, C.(G) has to be nonempty and e should
be small. This remark leads to the following definition.

Definition 7.1.2. The least-core of the game G = (N,v), denoted LC(G),
is the intersection of all nonempty e-cores of G.

Remark 7.1.3. (1) The least-core can also be defined in the following way.
Let e9 = £0(G) be the smallest £ such that C.(G) # 0, that is,

g0 = min max e(S,z,v). (7.1.1)
2€X(G) 0£SCN

Then LC(G) = C., (G).
(2) By (1), LC(G) # 0.

(3) If C(G) # 0, that is, if &9 < 0, then the least-core occupies a central
position within the core. If C(G) = 0, that is, if ¢g > 0, then the least-core
may be regarded as revealing the “latent” position of the core.

Remark 7.1.4. In Shapley and Shubik (1966) the e-core is called the strong
g-core, in order to distinguish it from another generalization of the core, called
the weak e-core. We shall not refer to the weak e-core.

Let again G = (N,v) be a coalitional game, let n = |N|, and let ¢ € R.
We shall assume that n > 2. Then C.(G) is a convex compact polyhedron,
bounded by not more than 2" — 2 hyperplanes of the form

HE = {2 € X(G) | x(S) =v(S) — ¢}, 0#S S N.

We shall write Hg for H g. Except for the least-core, all nonempty e-cores have
dimension n — 1, that is, the dimension of X (G). The dimension of LC(G) is
always n — 2 or less. We shall now prove that C.(G) N Hg # 0 for every
0 #SG N if e is large enough.

Lemma 7.1.5. Let G = (N,v) be an n-person game and let § # S% N.
Then there exists €5 € R such that C.(G) N Hg # 0 if and only if & > €°.

Proof: First, we shall prove that there exists ¢’ € R such that C..(G)NHg # 0.
Let y € X(G) satisfy y(S) = v(S). For € € R define y. € X(G) by

) yi—l%l ,ifi e s,
yr =<7, e (7.1.2)
€ {erW'S\Sl,lszN\S.
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Clearly, y.(S) = v(S) — ¢ and, thus, y. € H; foralle e R.If TC N, T # S,
and if € > 0, then

pe(T) & 2 y(1) = (18] = Vg +e = u(T) + .

Thus, there exists ¢’ > 0 large enough such that y.(T) + & > v(T) for all
T C N. Hence y.r € C(G)N Hg .

Now we shall prove that if C.,(G)NHE # 0 and &” > &', then Con (G)NHE # 0.
Indeed, let y € C(G) N Hgvl, let e = ¢” — €', and let y. be given by (7.1.2).
Then

Ye(I) +e=y(T) + " =" 2 y(T) 2 v(T) — ¢
for every T # 0, N. Thus, y. € Cov(G). Also, y.(S) = v(S) — £”, that is,
Ye € Hg . So, CE//(G) ﬂHgv #+ 0.
Define now

e =min{e € R | C.(G) N HE # 0}.

By the foregoing analysis, £° is well defined and C.(G) N H # 0 if and only
if e > &%, q.e.d.
The proof of the following remark is left to the reader (see Exercise 7.1.2).
Remark 7.1.6. If ¢ > &, then H5 NC.(G) has dimension n — 2.

Corollary 7.1.7. Ife > maxg_ ¢ n €%, then C.(G) has 2" —2 facets, namely
H5NC(G), D#SSN.
The proof of Lemma 7.1.5 yields the following interesting consequence.

Corollary 7.1.8. Let G; = (N,v;), @ = 1,2, be two games that, for some
e’ e’ € R, satisfy
Cer (Gh) = Cer (Ga) # 0.

Then, for every e > 0,
Cor—c(G1) = Corn—(Ga).

In particular, LC(G1) = LC(G).
Proof: Assume, on the contrary, that there exist € > 0 such that C.._.(G1) #
Cer—o(G2). Without loss of generality, let y € Cor—.(G1) \ Cerr—e(G2). Then

y(T) > v (T) - +eforall 0 #T S N and

y(S) < va(S) — " + ¢ for at least one ) # S G N.
Now define y. by (7.1.2). Then

Ye(T) > 01 (T) — €' for all 0 #T S N and
y(S) < va(9) —&”.

As y(N) = v1(N) = v2(N) = y-(N), we find that y. € C/(G1) \ Cor(G2), a
contradiction. q.e.d.
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Exercises

Exercise 7.1.1. Let (N,v) be a game, ¢ € R, z € RY, and o > 0. Show that
Cac(N,av + z) = aC.(N,v) + .

Exercise 7.1.2. Prove Remark 7.1.6.

Exercise 7.1.3. Let I, denote the set of coalitional games with players in
U. Show that C. satisfies RGP, RCP, and CRGP on Iy,.

7.2 Some Properties of the Least-Core

Let U be a set of players and let I, be the set of coalitional games with
players in U. Let I" C Iy;. Then the least-core satisfies COV and AN on I
(see Exercise 7.2.1).

Example 7.2.1. Let (N,v) be defined by N = {1,2,3}, v({1,2}) = 3

v(N) =v({1,3}) = v({2,3}) = 1, and v(S) = 0 otherwise. Then LC(N,v) =
{(1,1,-1)}. Thus LC does not satisfy IR.

Let I}} be the set of all weakly superadditive (0-monotonic) games. The fol-
lowing result is true.

Theorem 7.2.2. The least-core satisfies IR on I7}.

Proof: Let (N,v) € I} and let € LC(N,v) = C;y(N,v) (see (7.1.1)).
Assume, on the contrary, that there exists i € N such that z* < v({i}). Then
go >v({i}) — 2 > 0.If ) # S C N\ {i}, then

2(8) = 2(SU{i}) — 2t > v(SU{i}) — ey — 2 ‘
> u(S) +v({i}) —eg — z" > v(S) — &o.

Therefore, we may find y € X(N,v) such that (i) y* < z* for all k € N \ {i}
and (i) y(S) > v(S) —&o for all ) # S C N\ {i}. Now, if TS N and i € T,
then

y(T) > z(T) > v(T) — &p.
Thus, y(T) > v(T) — g for all ) # T'G N, contradicting the definition of &o.
Hence x* > v({i}) and x is individually rational. q.e.d.

We now prove that the least-core is reasonable from above (see Definition
2.3.9).

Theorem 7.2.3. The least-core satisfies REAB on every I' C I,.

Proof: Let (N,v) € I' and assume that [N| > 2. Let ¢ be defined by (7.1.1)
and let x € C.,(N,v). Define
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S={S]e(S,z,v) =c0, 0 # S S N}. (7.2.1)

Then for every ¢ € N there exists S € § such that i € S. Indeed, if i ¢ S
for every S € S, then we could find y € X(N,v) such that (i) y* < 2%, (ii)
y* > a¥ for every k € N\ {i}, and (iii) y(T') > v(T) —eo for every 0 # T S N,
contradicting the definition of £y3. Thus, for each i € N, let S; € S contain i.
If S; # {i} then, by (7.2.1),

e(Si7$7U) 2 e(SZ \ {i},x,v),
whence ¢ < v(S;) — v(S; \ {i}) and the proof is complete. If S; = {i} and

€o > 0, then ‘
at =v({i} —eo <v({i}) = v({i}) —v(0)

and the desired inequality is proved. Finally, if £9 < 0, then « € C(NNV,v) and,
therefore, by Lemma 2.3.10, the proof is complete. g.e.d.

The following theorem shows a relation between the least-core and the Mas-
Colell prebargaining set (see Definition 4.4.11).

Theorem 7.2.4. Let (N,v) be a game. Then LC(N,v) C PMB(N,v).

Proof: Let € LC(N,v) and let (P,y) be an objection at x (see Definition
4.4.11). Then y > z¥ and y(P) = v(P). Thus, by Pareto optimality of the
least-core, ) # P G N. Let g9 be defined by (7.1.1) and let S be given by
(7.2.1). Then, by Exercise 7.2.2, S contains a balanced subset 7. Let i € P
such that y* > 2. If P € S, then, by balancedness of 7, there exists Q € T
such that ¢ ¢ Q. If P ¢ S then let @ be an arbitrary member of S. In
both cases let j € Q and let z € R? be defined by z(@PI\i} = (@OPN{}
Z@NPUEH = QP and 27 = v(Q) — 2(Q \ {j}). Then 2/ > 27, if
jE€Q\P,and 2/ >y, if j € QN P, because either (i) e(P,z,v) = e(Q, r,v)
and i ¢ Q or (ii) e(P,z,v) < e(Q, x,v). Hence, (Q, z) is a counterobjection to
(P,y) in both cases. q.e.d.

Theorem 7.2.4 is due to Einy, Holzman, and Monderer (1999).

Exercises

Exercise 7.2.1. Prove that the least-core satisfies COV and AN on every
set I' C I of games.

Exercise 7.2.2. Let G = (N,v), [N| > 2, be a game, let z € X(N,v),
and let ¢ = maxgeon {0y €(5; 2,v). Show that x € LC(N,v) if and only if
D(e,xz,v) \ {N,0} (see Definition 5.2.5) contains a balanced subset.

Exercise 7.2.3. Let N = {1,...,4} and let v(S), S C N, be given by
v({1,2,3}) = v({1,2,4}) = v({1,3,4}) = v({3,4}) = 1, v({2,3,4}) = v(N) =
0, and v(S) = —|S| otherwise. Show that (N, v) is a superadditive game that
satisfies LC(N,v) € PM(N,v).
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Exercise 7.2.4. Prove that the least-core satisfies RCP on every set I" C I7,.

Exercise 7.2.5. Show by means of an example that the least-core does not
satisfy RGP or CRGP, respectively, on I, provided that [U| > 3 or |U| > 4,
respectively.

7.3 The Reasonable Set

Let G = (N,v) be a game and let i € N. We recall (see Section 2.3) that

biax(G) = max } (v(s U {i}) - U(S)). (7.3.1)

SCN\{i

In the current section we define b € RY by b® = bl (G), i € N.
Definition 7.3.1. The reasonable set of G = (N, v), o(G), is the set of all
members of X(G) that are reasonable from above, that is,

o(G) = {x € X(N,v) | 2" <b" for all i € N}.
Remark 7.3.2. The reasonable set satisfies AN and COV on every set of
games.

Lemma 7.3.3. Let (N,v) be an n-person game. Then o(N,v) is a simplez of
dimension n — 1 unless (N, v) is inessential, in which case it consists of the
unique imputation, that is, o(N,v) = I(N,v).

Proof: Let (i1,...,i,) be any ordering of N, let S* = {iy,...,ix} for k =
1,...,n, and let S° = (). By (7.3.1),

bir > u(S*) —u(SF Y forall k=1,...,n. (7.3.2)
Summing (7.3.2) yields
b(N) > v(N). (7.3.3)

By (7.3.3), o(V,v) # (). Furthermore, the dimension of g(N,v) is n — 1 unless
b(N) = v(N). In this case the inequalities in (7.3.2) have to be equalities for
all orderings of N, which makes the coalition function v additive and yields
I(N,v) = o(N,v) = {b}. q.e.d.

We shall now assume that I(N,v) # ), that is,
v(N) =) v({i}). (7.3.4)
iEN

Under this condition we shall analyze the relationship between I(N,v) and
o(N,v).
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Theorem 7.3.4. Let G = (N,v) satisfy (7.3.4). Then

(1) I(G)No(G) # O; furthermore, the intersection has dimension n— 1 unless
I(G) is a single point or b* = v({i}) for somei € N;

(2) no extreme point of o(GQ) is in the interiort of I1(G);

(3) if G is 0-monotonic, then no extreme point of I(G) is in the interior of

0(G).

Proof: (1) By (7.3.4) and (7.3.3), b(N) > v(N) > >, .y v({i}). So there exist
o € R such that 0 < a <1 and

ab(N) + (1 —a) Y _v({i}) = v(N).
i€EN

Define y € RY by 3* = ab’ + (1 — a)v({i}), i € N. Then y € X(G) and, by
(7.3.2), o
b >yt >v({i}), i € N.

Thus y belongs to both o(G) and I(G). Moreover, if b* > v({i}) for all i € N,
then b* > y' for all i € N, because b(N) > v(N) implies that o < 1. If, in
addition, v(N) > 3, .y v({i}), then o > 0 and, thus, y* > v({i}) foralli € N.
Hence, if both of the foregoing conditions are satisfied, then the dimension of
I(G)No(G)isn—1.

(2) For j € N let z; € RY be defined by
x_{ bt ifi € N\ {j},
7 Lo(N) = b(NA\{7}) , if i = .

Then the vectors zj, j € N, are the extreme points of o(G). Let j € N.
Summing the n — 1 inequalities of (7.3.2) with i; = j corresponding to k =

2,...,n yields
b(N\{5}) = v(N) —v({7})-

Hence x; < v({j}). Therefore none of the x;, j € N, is an interior point of

I(G).
(3) Analogously to (7.3.5) the vectors y;, j € N, defined by

- v({i}) Jif i€ N\ {4},
Vi = {U(N) - EiEN\{j} U({Z}) Jif i = 7, (736)

are the extreme points of I(G). Let S C N. The 0-monotonicity of G yields

v(S) > Zv({z}) and v(N) > v(S) + Z v({i}). (7.3.7)

i€S IEN\S

(7.3.5)

! In the relative topology of X (G).
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Let j € N. Then there exists T C N containing j such that b/ = v(T)—v(T\{j}).
Applying (7.3.7) we obtain

V<o - Y w{ih) <o) - Y o) - Y e({ih) =yl

ieT\ {5} iEN\T i€T\{j}

So, yg > b’ and 3’/ does not belong to the interior of o(G). q.e.d.

Throughout the rest of this section we shall assume that every coalitional
game considered has at least two players. Let G = (N, v) satisty (7.3.4). We
denote

e1 =¢e1(G) = max <v(S)—Zv({i})>. (7.3.8)

0£SGN ies
Lemma 7.3.5. I(G) C C.(G) if and only if € > €1(G).
Proof: Let I(G) C C.(G), let S C N, S # 0,N, and let j € N\ S. Then

the extreme point y; of I(G), defined by (7.3.6), belongs to C.(G) as well.
Therefore, v(S) — 3, cgv({i}) <e. Thus, € > 1(G).

Conversely, let y € I(G) and § # S & N. Then
v(S) —y(S) <v(S) = > e v({i}) < er(G). q.e.d.
Let G = (N,v) be a coalitional game. We shall now determine the minimum

¢ that still implies that o(G) C C.(G). Let

g9 =e2(G) = @;rgaCXN (v(S) —v(N)+b(N\S)). (7.3.9)

Lemma 7.3.6. 9(G) C C.(Q) if and only if € > e2(G).

Proof: Let z;, j € N, be defined by (7.3.5) and let € € R. Then o(G) C C.(G)
if and only if z; € C.(G) for all j € N. For every j € N and every S C N
containing j we have

(7.3.10)

Suppose first that z; € C.(G) for all j € N and let ) # S G N. Choose j € S.
By (7.3.10),

2;(S) = v(N) = b(N \ ) > v(5) —e.
Thus, € > v(S) —v(N) +b(N \ S) and the inequality € > €2(G) is proved.
Conversely, assume now that € > e3(G). Let j € N and let § # S G N. Two
cases may occur.
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(1) j € S. Then, by (7.3.10),
zj(5) = v(N) = b(N'\ §) = v(S) —¢,
because € > £2(G) > v(S) —v(N) + b(N \ S).
(2) 7€ N\ S. Then
z;(S) =b(S) > b(S) +v(N) —b(N) =v(N) —=b(N\S) >v(S) —e.

Thus, z; € C.(G) for all j € N and the proof is complete. q-e.d.

Let G = (N,v) satisfy (7.3.4). We are interested in finding the minimum
e-core that still contains the intersection of I(G) and o(G). Let

e.(G)= max minv(S)—=Y_v({i}),v(S)—v(N)+b(N \ S)p.  (7.3.11)
05N
The following result will be useful in the next section.

Lemma 7.3.7. o(G) NI(G) C C:(Q) if and only if € > .(G).

Proof: Without loss of generality (see Exercise 7.1.1 and Remark 7.3.2) we
may assume that G is O-normalized. Thus, z € o(G) N I(G) if and only if
r € X(G)and 0 < 2° < b for all i € N.

Assume first that € o(G) N I(G). Let S € N. Then we have both z(S) > 0
and

z(S)=z(N)—z(N\S) >v(N)—-bN\S).
Therefore,

v(S) —z(S) < v(S) —max{0,v(N) —b(N\ 9)}
= min{v(9),v(S) + b(N \ S) — v(N)} < e.(G)

for all ) # S G N. Thus, z € C.(G) for all ¢ > €,(G), proving the sufficiency
part of the lemma.

To prove necessity let o(G) NI(G) C C.(G) and let the maximum in (7.3.11)
be attained at S. Two cases may occur.

(1) B(N\ S) > v(N). If v(N) > 0 define = € RN by
i 0 ,if1 €8,
r= {bim Jifie N\ S.
If u(N)=0let 2 =0 € RY. Then z € o(G) N I(G) and
2(S) =0 =10(8) — £.(G) > v(S) —e.

Hence € > .(G).
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(2) v(N) > b(N \ S). This time define z € RY by

ﬂ{wW%&M$Jﬁe&

b ifie N\ S.
Again, as the reader may easily verify, x € o(G) N I(G). Also, e.(G) =
v(S) + b(N \ S) — v(N). Hence,
z(S) =v(N) =N\ S) =v(S) —e.(G) > v(S) —¢

and, thus, € > £,(G). q.e.d.

Exercises

Exercise 7.3.1. Provide a three-person game G such that there exists an
extreme point of I(G) which is in the interior of o(G).

Exercise 7.3.2. Let G = (N,v) be an n-person game and let d denote the
number of dummies (see Remark 4.1.18) of G. Assume that d < n. Show that
n — 1 — d is the dimension of (see Definition 2.3.9)

01(G) ={z € o(G) | x* > b ;,(N,v) for all i € N}.

min

7.4 Geometric Characterizations of the Prekernel and
Kernel

Let G = (N, v) be a coalitional game. Throughout this section we shall assume
that n = |N| > 2. Let € > ¢o(G) (see (7.1.1)), let z € C.(G), and let i,j €
N, i # j. Consider the half-line emanating from x obtained by letting the j-th
coordinate increase and the i-the coordinate decrease by the same amount.
Let 6 (z) = 05;(w,v) denote the maximum amount which can be transferred
from ¢ to j in this way while remaining in C.(G). Thus,

05;(z) = max{d € R | x — dx iy + oxyyy € Ce(G)}- (7.4.1)
Note that &;;(x) is well defined for all z € C.(G).
Lemma 7.4.1. Ifz € C.(G), then 65;(x) = e —sij(w,v) for alli,j € N, i # j.
Proof: If x5 = v — dx ;3 +0xq;) and S € N, then
e(S,xz,v)+6 ,if S € Ty;

6(S’x5’v): e(S7x7v)_57ifS€7;‘i;
e(S,x,v) , otherwise.
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Thus

65;(z) = max{d | x5 € Cc(G)}
=max{0 | e(S,z,v) +d < e forall S €T}
=max{d |0 <e—e(S,z,v) forall S € T;;} = e — s;5(x,v).

q.e.d.

The proof of Lemma 7.4.1 yields the following corollary on the structure of
the e-core.

Corollary 7.4.2. Let x € C.(G), leti € N, j € N\ {i}, and let S € T,
satisfy e(S, x,v) = s;j(x,v). Then H5NC-(G) # 0.

Let z € Co(G). Let R;j(x,¢) denote the following line segment:
Rij(x,e) = [z +05(x) (xggy — xqip) » @+ 05(@) (xqay — xgp)] - (7:42)
R;;(x,e) will be called the segment through x in the i — j direction.

Now we are ready for the geometric characterizations of the prekernel and the
kernel.

Theorem 7.4.3. Let G = (N,v) be a coalitional game, let € € R, and let x €
Ce(G). Then x € PK(QG) if and only if for each pair of playersi,j € N, i # j,
x bisects the segment R;j(x,¢).

Proof: Lemma 7.4.1. q.e.d.

Theorem 7.4.3 has the following interesting corollary.

Corollary 7.4.4. Let G = (N,v) and G’ = (N,v') be games and let e,&’ € R.
If C.(G) = C/(G'), then

PK(G)NC(G) = PK(G) NCar (G).
The foregoing results provide a complete geometric description of the inter-
section of the prekernel with an e-core. Thus, we would like to know when

an e-core contains the prekernel. The following lemma answers the foregoing
question.

Lemma 7.4.5. Let G = (N,v) be a game. Then

(1) if e > e2(G), then PK(G) C C.(G);
(2) if G is 0-monotonic and € > €,(G), then PK(G) C C.(G).
Proof: (1) Theorem 5.6.1 and Lemma 7.3.6.

2) Theorems 5.5.6 and 5.6.1 and Lemma 7.3.7. .e.d.
( q

Another connection between the prekernel and the e-core is seen in the fol-
lowing result.
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Lemma 7.4.6. Let G = (N,v) be a game. IfC. # 0, then PK(G)NC(G) # 0.

Proof: If C.(G) # 0, then, by its definition, v(G) € C.(G). By Theorem
5.1.17, v(G) € PK(G). q.e.d.
Remark 7.4.7. Let G = (N,v) be a game and let C.(G) # 0. Consider
the bisecting hyperfaces B;; obtained by taking the midpoints of all segments
in the ¢ — j direction through the points in C.(G). As B;; = Bj;, there are
(%) such hyperfaces, and according to Theorem 7.4.3, C.(G) N'PK(G) is their
intersection. By Lemma 7.4.6 this set is nonempty. Thus, we have discovered
an interesting geometric property of C.(G), namely, its bisecting hyperfaces
B;; must have a nonempty intersection.

The geometric characterization of the kernel is somewhat more complicated
than that of the prekernel.

Theorem 7.4.8. Let G = (N, v) be a game and let x € C.(G). Thenz € K(G)
if and only if x € I(G) and, for each ordered pair of players (i,7) € NxN, i #
J, either x bisects the segment Rj(x,€), or a/ = v({j}) and 65,(x) > 65;(x).
Proof: Definition 5.5.7 and Lemma 7.4.1. q.e.d.
Theorem 7.4.8 yields the following corollary.

Corollary 7.4.9. Let G = (N,v) and G' = (N,v’) be two games. If I(G) =
I(G") and C.(G) = C(G"), then

K(G)NC(G) = K(G') N Cur ().

Let G = (N,v) be a game and let € > €0(G). The description of PK(G)NC.(G)
is simpler than that of X(G) NC.(G) (see Theorems 7.4.3 and 7.4.8). Hence it
is interesting to know when the foregoing sets coincide. The following lemmata
answer this question.

Lemma 7.4.10. Let G = (N,v) be a 0-monotonic game. Then, for every
€ €R,
PEK(G)NC(G) = K(G) NC(G). (7.4.3)

Proof: Theorem 5.5.10. q.e.d.
Lemma 7.4.11. Let G = (N,v) be a game and € < 0. Then (7.4.8) is true.

Proof: Let x € PK(G) NC.(G). Then
x> wv({i}) — e > v({i}) for all i € N,

because € < 0. Thus, z € I(G) N PK(G). By Remark 5.5.8, z € K(G).



7.4 Geometric Characterizations of the Prekernel and Kernel 145

Conversely, let € K(G) NC.(G) and let i,j € N, i # j. We claim that
sij(x,v) = sji(z,v). Indeed, if, say, s;j(z,v) > s;i(x,v), then 27 = v({j}).
Therefore,

e = sij(z,v) > sji(z,0) 2 e({j}, z,v) =0,

which is a contradiction. Thus, s;;(z,v) = s;;(z,v) for all i,j € N, i # j, and
x € PK(G). q-e.d.

The following results are analogues to Lemmata 7.4.5 and 7.4.6. Their proofs
are left to the reader (Exercises 7.4.1 and 7.4.2).

Remark 7.4.12. Let G = (N, v) satisty (7.3.4). If ¢ > £,(G), then K(G) C
C.(G).

Remark 7.4.13. Let G = (N,v) satisfy (7.3.4). If C.(G) N I(G) # 0, then
C.(G) NK(G) # 0.

The following example shows that two games may have the same core and yet
have prekernels that differ outside the core.

Example 7.4.14. Let N = {1,...,5} and let

T ={{1,2,4},{1,3,4},{2,3,4},{1,2,5},{1,3,5},{2,3,5},{4,5}}.

Define v; on 2V by the following rules:

(1) vi(N) =T
(2) v1(S) =4if S G N and there exists T' € 7 such that 7' C S; and
(3) v1(S) = 0 otherwise.

The game (N, v1) is superadditive and, thus, PX(N,v1) = K(N,v1). Players
1,2 and 3 are substitutes (see Definition 3.8.5) as well as players 5 and 6.
Using ETP (see Definition 5.3.9) the reader may verify that

— — 3t
PIC(N7’I)1) = { (t,t,t,723t,72>‘0§t§ 1}

Now consider the coalition function vy on 2V which differs from v; only inas-
much as v2({2,3,5}) = 0. As the reader may prove by direct computations,

C(N,v1) =C(N,v2) ={(1,1,1,2,2)}.

We claim that PIC(N,vy) = C(N,vz). Indeed, let © € PK(N,vs2). Then x €
KC(N,vs), because the game is superadditive. Thus, z° > 0 for all i € N. This
implies that e({2,3,5},2,v2) < 0 and, thus, x is a member of the positive
prekernel of (N,v1), that is, x € PK(N,v1). With the help of Exercise 5.1.5
it is easy to show (see Exercise 7.4.3) that
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PK4+(N,v1) = PK(N,v1). (7.4.4)
Every y € PK(N,v1)\ {(1,1,1,2,2)} satisfies
s1,5(y,v2) = e({1,2,4},y,v2) > s51(y, v2);
thus PI(N,v2) = {(1,1,1,2,2)}.

Exercises

Exercise 7.4.1. Prove Remark 7.4.12.
Exercise 7.4.2. Prove Remark 7.4.13.
Exercise 7.4.3. Apply Exercise 5.1.5 to verify (7.4.4).

7.5 A Method for Computing the Prenucleolus

Let (N,v) be an n-person game. We shall show that the prenucleolus point
v(N,v) may be obtained as a solution of a sequence of at most n — 1 linear
programs. The first linear program yields the least-core and is described as
follows. Let n > 2, let S° = {S |0 # 5 C N}, and let X = X(N,v). Then
we consider the problem

( 0) mint
subject to e(S,x,v) <t for S € SY and z € X°.

The value of (P°) is €% := go(V,v) (see (7.1.1)) and its set of optimal vectors
is X! = LC(N,v) (see Definition 7.1.2). We remark that X' is a nonempty
convex polytope. Let

Q°=1{S e8| e(S,2,v)=¢" for all z € X'}.
The following lemmata will be used.

Lemma 7.5.1. Q" # (.

Proof: Assume on the contrary that for each S € S there exists yg € X!
such that e(S, ys,v) < °. Let

N s
vy= Z S0
Seso

Then y € X!, because X! is convex. As the reader may easily verify,
e(S,y,v) < & for all S € S°. So, the value of (PO) is smaller than ° and,
thus, the desired contradiction has been obtained. q.e.d
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We denote
R? ={S € 8°|e(S,z,v) is constant on X'}.

Clearly, Q° C R°.

Lemma 7.5.2. Let v € X' and v = v(N,v). Then e(S,x,v) = e(S,v,v) for
all S € RO.

Proof: The prenucleolus belongs to X1, q.e.d

Now we distinguish the following possibilities. If R? = S°, then, by Lemma
7.5.2, X! = {v} and the computation of v has been accomplished. However,
if St = S8Y\ R # 0, then we consider the following linear program:

subject to e(S,x,v) <t for S € S' and z € X .
We continue by induction. Let 1 < k < n — 1 and assume that

X0 . xF SO SERY L RETL and €°,.. . &Rt

have been defined such that, for all i =1,...,k,

i—1

e = min max e(S,z,v); (7.5.1)
z€Xi—1 5esi~1
Xi={xec X" |eS,z,v) < forall S eS8 (7.5.2)
R ={S e8! |e(S,z,v) is constant on X'}; (7.5.3)
St =S\ R (7.5.4)
veXx” (7.5.5)

Again, two cases may be distinguished. If S¥ = (), then we claim that X* =
{v}. Indeed, if z € X*, then, by (7.5.2)-(7.5.4), e(S,z,v) = e(S,v,v) for all
S C N. Hence, = v. When S¥ # () we consider the linear program which
computes ¥, namely

( k) min ¢
subject to e(S,z,v) <t for S € S*¥ and = € X*.

By (7.5.2), X!,..., X* are convex and nonempty polytopes. Therefore (Pk)

is, indeed, a linear program. Let £ be the value of (Pk) and let X**+1 be its
set of optimal vectors. We define

OF ={S € S| e(S,z,v) =" for all z € XFF1},
By repeating the proof of Lemma 7.5.1 we may show that QF # (). Thus

RF ={S € 8% | e(S,x,v) is constant on X 1} =£ 0,
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Also, by (7.5.4), RF"1NRF* = (). Therefore, ¥ < ¥~ and none of the vectors
Xs, where S € R*, is a linear combination of the vectors in {XT ‘T € Ui:ol R }

Hence, by (7.5.5) and the definition of (Pk)7 v € X**1 Furthermore, the di-

mension of X**! is smaller than the dimension of X*. Finally, let S¥*1 =
S*\ R*. Then the description of the k-th step of the algorithm is complete.

For i = 1,...,k let dim(X?) denote the dimension of the nonempty convex
polytope X¢. As dim(X") = n—1 and dim(X?) < dim(X*~1) fori =1,...,k,
there exists 1 < m < n — 1 such that X™ = {v}.

Remark 7.5.3. If I(N,v) # ), then a similar procedure computes the nu-
cleolus of (N,v). Indeed, if we replace the initial condition X° = X(N,v) by
X0 = I(N,v), then we obtain the desired algorithm.

Remark 7.5.4. The foregoing procedure was applied by Kopelowitz (1967).
Kohlberg (1972) and Owen (1974) also provide algorithms for computing the
nucleolus. Kohlberg’s method can be used to characterize the prenucleolus as
the unique maximizer of a function that respects the Lorenz order applied to
the vectors of excesses at preimputations (see Sudhédlter and Peleg (1998)).
However, both papers do not contain reports on the applicability of their
results.

Remark 7.5.5. Potters, Reijnierse, and Ansing (1996) describe a modifi-
cation of the foregoing procedure and transform it into an implementable
sequence of simplex algorithms. Each new initial tableau arises from the final
tableau of the preceding step in a simple way.

Remark 7.5.6. In view of the foregoing algorithm the prenucleolus may be
called the “lexicographic least-core”. Indeed, the linear program (Pk), k>1,

is solved by the least-core of the constrained game, namely a game whose
set of feasible vectors is X* and whose set of permissible coalitions is S*.
Nevertheless, the prenucleolus is not determined solely by the least-core (or
the core) of a game. More precisely, two games may have the same least-core
(or the same nonempty core) and yet their prenucleoli may differ. This is
shown by the following example.

Example 7.5.7. Let N = {1,2,3,4} and let v be defined on 2 by v(N) = 2,
v({1,3}) =1/2,v(S)=1if2<|S| <3and S ¢ {{1,3},{2,4}}, and v(S) =0
otherwise. In addition, let v" be the coalition function which differs from v only
inasmuch as v'({1,2,3}) = 5/4. Any element z of the core of (N, v) or (N, v'),
respectively, must be of the form z = (¢,1—1¢,t,1—1) (see the example (M, u)
defined by (3.7.1)), and yields e(S,z,v) = 0 or e(S,z,v") = 0, respectively,
for all S € {{1,2},{2,3},{3,4},{4,1}}. A careful inspection of the excesses
of the other coalitions shows that

1313

C(N,v)=C(N,v')= [(4 S 4) (1,0, 1,0)] = LC(N,v)=LC(N, ).



7.6 Notes and Comments 149

Also, both games (INV,v) and (N,v’) are superadditive. Nevertheless, using,
e.g., Corollary 6.1.3, it can easily be verified that

PN(N,v) = N(N,v) = {(; % % ;)} and

PN(N,v') = N(N,v') = {(Z g g z> } .

7.6 Notes and Comments

We remark that Gérard-Varet and Zamir (1987) define, in contrast to Defini-
tion 7.3.1, the set of reasonable outcomes of a game (N,v), R(N,v), by

R(N,0) = [] [bhain(V, 0), b (N, 0)] .

min max
i€EN

Also, they characterize R as the maximal correspondence that satisfies AN,
COV, and a certain monotonicity property, and they investigate whether var-
ious solutions of games (with coalition structures) are contained in R.

Some of the results of this chapter may be generalized to games with coalition
structures. First, we give the definition of the e-core of a game with coalition
structure.

Definition 7.6.1. Let (N,v,R) be a game with coalition structure and € € R.
The e-core of (N,v,R) is the set

Co(N,v,R) = {z € X(N,v,R) | (S, z,v) < ¢ for all S € 2V \ R, S # 0}.

All the results of Section 7.4, except Lemmata 7.4.5 and 7.4.10 and Remark
7.4.13, hold for games with coalition structures. For example, the following
generalization of Theorem 7.4.3 is true.

Theorem 7.6.2. Let (N,v,R) be a game with coalition structure and let
z € C(N,v,R). Thenx € PK(N,v,R) if and only if, for each pair of partners
(t,j) € P(R) (see (3.8.1)), x bisects the segment R;j(x,¢).

Finally, we remark that this chapter is based on Maschler, Peleg, and Shapley
(1979).
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The Shapley Value

Shapley (1953) writes: “At the foundation of the theory of games is the as-
sumption that the players of a game can evaluate, in their utility scales, every
“prospect” that might arise as a result of a play. In attempting to apply the
theory to any field, one would normally expect to be permitted to include, in
the class of “prospects”, the prospect of having to play a game. The possibil-
ity of evaluating the game is therefore of critical importance.” In this chapter
we study the Shapley value which provides an a priori evaluation of every
coalitional game.

In Section 8.1 we prove that the Shapley value is the unique single-valued
solution which satisfies the following four axioms: the equal treatment prop-
erty, the null player property, Pareto optimality, and additivity. These are the
axioms of Shapley (1953). Also, uniqueness is proved for some important fam-
ilies of games. Monotonicity properties of solutions are investigated in Section
8.2. The example of Megiddo (1974) which proves that the nucleolus is not
monotonic is presented. Then we discuss two variants of monotonicity due to
Young (1985b) and provide an axiomatization of the Shapley value by means
of strong monotonicity. Section 8.3 is devoted to a consistency property of
single-valued solutions introduced by Hart and Mas-Colell (1989). It enables
us to prove a characterization theorem for the Shapley value which is similar
to Sobolev’s result for the prenucleolus (see Theorem 6.3.1). Only the reduced
game property has to be replaced by the consistency property.

The potential function for the Shapley value was defined and investigated by
Hart and Mas-Colell (1989). In Section 8.4 we prove some of their results on
the potential. An axiomatization of the Shapley value by means of a reduced
game property based on an “ordinary” reduced game due to Sobolev (1975) is
given in Section 8.5. The axiomatization of the Shapley value of (monotonic)
simple games due to Dubey (1975) is presented in Section 8.6.

The Aumann and Dréze (1974) value for games with coalition structures is de-
fined and axiomatized in Section 8.7. Games with a priori unions are analyzed
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in the next section. The main result is an axiomatization of the Owen value
(Owen (1977)). Section 8.9 is devoted to multilinear extensions of coalitional
games (Owen (1972)). The formula that relates the Shapley value of a game
to its multilinear extension is proved.

8.1 Existence and Uniqueness of the Value

In this section we shall be interested in a notion of an a priori evaluation of
a coalitional game by each of its players. Clearly, such an evaluation should
be a single-valued solution, that is, it has to satisfy SIVA (see Definition
6.2.10). Shapley (1953) contains three axioms, besides SIVA, that uniquely
determine the value to every player of each possible superadditive game. We
shall now present the definition of a value of a game. Also, after proving the
main results, we shall briefly discuss the minor differences between Shapley’s
and our approach (see Remark 8.1.11).

Let N be a coalition and V be the set of all coalition functions on 2V. Clearly,
V may be identified with the set of all games whose player set is N. As in
Section 3.5 we shall assume throughout that N = {1,...,n}. Let K C V.

Definition 8.1.1. A solution o on K is additive (ADD) if

o(vy +v2) = a(vy) + o(vy) when vy, vy, v1 + vy € K. (8.1.1)

Additivity was already discussed in Chapter 2 after the definition of superaddi-
tivity (see Definition 2.3.8). If o satisfies SIVA and o*(v), i € NN, is interpreted
as i’s expected payoff when he plays the game v, then (8.1.1) is a desirable
property.

We now introduce the solution studied in this chapter. Let K C V.

Definition 8.1.2. A value on K is a solution o on K that satisfies SIVA,
ETP, NP, PO, and ADD (see Definitions 6.2.10, 5.3.9, 4.1.17, 2.3.6, and
8.1.1, respectively).

Most of the results of this section may be deduced from the following theorem.

Theorem 8.1.3. There is a unique solution o on V that satisfies NE, ETP,
NP, and ADD.

We postpone the proof of Theorem 8.1.3 and shall prove a useful lemma. For
T C N, T # 0, define the unanimity game on T, ur, by

1,if SDOT,
0, otherwise.

ur(s) = {
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Lemma 8.1.4. The set {up |0 #T C N} is a linear basis of V.

Proof: There are 2" — 1 unanimity games and the dimension of V is also
2™ — 1. Thus, we have only to prove that the unanimity games are linearly
independent. Assume, on the contrary, that 3, 2rcn orur =0, where ap €
R are not all zero. Let Ty be a minimal set in

{T'CN|T+#0,ar 0}

Then (Z@#TQN aTuT) (To) = ag, # 0, which is the desired contradiction.
q.e.d.

Proof of Theorem 8.1.3: Uniqueness. Let ¢ be a solution on V that
satisfies NE, ETP, NP, and ADD. We first show that ¢ is a value, that is,
SIVA and PO. Indeed, if v = 0 € V then, by NE and NP, 0 € RY is the
unique member of ¢(v). If v € V is an arbitrary game, then also —v € V. Let
x € ¢(v) and y € ¢(—v). Then, by ADD, z +y € ¢(v —v); thus x = —y and
SIVA follows from NE. Moreover, 2(N) = —y(N) < v(N) and y(N) < —v(N),
because ¢ is a solution. Hence x(N) = v(IN) and PO is shown.

Now we may assume that ¢ is a value. Let ) # T C N. If a € R, then
the game aur has the following properties: (i) If i € N \ T, then i is a null
player, and (ii) if 4,j € T, then ¢ and j are substitutes. Hence, by SIVA,
NP, ETP, and PO, ¢(aur) = axr/|T|. (For simplicity we write o(v) = x
instead of o(v) = {z} when o is a single-valued solution.) Thus, ¢ is uniquely
determined on multiples of unanimity games.

Now let v € V. By Lemma 8.1.4 there exist ar € R, ) # T C N, such that
v = psrcy arur. Therefore, by ADD, ¢(v)= 3y rcn ¢(arur), and ¢ is
uniquely determined on V.

Existence. Let m € SYMy (the group of all permutations of N) and let
1 € N. We recall that

| Pl ={j €N | m(j) < w(i)} and (8.1.2)
(v) = v(Pr U{i}) —v(Pr)

(see Section 3.5). Now we define a function ¢ : V — R by

a

P (v) = Z aﬁ('v) for every i € N. (8.1.4)
TeESYMn s

For every permutation 7 the solution a, = (al,...,a") satisfies ADD and NP.
Thus, ¢ satisfies the same axioms. Moreover, it is straightforward to show that
¢ satisfies ETP. q.e.d.

The value ¢ defined by (8.1.4) is called the Shapley value.
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Corollary 8.1.5. The Shapley value ¢ on V is given by

sy = Y BHOZISI=DG 60— us) (8.1.5)

n!
SCN\{i}

for every v € V and for everyi € N.

Shapley (1953) gives the following interpretation of (8.1.5): “The players in N
agree to play the game v in a grand coalition, formed in the following way: 1.
Starting with a single member, the coalition adds one player at a time until
everybody has been admitted. 2. The order in which the players are to join is
determined by chance, with all arrangements equally probable. 3. Each player,
on his admission, demands and is promised the amount which his adherence
contributes to the value of the coalition (as determined by the function v).
The grand coalition then plays the game “efficiently” so as to obtain v(N) —
exactly enough to meet all the promises.”

Remark 8.1.6. The four axioms used in Theorem 8.1.3 are each logically
independent of the remaining axioms and of PO, provided that |N| > 2.

The easy proof of this remark is left to the reader (Exercise 8.1.3).

We now recall that a subset K of V is a convez cone if for all z,y € K and
a,BER, a,>0, ax+ By € K.

Theorem 8.1.7. Let K CV be a convex cone which contains all the unanim-
ity games. Then the only value on IC is the Shapley value.

Proof: Let ¢’ be a value on K. By the proof of Theorem 8.1.3, ¢/(aur) =
¢(aur) for all f £ T C N and a > 0. Now let v € K. By Lemma 8.1.4 v
can be written as v = Z@ TCN QTUT, where ar € R are suitable constants.
Denote P ={T | ar > 0} and Q = {T | ar < 0}. Then

v+ E aT ur = g arur.
TeQ TeP

As K is a convex cone, Y 1. o(—ar)ur € K and ) ;cp arur € K. Applying
the additivity of ¢’ yields

/ (U + Z —ar) “T> =¢'(v) + Z ¢’ (—apur) = Z ¢ (arur).

TeQ TeQ TeP

Hence
¢'(v) =Y rep ' (arur) — Y oreo @' (—arur)
= ETGP d(arur) — ZTGQ ¢(—arur)

=¢ (Z@#TQN aTUT) = ¢(v).
q.e.d.
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Corollary 8.1.8. Let V* be the set of all superadditive games in V. Then ¢
is the only value on V?.

Corollary 8.1.9. Let V™ be the set of all monotonic games in V. Then ¢ is
the only value on V™.

Corollary 8.1.10. The Shapley value is the unique value on the set of all
convexr games in V.

Remark 8.1.11. Originally Shapley (1953) proved Corollary 8.1.8 using a
slightly different notation. He considered a player set & and defined a super-
additive game as a function v which assigns to each S C U a real number
v(S) such that v(S) > v(SNT)+v(S\T) for all T C U (superadditivity)
and v(@) = 0. A carrier of v is a set N C U such that v(S N N) = v(S) for
all § € U. Now, according to Shapley, a mapping ¢ which assigns to each
superadditive game and each i € U a real number ¢'(v) is a value, if it sat-
isfies (1) AN (for each permutation 7 of & and each superadditive game v,
wp(v) = ¢(mv)), (2) ADD (as defined by (8.1.1)), and (3) for each carrier N
of a superadditive game v, >, ¢'(v) = v(NN). He then proved that there is
a unique value on the class of superadditive games with finite carriers. In our
notation (3) implies NP and PO. Also, SIVA and AN imply ETP.

The following strong result on the uniqueness is contained in Neyman (1989).
Let v € V. For S C N let vg € V be defined by vs(T) = v(SNT) for all
T C N. Then the members of N \ S are null players of vg. If S = (), then
vg =0€ V. If S # ), then vg is obtained from the subgame (S,v) of (N,v)
by adding the null players ¢ € N \ S. Finally, let G(v) be the additive group
generated by the games vg, S C N, that is,

Gv)=KweV|lw= Z ksvgs, kg is an integer for S C N
SCN

Notice that vy = v. Then the Shapley value is the only value on G(v). (For a
proof see Neyman (1989).)

Exercises

Exercise 8.1.1. Show that the Shapley value is self dual (see Definition
6.6.4).

Exercise 8.1.2. Let v € V and let

ap =Y _(=1)T1718ly(8) for all § # T C N. (8.1.6)
SCT

Prove that v =3y arur (see Lemma 8.1.4).



156 8 The Shapley Value

Let w € RY, w > 0 for all i € N. We define the w-weighted Shapley value (see
Kalai and Samet (1988)) ¢, on V by the following formulae. If § # T C N,
then

: ' ifieT
Lur) =4 @@ ! : 8.1.7
9l (ur) { 0 ,ifie N\T 8.1.7)
and if v € V, then let ap,0 # T C N, be given by (8.1.6), and let
bu(v) = D ardu(ur). (8.1.8)

PATCN

Exercise 8.1.3. Prove Remark 8.1.6 by means of examples. (Note that any
weighted Shapley value satisfies all of the axioms of a value except ETP.)

Exercise 8.1.4. Prove that if v € V is convex then ¢(v) € C(v) (see Theorem
3.5.1).

Exercise 8.1.5. Show by means of an example that PO is logically indepen-
dent of the remaining axioms in Corollary 8.1.8.

8.2 Monotonicity Properties of Solutions and the Value

Let N be a finite nonempty set, let n = |N|, and let V be the set of all coalition
functions on 2%. Intuitively, a single-valued solution o on a subset K of V is
monotonic if it has the following property. Let u,v € KC and let i € N. If u
is obtained from v by “improving the position” of 4, then o(u) > o'(v). If &
is set-valued, then a possible generalization is as follows: For every x € o(v)
there exists y € o(u) such that y* > 2. However, the improvement of a
player’s position in a game may be defined in several different ways which
lead to distinct definitions of monotonicity.

One version of monotonicity, namely (strong) aggregate monotonicity, (S)AM,
has been defined in Chapters 2 and 4 (see Definitions 2.3.23 and 4.5.1). None
of the variants of the bargaining set satisfies AM even on V* (the set of
superadditive games), provided that n > 6 (see Corollary 4.5.6). Also, the
(pre)kernel, the (pre)nucleolus, and the modiclus do not satisfy this property
(see Remark 5.5.17 and Exercise 6.6.5). Clearly, the Shapley value satisfies
SAM and hence shares this property with the core.

The next variant of monotonicity is due to Young (1985b).

Definition 8.2.1. Let o be a single-valued solution on a set K C V. o is
coalitionally monotonic if the following condition is satisfied: If u,v € K,
u(T) > v(T) for some T C N and u(S) = v(S) for all S € 2V \ {T}, then
o'(u) > o(v) for alli € T.
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Definition 8.2.1 may be generalized to a set-valued solution o by replacing the
statement “o’(u) > o'(v)” by the statement “for every x € o(v) there exists
y € o(u) such that y* > z*”. Then coalition monotonicity implies AM.

Remark 8.2.2. Coalitional monotonicity is equivalent to the following con-
dition: If w,v € K, i € N, u(SU{i}) > v(S U {i}) and u(S) = v(S) for all
S C N\ {i}, then o(u) > o'(v). Thus, coalitional monotonicity is a highly
intuitive property.

A single-valued solution o on a set IC C V is a core allocation if o(v) € C(v)
when C(v) # () and v € K.

Theorem 8.2.3. Let n >4 and o be a core allocation on a set IC C 'V which
contains the set of balanced games in V. Then o is not coalitionally monotonic.

Proof: Let M = {1,...,4} and (M,u) be the game given by (3.7.1). By
Lemma 3.7.3,

C(M,u) ={(y,—7,7,—) | -1 <y <1}

Let (M,v) and (M,w), respectively, be the games which differ from (M, w)
only inasmuch as v({1,2,3}) = 1 and w({2,3,4}) = 1, respectively. Then
C(M,v) = {(1,-1,1,-1)} and C(M,w) = {(—1,1,-1,1)}. If o were coali-
tionally monotonic, then o?(M,u) < —1 = 0?(M,v) and o®(M,u) < —1 =
o3(M,w), which is impossible. The extension of the result to n > 4 is obvious.

q.e.d.

For n > 5 Theorem 8.2.3 is due to Young (1985b). Housman and Clark (1998)
proved the result for n = 4 and showed the following remark, the proof of
which is left to the reader (Exercise 8.2.1).

Remark 8.2.4. If n = 3, then the prenucleolus is coalitionally monotonic.

The strongest version of monotonicity is the following. Let L C V.

Definition 8.2.5. A single-valued solution o on K is strongly monotonic
if the following condition is satisfied: If u,v € IC, i € N, and

u(SU{i}) —u(S) > v(SU{i}) —v(S) for all S C N,

then o'(u) > o(v).

Definition 8.2.5 may be generalized to a set-valued solution ¢ in the same way
as Definition 8.2.1 was generalized. The Shapley value is strongly monotonic.
Furthermore, strong monotonicity may be used in the following axiomatization
of the Shapley value.

Theorem 8.2.6 (Young (1985b)). Let o be a single-valued solution on V.
If o is strongly monotonic and satisfies ETP and PO, then o is the Shapley
value.
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Proof: Let v € V. We denote
D(v) = {S C N | there exists T C S with v(T") # 0}

and prove that o(v) = ¢(v) by induction on |D(v)|. If |D(v)| = 0, then v =0
and o(v) = 0 = ¢(v) by ETP and PO. Assume now that o(w) = ¢(w) if
w €V and |D(w)| < k. Assume that v € V satisfies |D(v)| = k + 1. Denote
by D™(v) the set of minimal coalitions in D(v). Let S € D™(v), let vg € V
be defined by vs(T) = v(SNT) for all T C N, and let w = v — vg. Then
|D(w)| < k. Also, if i € N\ S, then

w(TU{i}) —w(T) =v(TU{i}) —v(T) for all T C N.

Therefore, by strong monotonicity of o, of(w) = o%(v), and by the induction
hypothesis, o?(w) = ¢*(w) for all i € N\ S. Applying strong monotonicity of
¢ yields o'(v) = o'(w) = ¢*(w) = ¢*(v). Let So = N{S | S € D™(v)}. We
have shown that

o'(v) = ¢'(v) for all i € N\ Sp. (8.2.1)

We now observe that v(T) = 0 if Sy \ T # 0. Hence, if 7, j € Sp, then i and j
are substitutes (see Definition 3.8.5). By ETP of ¢ and ¢, ¢*(v) = 07 (v) and
¢ (v) = ¢/ (v) for all i,j € Sy. Hence, by (8.2.1) and Pareto optimality (of o
and ¢), o'(v) = ¢*(v) for all i € Sp, and the proof is complete. q.e.d.

Remark 8.2.7. The proof of Theorem 8.2.6 is similar to the proof of Theorem
B in Neyman (1989). A close examination of the proof reveals that strong
monotonicity may be replaced by the following weaker condition: If uw,v € IC,
1€ N, and

u(SU{i}) —u(S) =v(SU{i}) —v(S) for all S C N,

then o'(u) = o(v).

Exercises

Exercise 8.2.1. Prove Remark 8.2.4. (Let u, v be three-person games which
satisfy the assumptions of Definition 8.2.1. Let 2 € PK(N,v). Show that, if
y € X(N,u) such that y* < z* for some k € T, then y ¢ PK(N,u).)

Exercise 8.2.2. Let V* be the set of all superadditive games in V. Prove
that the Shapley value is the unique single-valued solution on V* that satisfies
strong monotonicity, ETP, and PO (see Young (1985b)).

Exercise 8.2.3. Prove that any weighted Shapley value is strongly mono-
tonic. (It is helpful to consider the probabilistic representation of a weighted
Shapley value as presented in Kalai and Samet (1988).)

Exercise 8.2.4. Show that each axiom in Theorem 8.2.6 is logically inde-
pendent of the remaining axioms, provided that n > 2.
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8.3 Consistency

Let U be a set of players, let I' be a subset of the set of all games I3, and
let o be a single-valued solution on I'. If (N,v) € I and § # S C N, then we
associate with S and v a new type of reduced game (S,vs ) which depends
on o. If T C S then the worth of T, vs,(T), is computed in the following
way. The members of T U (N \ S) = @ consider the subgame (Q,v) (see
Definition 3.2.2). We assume that (Q,v) € I'. Then the players in N \ S are
paid according to o(Q,v). The remainder, that is, v(Q) — ZiEN\S o (Q,v),
is the worth of T in the reduced game. Thus, if all members of U adopt o
as a solution for coalitional games, then the foregoing definition is intuitively
acceptable. The precise definition of the new reduced game is the following.

Definition 8.3.1. Let I' be a set of games and let o be a single-valued solution
on I'. If (N,v) € I and ) # S C N, then the o-reduced game (S,vs,) is
defined by the following rule. If ) £ T C S, then

vs.o(T) =v(TU(N\S))— 3 o(TU(N\S),v), (8.3.1)
ieN\S

and vg (D) = 0.

Remark 8.3.2. Notice that the new reduced game is defined only relative to
a single-valued solution, unlike Definition 2.3.11 which associates a reduced
game with every feasible payoff vector. Furthermore, let (N,v) € I, let © =
o(N,v), and let § # S G N. Then the coalition functions vg, and vg, (see
Definition 2.3.11) may not be equal, because they are defined by different
formulae. Clearly, vn,, = v = Un 4.

Remark 8.3.3. Definition 2.3.11 is very useful in investigations of the core
and its relatives, the prebargaining sets, the prekernel, and the prenucleo-
lus (see Chapters 2 — 6). Now, as the reader may easily verify by means of
an example, the Shapley value does not satisfy RGP (see Definition 2.3.14).
Hence, it shows that RGP is logically independent of the remaining axioms
of Theorem 6.3.1. However, Definition 8.3.1 will enable us to find a substitute
to RGP for the Shapley value.

Definition 8.3.4. A single-valued solution o on a set I' of games is con-
sistent (CON) if the following condition is satisfied: If (N,v) € I' and
0 #SCN, then (S,vs,) € I' and

0'(S,v5.5) = ' (N,v) for alli € S. (8.3.2)

The interpretation of CON is similar to that of RGP (see Remark 2.3.15).
Theorem 8.3.5. The Shapley value on I is consistent.
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Proof: Let N C U be a finite and nonempty set of players and ) # S C N.
Denote by Iy the set of all games (N,v) which satisfy (8.3.2) with o = ¢.
Let (N,v),(N,w) € Iy and o € R. By the linearity of ¢ and Definition 8.3.1,
(N,v 4+ w) and (N, av) are in I',. By Lemma 8.1.4, using again the linearity
of ¢, it is sufficient to prove that every unanimity game (on a subset of N)
is in I'y. Let u = ug be the coalition function of the unanimity game on @
where () # Q C N. We distinguish the following possibilities.

(1) QNS = 0. In this case @ C N\ S and therefore, by (8.3.1), ug, = 0 € RV.
Hence ¢/ (S, us,4) =0 = ¢/ (N,u) for all j € S.

(2) QNS # (. In this case (8.3.1) yields the following formula for ug ,:

_lens)
ug,o(T) = or T 2(50Q),
’ 0 , otherwise.

Thus, ¢7(S,us,y) = 1/|Q| = ¢’ (N, u) if j € SN Q, and ¢/ (S,us4) = 0=
®(N,u) if j € S\ Q, and the proof is complete. q.e.d.

In the following theorem consistency will be used to characterize the Shapley
value.

Theorem 8.3.6. There is a unique single-valued solution on Iy, that satisfies
COV, PO, ETP, and CON, and it is the Shapley value.

Proof: The Shapley value ¢ is single-valued and satisfies PO and ETP by
Definition 8.1.2. By Theorem 8.3.5, it is consistent, and by linearity, it satisfies
COV. Thus, we only have to prove the uniqueness part.

Let o be a single-valued solution on I, that satisfies COV, PO, ETP, and
CON. Let (N,v) be an n-person game. By induction on n we shall prove
that o(N,v) = ¢(N,v). If n = 1 then o(N,v) = ¢(N,v) by PO. For n = 2
the desired equality follows from Lemma 5.4.3. Thus, let £ > 3 and assume
that o(N,v) = ¢(N,v) whenever n < k. Now, if n = k let S C N satisfy
|S] = 2. Denote S = {i,j}. Then vg,({i}) and vg 4({i}) are determined by
the subgame (N \ {j},v). Therefore, by the induction hypothesis, vg ,({i}) =
vs,5({i}). Analogously, vs o ({j}) = vs,s({j}). Now, by (5.4.2)

0" (S, vs5,5) = 07 (S,vs,4) = vs,0({i}) = vs,0({j}) (8.3.3)
=vs,6({1}) —vso({7}) =" (S;vs,6) — ¢ (S,vs,6). -

By CON, o*(S,vs,,) = 0/(N,v) and ¢*(S, vg 4) = ¢*(N,v) for £ = i, 5. There-
fore, by (8.3.3),

#'(N,v) — o'(N,v) = ¢’(N,v) — o?(N,v) for all i,j € N. (8.3.4)
By PO and (8.3.4), o(N,v) = ¢(N,v), and the proof is complete. q.e.d.

So far all the material of this section is based on Hart and Mas-Colell (1989).
However, the proof of Theorem 8.3.6 that we presented is due to M. Maschler.
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Remark 8.3.7. Note that each of the axioms used in Theorem 8.3.6 except
PO is logically independent of the remaining axioms (Exercise 8.3.2). The
following lemma shows that Theorem 8.3.6 is true without the assumption of
PO.

Lemma 8.3.8. Let o be a single-valued solution on Iy that satisfies COV
and CON. Then o satisfies PO.

Proof: By COV and SIVA, o is Pareto optimal when applied to any one-
person game (see the first part of the proof of Lemma 6.2.11). Now, let (N, v) €
Iy, let 2 = o(N,v), and let i € N. Then, by (8.3.1), v(;},,({i}) = v(N) —
(N \ {i}). By CON, o({i},vf},,) = ¢'(N,v) and thus ¢'(N,v) = 2' =
v(N) — (N \ {i}). q.e.d.

Exercises

In order to define weighted Shapley values on Iy let w : U — R satisfy w? > 0
for all ¢ € U. Then the w-weighted Shapley value may be defined by (8.1.7)
and (8.1.8) for every nonempty finite N C U.

Exercise 8.3.1. Prove that any weighted Shapley value satisfies CON.

Exercise 8.3.2. Show by means of three examples that each of the axioms
COV, ETP, and CONS are logically independent of all the remaining axioms
in Theorem 8.3.6, provided that |/| > 3.

8.4 The Potential of the Shapley Value

Let U be a set of players and let Iz, be the set of games with players in U.

Definition 8.4.1. Let P : Iy — R and let (N,v) € Iy. The marginal
contribution of a player i € N in the game (N,v) (according to P) is

P(N,v) Cif N =1,

D'P(N,v) = {P(N,v)—P(N\{i}w) i [N| = 2.

Here (N \ {i},v) is a subgame of (N,v) (see Definition 3.2.2) when |N| > 2.
Definition 8.4.2. A function P : I}, — R is called a potential if for every
game (N,v) € I,
> D'P(N,v) = v(N). (8.4.1)
ieN
Thus, P is a potential if the allocation of marginal contributions (according
to P) is always Pareto optimal.
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Lemma 8.4.3. There exists a unique potential P. Moreover, the potential of
a game (N, v) is uniquely determined by applying (8.4.1) only to the subgames
(S,v), 0 # S C N, of (N,v).

Proof: Let (N,v) be a game. If [N| = 1, then P(N,v) = D*(N,v) = v(N) by
definition. If |N| > 2, then, by (8.4.1),
V(N) + 2ien PV i}, 0)

P(N,v) = N . (8.4.2)

Hence, the lemma follows from (8.4.2) by induction on |N|. q.e.d.
Henceforth we denote by P the unique potential function (on I7).
Theorem 8.4.4. For every game (N,v) € Iy and for every i € N,
D!P(N,v) = ¢*(N,v) where ¢(N,v) is the Shapley value of (N,v).

Proof: We define a function P* : I;; — R by the following rule. Let (IV,v) €
I74. Then, by Lemma 8.1.4, (N, v) is a linear combination of unanimity games
(N,ur), that is, v =3 4 pc y arur. Let

Pr(No)= > o (8.4.3)

oiren 7!

Let i € N. If [N| = 1, then P*(N,v) = D'P*(N,v) = v(N). If [N| > 2, then
PN\ A{i},v) = X gurcn gy or/|T]; thus

> D'P*(N,v) = ZZ = ) Z = Y ar=u(N)

iEN iEN Taz P0#ATCN zET 0ATCN

Thus, P* satisfies (8.4.1) and therefore, by Lemma 8.4.3, P* = P. Now if
1 € N, then

D'P(N,v) = D'P*(N,0) = Y _ & T = ¢'(N,v)
T>i

and the proof is complete. q.e.d.

Remark 8.4.5. By Theorem 8.4.4 the Shapley value is the (discrete) gradient
of P. Thus, P is a potential function for the Shapley value. This explains
the choice of the name for it. Ortmann (1998) describes parallels between the
Shapley value in the theory of cooperative games and the potential in physics.

Exercises

Exercise 8.4.1. Prove that P is given by
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P(N,v)= > (5] = DAINT = ISR, 5 (8.4.4)

!
0#SCN |N|

for every (N,v) € Iy. Provide a probabilistic interpretation for (8.4.4) (see
Hart and Mas-Colell (1988)).

Exercise 8.4.2. Provide alternative proofs of Theorems 8.3.5 and 8.3.6 by
means of Theorem 8.4.4 (see Hart and Mas-Colell (1989)).

Exercise 8.4.3. Let N be a finite nonempty subset of &/ and let 'y denote
the set of all coalition functions on 2. We define an operator P, : ['v — I'n
by (P.)(S) = P(S,v) for all  # S C N and (P.w)(®) = 0 for all v € I'y.
Prove the following assertion for all v,w € I'y:

(1) P is linear: Py(aw + pw) = aP.w + BP.w for all o, 8 € R.

(2) P. is symmetric: P.(mv) = w(Pyv) for every permutation 7w of N (see
Definition 2.3.4).

(3) P is positive: If v > 0 (that is, v(S) > 0 for all S C N), then P,v > 0.
(4) P. is a bijection.

(5) Pov = if and only if v is inessential (see Definition 2.1.9).

(See Hart and Mas-Colell (1988).)

Exercise 8.4.4. Let (N,v) € I,. Prove that if C(N,v) # (), then P(N,v) <
v(N). (Hint: See Exercise 8.4.3.)

8.5 A Reduced Game for the Shapley Value

In Section 8.3 a reduced game depending on the single-valued solution is used
to characterize the Shapley value. It is the aim of the present section to show
that the Shapley value may be characterized by a reduced game property
based on a reduced game which does not depend on the solution of subgames.
Let U be a set of players and Iy, the set of all games whose players are
members of U. Let (N,v) € Iy, let z € RV let i € N, and let |[N| > 2. Define
U]%il{i},m(T)7 T < N\ {i}, by

N[ =T -1

.0 = oy - o+ 2L

= W1 o(T).  (85.1)

It should be noted that (IV\ {7}, U]%I\{{i}w) is a game, because v]‘i‘f]i!{i},a:(@) =0.

Throughout this section it is called the reduced game of (N,v) (with respect
to N\ {i} and z).
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Remark 8.5.1. By (8.5.1), vf,]\{{l I(N \ {i}) = v(N) — 2'. Hence, ¥\ is
Pareto optimal according to the reduced game if and only if © € X(N,v).

The game (N \ {i}, v i {L} ) has the following simple interpretation. An arbi-

trator selects one player j of N \ {i}, each player equally probable. If j € T
then ¢ joins T and T has to pay ' to its new member i. Hence the worth
of T according to the reduced game is v(T'U {i}) — a%. If j ¢ T, then i joins
(N\ {i}) \ T and the worth of T" remains v(T"). If the members of N \ {i}
agree on this rule, then the expected worth of T is given by (8.5.1).

Remark 8.5.2. Let (N,v) € Iy, x € RY and i,j € N, i # j. If [N| > 3,
then

SH SH

SH _ (. SH
(UN\{i}’$>N\{i,j}71N\{i} = (UN\{j}’m)N\{i,j},mN\{i} ) (8.5.2)
that is, reducing does not depend on the order of the players which are deleted.

The simple proof of the foregoing remark is left to the reader (Exercise 8.5.1).
With the help of Remark 8.5.2 we may define the reduced game (5, vgg ) with
respect to an arbitrary coalition § # S C N recursively on |N| — |S|. Let
vl = v and assume that v is defined when |S| > k for some 1 < k <
IN|—1.If|S|=k—1,let i € N\ S. Then u = vgg{i}’m is already defined.
Let (S, v§%) be defined by (8.5.1), that is, v3 = By Remark 8.5.1,

(S,vg™) is well defined.

SH
u57wsu{7¢}~

Deﬁnition 8.5.3. A solution o on a set I' C Iy satisfies RGPSH if
(S,v8!) € I' and 25 € o(S,v§™) for every (N,v) € I, for every x € o(N,v),
and for every ) #S C N.

Lemma 8.5.4. The Shapley value satisfies RGPS on Iy,.
Proof: Let (N,v) € [}, satisfy [N| > 2andleti,j € N, i # j. Let x = ¢(N,v)

and u = vf,il{i} .- It suffices to show that ¢’ (N \ {i},u) = 27. Let ¢t = |T| for
every T C N.If t =0,...,n — 2, denote

oo Ut 1)!(2'— L=t gy, - P —nt' -
By (8.1.5)
= > aw(TU{i,j}) +bo(TU{i}) — aw(TU{j}) — bo(T) (8.5.3)
TCN\{i,j}
and
2 = Z av(TU{i,j}) —aww(TU{i})+bo(TU{j}) — bo(T). (8.5.4)
TCN\{i,j}

Denote
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1 tln—t—=2)(n—t—-2)

ol and pt = P —t—2)t
1

(n—1Dl(n—-1) T n=1D!(n—-1)

By (8.5.1),

(N {i},u) | |

= Sremgug) wigao(T U {i,5}) — %) = BT U {i}) - ')
+afu(T U {7}) = b (T)

= (Srempug e U{ig)) - (T U {i})

i

+ato(T U {j}) = 725b(D)) - 25

As the reader may easily verify,

na¢ _ Q¢ o 1 bt o 1 Q¢ - ’I’th _ bt -
n—1 nfl_at’bt—'_nfl_at’at—'_nfl_t’nfl nfl_bt’
and, by (8.5.3) and (8.5.4), the proof is complete. q.e.d.

Theorem 8.5.5. The Shapley value is the unique solution on I that satisfies
SIVA, COV, ETP, and RGPSH,

Proof: By Theorem 8.3.6 and Lemma 8.5.4, ¢ satisfies SIVA, COV, ETP,
and RGPS, Let o be a solution on I}, which satisfies the same axioms.
Let (N,v) € Iy. If [N| = 1, then, by SIVA and COV, o(N,v) = ¢(N,v).
Hence, by Remark 8.5.1, o satisfies PO. If |[N| = 2, then o(N,v) = ¢(N,v)
by Lemma 5.4.3. Let |[N| > 3 and let S C N satisfy |S| = 2. Let z,y € RY
and let S = {4,j}. Then

ek ({i}) =3 ({7} = v3y ({i}) — w3y ({7}) (8.5.5)
(bee Exercise 8.5.2). Now, let x = o(N,v), y = ¢(NV,v), u = vgg, and w =
vgl .- As o and ¢ coincide with the standard solution,
= L) —u( () +u(S)) v = S(w({}) — w({7}) +w(S)),
= L) — (i) +u(S) ¥ = 5@({) — w({i)) +w(S)).

By (8.5.5), #* — 27 =y —y’. Hence z¥ — 2* = y* — ¢ for all k,¢ € N. Hence
by PO, for every £ € N,

o(N) = IN|2 = ) (2" —af) = Y0 (4* —y") = o (V) — NIy,

keN keN

that is, y = x. q.e.d.
Theorem 8.5.5 is due to Sobolev (1975).
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The empty solution (see Example 5.4.4), the equal split solution (see Example
5.4.6), and the prenucleolus are examples which show that each of the axioms
SIVA, COV, and RGP is logically independent of the remaining axioms
employed in the foregoing theorem, provided that || > 2. For |U| = 2, any
weighted Shapley value satisfies SIVA, COV, and RGP¥, but it may not
satisfy ETP. If || > 3, then the following theorem shows that ETP can be
deduced from SIVA, COV, and RGPSH

Theorem 8.5.6. Let [U| > 3 and let o be a solution on I'y. Then o = ¢ if
and only if o satisfies SIVA, COV, and RGPS,

Proof: The Shapley value satisfies the desired axioms. In order to prove the
opposite direction, let o satisfy SIVA, COV, and RGP*H . By SIVA and COV,
o is Pareto optimal on one-person games and hence, by Remark 8.5.1, o
satisfies PO. A careful inspection of the proof of Theorem 8.5.5 shows that
it suffices to show that o coincides with the standard solution on two-person
games. Let (N,v) € Iy satisfy |N| = 2, let us say N = {1,2}. In order to show
that o(N,v) = ¢(N,v) we may assume, by COV, that (N,v) is 0-normalized.
If v(N) > 0 or v(N) < 0, respectively, then, again by COV, we may assume
that v(N) = 1 (that is, (N, v) is 0-1-normalized) or v(N) = —1 (that is, (N, v)
is 0-(—1)-normalized), respectively. We distinguish three cases.

(1) v(N) =0. Then av = v for all & > 0, so o(N,v) = 0 by SIVA and COV.

(2) v(N) = —=1.Let £ € U\ N, let us say £ = 3. Let M = N U {3} and let
(M, w) be the game which arises from (N, v) by adding the null player 3,
that is, w(S) = v(S N N) for all S C M. Let ¥ =(—1/2,-1/2,0). Then
N = (b(N v) and, by (8.5.1), wNA = v. Therefore, by RGPH it suffices
to show that x := o(M,w) = x Let P = {1,3} and Q = {2,3}. We claim
that the reduced games (N, wy2), (P, w;i{,{) and (Q,wQ %), respectively,
are strategically equivalent to the 0- (- ) normalized two-person games
(N,v), (P,v'), and (Q,v"), respectively. Indeed, by (8.5.1),

WL = =2 = wfL((2) and W) = v(N) —a® (850
and, thus, v = (w;%fi +1/2(23,2%)). By COV and RGP,
T2y z> = (N, ). (8.5.7)
Similarly, we receive
v =2 <wpx %(1 + x2,x2)> and v =2 (wglfc + %(1 + xl,x1)>

and thus
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1
2(zF + 5(1 + 2% 2?%) = 22 + 22 + 1,223 + 2°) = o(P,v)  (8.5.8)

and
1
2(z9 + 5(1 +at o)) = (2t 222 + 1,20 +22°) = 0(Q,0").  (8.5.9)

Now, let (M, w’") and (M, w"), respectively, be the games which arise from
(P,v") and from (Q,v"), respectively, by adding the null player 2 and 1,
respectively, that is, w'(S) = v'(S N P) and w"(S) = v"”(SN Q) for all
S C M. Let y=0(M,w) and z = o(M,w"). Analogously as before, by
showing that the two-person reduced games of (M, w’) with respect to y
as well as the two-person reduced games of (M, w"”) with respect to z are
strategically equivalent to (N, v), (P,v’), or (Q,v"), we receive

(221 + 23,222 + 23 + 1) =2yt + v3 + 1,292 + y3) =0 (N, v),
(22t + 22,224+ 222 + 1) = (y' +v?2/2,9%/2 +¢%) =o(P,v'), (8.5.10)
(2124222124 23) = (y* + 2y%, ¢yt +2y° + 1) =0 (Q,v").

By PO we may substitute 23 = —1 — 2(N),y> = —1 — y(N), and 2° =
—1— 2(N). By (8.5.8) - (8.5.10),

1 2
L_L_l:yl_yQ 221_22_1’

20t + 2?2 +1=y' + % =221 + 22 and (8.5.11)
171—|—2;l:2—|—1:y1—|—2y2 = %—&—22.
Each line of 8.5.11 yields 3 equations. We may choose 6 equations, two
from each line, which are linearly independent:

zt —z? =2y 429 =1,
bt —a? —2z1 4222 = 1,
4zt 4222 =2y —y? = -2,
2zl 422 221 —22 =1, (8.5.12)
! 4222 —yt —2y? = —1, and
2zt +4x2 —zt =222 = -2
As the reader may easily verify, the unique solution of the system (8.5.12)
szl =x2=9y' =22 = —%,y2 = z! =0, that is,
1 1 1 1 1 1
=(—=,—=,0,y=(—=,0,—=), 2= (0, — =, —=).
z ( 27 2) )7y ( 27 ) 2)7Z ( 9 27 2)

Hence x = 7.

v(N) = 1. This case can be treated in the same manner as Case (2). Only
“0-(—1)-normalized” has to be replaced by “0-1-normalized” wherever it
occurs. q.e.d
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Exercises

Exercise 8.5.1. Prove Remark 8.5.2.

Exercise 8.5.2. Let (N,v) € Iy, 0 # S C N and z,y € RY. Use (8.5.1) and
induction on |N| — |S] to prove that

v (R) — v§H(T) = v3H (R) — v§¥(T) for all R, T C S with |R| = |T.

8.6 The Shapley Value for Simple Games

The Shapley value of a committee, that is a simple game (see Definition 2.2.6),
has the following probabilistic interpretation. Let g = (N, W) be a simple
game and let 7 be a permutation of N. By (2.2.1) — (2.2.3) there exists exactly
one player j € N such that

Pi¢Wand PPU{j}eW (8.6.1)

(see (8.1.2)). Player j is called the pivot of m. Now let ¢ € N. The Shapley
value of 7 in the coalitional game (N, v) associated with g (see Definition 2.2.9)
is given by

i e SYMpy |iis apivot of T
s U w135 & pivt of )

where n = |N|. By (8.6.2), ¢*(G) = ¢*(N,v) is the probability that i is a pivot
under the assumption that all permutations of N have the same probability.

(8.6.2)

Let again g = (N, W) be a simple game and let I be an issue which has to be
approved or rejected by the members of N. Then I determines an ordering
(i.e., a permutation) 7 of the players of g according to their degree of support
of I. If the strongest supporter of I is the first player according to 7, the next-
strongest the second, and so forth, then the pivot of 7, j = j(7), is decisive for
the approval of I. Indeed, if j is persuaded to support I, then all the members
of PJ will also support I; together they will form the winning coalition PZU{j}
of supporters. Similarly, if j votes against I, then N \ P will block I. Thus,
if i € N then ¢*(G) is the probability that player i determines the outcome of
a vote on some issue. Here it is assumed that all possible “orders of support”
of the players, induced by all relevant issues, are equiprobable.

Let N = {1,...,n} be a set of players and let X be the set of all simple
games with player set IN. We first notice that there may be more than one
value (see Definition 8.1.2) on X'V (that is, on the set of coalitional games
associated with the simple games of XV).

Example 8.6.1. Let N = {1,2,3} and go=(3;2,1,1) (see Definition 2.2.11)
and let ¢, : XN — RY satisfy ¢.(g0) = (1,1,1)/3 and ¢.(g) = ¢(9) if g # go
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(we recall that ¢(g) is the Shapley value of the associated coalitional game).
Then ¢, is a value on XN. Nevertheless, ¢, # ¢ on V.

We shall now replace ADD (see Definition 8.1.1) by a similar axiom that will
enable us to characterize ¢ on XV. Let V be the set of all coalition functions
on 2. If u,v € V then we define vV w and v A v in V by

(u VvV )(S) = max{u(S),v(S)} and (u A v)(S) = min{u(S),v(S)}

for all S C N. A subset £ of V is a lattice if it satisfies the following conditions.
If u,v € £, then uVv,uAv € L. The set X is a lattice. (Here again we identify
simple games with their associated coalitional games.) We now introduce the
following modified form of additivity.

Definition 8.6.2. Let K C V. A single-valued solution o on K is a valuation
if the following equation is satisfied for all u,v € IC such that uVv,uNv € K:

ocluVo)+ounv)=oc(u)+ o). (8.6.3)

Remark 8.6.3. Let K CV, let £* C V be a convex cone which contains IC,
and let o be a single-valued additive solution on K*. Then o is a valuation on
K. Indeed, if u,v,uVv,u Av € K, then u +v € K* and

ocluvo)+ounv)=c((uVo)+ (uAv))=0c(u+v)=ocu)+ o).

The following theorem is due to Dubey (1975).

Theorem 8.6.4. There is a unique valuation on X that satisfies ETP, NP,
and PO, and it is the Shapley value ¢.

Proof: By Remark 8.6.3 and Theorem 8.1.3, the Shapley value on X% is
a valuation and satisfies ETP, NP, and PO. Thus, only the uniqueness part
of the theorem has to be shown. Let o be a valuation on XV that satisfies
ETP, NP, and PO, and let g = (N, W) € YN. We prove that o(g) = ¢(g) by
induction on [W™| =t (see Notation 2.2.12). If t = 1, then ¢ is the unanimity
game ug where S is the unique minimal winning coalition of g. Hence, by
ETP, NP, and PO, o(g) = ¢(g) (see the proof of Theorem 8.1.3). Now assume
that ¢ > 2. Let v be the associated coalition function of g, let S € W™, let
v = VTGW’”\{S} wp and vo = ug. Then

v =wv1 Vv and v1 Avg = \/ UTyS-
Tewm™\{s}

Hence, by the induction hypothesis, o(v1) = ¢(v1) and o(v1 Ave) = ¢(v1 Ava).
As o is a valuation we obtain the equalities

O'(Ul) + O'(UQ) — 0'(1)1 A ’U2)
B(v1) + d(v2) — P(v1 A v2)
B(v1 +v2 — (v1 Av2)) = ¢(v1 V v2) = ¢(v)

o(w) =o(vy Vo) =
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and the proof is complete. q.e.d.

There are simple examples of valuations which show that each of the axioms
ETP and NP are independent of the remaining axioms in Theorem 8.6.4,
provided that |N| > 2. Also, PO is logically independent, because the solution
which assigns 0 € RY to every g € X% is a valuation that satisfies ETP and
NP.

Exercises

Exercise 8.6.1. Compute the Shapley value for the UN Security Council
(see Example 2.2.15 and Monjardet (1972)).

Exercise 8.6.2. Compute the Shapley value of the games represented by
(2k + 1;2k,1,...,1) and (2k + 1;k,k,1,...,1) for any k € N.
—— ——

2k+1 2k+1

Exercise 8.6.3. Let N be a coalition and let A be a set of nonnegative
numbers that contains 0. Denote

V(A ={ve V™| v(S) e Aforall SC N}

(see Corollary 8.1.9). Prove that Theorem 8.6.4 remains true, if £ is replaced
by V™(A). This result is due to Einy (1988).

Exercise 8.6.4. Let g = (N, W) be a simple game with W™| = k and let
wm™ ={T,...,Tx}. Prove that

é(g) = Zk 1 Z 1 . (—1)k-1
9= ¢ ‘Ti|XTi — |EUTj‘XTlUTj | k T‘|XU§:1 T;
i=1 1<i<j<k i=11i

(see Notation 3.1.1 and Einy (1988)).

Exercise 8.6.5. Let X be the set of all proper simple games with player set
N. Prove that the Shapley value is the unique valuation on XV that satisfies
ETP, NP, and PO.

8.7 Games with Coalition Structures

Let U be a set of players and Ay be the set of all games with coalition
structures and with players in &/. Aumann and Dréze (1974) define a value on
Ay in the following way. Let A C Ay,.

Definition 8.7.1. A solution o on A is additive (ADD) if
o(N,u+v,R)=0(N,u,R)+ o(N,v,R) (8.7.1)
when (N,u,R),(N,v,R),(N,u+v,R) € A.
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Definition 8.7.2. A value on A is a single-valued solution on A that satisfies
EFF, RETP, NP, and ADD (see Definitions 5.4.10, 5.3.11, 4.1.17, and 8.7.1,
respectively).

The following theorem is due to Aumann and Dréze (1974).

Theorem 8.7.3. There is a unique value ¢, on Ay and, for every (N,v,R) €
Ay and for all i € N, it is given by

¢ (N,v,R) = ¢'(R,v) (8.7.2)

where R € R is determined by i € R and where ¢(R,v) is the Shapley value
of the subgame (R,v) of (N,v).

Proof: Formula (8.7.2) defines a single-valued solution ¢. on Ay. Also, as
the reader may easily verify, ¢, satisfies EFF, RETP, NP, and ADD, because
¢ is a value. Thus, it remains to prove the uniqueness part of the theorem.

Let o be a value on Ay, let N C U be finite and nonempty, and let R be
a coalition structure for N. Denote by V the set of all coalition functions on
2V, By (8.7.1), o is additive on V. Hence, if we prove that (N, aur, R) =
¢« (N, aur,R) for every unanimity game ur, § # T C N, and every a € R,
then the proof is completed by Lemma 8.1.4. So, let ) # T C N and « € R.
If i € N, then, by EFF, RETP, and NP,

af|T|,ifi €T and T C R for some R € R,

o' (N,aur, R) = { 0 , otherwise.

Thus, by (8.7.2), o(N,v,R) = ¢«(N,v,R) for every v € V. q.e.d.
Remark 8.7.4. For every game (N,v) € Iy, ¢(N,v) = ¢ (N,v,{N}).

Remark 8.7.5. Let N C U be a coalition, let R be a coalition structure for
N, and let AX be the set of games on 2%V with the coalition structure R. The
following stronger result may be proved similarly to Theorem 8.1.3: There is
a unique solution o on AR that satisfies NE, RETP, NP, and ADD, and it is
¢+. Also, each of the axioms is logically independent of the remaining axioms
and of PO, provided that there exists R € R such that |R| > 2.

The Aumann-Dreze value ¢, may be characterized by consistency in the
following way. Let A C Ay and let o be a single-valued solution on A. If
(N,u,R) € Aand § # S C R € R, then we define the first o-reduced game

(S, U?’J) by

v, (T)=v((R\S)UT)— > o*((R\S)UT,v) for every § # T C S (8.7.3)
i€ER\S

and v%,(0) = 0. (Here ((R\ S) UT,v) is a subgame of (N, v).) Now we are
ready for the following definition.
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Definition 8.7.6. A solution o on A is consistent (CON1) with respect to
(8.7.3), if the following condition is satisfied. If (N,v,R) € A and O # S C
R € R, then

(S, vga) € A and 0 (N,v,R) = o7 (S, vgﬂ) for all j € S. (8.7.4)

The following theorem is proved in Winter (1988).

Theorem 8.7.7. There is a unique single-valued solution on Ay that satisfies
EFF, RETP, COV, and CON1, and it is the Aumann-Dréze value.

Remark 8.7.8. EFF can be deduced from COV and CONI, so it is not
needed as an assumption of the preceding theorem.

Exercises

Exercise 8.7.1. Prove Remark 8.7.5.
Exercise 8.7.2. Prove Theorem 8.7.7.

8.8 Games with A Priori Unions

Owen (1977) and Hart and Kurz (1983) have investigated another value for
games with coalition structures. Unlike the Aumann-Dreéze value, their value
is Pareto optimal. Hart and Kurz (1983) write: “Our view is that the reason
coalitions form is not in order to get their worth, but to be in a better position
when bargaining with the others on how to divide the maximum amount avail-
able (i.e., the worth of the grand coalition).” The following example illustrates
the foregoing remark.

Example 8.8.1. Let Ny = {1}, let Ny = {2,...,n}, n > 3, and let the
market game v be defined by

v(S) = min{|S N Ny|,|S N Ny|} for all S C N

where N = N; U Ny (see Example 2.2.2). To make the example more vivid
we shall assume that player 1 is a landowner and that the members of Ny are
workers. The Shapley value of the landowner is ¢'(N,v) = (n — 1)/n. The
workers cannot object to the payoff distribution ¢(V,v) because v(Nz) = 0;
that is, Ny is unable to improve upon ¢(N,v) by forming its own subgame.
However, the workers may form a labor union and thereby “reduce” the game
(N,v) to the two-person symmetric game (N, ?7) where N = {1, Ny}, 9(0) =
5({1}) = 5({N2}) = 0, and 5(N) = 1. Clearly, ¢*(N,7) = ¢™2(N,7) = 1/2.
Thus, by forming a labor union the workers obtain a better bargaining position
(and a larger payoff).
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Now we shall present the Owen value. Let U be a set of players and let Ay
be the set of all games with coalition structures and with players in U.

Now, let G = (N,v,R) € Ay. In the current section we consider G as a game
with a priori unions. Thus, if R = {{i}|i € N}, then nontrivial a priori unions
are absent. Unlike for games with coalition structures, the game (N, v), that
is, a game without a priori unions, may be identified with (N, v, {{i}|i € N})
in the present context.

Consequently z € RY is feasible for G, if x is feasible for (N,v), that is, if
x € X*(N,v). A solution on a set A C Ay of games with a priori unions
assigns to each (N,v,R) € A a subset of X*(N,v). Note that this definition
of a solution is in contrast to the definition of a solution for A when A is
considered to be a set of games with coalition structures (see Definition 3.8.1).

Definition 8.8.2. The intermediate game (R, vr) is the game whose play-
ers are the coalitions of R and whose coalition function vg is given by

vr(T)=v | |J Q| foralT CR (8.8.1)
QeT

(see Definition 2.18 in Maschler and Peleg (1967)).

Definition 8.8.3. A single-valued solution o on Ay has the intermediate
game property (IGP) if for every (N,v,R) € Ay and all substitutes R, R’ €
R (see Definition 3.8.5) of (R,vr),

Z o/(N,v,R) = Z d’(N,v,R). (8.8.2)

JER JER

Definition 8.8.4 (Owen (1977)). A coalition structure value (CS-value)
on Ay is a single-valued solution on Ay that satisfies' PO, RETP, NP, ADD,
and IGP (see Definitions 2.3.6, 5.3.11, 4.1.17, 8.7.1, and 8.8.2, respectively).

Theorem 8.8.5 (Owen (1977)). There is a unique CS-value on Ay.

Proof: Let N be a finite nonempty set of players and let R, |R| = m, be

a coalition structure for N. A permutation 7 € SY My (Definition 2.1.15)

is consistent with R if the following condition is satisfied: If i, € R € R,

¢ € N, and 7(i) < n(¢) < 7(j), then £ € R. Denote by SYMy(R) the

set of all permutations of N consistent with R. Notice that |SYMpy(R)| =

m![]per [R]!. Now we define the Owen value of a game (N,v,R) by
sz(N,’U,R) = Z ISJJG/\Z(;;)(R)I for every i € N (8.8.3)

TESYMnN(R)

LIf (N, v, R) is a game with a priori unions, then X (N, v), the set of preimputations
of the underlying game (N, v), is the set of Pareto optimal payoffs of (N, v, R).
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(see (8.1.3)). As the reader may easily verify, ¢ satisfies PO, RETP, NP, ADD,
and IGP. Thus, it remains to prove the uniqueness part of the theorem.

Let o be a CS-value on Ay. As o is additive, by Lemma 8.1.4, it suffices to
prove that for every unanimity game with coalition structure (N, ur, R) € Ay,
and all a € R,

a(N,aur,R) = ¢(N,aur,R). (8.8.4)
Thus, let N C U be a coalition, let R be a coalition structure for N, let
04T C N,and let « € R. Let 7 = {R € R | RNT # 0}. Furthermore,
we abbreviate u = up. First consider the intermediate game (R, aur). The
coalition function ug is given by

1 ’ if TR c Qa
0 , otherwise,

ur(Q) = {

for every @ C R. Thus, ugr is the unanimity game on 7. By PO, NP, and
IGP,

> o/ (N,au,R) = (8.8.5)

JER
Again by NP, o/(N,au,R) =0 for alli € N\T.Ifi € T, let R € R such that
i € R. Then R € Tr. Therefore, by RETP and (8.8.5),

Oé/|TR|,1fRETR,
0 ,ifReR\Tx.

, o
“(N = —
o'(N,au, R) Ta[ROT]

We conclude that o is uniquely determined on (N,au,R). As ¢ is also a
CS-value, (8.8.4) has been proved. q.e.d.

The Owen value ¢ of a game with a priori unions G = (N, v, R) € Ay defined
by (8.8.3) is related to the “classical” Shapley value of the intermediate game
(R,vr). Indeed, note that for every R € R,

> 6(G)=¢(R,vr).

JjER

Remark 8.8.6. Each of the axioms RETP, NP, IGP, and ADD are indepen-
dent of the remaining axioms in the foregoing theorem, provided that |U/| > 2.
Analogously to Section 8.1 it can be shown that PO is not needed. Indeed, let
o be a single-valued solution on Ay, that satisfies RETP, NP, ADD, and IGP,
and let G = (N,v,R) € Ay. By ADD and NP, o(G)+0o(N,—v,R) =0 € RV.
Thus, PO is implied by feasibility.

We shall now introduce the consistency property which corresponds to the CS-
value. Let o be a single-valued solution on Ay, (N,v,R) € Ay,and # S C R
for some R € R. The second o-reduced game (S, ﬁgg) is given by
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75,(T) =v(N\S)UT)— > o' (N\S)UT,v,Rmsyur) (88.6)
iEN\S

for all § # T C S, and 5, () = 0. (Here (N\S)UT,v,Rinmsyur) is a
subgame of (N, v) with the coalition structure R\ s)ur as defined in Section
3.8.)

Definition 8.8.7. A solution o on Ay is consistent (CON2) with respect
to (8.8.6) if the following condition is satisfied. If (N,v,R) € Ay and ) #
S C RER, then

o/(N,v,R) = o’ (S,@EU) for all j € S. (8.8.7)

The proof of the following theorem is left to the reader (Exercise 8.8.3).

Theorem 8.8.8 (Winter (1988)). There is a unique single-valued solution on
Ay that satisfies PO, COV, RETP, IGP, and CON2, and it is the CS-value.

Exercises

Exercise 8.8.1. Prove the remaining statements of Remark 8.8.6 by means
of examples.

Exercise 8.8.2. A single-valued solution o on Ay satisfies the
o strong null player property (SNP) if o satisfies NP and if for all (N, v, R) €

Ay with |[N| > 2 and for any null player i € N, o (N \ {i},v,R‘N\{i}) =
oMM (N, v, R);

o null intermediate game property (NIGP) if for every (N,v,R) € Ay such
that vg(7) =0 for all T C R, (8.8.2) is true for all R, R’ € R.

Prove that if I/ is infinite, then there exists a unique single-valued solution on
Ay that satisfies PO, AN, SNP, ADD, and NIGP (see Hart and Kurz (1983)).

Exercise 8.8.3. Prove Theorem 8.8.8.

8.9 Multilinear Extensions of Games
Throughout this section let G = (N, v) be an n-person game. Denote by IV
the unit n-cube

IN={zeRY|0<2" <1forallic N}.

The extreme points of IV are the vectors xs, S C N (see Notation 3.1.1). So,
we notice that v determines a real function ¥ on the corners of IV by
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T(xs) =v(9) for all S C N. (8.9.1)

Hence, 7 may be extended to IV by

() = Z H ! H (1 -2 |u(T) forallz eIV, (8.9.2)

TCN \i€T ieN\T

Owen (1972) has proved the following result.

Theorem 8.9.1. There exists a unique multilinear function on IV which
satisfies (8.9.1).

Proof: Clearly 7 is multilinear. Hence we have only to prove the uniqueness
part of the theorem. Let f : IV — R be a multilinear function that satisfies
fxs) =v(S) for all S C N. As f is multilinear, there exist ¢y € R, T'C N,

such that '
flz) = Z CTHIZ for all z € IV,
TCN  ieT
Thus, in particular,
flxs) =v(S) = Z cr for every S C N. (8.9.3)
TCS

The corresponding homogeneous system of linear equations has a full rank;
thus (8.9.3) has at most one solution. It has at least one solution, because ¥
is multilinear. Therefore, f = w. q.e.d.

Definition 8.9.2. Let (N,v) be a coalitional game. The multilinear exten-
sion (MLE) of (N,v) is the function v : IV — R defined by (8.9.2).
Example 8.9.3. Let N = {1,2,3} and G=(3;2,1,1). The MLE of G is given
by
O(z) = 2'2?(1 — 23) + 223 (1 — 22) + 2'2%2® = 12?4+ 2'2® — 2'a2®,

Let (N,v) be a game and let 2 = {0,1}. Then 2V = {xs | S C N} is the set
of extreme points of IV. Every 2 € IV defines a product probability on 2V
by

Pr(xs) = Hmi H (1 —2") for all S C N. (8.9.4)

i€S  {eEN\S
Pr(xs) may be considered as the probability of the formation of the (random)
coalition S according to x. Now, (8.9.1) defines a random variable T on £2%V.
By (8.9.4), (8.9.2) is precisely the expected worth of the random coalition,
that is, B
v(z) = E(v(xs)) = E(v(5)).

Now we shall find the relationship between the Shapley value of a game and
its MLE. We shall assume that N = {1,...,n}.
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Theorem 8.9.4. Let G = (N,v) be an n-person game and let T be its MLE.
Then

1
w(N,v)z/ %ﬁ(t,...,t)dt for all j € N. (8.9.5)
0

Proof: By (8.9.2),

2o (x)

ox

= Yremiy (Hz‘eT # [Lieanangy (1 - xi)) o(TU{j})
— 2 remi) (HieT o Thienmn gy (1 - 90)) o(T)

= ZTQN\{j} (HieT ! Hie(N\T)\{j}(l - 5752)) ((TU{j}) —o(T)).
Hence, if © = (¢,...,t), then

ov

@)= Y T T T UG — @) (3.9.6)

TCN\{j}

Integrating (8.9.6) yields

b oo
/0 bty

= > [ g ) - o

TCN\{j}
|T|'(n —|T| — 1)! .
> o (W(T U{j}) —o(T))
TCN\{j} '
= ¢j (N7 U)
(see Exercise 8.9.1 which proves the second equality). q.e.d.

Example 8.9.5. Let G=(3;2,1,1) (see Example 8.9.3). Then

ov 0
921 = g1

ola? 4+ atad — pla?a®) = 2% 4 2% — 2223,

Hence (0v/0x')(t,t,t) = 2t — t? and
1
Ty — T N P e
¢(G)—/O(2t Pt =7 - Sy =2
By PO and ETP, ¢%(G) = ¢*(G) = 1/6.

Remark 8.9.6. Formulae (8.9.5) and (8.9.6) are very useful in the compu-
tation of the Shapley value of large games (see Owen (1975) and (1972)).
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Exercises
Exercise 8.9.1. Prove that

! (n—k—1)!
(/t%l—ﬂ"%_%tzﬁiz7§——lﬂxaﬂk:OV“,n—L
0 !

Let (N,v) be a game. The Banzhaf (power) index n(N,v) € RY of (N,v),
introduced by Banzhaf (1965) (see also Coleman (1971)), is defined by

1

nl(N,U)Zm

Z v(SU{i}) —v(S) for all i € N.
SCNVL)

Exercise 8.9.2. Let (N,v) be a game. Show that

n'(N,v)

8@(1 1

=—|=,...,= ) foralli e N.
9zt \ 27 ,2) or all 72 €

8.10 Notes and Comments

The Shapley value is extensively studied in the literature and has many ex-
tensions and applications. We shall mention only some of them.

The Shapley value is proposed as a predominant solution to cost-sharing prob-
lems (see, e.g., Straffin and Heaney (1981), Suzuki and Nakayama (1976), and
Littlechild and Owen (1973)), when a game-theoretic approach is presented.
Note that in the case of airport games (see Example 2.2.4), the nucleolus
and the modiclus as well yield reasonable cost-shares which may easily be
computed recursively (see Potters and Sudhélter (1999)).

The Shapley value may be extended to TU games with a countable set of
players. Two different approaches are proposed by Shapley (1962b) and Art-
stein (1971) on the one hand and by Pallaschke and Rosenmiiller (1997) on
the other.

Moreover, Aumann and Shapley (1974) extended the Shapley value to TU
games with a continuum of players. In many papers (see, e.g., Billera, Heath,
and Raanan (1978)) the solution is then proposed as a cost-sharing rule known
as Aumann-Shapley pricing. Characterizations of Aumann-Shapley pricing by
simple properties that allow for an economic interpretation are contained in
Billera and Heath (1982) and Mirman and Tauman (1982).

For further discussions and applications of the Shapley value see Winter
(2002).
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8.11 A Summary of Some Properties of the
Main Solutions

Table 8.11.1 presents a summary of some results on axiomatizations of the
most important TU game solutions, the core and its relatives, the prekernel
and prenucleolus, and the Shapley value.

Indeed, “+” means that the axiom is satisfied on suitable classes of games,
“—” means that the axiom is not satisfied in general, and “@®” means that the
axiom occurs in at least one axiomatization of the corresponding solution. In
the context of the core the axiomatizations are stated in Theorems 3.6.1 and
3.7.1 and in the final sentence of (2) in Section 3.9, whereas for the prekernel
and the prenucleolus, Theorems 5.4.2, 6.3.1, and Remark 6.3.4 have to be
mentioned. Finally, concerning the Shapley value we refer to Theorems 8.1.3,

8.1.7, and 8.2.6.

Note that the table is not exhaustive, neither in regard to the collection of
properties nor in regard to the collection of properties employed in some ax-
iomatizations.

Table 8.11.1. Solutions and Properties

Axioms \ Solutions H Core [ Prekernel | Prenucleolus [ Shapley value
Pareto optimality + P + ®
Covariance S S 5 @
Anonymity S3) + 52 +
Equal treatment property — P &) ®
Individual rationality <) — — —
Reasonableness &) + + +
Additivity - - - S
Superadditivity <) — — +
Reduced game property (RGP) &) &) &) —
Reconfirmation property S5} — + -
Converse RGP ® 2 — -
Aggregate monotonicity + — — +
Strong monotonicity — - - @
Null player property + + + ®
HM consistency - - - 57

+: Axiom is satisfied on suitable sets of games.
@: Axiom is used in at least one axiomatization.
—: Axiom is not satisfied in general.
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Continuity Properties of Solutions

In this chapter we shall define and investigate continuity properties of the
core, the unconstrained bargaining set, the prekernel, and the prenucleolus.
The Shapley value, which is a linear function of the coalition function, is
obviously continuous. We consider “minimal” continuity as a necessary “tech-
nical” condition for a solution to be acceptable. By “minimal” continuity we
mean upper hemicontinuity (see Definition 9.1.5) plus closed-valuedness. For-
tunately, all the foregoing solutions are “minimally” continuous. Furthermore,
the core and the prenucleolus are actually continuous. (A set-valued solution
is continuous if it is both upper hemicontinuous and lower hemicontinuous
(see Definition 9.2.1).)

9.1 Upper Hemicontinuity of Solutions

Let X and Y be two metric spaces. A set-valued function from X to Y is a
mapping ¢ that assigns to each z € X a nonempty subset p(z) of Y. (Note
that this definition is in contrast to the definition of a set-valued solution,
which may specify the empty set for some games under consideration.) If ¢
is a set-valued function from X to Y, then we abbreviate ¢ : X — 2Y to
p: X=2Y.

Example 9.1.1. Let N be a (fixed) nonempty and finite set of players, let
n = |N|, and let Iy be the set of all games (IV,v). Then I'y may be identified
with the set V (see Section 8.1) of coalition functions v : 2V — R, v(()) =
0 and, thus, with the Euclidean space R?"~!. The prekernel on Iy can be
considered as a function PKX : R?"~1 — 28" By Corollary 5.1.18, PK is a
set-valued function from R?"~! to RY.

The graph of a set-valued function is defined in the following (non-standard)
way.
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Definition 9.1.2. Let p: X =2 Y be a set-valued function. The graph of ¢,
Gr(y), is defined by

Gr(p)={(z,y) |z € X and y € ()}

Notice that Gr(p) € X x Y (and that it is not a subset of X x 2Y).

Example 9.1.1 (continued). The graph of PK is given by

Gr(PK) = {(v,x)

veV,xe X(N,v), and
Ske(z,v) = spp(x,v) for all k, £ € N,k # ¢

(see Definition 5.1.1).

Definition 9.1.3. A set-valued function ¢ : X =Y is closed if Gr(yp) is a
closed subset of X x Y.

Example 9.1.1 (continued). The set-valued function PK is closed, because
ske(-,-) : V x RN — R is a continuous function for all k,£ € N, k # /.

We proceed with the following definition.

Definition 9.1.4. A set-valued function ¢ : X =Y is bounded if for each
compact subset B of X the image of B, p(B) = |J,cp (), is a bounded
subset of Y.

Example 9.1.1 (continued). The prekernel satisfies PO (by Definition
5.1.1) and REBE (see Theorem 5.5.5). Hence, if B C V is bounded, then
PK(B) is bounded.

We now introduce one of the two main continuity concepts for set-valued
functions.

Definition 9.1.5. Let ¢ : X = Y be a set-valued function. Then ¢ is upper
hemicontinuous (uhc) at © € X if for every open subset U of Y such that
U 2 p(x) there exists an open subset V' of X such that x € V and ¢(z) CU
for every z € V.. Moreover, ¢ is uhc, if it is uhc at each x € X.

Now we are ready for the following result.

Lemma 9.1.6. Let X be a metric space and let Y = RM for some nonempty
and finite set M. If p : X =2Y is a closed and bounded set-valued function,
then ¢ is uhc.

Proof: Let z € X and let U be an open subset of Y such that U 2 ¢(z).
Assume, on the contrary, that there exists no open subset V' of X such that
v eV and (V) = .oy ¢(2) € U. Then there exist sequences (7;);en and
(yj)jen such that z; € X, y; € ¢(z;), im0 x; =z, and y; € Y \ U for all
j € N. In view of the boundedness of ¢, there exists a convergent subsequence
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(Y5, Jwen Of (yj)jen. Let y = limg_.o0 yj,. Then y ¢ U, because U is open.
However, y € o(z), because ¢ is closed, and the desired contradiction has
been reached. q.e.d.

Henceforth, N is a finite nonempty set of players and
Iv = {v:2Y - R|v(0) =0}.
Theorem 9.1.7. The prekernel, PK : Iy = RY, is uhc.

Theorem 9.1.7 is implied by the discussion in Example 9.1.1 and Lemma 9.1.6.

We shall now prove that the unconstrained bargaining set (see Definition
4.1.4) is uhc.

Theorem 9.1.8. The unconstrained bargaining set, PM : Iy = R, is uhc.

Proof: We shall first prove that PM is a closed set-valued function. Let
v € Iy, v € X(v), and k,£ € N, k # L. If k has a justified objection
against £ at x with respect to v, then we shall write k >—f\;€v) ¢ (see Definition
4.2.1). A careful examination of the proof of Lemma 4.2.2 shows that the set
{(v,2) | v € IN,z € X(v), and k >f\;€v) £} is an open subset of the set
{(v,z) | v € IN and z € X(v)}. Hence the graph of PM,

Gr(PM) = {(v,z) | v € In,z € X(v) and k < y VL€ Nk # L}

—(z,v

(where jf\;)v) is the negation of >{\;"v)), is closed.

We shall now prove that PM is bounded. Let B C Iy be a bounded set. As
P M satisfies COV, we may assume that each v € B is monotonic and strictly
positive (i.e., v(S) > 0 for all ) # S C N; see Exercise 2.1.4). If v € B and
x € PM(v), then z € X(v). Hence it is sufficient to prove that, if v € B
and z € PM(v), then 2° < v(N) for all i € N. Assume, on the contrary, that
v € B, r € PM(v),and x* > v(N) for some £ € N. Let P = {i € N | 2 < 0}.
Then P # () and £ ¢ P, because x* > v(N) = x(N) > 0. Let y € R” be given
by y¢ = v(P)/|P| for alli € P and let k € P. We claim that (P, y) is a justified
objection of k against ¢ at x. Indeed, let Q) € 7yp. Then

v(Q) —y(QN P) —z(Q\ P) <v(Q) —z* <v(Q) — v(N) <0;
hence ¢ cannot counterobject (P,y) via Q. q-e.d.

We conclude this section with the proof of upper hemicontinuity of the core.
Let
I$={vely|Cw)#0}.

Theorem 9.1.9. The core correspondence C : [} = RY is uhc.

Proof: The graph of C,
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Gr(C) = {(v,z) € I¥ xRN | £(N) = v(N) and z(S) > v(S) VS C N},

is a closed subset of F]\C, x RY. The core correspondence is also bounded by
PO and IR. Thus, the core is uhc by Lemma 9.1.6. q.e.d.

Exercises

Exercise 9.1.1. Give an example of a closed set-valued function that is not
uhc.

Exercise 9.1.2. Let X and Y be two metric spaces and let ¢ : X =Y be a
set-valued function.

(1) Y is compact and ¢ is closed, then ¢ is uhc.

(2) If ¢ is uhc and closed-valued (that is, p(z) is a closed subset of Y for every
x € X), then ¢ is closed.

Exercise 9.1.3. Let v € Iy and go(v) = mingex (o) maxy s sC y e(S, x,v) (see
(7.1.1)). Prove that o (+) : Iy — R is continuous. (Hint: Show that there exists
v € Iy which is strategically equivalent to v, such that €q(?) is the value of
the matrix game, the matrix, A, of which is defined by A = (Agj)(b?és:ct]v,
jeN

where each row ag. is given by ag. = v(S)xn — Xxs.)

Exercise 9.1.4. Use Exercise 9.1.3 to prove that the least-core LC : Iy =
RY (see Definition 7.1.2) is uhc.

9.2 Lower Hemicontinuity of Solutions

We shall start with the definition of lower hemicontinuity of set-valued func-
tions. Later in this section we shall prove that the core is lower hemicontinu-
ous, whereas the prekernel is not lower hemicontinuous. The discussion of the
lower hemicontinuity of the unconstrained bargaining set and the least-core
will be left to the reader as an exercise.

Let X and Y be metric spaces.

Definition 9.2.1. Let ¢ : X =Y be a set-valued function. Then ¢ is lower
hemicontinuous (lhc) at x € X if for every open set U C'Y such that
o(x)NU # O, there exists an open set V C X such that x € V and p(z)NU # ()
for every z € V.. Moreover, ¢ is lhe, if it is Ihc at each z € X.

The following lemma is very helpful for the analysis of lower hemicontinuity.
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Lemma 9.2.2. Let X be a conver polyhedral set in R", X # 0,R", and let
Y be a bounded set in R™ (m,n € N). If ¢ : X =Y is a set-valued function
such that the graph of p, Gr(p), is convex, then ¢ is lhc.

Proof: Let o € X and let U be an open subset of Y such that
Une(zo) # 0.
Let yo € U Nw(xg). Then, for some 0 < § < 1,
U2{yeY||y—uwoll <o}
(Il - I denotes the Euclidean norm). As Y is bounded, for some M > 1,
ly —yoll < M for all y € Y.

Define f : X — R™ by

flx) = %qu (1]\(;[) xp for all z € X.

Claim: There exists an open set V' C X such that o € V and f(z) € X for
allz e V.

As X is a convex polyhedral subset of R™, it has a representation of the form
X = {x € R" | Az < b}, where A is a k x n matrix and b € R¥. As X # 0, R",
A #0. Let ||A]| = max{||Az|| | € R™, ||z|| < 1}. Then ||A]| > 0. Now define
€ > 0 by distinguishing the following cases. If Azg = b, let € = 1. Otherwise
let

5 , , . .
_ b iy j j
A min{d’ — (Azo)’ | j € {1,...,k},b/ — (Azp)’ > 0}.

Define V.={x € X | ||x — x0]| < €} and let x € V. Then
M
Af(z) = Azo + ?A(x — o).
Thus, if (Azg)? = b7, then (Af(z))? < b, because (Az)? < b/. If (Axg)! < b7,
then b/ — (Axzg)? > %‘A” and, hence,

(Af(@)) = (Aao) + L (Aw —ag)p < v — AL

5 ||A|||| — ol V.

Thus, the claim has been proved.

Now the proof can be completed. Let 2z € V. We shall show that o(z)NU # 0.
By our claim, f(x) € X. Also,

o= 2w (1= 2 )
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Let y1 € o(f(x)). Then, by convexity of Gr(p),

= (122 ) e e @)
y—My1 Vi Yo € ().

Also, |ly — yol = 2 ly1 — voll < 8, and therefore y € U. q.e.d.
Lemma 9.2.2 has the following immediate corollary.

Corollary 9.2.3. Let X be a convex polyhedral subset of R™, X # 0, and let
YCR™ Ifo: X 3Y is a bounded set-valued function with a convex graph,
then ¢ is lhc.

Let N be a fixed coalition, let V = V(N) = {v : 2V — R | v()) = 0} and
Ve ={veV|C(v)# 0}

Theorem 9.2.4. The core correspondence C : Ve = RY is lhc.

Proof: The set Ve is a polyhedral convex set by Theorem 3.1.10. Also, C is
bounded and its graph is convex. By Corollary 9.2.3, C is lhc. q.e.d.
We shall now prove by an example that the prekernel is not lhc.

Example 9.2.5. Let 0 <e < 1and N ={1,2,3,4,5}. Define v. € V(N) by

. {1,2,4},{1,3,4},{2,3,4},
1 ,1f|S|240rS€{ (1,2,5), (2,35} ,
1—e,if S=1{1,3,5},

0 , otherwise.

ve(S) =

Let € > 0 and let © € PIC(N, ve). By Theorem 5.3.5 the prekernel preserves the
desirability relation. Hence, 2! = 23, 22 > !, and z* > z°. By 0-monotonicity
of the game Theorem 5.5.6 yields > 0. We now claim that 2 > 0. Assume,
on the contrary, that 22 = 0. Then 2! = 23 = 0. Also, s45(z,v.) and s54(z, v:)
are attained by {1,2,4} and {1,2,5}, respectively. Hence 2* = 2% = 1/2 by
Pareto optimality. A contradiction is derived by the observation that

sos(z,ve) = e({1,2,4}, x,v:) > e({1, 3,5}, x, v ) = s52(x, ve).
Hence z? > 0. Let p = maxscn (S, z,v:). Then p > 0. Let
D(z) ={S C N [e(S,2,v:) = u}.

By Lemma 5.5.3, D(x) is separating. Thus, for every i € N, there exists
S € D(x) satisfying ¢ € S. Applying this fact to i = 2, we conclude that
{1,2,5},{2,3,5} € D(z). As p = ssa(z,v:) = sa5(z,ve), {1,3,4} € D(x).
Similarly, by p = s14(z,ve) = sa1(x, ve), we conclude that {2,3,4} € D(x).
Hence z! = 22 = 23 and 2* = 25. Thus, {1,3,5} ¢ D(x). As u = sa5(z,v:) =

ss2(z,ve), {1,3,4,5} € D(x). Hence z = (%, %, %,0,0). On the other hand, it
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can easily be verified that (0,0, 0, %, %) € PK(N,vp). (In fact it can be shown
that

PK(N,v0) = {(@ a0, 8,8) | 3a + 28 = 1,a,3 > 0}.)
Hence PK : V(N) = R¥ is not lhc at .

Remark 9.2.6. Let v., 0 < ¢ < 1, be defined as in Example 9.2.5. By
Theorem 5.5.10, (N, v.) = PK(N,v.); hence the kernel, when restricted to
0-monotonic games, is not lhc at vg. The same example may be used to show
that the prebargaining set is not lhc at vg. Indeed, PM (v.) = PK(v.) for all
0 <e <1 (see Exercise 9.2.3).

Exercises

Exercise 9.2.1. Let X and Y be metric spaces, let f: X — X be a contin-
uous mapping, and let ¢ : X =2 Y be a set-valued function. Show that if ¢ is
lhc (uhc), then the composition ¢ o f is lhc (uhc).

Exercise 9.2.2. Prove that the least-core £C : V(N) = R¥ is lhc. (Hint:
Use Exercise 9.1.3 and Theorem 9.2.4.)

Exercise 9.2.3. Prove that PI(N,v.) = PM(N,v.) for all 0 < ¢ < 1,
where (N, v.) is defined as in Example 9.2.5 (see Stearns (1965)).

Exercise 9.2.4. Let X = {z € R? | ||z|| < 1} and let Y = [0,1]. Give an
example of a set-valued function ¢ : X = Y with a convex and closed graph
that is not lhe. (Hint: It suffices to describe a suitable graph.)

9.3 Continuity of the Prenucleolus

Let N be a fixed coalition and let V(N) = {v : 2V — R | v(0) = 0}. We
shall now prove that the prenucleolus is a continuous function on V(N). Let
v € V(N). Recall that the unique member of PN (N, v) is denoted by v(v).

Theorem 9.3.1. The prenucleolus v : V(N) — R is continuous.

Proof: Let vy € V(N), k € N, such that limg_, vy = v. For each k € N let
xr = v(vg). Then the sequence (xy)ken is bounded, because i, € PIC(N,vg)
for each & € N. Let (z3,); € N be a convergent subsequence and let z =
lim;_. xx;. We have to prove that x = v(v). Clearly, z € X(N,v). Now let
a € R such that D(a,z,v) # 0 (see Definition 5.2.5). We shall show that
D(a, z,v) is balanced. Choose € > 0 such that D(a,x,v) = D(a — 2¢,z,v).
As lim; .o xp; = x and lim; . vg; = v, there exists J € N such that
e(S,z,v) —e < e(S, wr,,vx;) < e(S,z,v) + ¢ for each S C N and all j > J.
Therefore D(a,z,v) = D(a — €, 2y, vx;) for all j > J. Now xp = v(v).
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Thus, by Theorem 6.1.1, D(a, x,v) is balanced. The same theorem implies
that x = v(v). q.e.d.

Exercises

Exercise 9.3.1. Use Theorem 6.6.8 to show that the modiclus ¢ : V(N) = RY
is a continuous mapping.

Exercise 9.3.2. Show that the positive core C; : V(N) = R¥ (see Definition
6.3.11) is continuous, that is, both uhc and lhc. (Hint: Let (IV,v) be a game
and let v = v(N,v). Show that C. (NN, v) is the core of the minimum of the
games (N,v) and (N,v).)

9.4 Notes and Comments

There are several papers which are related to this chapter. Example 9.2.5 and
Exercise 9.2.3 are due to Stearns (1965) (see also Example 1 of Stearns (1968)).
The continuity of the (pre)nucleolus is due to Schmeidler (1969) (see also
Kohlberg (1971)). Finally, the continuity of the least-core was first discussed
in Lucchetti, Patrone, Tijs, and Torre (1987).
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Dynamic Bargaining Procedures for the Kernel
and the Bargaining Set

Up to now we have only considered the merits of various solutions. We have
not explicitly asked how the players may arrive at (a point of) a particular
solution of a given game. One possibility is that the players meet and discuss
which solution to adopt. If a single-valued solution is chosen, then it is im-
plemented. However, if a multi-valued solution is adopted, then an additional
round of negotiation is necessary in order to completely determine the final
payoff distribution.

In this chapter we consider a more realistic model. The players start at some
initial preimputation and proceed to make bilateral demands at each period
of time ¢ = 0,1, .... More precisely, at time ¢ some pair (i(¢),j(t)) of players
such that i(¢) has a justified objection against j(¢) (with respect to a given
bargaining set), agree upon a transfer from j(¢) to i(t) that (partially) meets
i(t)’s demand. If there is no justified objection at time ¢, then the process stops.
This procedure is repeated ad infinitum. We provide sufficient conditions for
such dynamic processes to converge to the underlying bargaining set.

We now review the contents of this chapter. In Section 10.1 we define a dy-
namic system @x which leads to the kernel of a game. The dynamic subsystems
of x lead to many known bargaining sets. The study of stable sets and stable
points of ¢ and its subsystems is the topic of Section 10.2. Section 10.3 is
devoted to the analysis of (local) asymptotic stability. It is shown that the
nucleolus of a game is an asymptotically stable point of an lhc subsystem ¢
of i iff it is an isolated critical point of ¢. No other preimputation can be
asymptotically stable.
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10.1 Dynamic Systems for the Kernel and
the Bargaining Set

Let X be a metric space. A dynamic system on X is a set-valued function
v : X = X. A p-sequence from xzy € X is a sequence (T¢)ren, such that
Zir1 € p(ay) for all t =0,1,.... A point = € X is called an endpoint of ¢ if
o(x) = {z}. (Endpoints of ¢ are also called critical points or rest-points.) The
set of all endpoints of ¢ is denoted by E,.

Example 10.1.1. Let (NV,v) be a 0-1-normalized game (that is, v(N) = 1,
v({i}) = 0 for all ¢ € N; hence |N| > 2 is implicitly assumed), and let

X =I(N,v) ={z € RN | 2(N) =1,2° > 0 for all i € N}.

Fori,j € N, i # j, and x € X let

B R—

We now define a dynamic system @i for the kernel of (N, v) by the following
rule. Let € X. Then y € px(z) iff there exist 4,57 € N, i # j, and 0 < o <
k;j(z) such that

+

y=x+a(xu —xguy) (10.1.1)
(that is, y = 2% + a, y/ = 27 — o, and y* = 2 for all £ € N\ {i, j}).

Remark 10.1.2. Let (N,v), X and ¢k be defined as in Example 10.1.1.
Note that z € g (z) for all z € X. Also, px(z) C X forall z € X and E, =
K(N,v). Furthermore, ¢ is lhe (by the continuity of the s;;(-,v) : X — R
the proof is straightforward).

Let X be a metric space, let ¢ : X = X be a dynamic system, and let
d(,-) + X x X — R be a metric for X. It is convenient at this point to
introduce the generalized real-valued function f: X — Ry U {oo} defined by

oo

f(z) =sup { Z d(xt, eq1)

t=0

(x¢)ten, is a p-sequence and xg = x} .
(10.1.2)

Thus, f(x) is the supremum of the lengths of all trajectories (i.e., p-sequences)
that start at x.

Remark 10.1.3. If X is complete, z € X, and f(z) < oo, then every ¢-
sequence converges (to a point in X).

The following result is very useful.
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Lemma 10.1.4. The function f is bounded on X iff there exists a bounded
real-valued function ¥ : X — R such that

y € p(z) = ¥(r) —¥(y) > d(z,y) for al z,y € X. (10.1.3)

Proof: Sufficiency. Let ¥ : X — R satisfy (10.1.3), let 29 € X, and let
(2+)ten, be a p-sequence from xg. Then, for each T' € N,

T-1 T—1
> dlanaeen) < Y (P(ar) = U(wenr)) = Plao) — V(wr) < 2M,
t=0 t=0

where M is a bound of ¥ (i.e., |¥(x)] < M for all z € X). Thus f(zg) < 2M.
Necessity. If f is bounded, we may choose ¥ = f. q.e.d.

Definition 10.1.5. A valuation for ¢ is a continuous function ¥ : X — R
that satisfies (10.1.3).

Remark 10.1.6. If ¢ has a valuation and X is compact, then f is bounded.

A function g : X — R U {00, —oco} is lower semicontinuous (Isc) at © € X if
for each o € R, a < g(x), there exists § > 0 such that g(y) > a for all y € X
satisfying d(y,z) < 0.

We now show that the function p: X — RU {oo}, defined by

p(x) = sup{d(z,y) | y € ()}, (10.1.4)

is Isc if ¢ is lhe.
Lemma 10.1.7. If ¢ is lhc, then p is lsc.

Proof: Let © € X and let p(z) > «. Then there exists y € ¢(z) such that
d(xz,y) > a. Choose 0 < § < d(x,y) — a and denote

V={ze€X|d(z,y) <§/2}.

As ¢ is lhe, there exists 0 < € < 6/2 such that if 2* € X and d(x,2*) < &, then
e(x*)NV #£ 0. Now let z* € X, d(z, z*) < €, and choose any y* € p(z*)NV.
Then

d(z,y) < d(z,2”) +d(z”,y") +d(y", y).
Hence p(z*) > d(z*,y*) > a+ 6 — §/2 — §/2 = a. Thus, p is Isc. q.e.d.

Let x € X, € R, @ > 0, and y € ¢(x). The transition from x to y is a-
mazimal if d(x,y) > ap(x). A p-sequence (2¢)en, is mazimal if there exist
a > 0 and a subsequence (xtj)j en such that

d (wt].,xtﬁl) > ap (xtj) for all j € N, (10.1.5)
that is, infinitely many a-maximal transitions occur. We are now ready to
prove the following lemma.
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Lemma 10.1.8. Let ¢ be lhc, let (24¢)ten, be a mazimal p-sequence, and let
reX. Iflimy_o 2 =, then x € E,.

Proof: Assume, on the contrary, that p(xz) > 0. Choose 0 < a < 1 and a
subsequence (xtj)jeN satisfying (10.1.5). By Lemma 10.1.7 there exists J € N

such that p(z;) > @ for all j > J. Moreover,

d (xtj,xth) > ap(xs;) > a@ for all j > J,

which is the desired contradiction. q.e.d.
Corollary 10.1.9. Let X be a compact metric space and let p : X = X be
an lhe dynamic system. If ¢ has a valuation, then

(1) every @-sequence converges to some point in X ;

(2) every mazimal p-sequence converges to an endpoint of .

The following theorem shows that Corollary 10.1.9 may be applied to the
dynamic system @i defined in Example 10.1.1.

Theorem 10.1.10. Let (N,v) be a 0-1-normalized game. Then the dynamic

system for K(N,v), px, has a valuation.

We postpone the proof of Theorem 10.1.10 and shall now introduce some
notation, which will also be used in subsequent sections. We start with the
following simple remark.

Remark 10.1.11. Let ¢ € N and let a,b € R? such that al > >a?1>0
and b! > ... > b2, Then, for every 1 < p < ¢ and every permutation m of

{1,...,¢},

P P

Z a'bt > Zaibﬂ(i).

i=1 i=1
Definition 10.1.12. Let X be a metric space, let ¢ : X = X be a dy-
namic system, and let G = (G',...,G™) : X — R™. The function G is

w-monotone if

(sc €eX andy € cp(z)) =G2)>Gy)Vi=1,...,m.
Proof of Theorem 10.1.10: For z € X = I(N,v) let

o(z) = (91(93), 6 (as)) e R

be the vector of excesses, e(S, z,v), S C N, arranged in a non-increasing order
(where n = |N|). Define ¥ : X — R?" by the formula
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k
vk () =) " 2F 0 (). (10.1.6)
(=1

We shall prove that ¥ is px-monotone and deduce that ¥?" is a valuation.

Let € X and let y € px(z). Then there exist i,7 € N, ¢ # j, and 0 <
a < k;;(z) such that (10.1.1) is satisfied. The case o = 0 is trivial. Thus, we
assume that o > 0. Then a < 1 (sy;(z,v) — sji(z,v)). Let {S1,..., 52} =2V
be such that 0(y) = (e(S1,y,v),...,e(San, x,v)) and let s;;(z,v) = e(Sp, z,v).
We may assume that e(Sg, y,v) > e(Sp,y,v) for all 1 < g < p. As s;;(y,v) =
e(Sp,y,v) > s;i(y,v), Sq ¢ T;; UTj for 1 < g < p. Hence e(Sy,z,v) =
e(Sq,y,v) for all 1 < g < p. By Remark 10.1.11,

q

q
Ui(x) > Z 297 te(Sy, x,v) = Zquze(Sg,y,v) =Pi(y) for 1 < g <p.
=1 =1

For ¢ > p, by the same remark,

wq(m) - Wq(y) > ZZ:1 2q_€(e(55a Z, ’U) - G(S[, Y, ’U))
=217P(e(Sy, z,v) — e(Sp, y,v))
+ 201 27 (e(Se, 2, v) — e(Se, 5 v))
>20Pa— 30,2 fa=a =z -y,
where ||z||o = max;ey |2¢] for z € RY. Clearly, all component functions ¥4,
g=1,...,2" are continuous. Hence ¥?" is a valuation of pi. q.e.d.

Note that in the foregoing proof only ¥2" is relevant. However, in the next
section we shall use the fact that ¥ is px-monotone.

Let X be a metric space and let ¢ : X = X be a dynamic system. A set-valued
function ¢* : X = X is a subsystem of ¢, if p*(z) C p(z) forallz € X. If ¥
is a valuation of ¢ and ¢* is a subsystem of ¢ , then ¥ is a valuation of ¢*.
We shall now prove that a natural dynamic system for the bargaining set M
is a subsystem of pi.

Example 10.1.13. Let (N,v) be a 0-1-normalized game and let X = I(N,v).
For i,j € N, i # j, let M;; = {x € X | i =< j}, that is, M;; is the set of
imputations where 7 has no justified objection against j (see Definition 4.2.1).
Let m;;(z) = min{a > 0 | x + a(xqy — xq53) € Mij}. Let @ € X. Clearly,
mj(z) < 27, Also, if y € X and s;;(y,v) < sji(y,v), then y € M;;. Thus,

myj(z) < %(sij(mw) — 84i(z,v))4. Hence, m;;(z) < kij;(z).

Now we define the dynamic system ¢ x4 for the bargaining set by the following
rule. Let € X. Then y € paq(x) iff there exist i,5 € N, i # j, and 0 < a <
m;;j(x) such that y satisfies (10.1.1). Note that x € pap(z) and pp(z) C X
for all x € X. Also, E,,,, = M(N,v) and o, is lhe. As @ g is a subsystem of
©wKc, pm has a valuation. Thus every ¢ aq-sequence converges to an imputation
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and every maximal @ aq-sequence converges to a point in the bargaining set
of (N,v).

We shall now find an explicit bound to the lengths of trajectories in ¢x.

Example 10.1.14. Let (N, v) be a 0-1-normalized game and let X = I(N,v).
For 2 € X let 0, (x) € R™™~1 be the vector of the n(n—1) maximal surpluses
sij(xz,v), 1 € N, j € N\ {i}, arranged in a non-increasing order. Define
v, : X — Rr(n=1) by

sz Lo () for all 1 < k < n(n —1).

Then ¥, is px-monotone and @Y g a valuation of ¢ic. (The proof of

this fact is the same as the proof of Theorem 10.1.10.) We shall now find
upper and lower bounds for W'Y Let i,j € N, i # j. Denote
v;; = sup{v(S) | S € T;;}. Then v;; — 1 < s;5(z,v) < vy for all z € X.
Let b € R™™~Y be the vector of the v;;, i € N, j € N \ {i}, arranged in
a non-increasing order, and let b* = v;,;,, £ = 1,...,n(n — 1). Then, for all
x € X, Remark 10.1.11 yields

Qn(" 1)( ):Z"(n D gn(n—1) 296( )
n(n—1) an(n— n(n—1) op(n—
=D B U fsm<xv>>z@< Jon(n=D-((pt — 1),

Moreover,
n(n—1)
n(n— 1) n(n—
vy Z 2 b= Swmm»
where 7 is a suitable permutation of 1, ...,n(n—1). Hence, again by Remark
10.1.11,
n(n—1) n(n—1)
Wf(nfl)(x) < Z 2n(n—1)—€b7r(€) < Z 2n(n—1)—€b€.
(=1 (=1

Thus, if (24)ten, is & @ic-sequence, then

n(n—1)

> d(s,we41) Z on(n=D=tpt _ (pt — 1)) = 2n(n=1) _ 1,
t=0

where d(z,y) = ||z — y||oo for all z,y € X.

Exercises

Exercise 10.1.1. Let X be a metric space and let ¢ : X = X be an lhc
set-valued function. Prove that (1) the function f : X — R U {oco} given by
(10.1.2) is Isc and (2) E, is a closed set.
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Exercise 10.1.2. Let X be a compact metric space, let ¢ : X = X be an lhc
set-valued function, and let U C X, U O E,, be an open set. Assume further
that the function f defined by (10.1.2) is bounded on X. Prove that for every
a > 0 there exists ¢(a) € N such that the number of a-maximal transitions
in X \ U of any g-sequence is less than g(a).

Exercise 10.1.3. Let (IV,v) be a game, let n > 2, and let X = X (N, v). For
i,j € N,i# j,and @ € X let rij(z) = 3(si5(x,v) — s5(x,v))+. Define the
dynamic system ¢px : X = X as follows. Let © € X. Then y € ppr(x) iff
there exist 4,j € N, ¢ # j, and 0 < a < r;j(x) such that y satisfies (10.1.1).
Show that

(1) ELPP)C = PK(N’U);

(2) ¢pi is lhe and has a valuation;

(3) the assertions of Corollary 10.1.9 are valid for ¢ = ppi.

10.2 Stable Sets of the Kernel and the Bargaining Set

Let ¢ be a dynamic system on a metric space X.

Definition 10.2.1. Let Q C X, Q # 0. The set Q is stable with respect to ¢
if for every open set U, X D U D Q, there exists an open set V, X DV 2 Q,
such that the following condition is satisfied: If xo € V and (zi)ten, @S a
p-sequence, then xy € U for allt € N. A point © € X is stable if {z} is
stable.

Remark 10.2.2. If Q C X is stable, then ¢p(Q) C @Q, that is, Q is an

invariant set. If x € X is stable, then x € E,.

Let G: X — R™. A point a € R™ is Pareto-minimal with respect to G if a
is a Pareto-minimal point of G(X), that is, if b < a implies b = a for every

be G(X).

Definition 10.2.3. Let A C X. The set A is a (generalized) nucleolus
of G if there exists a Pareto-minimal point a with respect to G such that
A=G Y a)={x € X | G(z) = a}.

The function G : X — R™ is strictly p-monotone if G is p-monotone and
satisfies, in addition, the following property for every xz € X:

(y € p(x) and y # x) = G*(x) > G*(y) for some k,1 < k < m.

Strictly p-monotone vectorial functions will serve as Lyapunov functions.

Remark 10.2.4. If G is strictly ¢-monotone, then every nucleolus of G is a
subset of E,,.
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Our first result in this section establishes, essentially, the stability of nucleoli
of p-monotone lsc vector functions.

Theorem 10.2.5. Let X be a compact metric space, let G : X — R™, and
let o : X = X be a dynamic system. Further, let A = G~*(a) be a nucleolus
of G. If

(1) G is p-monotone,
(2) Gt islsc on X fori=1,...,m, and

(3) G* is continuous on A fori=1,...,m,

then A is stable with respect to .

Remark 10.2.6. As A = {z € X | G(z) < a', i = 1,...,m}, it follows
from Condition (2) that A is closed.

Proof of Theorem 10.2.5: Let U O A, U C X, be an open set in X. Then
B = X\ U is compact. If y € B, then there exist 1 < k = k(y) < m and
r =r(y) € N such that G¥(y) > a* + 1/r. Hence y € Uy ., where

Uk,r—{xeX‘Gk(x)>ak+i}.

As G* is Isc, Uy, is open. As B is compact, B is covered by finitely many of
the sets Uy(y),r(y); ¥ € B. Hence, there exist S C {1,...,m} and r € N such
that B C U,cg Ur,r- For k € S let

~ 1
Vk:{xeX’Gk(x)<ak+r}.

Then V = MNies ‘7;@ C U. As G* is continuous on A for all k € S, I~/k contains
an open set Vi 2 A. Let V =, cg Vi Then V is open and A CV C U. Let
xg € V and let (z4)sen, be a p-sequence. By Condition (1), G¥(x;) < a*+1/r
for all k € S and t € N. Hence z; € U for all t € N. q.e.d.

Theorem 10.2.5 has the following important corollary. By Remark 5.1.12 the
nucleolus (N, v) of a 0-1-normalized game (N, v) is a single point, which is
denoted by #(N,v).

Corollary 10.2.7. Let (N,v) be a 0-1-normalized game and let ¢ be a sub-
system of pxc. Then U(N,v) is a stable point of .

Proof: Let X = I(N,v) and ¥ : X — R?" be given by (10.1.6). Then G = ¥
satisfies Conditions (1)-(3) of Theorem 10.2.5 and N (N,v) is a generalized
nucleolus of G. q.e.d.

We shall now discuss the Lyapunov function G = ¥, defined in Example
10.1.14. The following definition and lemma are needed.
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Definition 10.2.8. Let X be a metric space, let G : X — R™, and let
@ X = X be a dynamic system. The vectorial function G is strongly
p-momnotone if it is p-monotone and satisfies, in addition,

(m eX andy € np(x)) = G*(z) — G*(y) > d(x,y) for some 1 < k < m.

Lemma 10.2.9. Let ¢ be a dynamic system on a compact metric space X,
let G : X — R™ be a strongly ¢-monotone function, and let A = G~1(a) be a
generalized nucleolus of G. If G satisfies (1)-(3) of Theorem 10.2.5, then each
point £ € A is a stable point of .

Proof: Let £ € A and define G:X — RmH! by Gi = G for i = 1,...,m,

and
m

G (z) =Y G'(x) +d(x,§) for z € X.
=1
The assumptions on G guarantee that G satisfies (1) and (2). Define @ € R™*1
by @* = a* for 1 < ¢ < m and @™ = Y}" | a’. Then @ is Pareto-minimal
with respect to G and {¢} = G~1(@). By Theorem 10.2.5, £ is a stable point
of . gq.e.d.

Now we are ready for the following example.

Example 10.2.10. Let (N,v) be a 0-1-normalized game, let X = I(N,v),
and let ¢ be a subsystem of px. Consider the Lyapunov function ¥, defined
in Example 10.1.14. Define the lexicographic kernel of (N, v), LK(N,v), by

LIE(N,v) ={x € X | 0,(y) Z1ex Ox(x) for all y € X}.

Then LK (N, v) is a generalized nucleolus of ¥,. Hence, by Lemma 10.2.9, each
point of LK(N,v) is a stable point of ¢.

Exercises

Exercise 10.2.1. Give an example of a 0-1-normalized game (N,v) such
that (N, v) ¢ LIC(N,v) (see Example 4.14 in Maschler and Peleg (1976)).

Exercise 10.2.2. Let (N,v) be a game, let n > 2, and let opx be the dy-
namic system for PIC(N,v) (see Exercise 10.1.3). Prove that every nonempty
e-core (see Definition 7.1.1) is a stable set of ppi.

Exercise 10.2.3. Let (N,v) be a 0-1-normalized game, let = € I(N,v) and
y € pr(x). Prove that (1) 0(y) <ier 0(x) and (2) 0.(y) <iex 0«(z) (see
Example 10.1.14).

Exercise 10.2.4. Let (N,v) be a game, n > 2, and let ¢ be a subsys-
tem of ppx (see Exercise 10.1.3). Show that v(N,v) (the unique member of
PN (N,v)) is a stable point of .
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10.3 Asymptotic Stability of the Nucleolus

Let X be a metric space and let ¢ : X =% X be a dynamic system.

Definition 10.3.1. A point x € E, is called (locally) asymptotically stable
(with respect to @) if (i) x is a stable point of ¢ and (ii) there exists an open
set U, x € U C X, such that for each x¢o € U and each mazximal p-sequence
(ﬂft)teNm limy_,o0 ¢ = .

Remark 10.3.2. If z € E, is asymptotically stable, then x is an isolated
point of E,,, that is, there exists an open set V' C X such that VN E, = {z}.

The following lemma shows that the nucleolus is the only candidate for local
asymptotic stability with respect to ¢ and its subsystems.

Lemma 10.3.3. Let (N,v) be a 0-1-normalized game and let ¢ be a subsystem
of ox. If x € E, and © # N(N,v), then x is not asymptotically stable with
respect to .

Proof: Denote 7 = v(N,v) and let 3 = v+ (1 — f)z for all 0 < 8 < 1. By
Lemma 5.1.9,

0(28) <iex BO(P) + (1 — 8)0(x) <jey 0(x) for all 0 < 3 < 1.

Let 0 < 8 < 1 and (z)en, be a @-sequence such that o = x3. Let ¥ be
defined by (10.1.6). Then there exists 1 < k < 2" such that ¥*(z) > ¥k (xp).
As W* is continuous and p-monotone, the sequence (x);en, does not converge
to x. q.e.d.

We are now ready for the following theorem.

Theorem 10.3.4. Let (N,v) be a 0-1-normalized game and let ¢ be an lhc
subsystem of px. If v = D(N,v) is an isolated point of E,, then U is an
asymptotically stable point of .

Proof: By Corollary 10.2.7, ¥ is a stable point of ¢. Let U, v € U C X,
be an open set such that cl(U) N E, = {7} (“cl” denotes “closure”). As 7 is
stable, there exists an open set V' C U such that if 2o € V and (2¢)sen, is
a @-sequence, then z; € U for all ¢t € N. If, in addition, (x¢)en, is maximal,
then limy .o 2 € cl(U)NE, = {v}. q.e.d.

Exercises

Exercise 10.3.1. Let (N, v) be a 0-1-normalized game, let 7 = 0(N,v), and
let ¢ be an lhc subsystem of ¢x. Prove that if ¥ is an isolated point of F,
then {v} = LIC(N,v). (Hint: Show that if € E, \ LK(N,v), then x is not
asymptotically stable.)
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Exercise 10.3.2. Let (IV,v) be a 0-1-normalized game and let ¢ be an lhc
subsystem of ¢x. Prove that if z € E, \ N(N,v) is an isolated point of E,
then z is not a stable point of ¢.

Exercise 10.3.3. Let (N, v) be a game, n > 2, let v = v(N,v), and let ¢ be a
subsystem of ppic. Prove the following assertions: (1) If  is an asymptotically
stable point of ¢, then = v. (2) If ¢ is lhc and v is an isolated point of E,,
then v is an asymptotically stable point of .

10.4 Notes and Comments

The dynamic system g and its lhc subsystems were first introduced in
Stearns (1968). Stearns also proved that if ¢ is an lhc subsystem of @i, then
the maximal @p-sequences converge to the points of some (generalized) bar-
gaining set E,. Our proofs follow Maschler and Peleg (1976).

The lhc subsystems of ¢x leading to the reactive bargaining set and to the
semi-reactive bargaining set are explicitly described in Granot and Maschler
(1997) and Sudhélter and Potters (2001).

The results on stability in Section 10.2 are due to Kalai, Maschler, and Owen
(1975). Again, our approach is due to Maschler and Peleg (1976). The asymp-
totic stability of the nucleolus is due to Kalai, Maschler, and Owen (1975).
Some of the techniques in Maschler and Peleg (1976) appeared first in Justman
(1977).

Remark 10.4.1. A continuous version, that is, a system of differential equa-
tions, of each of the lhc subsystems of px was introduced in Billera (1972).
As shown in Billera and Wu (1977), the continuous dynamic system leading
to the kernel allows us to partition the set of games on a fixed player set
into finitely many equivalence classes. Results on stability of the continuous
versions are contained in Kalai, Maschler, and Owen (1975).

Remark 10.4.2. There are dynamic approaches leading to other solutions.
We mention three of them. Justman (1977) presents a discrete dynamic system
such that the maximal trajectories converge to the nucleolus and Wu (1977)
describes a discrete dynamic system leading to the core, provided that the core
is nonempty. Continuous dynamic systems leading to the core, the Shapley
value, and the nucleolus, are contained in Grotte (1976).
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Cooperative Games in Strategic and
Coalitional Form

This chapter is devoted to an analysis of the relationship between a coop-
erative game in strategic form with nontransferable utility (NTU), and its
coalition functions. Section 11.1 introduces the concept of cooperative game
in strategic form by means of a definition and three examples. The main exam-
ple is a game in strategic form, where correlated strategies (of any coalition)
may be supported by binding agreements.

Then, in Section 11.2, we proceed to define the main coalition functions of a
cooperative NTU game in strategic form, namely, the o and § NTU coalition
functions. The « coalition function describes what each coalition can guaran-
tee for itself. The 8 approach defines for each coalition the set of payoff vectors
(to the members of the coalition) which the complement cannot block. The
main properties of the o and § coalition functions are verified under various
assumptions. The analysis motivates our axiomatic approach to coalitional
NTU games in Section 11.3.

We conclude in Section 11.4 with a discussion of cooperative games with side
payments but without transferable utilities. We show that the core of TU
games is closely related to the core of NTU games with side payments and
concave utilities (for money).

11.1 Cooperative Games in Strategic Form

In this section we shall briefly discuss cooperation in strategic games. This will
enable us to define some coalition functions of a cooperative game in strategic
form. These examples will serve as the basis for the axiomatic treatment of
coalitional games without transferable utilities or NTU games for short.

Definition 11.1.1. A cooperative game in strategic form is a triple
(N, (Z(S))prscn (u’)Z€N> that has the following properties:



204 11 Cooperative Games in Strategic and Coalitional Form

(1) N is a finite nonempty set (the set of players).

(2) For each coalition ) # S C N, 3(S) is a nonempty set (the set of strategies
of S).

(3) If0£S,TCN,SNT =0, then X(SUT) 2 X(S) x X(T).

(4) For everyi € N, u': X(N) — R is a function (i’s payoff function,).

Intuitively, every o € X(S), |S| > 2, can be supported by a binding agree-
ment between the members of S. We now present some examples of coopera-
tive games in strategic form.

Example 11.1.2. Let N be a finite set of players and let

9= (N (A7)0 (0) )

be a finite game in strategic form, that is, A’ : HjeN Al — Rforallie N

and the strategy sets A%, i € N, are finite (and nonempty). Let ) # S C N.
A correlated strategy for S is a probability distribution on A = [Lics Al
Let X(S) be the set of all correlated strategies for S. If for each coalition
) # S C N, |S| > 2, every 0 € X(S) can be supported by a binding
agreement between the members of S, then the situation may be modelled by

the triple (N, (Z(S)prscn (ui)ieN), where

u' (o) = Z o (a) hi(a) for all 0¥ € X(N) and all i € N,

a€AN

which is a cooperative game in strategic form (Exercise 11.1.1).

The following example is very simple.

Example 11.1.3. Let g = (N, (Ai)ieN , (hi)i€N> be a game in strategic

form. For any () # S C N, let X(S) = A®. Again, if binding agreements are
possible for multi-player coalitions, then we may consider

G(g) = (N, (Z(S)prscn (hi)ieN) ’

which is a cooperative game in strategic form (Exercise 11.1.2), as a descrip-
tion of the situation.

We shall now introduce NTU-markets. A quadruple (N, R, A, W) is an NTU-
market if N, R, and A are given as in Subsection 2.2.1, and W = (w");en
is an indexed collection of continuous real functions on R7* (the utility func-
tions). Hence an NTU-market is a market as defined in Subsection 2.2.1 except

that the utility functions may not be concave.
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Example 11.1.4. Let (N,R7", A, W) be an NTU-market. For each ) # S C
N define

X(S5) = X5 = {(il?i)z'es

2t € R for all i € S and ZxZa}

€S €S

that is, X(9) is the set of feasible S-allocations. For any zy = (27)jen €
Y(N) and each i € N let u'(xy) = w'(z*). Then

(N, (2(S))grscn (ui)ieN)

is a cooperative game in strategic form (Exercise 11.1.1).

Exercises

Exercise 11.1.1. Show that the triples (N, (Z(S))prscn - (ui)ieN> as de-

fined in Examples 11.1.2 and 11.1.4 are a cooperative game in strategic form.

Exercise 11.1.2. Verify that (N, (Z(S))prscn - (hi)ieN) defined in Exam-
ple 11.1.3 is a cooperative game in strategic form.

11.2 - and B-Effectiveness

Let G = (N, (E(S))Q)#SQN,(M)Z.GN) be a cooperative game in strategic
form. For every () # S C N, every ¢° € X(S) can be adopted by a bind-
ing agreement. (In economic situations binding agreements are mainly agree-
ments whose violation entails high monetary penalties which deter potential
violators.) We shall now see which payoff vectors a coalition S can guarantee
when every 0% € ¥(S) is available.

Definition 11.2.1. Let G = (N, (E(S))W;éSEN’(ui)ieN) be a cooperative
game in strategic form, let ) # S C N, and let 2° € RS. The coalition S
is a-effective for 2% if there exists o° € X(S) such that for every oN\% €
I(N\S), u(c%,0N\) > 2t for alli € S. (Here we assume as a convention
that X(0) is a singleton and that X (S) x X(0) is identified with 3(S) for all
SCN.)

Clearly, if a coalition S is a-effective for some vector z° € RS, then S can,
indeed, guarantee the utility z* for each 7 € S.

Let G = (N, (Z(9))prscn - (ui)ieN) be a cooperative game in strategic form
and let ) # S C N. We denote
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Va(S,G) = Vo (S) = {2° € R¥ | S is a-effective for z7}. (11.2.1)

Moreover, let V,,(0) = 0.
Remark 11.2.2. The mapping V,, has the following two properties:

(1) For every S C N, V,(S) is comprehensive, that is, if v € V,,(S), y* € R®,
and y° < 2%, then 3% € V,(9).

(2) The mapping V,, is superadditive, that is, if S,T C N and SNT = (), then

Va(SUT) 2 Va(S) x Va(T).

Under the standard assumptions of compactness of the strategy sets and conti-
nuity of the payoff functions, V,, has closed and bounded (from above) values.
More precisely, the following lemma is valid.

Lemma 11.2.3. Let G = (N, (Z(9)pzscn (ul)ieN) be a cooperative game

in strategic form. Assume that X(S) is a compact metric space for every
) # S C N, and that v’ : X(N) — R is continuous for every i € N. Then

(1) Vo (S) # O for each S € 2V \ {0};
(2) Va(S) is a closed subset of R® for each S C N;

(3) for each S C N there exists y° € RS such that x° < y° for every x° €
Vo (S).

Proof: In order to prove (1), choose o € ¥ (N). Then u(c) = (u'(0))ien is
a member of V,(N). Now let § # S S N. Choose 0 € X(S5) and define,
forie S, xt = infomsesvs) u'(0,0N\%). By continuity of u’ and by the

compactness of ZV\9 27 € R. Let 2% = (27);cs. Then 25 € V,,(9).

The proof of (3) is left to the reader (Exercise 11.2.1). In order to prove (2), let
0 # S CN,let (z°(k)), . be a convergent sequence such that z°(k) € Va(S5)
for all k € N and let ¢ = limy,_ o, #° (k). For each k € N choose 0% (k) € £(S5)
such that u*(o%(k),cV\%) > 2?(k) for all i € S and all o™\ € Z(N \ 9).
As ¥(S) is compact, we may assume that there is a subsequence (O’S(kj))jeN
and 79 € X(S) such that lim;_ ., 0%(k;) = 75. Let o™V\¥ € Z(N \ S) and
i € S. Then
u' (79, 0M\) = lim u'(0%(ky), oM N) > lim 2(k;) = y'.

J—00 J—00

Hence, y¥ € V,(S). q.e.d.

We remark that Examples 11.1.2 and 11.1.4 satisfy the conditions of Lemma
11.2.3. The next lemma shows that, if X'(S) is convex for every §) # S C N,
and u?, i € N, are concave on X(N), then V,, is convex-valued.
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Lemma 11.2.4. Let G = (N, (Z(9))gzscn (ui)ieN) be a cooperative game

in strategic form. If 3X(S), 0 # S C N, is a conver subset of some real vector
space, and if u' is concave on X (N) for each i € N, then Vo (S) is convex for
each S C N.

Proof: Let ) # S C N, 25,4° € V,(59), 0 < ¥ < 1, and eV\5 € X(N \ S).
There exist 03,05 € X(S) such that v’ (¢, 7¥\%) > 2’ and v’ (03, NS >

for all i € S and all 7N\% € (N \ S). Let 0° = 905 + (1 — ?)oy and i € S.
Then

u' (0%, 0NN > Yui (o, oV V) 4 (1 — 19)ui(05, oM\ > 9at + (1 — 0y
Thus, 92° + (1 — 9)y® € V,(9). q.e.d.

Let G = (]\/'7 (Z(S)prscn (ui)ieN) be a cooperative game in strategic form,

let ) #S C N, and let z° € RY. We shall now define when N \ S cannot
prevent S from getting 2.

Definition 11.2.5. Let G = (N, (Z(9))grscn (ui)ieN

game in strategic form, let ) # S C N, and let ° € RS. The coalition S is
B-effective for x° if for each oV\% € X (N \ S) there exists 0% € X(S) such
that u* (0%, 0N\ > for alli € S.

) be a cooperative

Let G = (N, (Z(S))prscn - (ui)ieN) be a cooperative game in strategic form
and let ) #S C N. We denote

V5(S,G) = V5(S) = {z% € R | S is S-effective for 2°}. (11.2.2)
We also define V3(0) = (. Clearly, V,(S) C Vz(S) for all S C N.

Example 11.2.6 (Aumann (1961)). Let g = (N, (A")ien, (h%)icn) be the
game in strategic form (partially) given by N = {1,2,3}, A' = {s}}, and
AV = {s],s3} for j = 2,3. Moreover, let T = {1,2}, let AT = Al x A? =
{sT 5T}, and let hT = (h', h?) be given by the following matrix:

3 3
51 Sa

sT((1,—1)] (0,0)
s (0,0) [(—1,1)

Assume that correlated strategies can be used (see Example 11.1.2). Then
(0,0) € Va(T) \ Va(T).

Remark 11.2.7. Let G = (N, (Z(9))gzscn (ui)ieN

game in strategic form. Then the following assertions are valid:

) be a cooperative

(1) The set V3(S) is comprehensive for every S C N.
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(2) If, for each § £ S C N, X(S) is a compact metric space, and if, for every
i € N, u": ¥(N) — R is continuous, then Vz(S9) is closed and bounded
from above for each S C N.

(3) If each X(S), 0 # S C N, is a convex subset of some real vector space
and if each v’ : Y(N) — R, i € N, is concave, then V3(S) is convex for
every S C N.

Example 11.2.8 (Example 11.1.4 continued). Let G be the cooperative
game in strategic form which is derived from an NTU-market. Then V,, (-, G) =
Va(-, G). Also, V4 (-, G) has closed values which are bounded from above.

A cooperative game in strategic form is tight if V,,(-,G) = V3(+, G). Note that
Vs(-, G) may not be superadditive (see Exercise 11.2.2). We now shall give
sufficient conditions on G for the superadditivity of V3(G).

Theorem 11.2.9. Let G = (N’(E(S))Q)#SQN’(ui)ieN) be a cooperative
game in strategic form. Assume that for each § £ S C N, X(S) is a convex

and compact subset of some Euclidean space, and that u® : X(N) — R is
continuous and quasi-concave for each i € N. Then Vs(-,G) is superadditive.

Proof: Let S,T C N, S,T #0, SNT =0, 25 € V3(S), and 2T € V3(T). If
oN\SUT) ¢ (N \ (SUT)), then we have to prove that there exists p5Y7 €
Y(SUT) such that u’ (YT, oN\SVD)) > ¢ for all i € SUT. For 0 € X(S5)
let

B(o5) = {aT e 2(T)

ut (JS,UT,UN\(SUT)> >zt for all i € T} .

Then B(c®) is (nonempty and) convex, because u’, i € T, are quasi-concave.
Similarly, let

B(cT)=1{0% € 2(S)

u' <JS,O'T,O'N\(SUT)) > ! foralli € S}

for each o7 € X(T). Then B(oT) is convex. Thus, we may define a set-valued
mapping ¢ : X(S) x X(T) = X(S) x X(T) by

o(0°,07) = B(67) x B(¢®) for all ¢® € X(S) and all o7 € X(T).

Thus ¢ is convex-valued. Also, as the functions u?, i € SUT, are continuous,
@ is upper hemicontinuous. By Kakutani’s fixed-point theorem there exist
p® € X(8) and pT € X(T) such that pu YT = (u%, uT) € B(uT) x B(u®).
Thus

u’ (,LLSUT,UN\(SUT)> >a' forallic SUT.

As X(SUT) 2 X(S) x X(T), p®“T € X(SUT). Hence, (z°,2T) € V3(SUT).
q.e.d.

We conclude this section with a continuation of Example 11.1.2.
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Example 11.2.10 (Example 11.1.2 continued). Let

9= (N7 (Ai)ieN ’ (hi)ieN)

be a finite game in strategic form, let 3X(S), O # S C N, be the set of all
correlated strategies of S and let G = (N, (2(9))ozscn, (ui)ieN) be the

resulting cooperative game in strategic form. Then, for each S C N, V,(S,G)
and Vj3(S,G) are comprehensive, closed, bounded from above, and convex.
Also, both V4 (-, G) and Vj3(-, G) are superadditive.

Exercises

Exercise 11.2.1. Prove Assertion (3) of Lemma 11.2.3.

Exercise 11.2.2. Find a two-person game ¢ in strategic form such that
Vs(-, G) is not superadditive, where G = G(g) is defined as in Example 11.1.3.

Exercise 11.2.3 (Example 11.1.2 continued). Let

9= (Nv (Ai)iEN ) (hi)z’EN)

be a finite game in strategic form, let X(S), § # S C N, be the set of all
correlated strategies of S and let G = (N, (2(9))orscn, (u )zeN) be the
resulting cooperative game in strategic form. Prove the following assertions:

(1) Va(N,G) = V3(N, G).

(2) Vo ({i } G) =Vs({i},G) for all i € N.
(3) Va(S, Q) is polyhedral for each S C N.
(4) V3(S,G) may not be polyhedral.

(Concerning (3) and (4) see Aumann (1961).)

11.3 Coalitional Games with Nontransferable Utility

Let G = (N, (X(S))pscns (ui)ieN> be a cooperative game in strategic form.

The mappings V, (-, G) and V3(-, G) are two examples of NTU coalition func-
tions. The set Vo (S,G), S C N, consists of the set of payoff vectors that S
can guarantee for its members. On the other hand, V3(S,G), S C N, consists
of the set of payoff vectors that N \ S cannot prevent S from getting. The
examples in Section 11.2 motivate the following definition.
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Definition 11.3.1. A (coalitional) NTU game is a pair (N, V) where N is
a coalition and V is a function which associates with each coalition S C N a
subset V(S) of RS such that

V(S)#0, if S#0, and V(D) = 0; (
V(S) is comprehensive; (
V(S) is closed, (11.3.3
V(S)N (2% +RY) is bounded for every z° € RS. (

Clearly, Definition 11.3.1 is compatible with our examples V = V, (-, G) and
V = Vj3(, G) of Section 11.2, provided that G satisfies some standard proper-
ties (see Lemma 11.2.3 and Remark 11.2.7). Also, with every TU game (N, v)
we associate the NTU game (N, V) defined by

Vu(S) = {a:s €R’

in < U(S)} for every ) £S5 C N. (11.3.5)

€S
Exercises

Exercise 11.3.1. Let (N,v) be a TU game. Prove that (N,V,) is superad-
ditive iff (IV,v) is superadditive.

Exercise 11.3.2. Let (N,R3, A, W) be the market defined by N = {1, 2},
al = (1,0), a? = (0,1), and u’(z1,22) = /2122 for i = 1,2, and (z1,22) € R?.
(As u*, ¢ = 1,2, is a Cobb-Douglas function, it is concave.) Let (N,v) be
the corresponding (TU) market game and let G be the cooperative game
in strategic form defined in Example 11.1.4. Provide sketches of the NTU
coalition functions V,, and V, (-, G).

11.4 Cooperative Games with Side Payments but
Without Transferable Utility

We shall now introduce NTU pregames.

Definition 11.4.1. An NTU pregame is a pair (N, 17) where N is a coali-

tion and Visa function which associates with every coalition S C N a subset
V(S) of R® such that (11.3.1) and (11.8.2) are satisfied.

We proceed now to define the core of an NTU pregame.

Definition 11.4.2. Let (N,V) be an NTU pregame. The core of (N,V),
C(N,V), is given by
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~

C(N, V) = {x c ‘A/(N) for every 0 # S C N and every y° € 17(5’),}

there exists i € S such that x* > y'

In Chapter 12 we shall investigate the core of NTU games. Here we shall only
find a connection between the core of TU games and the core of a special class
of NTU games.

Let (N,v) be a TU game where v(S), # # S C N, is expressed in some
monetary unit (say, dollars). Assume that the von Neumann-Morgenstern
utility functions of the players for money, u', ¢ € N, are continuous and

strictly increasing (on R). Then the triple (N,v, (ui)ieN) yields an NTU
pregame (N, f}) in the following way:
R ' <ul(yl), i €S,
V(S) = convh { 2% € RS for some y° € R . (11.4.1)
such that Y, ¢ y" = v(S)

(We recall (see Remark 2.1.4) that the members of S may use lotteries in
order to distribute v(S), ) # S C N.) If the utility functions u’, i € N, are
concave (and strictly monotonic), then

V(S) = {ms €R®

' <ul(y'), i € S, for some y° € RY
such that Y-, ¢ y" = v(S)

and 17(5) is closed for all ) # S C N. Also, (N, ‘7) satisfies (11.3.4). The
straightforward proof of this fact is left to the reader as an exercise (see
Exercise 11.4.1). Hence, (N, 17) = (N,V) is an NTU game, provided that
the utilities are concave. Furthermore, there is a simple relationship between
C(N,v) and C(N,V). Let u, : RV — R be defined by ui(z) = u’(2?) for all
r € RY and all i € N. Then C(N,V) = u.(C(N,v)), because the functions
u’, i € N, are strictly increasing. Thus, the results on the core of TU games
which were obtained in Chapters 2 and 3 may be applied to games with side
payments and concave utilities.

A similar remark holds for the bargaining set M. However, it is deferred to
Chapter 16.

Exercises

Exercise 11.4.1. Let (N,v) be a TU game, let v’ : R — R, i € N, be
concave and strictly increasing functions, let §) # S C N, and let (N, V) be
given by (11.4.1). Show that V' (S) satisfies (11.3.4).

Exercise 11.4.2. Find a triple (N, v, (ui)ieN), where (N,v) is a TU game,
andu' :R—R,i€N , are continuous, strictly increasing, and bounded, such
that the pregame (N, V) defined by (11.4.1) is not closed-valued.



212 11 Cooperative Games in Strategic and Coalitional Form

11.5 Notes and Comments

As far as we know, Definition 11.1.1 is new. However, it is clearly motivated
by the examples in Section 11.1. Section 11.2 is based on Aumann and Peleg
(1960) and Aumann (1961). Section 11.4 follows Aumann (1967).

A proof of Kakutani’s fixed-point theorem, which is used in the proof of The-
orem 11.2.9, is contained in Klein (1973).
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The Core of NTU Games

The concept of the core is naturally generalized to NTU games. However, the
analysis of the core when there are no side payments is much more difficult
than in the TU case. In this chapter we report some basic results on the core
of NTU games.

A precise definition of the core must also specify the set of payoff vectors that
are potential candidates for core membership. Aumann (1961) introduced the
core of an arbitrary set of payoff vectors. In Section 12.1 we consider the core
under individual rationality, (weak) Pareto optimality, and the conjunction of
these properties. It turns out that for superadditive games all the resulting
cores coincide.

The basic existence result of the core of NTU games was proved by Scarf
(1967). In Section 12.2 we prove a generalization due to Billera (1970b) using
the proof of Shapley and Vohra (1991). In Section 12.3 we prove the non-
emptiness of the core of ordinal convex games (due to Greenberg (1985)) and
of the core of cardinal convex games (due to Sharkey (1981)).

Section 12.4 is devoted to an axiomatization of the core. Peleg (1985) showed
that the core may be characterized by nonemptiness, individual rationality,
and the reduced game property (suitably extended to the NTU case).

In Section 12.5 further remarkable properties are described that may even be
used to characterize the core, if some of the considered NTU games have an
empty core.
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12.1 Individual Rationality, Pareto Optimality, and
the Core

Let (N,V) be an NTU game and let z,y € RY. The vector y dominates x via
a coalition S () # S C N) if y¥ € V(S) and y° > 2% (see Notation 4.4.5).
Moreover, y dominates x if there exists a coalition S such that y dominates
x via S. By Definition 11.4.2, the core of (N, V), C(N,V), is the set of all
members of V(N) that are not dominated by any vector in RY. Historically,
the core was defined somewhat differently, and we shall now investigate some
variants of the core.

Definition 12.1.1. Let A C RY. The core of A with respect to (N,V),
C(N,V, A), is the set of members of A that are not dominated by any member
of A.

Given the NTU game (IV, V') we shall be interested in the cores of four subsets
A of RY with respect to (N, V). Let us denote

V(N), = {a: e V(N) (12.1.1)

for all y € V(IV) there exists
i € N such that z? > 37 ’

The set V(N), is the set of weakly Pareto optimal (efficient) elements of
V(N). Note that V(N). is the boundary of V(N), because V(N) is closed
and comprehensive.

We shall restrict our attention to superadditive NTU games (see Remark
11.2.2 (2)).

Lemma 12.1.2. If (N,V) is superadditive, then

C(N,V)=C(N,V,V(N)e).

Proof: Clearly, C(N,V) C V(N),. Hence C(N,V) C C(N,V,V(N).). In order
to show the opposite inclusion, assume, on the contrary, that there exists
z€C(N,V,V(N),) \C(N,V). Then there exist y € RN and §) # S & N such
that y° € V(S) and y° > 2z°. By nonemptiness of V(N \ ), there exists
2N\ € V(N \ S). By superadditivity of (N, V), (y%, 2VN\%) € V(N). Clearly,
(y°, 2N\¥) dominates = via S and, hence, we may assume that y € V(N).

Define A = {z € V(N) | 25 = y% and 2V\% > yN\5} and observe that A # 0,
because y € A. Also, each member of A dominates x via S. By (11.3.3) and
(11.3.4), A is compact. Choose § € A such that §(N \ S) is maximal. Then
g € V(N)e and the desired contradiction has been obtained. q.e.d.

Let (N,V) be an NTU game. For every i € N let

o' = max{z’ | 21 e V({i})}.
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Then V({i}) = {21} € R | 2¢ < v'}. (Frequently, 2{# € R} a vector
with one component, is identified with the scalar x%.)

Definition 12.1.3. A vector z € RN is individually rational (with respect
to the NTU game (N,V)) if * > v* for alli € N. We denote

V(N)ir = {x € V(N) | x is individually rational}.
Lemma 12.1.4. If (N,V) is superadditive, then

Proof: Clearly, C(N,V) C V(N);. Hence C(N,V) C C(N,V,V(N);). In
order to show the opposite inclusion, assume, on the contrary, that there
exists x € C(N,V,V(N);) \ C(N,V). Then there exist S C N, |S| > 2, and
y® € V(S) such that y° > 25, Let z = (y°,vN\%). Then, by superadditivity
of (N,V), z € V(N). Clearly, z € V(N);;, and the desired contradiction has
been obtained. q.e.d.

Finally, let V/(N). ; denote the set of weakly Pareto optimal and individually
rational feasible payoff vectors, i.e., V(N)e i = V(N)e N V(N). The main
result of this section is the following theorem.

Theorem 12.1.5. If (N,V) is a superadditive NTU game, then
C(N,V) =C(N,V,V(N)e) = C(N, V,V(N)ir) = C(N, V, V(N)e,ir)-
Clearly, it suffices to show that C(N,V,V(N).) = C(N,V,V(N), ). The proof

of this assertion may easily be deduced from the proofs of Lemmata 12.1.2
and 12.1.4. Hence it is left as an exercise (Exercise 12.1.1).

Remark 12.1.6. An NTU game (N, V) is superadditive at N if, for every
partition P of N, [[gcp V(S) € V(IN). We remark that in all results of this
section “superadditivity” may be replaced by “superadditivity at N”.

Exercises

Exercise 12.1.1. Prove Theorem 12.1.5.

Exercise 12.1.2. Show that the superadditivity condition is needed in The-
orem 12.1.5 by providing games (N, Vi), k = 1,2, satisfying

C(N1,V1) # C(N1, Vi, Vi(N)e) and C(N2, V2) # C(Na, Va, Vo (N )ir).

12.2 Balanced NTU Games

Let N be a (nonempty) finite set of players. A family (ms)scan oy of vectors
is permissible (for N) if, for all ) # S C N, 7g € RY, mg > 0 (see Notation
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4.4.5), WSN\S =0 e RS and nx > 0. Let 7 be a permissible family. A

collection of coalitions B is m-balanced if there exist A\g > 0, S € B, such
that ) 4.3 Asms = mn. Thus B is balanced (see Definition 3.1.2), iff B is
m-balanced with respect to the family (7s)geony oy defined by ms = x5 for
all £ S CN.

Remark 12.2.1. Let 7 be a permissible family and let B be a collection of
coalitions. Denote

%g :’/Ts/Trs(S). (1221)

Then B is m-balanced iff 7 is a convex combination of the 75, S € B.

Let (N,V) be an NTU game. For every S C N let Vg = V(S) x RV\S. The
game (N, V) is balanced if

(] Vs CV(N) (12.2.2)
seB

for every balanced collection B of coalitions. Moreover, (N, V) is w-balanced if
(12.2.2) holds for every m-balanced collection B.

Scarf (1967) proved that every balanced NTU game has a nonempty core.
We shall prove that every m-balanced NTU game has a nonempty core. This
more general result is due to Billera (1970b). First we consider the following
example.

Example 12.2.2. Let N = {1,2,3} and let
V{i}) = {2t e R | 2P <0},ie NV,
V({1,2}) = {10 e RV | ot < 4,22 < 3},
V({2,3}) = {={23 e R123} | 22 < 4,2% < 3},
V({1,3}) = {13 e RIS | 2t < 2,23 < 5},
) =

V(N {x e RN

(2! < 4,22 < 3,23 <0) or
(x! < 2,22 < 4,23 < 3) ’

Then (N, V) is not balanced, because ({2}), {1, 3}) is a balanced collection and
(2,0,5) € (Vioy Vi1 31) \V(IV). However, if § = (1,1/2,1/3), mg = (6°,0M\5)
for all § # S G N, and 7y = xn, then (N, V) is m-balanced (see Exercise
12.2.1).

We may now formulate the main result of this section.
Theorem 12.2.3. Let (N,V) be an NTU game and let m be a permissible
family of vectors. If (N, V) is w-balanced, then C(N,V) # (.

We postpone the proof of Theorem 12.2.3 and start with the following obser-
vation. Let b € R and let the game (N,V + b) be defined by (V + b)(S) =
V(S)+b7 for all S € N. Then (N, V +b) has a nonempty core (is m-balanced),
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iff (N, V') has a nonempty core (is m-balanced). Thus, in the proof of Theorem
12.2.3, we may assume that

v >0 forall i € N. (12.2.3)
Also, by (11.3.4), there exists ¢ > 0 such that for every S C N,
% e V(S)NRY = ' < gforallieS.

Denote @ = {z € RY | z < gyn} and define

7 = ( U Vs>ﬂQ.

Se2N

As V(S) and hence Vg are comprehensive, Z is comprehensive, that is, Z =
Z — Rf. Let 0Z denote the boundary of Z. Then

(z€0Zandy>z) =y ¢ Z (12.2.4)

Notice that for every i € IV, vix{i} + qxn\{i} € Z. Hence, by (12.2.4),

(€ 0Z and 2/ = 0 for some j € N) = max 2t =q. (12.2.5)
1€

We shall now prove that there exist a w-balanced collection B and z € 07
such that Z € (g.p Vs. Finally, we shall prove that 2 € C(N, V).

Proof of Theorem 12.2.3: Let A = {z € RY | 2(N) = 1} and define, for
every x € A,
f(z) ={y € 0Z | y = tz for some ¢t > 0}.

Notice that for every € A, n(q+ 1)z ¢ Z, whereas 0 € int Z (“int” de-
notes the “interior of”). Hence, f(z) # 0 for every x € A. We conclude that
f:+ A= 07 is closed and bounded, and thus, by Lemma 9.1.6, uhc. We claim
that f is single-valued and, hence, continuous. Assume, on the contrary, that
f is not single-valued. Let z € A and y,y € f(z), y =tz, y = tx, where t > t.
If x > 0, then § >> y, contradicting (12.2.4). Thus, K = {k € N | 2% = 0} # 0.
Now, for j € N\ K, ¢/ < 3’ < ¢, and y® = 0, which contradicts (12.2.5).
Hence, f is continuous.

With the help of f we define the set-valued mapping g : A = A by
g(z) = {7s | S € 2V \ {0} and f(z) € Vs}

(see Equation (12.2.1)). Indeed, g(z) # 0 for all x € A, because f(z) is a
nonempty subset of |Jgc  Vs. Moreover, as the reader may verify, g is uhc
(see Exercise 12.2.2). Thus, the set-valued function g : Ax A = A, defined by
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g(x,y) = convh g(x) for all 2,y € A, is uhc and convex-valued. We proceed
to define a continuous function h: A x A — A by

'+ (Y -7,

1+ ZjeN (yj - %?V>+

Ri(z,y) = for alli € N,z,y € A.

Finally, h x g : A x A = A x A satisfies the conditions of Kakutani’s fixed-
point theorem. Hence, there exists (Z,y) € A x A such that T = h(Z,y) and
y € convh ¢(Z). Thus,

7 ];V (yf‘ - %gv)+ = (7' —7Y), forallie N. (12.2.6)

We claim that ¥ = T. Assume, on the contrary, that

> (7 -#), >0

JEN

Let Ky ={i€ N |2 >0} and Ko = N\ K;.If i € K, then §° > 7% >0
by (12.2.6). Thus Ky # 0, because § € A. As § € convh ¢(T), for each 1 € K
there exists S C N such that ¢ € S and f(Z) € Vs. Hence, the choice of ¢ and
f(Z) > 0 imply fi(Z) < q for all i € K. As fi(z) = 0 for all j € K, and
Ky # 0, (12.2.5) is violated. Thus, § = 7y

Let now B={S C N | f(Z) € Vg}. Then
7y € convh {7 | S € B}.

By Remark 12.2.1, B is balanced. Let Z = f(Z). Then Z € (g3 Vs. As (N, V)
is m-balanced, z € V(IN). We conclude the proof by showing that z € C(V, V).
By definition, Z > 0. Hence zZ < ¢xn. Assume now, on the contrary, that
Z ¢ C(N,V). Then there exist § # S C N and = € Vg such that z° > 25,
We may assume that 2! = g for all i € N\ S. Then z € Z and z > z € 07,
contradicting (12.2.4). q.e.d.

In view of Theorem 12.2.3, m-balancedness for some permissible 7 is a sufficient
condition for the nonemptiness of the core. The following example shows that
it is not a necessary condition.

Example 12.2.4. Let N = {1,2,3} and let

—_

1
V(N)={zeR" |2' < 571’2 < 5 and z° < 0};
V({1,2}) = {«2 e RU 2! + 2% <1
V(S) = {l’s eRY|2% < 0} = —Ri otherwise.
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Then (%, %, 0) € C(N,V). We claim that there does not exist any permissible
family 7 such that (N, V) is m-balanced. Indeed, if 7 is permissible on N, then
at least one of the following collections is m-balanced:

{125, 33 {23, {23 331 {1, 21, {11, {33

If B is one of these collections of coalitions, then either (1,0,0) or (0,1,0) is a
member of ((gcz Vs. But neither (1,0, 0) nor (0,1,0) belongs to Vy = V(N).

Theorem 12.2.3, Example 12.2.2, and Example 12.2.4 are due to Billera
(1970b). However, the present proof of Theorem 12.2.3 is due to Shapley
and Vohra (1991).

We conclude this section with a result of Scarf (1967) on the nonemptiness
of the core of market games. If (N,R7", A, W) is an NTU-market (see Section
11.1), then (N, V), defined by

V(S)= {us € R? (12.2.7)

there exists g € X such that
w(zl) > u' for alli € S

for all S € 2V \ {0} and V(@) = 0, is the derived NTU game (see Example

11.1.4 for the definition of X*).

Theorem 12.2.5. Let (N,R7}, A, W) be an NTU-market and let (N, V') be the

derived NTU game. If w' is quasi-concave for each i € N, then C(N,V) # ().

Proof: We shall prove that the derived game (N, V') is balanced. Let B be a
balanced collection, let (dg)scp be a system of balancing weights (see Defini-
tion 3.1.2) and let u € (gep Vs. Then for each S € B there exists zg € X*
such that w'(z%) > u' for all i € S. Let 2 = (2%);en € (RT)" be defined by

2t = Z Ssrk.
S:5eB,53i

The quasi-concavity of w® implies that w®(z?) > u® for all i € N. It remains
to prove that ), n 2* = >,y a@'. The observation that

ZieN Z: = EiEN ZZ_:S:Z'ESEB 5833% = Zsezs 5;9 Zies xzs
= ZSeB ds ZieS a = ZieN a ZS:iESEB 0s = ZieN a

shows that u € V(N). q.e.d
Exercises

Exercise 12.2.1. Prove that the NTU game defined in Example 12.2.2 is
m-balanced (with respect to the family (7g)p2scn which is specified therein).
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Exercise 12.2.2. Prove that g : A = A, defined in the proof of Theorem
12.2.3, is uhc.

Exercise 12.2.3. Let (N,v) be a TU game and let (N, V,) be defined by
(11.3.5). Prove that (N,v) is balanced iff (N, V,,) is balanced.

12.3 Ordinal and Cardinal Convex Games

In this section we shall investigate the core of convex NTU games.

12.3.1 Ordinal Convex Games

In this subsection we shall prove that the core of an ordinal convex NTU game
is nonempty. We start with the following definition.

Definition 12.3.1. A pair (N,V) is a quasi-game if (N, V) is a pregame
(see Definition 11.4.1) that satisfies (11.8.4) and if V(N) is closed.

The following definition, due to Vilkov (1977), is a first generalization of Shap-
ley’s notion of “convex game” to NTU games.

Definition 12.3.2. A quasi-game (N, V) is an ordinal convex quasi-game
if for all S, T C N L - -
VsNVyp CVgsarUVsur (12.3.1)

where Vg = V(Q) x RV\Q for all Q C N (see Section 12.2).

We shall now prove the following result.

Theorem 12.3.3. The core of an ordinal conver quasi-game is nonempty.

Proof: Let (N, V) be an ordinal convex quasi-game. By induction on n = |N|
we shall prove that C(N, V) # ). The case n = 1 follows from the assumptions
that V() satisfies (11.3.1), (11.3.3), and (11.3.4). Now let n > 2, let i € N,
let M = N\ {i}, and let o = sup V({i}). Clearly, o < co. We consider a as a
member of R{}. Let (M, V) be the restriction of (N, V) to the player set M,
i.e., V(S) =V(9) for all S C M. Note that (M, V) is a pregame that satisfies
(11.3.4). Define the pregame (M, W) by

W(S) = {z% e RS | (#%,8) e V(S U{i}) for some g € RY} 3> a}
for all S € 2™\ {0} and W () = 0.
We now define the quasi-game (M, U) by

UM)={zM cRM | (M, a) e V(N)}, UW0) =0
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and
U(S) =V(S)UW(S) forall ) # S & M.

Clearly, U(M) is closed. We claim that U(M) 2 V(M). Indeed, let M €
V(M) and let oy € R, oy < o, t € N, satisfy lim; o v = a. By (12.3.1),
(@M o) € V(N) for t € N and, thus, (M, a) € V(N).

Clearly, (M,U) is a quasi-game. We shall now prove that (M,U) is ordinal

convex. Let S,7 C M and z € Ug N Up. Clearly, we may assume that S #
M # T and that S UT # (). We distinguish the following possible cases:

(1) 2 € Vs N Vp. Then (z,a) € Vg N Vp. (Note that Vg € RM for every
Q@ C M.) Thus, by (12.3.1),

(z,0) € Vsar UV sur.
Hence,
x € Vsnr U Vsur € Usnr UUsuT-

(If SUT = M, then the above inclusion follows from the fact that Uy 2
V)

(2) = € Vs N Wr. Let 8 € R, 3 > a, such that (z,8
(x,8) €Vsn VTU{Z'}' Hence, by ordinal convexity of (

) € VTU{Z-}. Then
N’ V)?
(z,8) € Vsar U VSUTU{i}~

Hence, € Vgnr UWsur C Usnr UUsur. (ILS UT = M, then the above
inclusion follows from comprehensiveness of V(IV).)

(3) The case x € Wg N Vp may be treated analogously to the preceding case.

(4) x € Ws N Wr. By comprehensiveness there exists 3 € R, 3 > a, such
that (x, ) € VSU{i} N VTu{i}- Hence,

(z,8) € Vsuy N Vrugy € Visnrugiy UV surugi-

If (z,5) € VSUTU{i}a then © € Wsur C Ugur. Finally, if (x,8) ¢
VsuTU{i}, then (z,8) € V(SQT)U{Z-}. As 8 > a, SNT # (. Hence,
x € Wsar C Usnr.

By the induction hypothesis there exists € C(M,U). We claim that y, de-
fined by y = (z, ), is an element of C(N, V). The vector y is weakly Pareto
optimal in V (IN), because x is weakly Pareto optimal in U(M). Assume, on the
contrary, that y ¢ C(N,V). Then there exist 0 # S S N, S # M, and z € Vg
such that z dominates x via S. If i ¢ S, then 2™ € Vg C Ug and 2° > 2%,
contradicting € C(M,U). If i € S, then 2* > . Hence zM ¢ W3 C Ug and

5> xg, where § = § \ {7}, which is impossible. q.e.d.
Theorem 12.3.3 is due to Greenberg (1985).
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12.3.2 Cardinal Convex Games

Let (N,V) be an NTU game. We denote
Vo(S) = V(S) x {0V} C RN for all § € 2™V \ {0} (12.3.2)

and V5({0}) = {0}. This notation enables us to define cardinal balanced
games.

Definition 12.3.4. An NTU game (N,V) is cardinal balanced if for every
balanced collection of coalitions B with a system (0s)sen of balancing coeffi-
cients,

> 6sVo(S) S V(N). (12.3.3)
seB

A cardinal balanced game is balanced (see Exercise 12.3.2). Thus, the core of
a cardinal balanced game is nonempty.

Let (N,v) be a TU game and let (N, V,) be the associated NTU game de-
fined by (11.3.5). Clearly, (N,v) is balanced if and only if (N, V) is cardinal
balanced.

Let (N,RY, A, W) be an NTU-market and (N, V) be the derived NTU game
(defined by (12.2.7)). If the utility functions w?, i € N, are concave, then
(N,V) is cardinal balanced (see Exercise 12.3.3).

In this section we shall prove that a cardinal convex game is cardinal balanced.
We start with the following definition.

Definition 12.3.5. An NTU game (N,V) is cardinal convex if

Vo(S) + Vo(T) CVo(SNT)+Vo(SUT) for all S,T € 2N, (12.3.4)

The following theorem is due to Sharkey (1981).

Theorem 12.3.6. Let (N,V) be a cardinal conver NTU game. If V(N) is
convez, then (N, V) is cardinal balanced.

Proof: As V(N) is convex and in view of Corollary 3.1.9 it is sufficient to prove
(12.3.3) for minimal balanced collections of coalitions. Let B = {S1,..., S} be
a minimal balanced collection of coalitions and let A\q,..., Ay be its balancing
coefficients. Then Aq,..., A\, are rational numbers. Hence, there exists § € N
such that §; = 0\; € Nfor all j =1,...,¢. We have to prove (12.3.3), that is,

4
6;Vo(S;j) COV(N). (12.3.5)

Let p = Zﬁzl d;. Then (12.3.5) can be written as
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P
> Va(Ti) S OV(N), (12.3.6)
k=1

where every coalition Sj, j = 1,...,¢, is repeated §; times in the sequence

Ty,...,T,.

Each i € N appears in exactly ¢ coalitions in the sequence T1,...,T,. A pair

of coalitions (T}, T}) is incomparable if Ty, \ Ty, # O # Ty, \ Tj,. With the help
of (12.3.4) we can reduce the number of incomparable pairs in the sequence
Ti,...,Tp,. Indeed, let (T}, T}) be an incomparable pair. Then

D
Z ) C Vo(Th N Ty) + Vo(Th U Ty) + > Vo(Ty).  (12.3.7)
i=1 FE{L P\ LRk}

As the reader may easily verify, the number of incomparable pairs on the
right-hand side of (12.3.7) (that is, in the sequence that arises from T1,..., T,
by ounly replacing T}, and Ty by Tp N Ty and T}, U Ty) is smaller than the
number of incomparable pairs on the left-hand side (that is, in the original

sequence 17, ...,T,). Continuing in this manner, we finally obtain coalitions
Uy C -+ C Uy such that 320, Vo(Ty) € X0, Vo(Uj).

As each player appears in exactly ¢ coalitions in the sequence Uy, ..., Up, it
follows that Uy = -+ = Up_5 = 0 and Up_541 = --- = Up, = N. Finally, as
V(N) is convex by assumption,
P P
Y VU= > VI(N)SOVN).
i=1 j=p—b+1

q.e.d.

Exercises

Exercise 12.3.1. Find an ordinal convex game which is not balanced (see
Greenberg (1985)).

Exercise 12.3.2. Prove that any cardinal balanced NTU game is balanced.

Exercise 12.3.3. Let (IV,R7, A,W) be an NTU-market. Prove that if the
utility functions w', i € N, are concave, then the NTU game derived from the
market is cardinal balanced.

Exercise 12.3.4. Give an example of an ordinal convex NTU game that is
not cardinal convex.

Exercise 12.3.5. Give an example of a cardinal convex NTU game that is
not ordinal convex (see Sharkey (1981)).
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Exercise 12.3.6. Let (N,v) be a TU game and let (N,V,) be the corre-
sponding NTU game. Show that the following assertions are equivalent: (a)
(N,v) is convex; (b) (N,V,) is ordinal convex; (c) (N, V,) is cardinal convex.

12.4 An Axiomatization of the Core

‘We now turn to the axiomatization of the core. As in the TU context, reduced
games and their properties will play a central role. In the first subsection
we shall define and study reduced games of NTU games. First, however, we
introduce an additional property of NTU games. If A C R for some finite
set N, then 0A denotes the boundary of A, that is, the intersection of the
closures of A and its complement.

Definition 12.4.1. Let (N,V) be an NTU game. The game V is non-
levelled if for all S C N, V(S) is non-levelled, that is, for all z%,y° €
oV (S), x° >y implies that x = y.

Non-levelness is a standard property of NTU games. Now we assume it for
the rest of this section. Also, we shall use it throughout the next chapter.

12.4.1 Reduced Games of NTU Games

The concept of a reduced game is now generalized to NTU games.

Definition 12.4.2. Let (N,V) be an NTU game, x € V(N), and let S €
2N\ {}. The reduced game (of (N, V)) with respect to S and x is the game
(S,Vs,z) defined by

Vs (S) = {y® e RS | (v°,2N\%) € V(N)}, and (12.4.1)
Vo) = |J {v" eR" | (7,29 e V(TUQ)} (12.4.2)
QCN\S

for all T € 25\ {0, S}, and Vs .(0) = 0.

In the reduced game the players of S are allowed to choose only payoff vectors
y° that are compatible with 2V\°, the fixed payoff distribution to the members
of N\ S. On the other hand, proper subcoalitions 7' of S may count on the
cooperation of any subset @ of N \ S, provided that in the resulting payoff
vectors for T'U Q each member i of @ receives exactly z°. (Hence, if T' counts
on the cooperation of some @ # N \ S, then T has to ensure the feasibility
of 2 but not that of V\5.) Thus the reduced game (S, Vs ) describes the
following situation. Suppose that all the members of the grand coalition N
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agree that the members of N \ S will get v \S_ Further, assume that the
members of N \ S continue to cooperate with the members of S (subject to
the foregoing agreement). Then Vg, describes the possible payoff vectors that
various coalitions of members of S may obtain. However, it is assumed that .S
will choose some payoff vector in Vs .(S). Thus, the sets Vs .(T), 0 # T S S,
serve only to determine the final choice in Vg ;(5).

Reduced games of NTU games were used in several papers (e.g., Greenberg
(1985)). The foregoing definition is due to Peleg (1985). As the reader may
easily verify, a reduced game of an NTU game is an NTU game. We shall now
prove that also non-levelness is hereditary.

Lemma 12.4.3. Let (N,V) be a non-levelled NTU game, let x € V(N), and
let S € 2N\ {0}. Then the reduced game (S, Vs ) is non-levelled.

Proof: Let ) # T C S and let y7, 2T € OVs ,(T). Assume, on the contrary,
that yT > 27. Then there exists Q@ C N \ S such that (y7,29) € V(T UQ).
By comprehensiveness, (27, 29) € V(T UQ). By non-levelness of (N, V') there
exists wTY? € V(T U Q) such that wT"Q > (2T, 29). Clearly, (wT,29) €
V(T UQ). Hence w’ € Vg, (T) and w? > 2. Thus, 27 ¢ 0Vs . (T) and the
desired contradiction has been obtained. q.e.d.

We now recall the following well-known definition.

Definition 12.4.4. Let (N,V) be an NTU game and x € V(N). The vector
x is Pareto optimal (in (N,V)) if there is no y € V(N) such that y > x.

Let (N, V) be a non-levelled NTU game. A payoft vector x € V(N) is Pareto
optimal if and only if z € OV(N). As C(N,V) C 9V(N), every member of
C(N,V) is Pareto optimal.

Pareto optimality is a hereditary property, that is, it is inherited by the re-
stricted vectors in the corresponding reduced games. More precisely, we have
the following lemma.

Lemma 12.4.5. Let (N, V) be a non-levelled NTU game, let x € V(N), and
let S € 2N\ {0}. Then z is Pareto optimal iff x° is Pareto optimal in the
reduced game (S, Vs z).

Proof: If #9 is not Pareto optimal, then there exists y° € Vs, (S) such
that y° > x5. Hence (y°,2V\%) € V(N) and (y°,2¥\%) > 2. Therefore z
is not Pareto optimal. Conversely, if = is not Pareto optimal, then, by the
non-levelness of V(NV), there exists y € V(N) satisfying y > x. Clearly,
(y%,2N\%) € V(N). Therefore y° € Vs ,(S) and 2 is not Pareto optimal.

q.e.d.
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12.4.2 Axioms for the Core

Let U be a set of players. Denote by f v the set of non-levelled NTU games
(N,V) such that N CU and let I C Iy,.

We shall be interested in the following properties of solutions on I.

A solution on I is a mapping o that assigns to each (N,V) € I a subset
o(N,V) of V(N). Let o be a solution on I'. Then o satisfies nonemptiness
(NE) if o(N, V) # 0 for every (N,V) € I'. Moreover, o satisfies Pareto op-
timality (PO) if o(N,V) C OV(N) for every (N,V) € I'. Finally, o satisfies
individual rationality (IR) if for every game (N,V) € I, every x € o(N, V) is
individually rational (see Definition 12.1.3).

We further denote I'C = {(N,V) € ' | C(N,v) # 0}. Obviously, ¢ = C
satisfies PO and IR on I'. Also, it satisfies NE on I'C. We proceed with the
definition of the reduced game property.

Definition 12.4.6. A solution o on I’ has the reduced game property
(RGP) if it satisfies the following condition: If (N, V) € I', S € 2N\ {0}, and
z € o(N,V), then (S,Vs,) € I' and 2 € (5, Vs.z).

RGP is a condition of self-consistency: If (N,V) € I' and x € o(N, V), that
is, x is prescribed as a solution to (N, V), then RGP requires that, for every
subcoalition S of N, 2 be a solution to the reduced game (S, Vs ;).

Note that, by Lemma 12.4.3, IA},, is closed under reduction, that is, if (N, V) €
Iy, x € V(N),and § # S C N, then (S, Vs ) € Iy.

Lemma 12.4.7. The core satisfies RGP on fﬁ

Proof: Let (N,V) € f&, x € o(N,v), and § # S C N. Assume, on the
contrary, that 2° ¢ C(S, Vis,.). Then there exist ) # T C S and yT € Vg ,(T)
such that y7 > 2T. Hence, there exists Q@ C N \ S such that (y7,2@) €
V(TUQ) and (yT,29) > 2TV9. As (N, V) is non-levelled, there exists 27V €
V(T U Q) such that 27V > 27V contradicting the assumption that x €
C(N,V). q.e.d.

We proceed to formulate the main result of this section.
Theorem 12.4.8. Assume that U is infinite. Then there exists a unique so-

lution on ZA}/C, that satisfies NE, IR, and RGP, and it is the core.

The proof of Theorem 12.4.8 is postponed to Subsection 12.4.3. We still need
some preliminary definitions and results. We recall that if N is a coalition,

then P(N) = {{i,j} | i,j € N,i # j}.
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Definition 12.4.9. A solution o on I’ has the converse reduced game
property (CRGP) if it satisfies the following condition: If (N,V) € I', |[N| >
2, x € QV(N), and if for every S € P(N), (S,Vsz) € I and 25 € (S, Vsa),
then x € o(N, V).

The proofs of the two following lemmata are left as exercises.

Lemma 12.4.10. The core satisfies CRGP on T.

Moreover, the following lemma is needed.

Lemma 12.4.11. Let o be a solution on I’ that satisfies IR, and RGP. Then
o satisfies PO.

12.4.3 Proof of Theorem 12.4.8

We have already shown that the core satisfies RGP on fLC, . As mentioned
before, it satisfies NE and IR. Thus, we only have to show uniqueness. First
we prove the following lemma.

Lemma 12.4.12. If o is a solution on I that satisfies IR, and RGP, then
o(N,V) CC(N,V) for every (N,V) eI

Proof: By Lemma 12.4.11, o satisfies PO. Let (N,V) € I and let n = |N]|.
If n < 2, then IR and PO imply that o(N,V) C C(N,V). Now let n > 3
and let © € o(N,V). By RGP, 2% € o(S, Vs,) for every S € P(N). By PO,
x € OV(N). By Lemma 12.4.10, the core satisfies CRGP. Thus, x € C(N, V).

q.e.d.

The following lemma plays a key role in the proof.

Lemma 12.4.13. Let (N,V) € IS, let £ € U\ N, let M = N U {£}, and
let € C(N,V). Then there exists (M, W) € I that satisfies the following
properties:

C(M,W) = {2} = {(f o{f}) } ; (12.4.3)
Wy,. = V. (12.4.4)

We postpone the proof of Lemma 12.4.13 and use it first to prove Theorem
12.4.8.

Proof of Theorem 12.4.8: Let o be a solution on f’f{ that satisfies NE, IR,
and RGP. By Lemma 12.4.12 we only have to prove that the core is a sub-
solution of o. Let (N,V) € I}§ and # € C(N, V). By our infinity assumption
there exists £ € U \ N. Let M = N U {{}. By Lemma 12.4.13 there exists a
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game (M, W) that satisfies (12.4.3) and (12.4.4). By NE, {z} = o(M,W). By
RGP, 2V € 0(N,Wy_.). But 2V =7 and Wy, = V. q.e.d.

Given (N,V) € fsz ¢ €U\ N, we now construct a game (M, W) satisfying
(12.4.3) and (12.4.4).

Proof of Lemma 12.4.13: In order to define W, let @ # S C M. We
distinguish the cases (1) — (4) and complete the proof in Step (5).

(1) £¢ S and S # N: In this case we define W(S) = V(.5).
(2) S=N:Forz e RN and i € N let

Gfody (z* —2")+

Then fi(-) is a continuous and strictly increasing function of x'. Let f =
(fDien : V(N) — RY and define W(N) = f(V(N)).

Note that
2t < fi(a?) < fi(z') + 1 forall z € V(N) and i € N. (12.4.5)

The proof that W(N) is closed and nonempty is straightforward. Also,
by (12.4.5), W(N) satisfies (11.3.4). We shall now prove that W(N) is
comprehensive. Let y € W(N) and v € R, 4 < y. Then there exists
x € V(N) such that y = f(x). By the continuity of f¢, i € N, and by
(12.4.5), there exists ¢ < 2' such that fi(z') = u’ for all i € N. By
comprehensiveness of V(N), 7 = (Z%);eny € V(N). Hence, W (V) satisfies
(11.3.2). Finally, the non-levelness of W (N) follows immediately from the
strict monotonicity of f%, i € N.

We shall use the following properties (12.4.6) and (12.4.7) of W(N):

z € OW(N). (12.4.6)
If z € OV(N) and = # T, then x ¢ OW(N). (12.4.7)

In order to prove (12.4.6), let y € W(N). Then there exists x € V(N)
such that f(z) =y. As € V(N), there exists j € N such that 2/ < z7.
Hence, ¢/ =27 < 7.

In order to prove (12.4.7), let = € OV(N),  # Z. Then there exists
j € N such that 27 > z/. By the definition of f/ there exists ¢ > 0
such that f7(z7) > a7, where 77 = 2/ — . By non-levelness of V(N),
77 is a component of some vector 7 € V(N) satisfying 7% > 2* for all
k € N\ {j}. By the strict monotonicity of the f*, k # j, f(Z) > =.
Hence, x ¢ OW(N).

(3) S = {¢}: We define W({£}) = {«{® ¢ R1} | 2¢ <0}.
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(4) S =T U {{} for some ) # T C N: Let a® € R¥ be defined by a’ = 1 and
a’ = —1 for all i € T. Denote by Lg the line {ta® | ¢ € R} and define
W (S) as the vectorial sum

w(s) = (V1) x {0}) + Ls. (12.4.8)

As the reader may easily verify, W(.S) is nonempty, closed, and compre-
hensive. We now shall prove that W (S) satisfies (11.3.4). Let b° € R and
let y¥ € (b5 +RY)NW(S). Then y¥ = (27,0) + ta® for some 27 € V(T)
and some t > bt. Thus, ' > b+t > b + bt for every ¢ € T. Let T eRT
be defined by ¢ = b’ + b, i € T. As (" + RY) N V(T) is bounded,
(b° +RY) N W(S) is bounded as well.

Finally, we shall prove that W (S) is non-levelled. Let y7,y5 € W(S)
such that yy > y5. We have to prove that y5 ¢ OW(S). For k = 1,2,
vy = (21,0) + tkas for some t; € R, xf € V(T). Clearly, t; 2 to. If
t; = to, then 2T > m2 Hence there exists 21 € V(T') such that xg > a:2
If 25 = (323 ,0) + ta® where (t —t1) > 0 is small enough, then 2% > y5.
Also, 2% € W(S) by construction. Now, if t1 > to, then let t3 € R satisfy
t; < t3 < t3. Then 2° = (27,0) +t30° > y5 and 2% € W(S).

We shall use the following obvious property of W (S):

{xT e RT ((xT,o{f}) e W(S)} —V(T). (12.4.9)

(5) We now complete the proof: In order to show (12.4.3), let y € C(M, W).
Then y = (2V,0) + ta™ for some %V € V(N) and some ¢t € R. By Case
(3),t > 0. If t > 0, then zV > ¢V and 2V € W(N). Thus, ¢t = 0.
By (12.4.7) and (12.4.9), ¥ = z. Additionally employing (12.4.6) yields
z = (z,0) € C(M,W). Finally, (12.4.4) is implied by (12.4.9) and Case
(1). q.e.d.

The following examples show that each of the axioms NE, IR, and RGP is
logically independent of the remaining axioms, provided that U] > 3.

Example 12.4.14. Let o(N,V) = ) for every (N, V) € fg Then o violates
only NE.

Example 12.4.15. Let (N,V) € f& If IN] <2, let o(N,V) =90V(N). If
|N| >3, let o(N,V)=C(N,V). Then o violates only IR.

Example 12.4.16. For every (N,V) € fg let
o(N,V)={x € V(N) | z* > v" for all i € N}.

That is, o(N,V) is the set of all Pareto optimal and individually rational
payoff vectors of (N, V). Clearly, o violates only RGP.
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The results of this section are due to Peleg (1985).

Exercises

Exercise 12.4.1. Prove Lemma 12.4.10 and Lemma 12.4.11.

WRGP, the weak reduced game property (see Definition 2.3.17), and RCP,
the reconfirmation property (see Definition 2.3.18), may be generalized to a
solution on a set I' of non-levelled NTU games by replacing the set I" of TU
games and the TU coalition functions v and vg , by I" and the NTU coalition
functions V' and Vg ,, respectively.

Exercise 12.4.2. Assume that || > 3. Prove that there exists a unique
solution on IA}S that satisfies NE, IR, WRGP, and CRGP, and it is the core.
Also, show that CRGP is logically independent of NE, IR, and RGP in the
foregoing characterization of the core, provided that || < occ.

Exercise 12.4.3. Assume that |U/| > 3. Use Lemma 12.4.13 to show that
the core on )5 does not satisfy RCP.

12.5 Additional Properties and Characterizations

Denote by f u the set of non-levelled NTU games whose players are members
of U, let I' C Iy, and let (N,V) € Iy. For every z € V(N) and every
S € 2N\ {0} the Moulin reduced game with respect to S and z, (S, V4%), is
defined by

VIL(T) = (" € RT | (47, 2™5) e VITU(N\ )} for 0 £ T C S

and V&%, (0) = 0 (compare with Exercise 2.3.3). It is straightforward to show
that (S, VSA{E) € Ty. Note that, if V' =V, for some TU game (N,v), then
VL = Vou .

With the help of the foregoing definition, the reduced game property with
respect to Moulin reduced games, RGP, may be generalized to solutions on
I'. Using RGP the core on I, UC, the set of NTU games with a nonempty core,
may be characterized.

Theorem 12.5.1. Assume that U is infinite. Then there exists a unique
solution on sz that satisfies NE, IR, and RGPM, and it is the core.

Proof: Clearly, the core satisfies NE on I LC, . Also, it satisfies IR in general.
The straightforward proof of RGP is left to the reader (Exercise 12.5.1).
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Conversely, let o be a solution on I Z/C, that satisfies NE, IR, and RGPM. Then
o is PO. The proof is the simple Exercise 12.5.2.

Let (N, V) € I'S. In order to show that o(N,V) C C(N, V), let z € o(N, V).
Assume, on the contrary, that « ¢ C(N, V). Then there exist a coalition T'C N
and yT € V(T) such that y© > 2. Let i € T and let S = (N \ T) U {i}. By
RGPM, 25 € o(S, W), where W = V&% However, yUt e W({i}) and ¢ > 2
contradict IR.

In order to show the opposite inclusion, let z € C(N,V) and £ € U \ N. Let
N = N U{{} and let (N,U) be defined as follows: Let

U(S) = {xS € RY

in < Zzz} for every S € 2V \ {0},

i€S i€S

let U({¢}) = —R{f}, and let U()) = 0. If S C N such that £ € S # {¢}, then
let 7= S\ {¢}, let a® = |T|x5{9€} — X3, let Lg = {ta® | t € R}, and define
U(S) = (V(T) x {013}) + Lg. Clearly, (N,U) satisfies (11.3.1) — (11.3.3).
Also, (11.3.4) and non-levelness are satisfied for S C N and for S = {¢}. In

the remaining case, (11.3.4) and non-levelness may be proved as in (4) of the
proof of Theorem 12.4.8.

Therefore, (N,U) € Iy. Moreover, 2 = (z,0) is the unique member of
C(N,U). Hence, z € o(N,U) by NE. Also, z = 2" and U]]\‘,/{E = V. By RGP,
z€o(N,V). q.e.d.

Note that if V = V,, for some balanced TU game (N, v), then the game (N, U)
constructed in the last part of the preceding proof, is associated with some
balanced TU game. Hence, as remarked in (2) of Section 3.9, NE, IR, and
RGPM characterize the core on the set of balanced TU games.

Theorem 12.5.1 is due to Tadenuma (1992). The first inclusion of the unique-
ness part of the present proof, however, differs from the corresponding part
of Tadenuma’s proof.

Some other properties of TU game solutions, relevant for the core, may be
generalized to NTU game solutions. Let o be a solution on I" and let (N, V) €
I7. For i € N denote

binin(Nv V)
= mmin max {t{i} e R | (Hi} yN\iHy € V(S U {i})Vy € Vo(S) }
where Vj is defined by (12.3.2). (Here we use max () = —oo as a convention.)

By (11.3.1) — (11.3.4), the set

{z € V(N)|2" > b, (N,V) for all i € N}

min
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is nonempty. Now, o satisfies reasonableness from below (REBE) if, for every
(N,V) €T,z € o(N,V) implies that 2 > bl . (N, V) for all i € N (see (2)
of Definition 2.3.9). Also, ¢ is covariant (COV) if the following condition is
satisfied: If (N, V), (N, W) € f, a,b € RN, a>> 0, and if W = a*V +b (here
we denote a x X = {(a/27)jes | 2° € X} for every S C N and any X C RY),
then o(N,W) = a x o0(N,v) + b. The generalization of anonymity (AN) to o
is straightforward.

Note that the core on I' satisfies REBE, because it satisfies IR. Clearly, it
satisfies COV and AN. Unfortunately, it does not satisfy RCP in general (see
Exercise 12.4.3). However, we shall show that it satisfies the following variant
of RCP.

Definition 12.5.2. The solution o on I’ satisfies the weak reconfirmation
property (WRCP), if the following condition is satisfied for every (N, V) €
I, 8 e 2N\ {0}, and z € o(N,V): If (S,Vs) € I' and if y° € o(N, Vs.)
satisfies

Ugems{z® € R [ 29> 0%, (2% +¢°,29) e V(SUQ)} (12.5.1)
C Ugems{z® €R¥ 25> 05, (2% +25,29) e V(SUQ)}, -

then (y°,2N\9) € o(N, V).

Hence, WRCP differs from RCP only inasmuch as it additionally requires that
S only consider adjustments with the property that if S can improve upon
this adjustment with the help of some Q, then it can improve upon z*° in the
same way. Note that RCP implies WRCP. Further, note that, translated to
TU games, WRCP and PO imply RCP.

Lemma 12.5.3. The core on I’ satisfies WRCP.

Proof: Let 0 = C and assume that (N, V), S, z, y° satisfy the conditions
of Definition 12.5.2. Let z = (y¥,2V\¥). Assume, on the contrary, that z ¢
C(N,V). Then there exist ) # T and 7 € V(T) such that z7 > z7. Then
TNS # 0, because x € C(N,V). If S ¢ T, then 277 € Vg ,(T' N S) and
#1N5 > yTN5 | contradicting the fact that y° € C(S, Vs). Finally, if S C T,
then T = SUQ for some Q C N\ S. By comprehensiveness, (z°,29) € V(T).
Also, 7% — 5 > 0%, thus, by (12.5.1), there exists @ C N\ S such that
(#5,29) € V(S U Q). By non-levelness there exists 25V € V(S U Q) such
that 2599 > 2599 Hence, a contradiction has been obtained. q.e.d.
Hwang and Sudhélter (2000) used the aforementioned properties to axiomatize

the core on many remarkable subsets of I u- In order to characterize the core
on, e.g., I, the following “minimal nonemptiness requirement” of a solution o
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onaset I - fu is useful: o satisfies the inessential two-person game property,
if (N, V) # 0 for every inessential two-person game (N,V) € I'. (An NTU
game (N, V) is inessential, if 0% € 9V (S) for every coalition S.) We conclude
with the following result which is proved in the aforementioned paper.

Theorem 12.5.4. Assume that |U| > 5. Then there exists a unique solu-

tion on fu that satisfies the inessential two-person game property, AN, COV,
WRGP, WRCP, CRGP, and REBE, and it is the core.

Remark 12.5.5. Serrano and Volij (1998) show that the core on the set of
all non-levelled NTU games may be characterized by nonemptiness on one-
person games, IR, RGP, and a variant of CRGP. This variant requires that
every Pareto optimal and individually rational payoff vector belong to the
solution to a game, if every one of its restrictions to a nonempty proper sub-
coalition belongs to the solution to the corresponding reduced game.

Exercises

Exercise 12.5.1. Let fbcl - r - fu. Show that the core on I’ satisfies
RGPM.

Exercise 12.5.2. Let ¢ be a solution on a set I - fu that satisfies IR and
RGPM . Show that o satisfies PO.

12.6 Notes and Comments

Let (N,V) be an NTU game. If V(-) = V,(-,G) or if V(-) =
some cooperative game in strategic form G'= (N, (X(5))p2scn, (v
V(N) is the comprehensive hull of

Vs(-, G) for

EN)7 then

H = {(u'(0))ien | o € Z(N)},

that is, V(N) = {z € RY | 3y € H such that y > z}. Thus, H is the set of
utility profiles that may be reached by cooperation.

Aumann (1961) showed the following variant of Theorem 12.1.5: Let (N, V') be
a superadditive NTU game, let H C RY such that V(N) is the comprehensive
hull of H. Also, let H,, H;,, and H. ;» denote the intersection of H and V(N).,
V(N)ir, and V(N)e ir, respectively. If H is a compact convex polyhedron, then

C(N,V)=C(N,V,H.) =C(N,V,H;;) =C(N,V, He ir).

In fact, the crucial assumption that H is a convex compact polyhedron is
satisfied in many important examples. E.g., if G is the cooperative game in



234 12 The Core of NTU Games

strategic form which is associated with a finite game in strategic form, where
X(9), S € 2N\ {0}, is the set of correlated strategies (see Example 11.1.2),
then H is a compact convex polyhedron.
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The Shapley NTU Value and
the Harsanyi Solution

This chapter is devoted to two NTU extensions of the TU Shapley value.

In Section 13.1 the Shapley NTU value is introduced. An existence theorem is
stated and proved in Section 13.1. In Section 13.2 we show that the Shapley
NTU value correspondence is characterized by nonemptiness, Pareto optimal-
ity, conditional additivity, scale covariance, unanimity, and independence of
irrelevant alternatives.

The Harsanyi value and the Harsanyi solution are discussed in Section 13.3 and
an existence proof is given. Section 13.4 is devoted to a characterization due
to Hart (1985). We show that the Harsanyi solution is uniquely determined by
suitable expansions of the foregoing axioms to payoff configuration solutions,
that is, of nonemptiness, Pareto optimality, scale covariance, unanimity, and
independence of irrelevant alternatives.

13.1 The Shapley Value of NTU Games

Let N be a finite nonempty set, let (N, V) be an NTU game, and let A, (N)
=A;, ={xeRY, | \(IN) = 1}. For every A € A; define the mapping
vy : 2NV = RU {oo} by

oA (S) = sup{\® - 2% | 2% € V(S)} for every S € 2V \ {0} (13.1.1)

and vy (0) = 0. A vector A € Ay is viable if v)(S) € R for all S C N. Denote
by ALF the set of all viable A\ € A, . If A € ALF, then vy is a TU game and
we may compute the Shapley value ¢(vy) of vy. (Throughout Sections 13.1
and 13.2 we fix the player set and identify a game with its coalition function.)

Definition 13.1.1. Let (N,V) be an NTU game. A vector x € V(N) is a
Shapley NTU value of (N,V) if there exists A € AY, such that A z =
é(vy). (Recall that y x z = (y'2")ien for all y,z € RV.)
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Now, let = be a Shapley NTU value of (N,V), let A € A¥+ such that
Axx = ¢(vy), and let 5,5 € N, i # j. If i “offers” ' > 0 units of his util-
ity to j at x, then j receives at most i—iti additional utility units, that is, if
(z'—t*, 27 7, 2N \03}) € V(N), then i—J < i—J Hence, the quotients of the co-
efficients of A may be regarded as upper bounds for the transfer rates of utilities
between the players. Let (t})sen be a sequence such that ¢} > 0 for all £ € N
and limy_ o t5 = 0. Then #, = max{t € R | (2% — t}, 27 +t,zN\"7}) € V(N)}
exists for every £ € N. We now recall that a convex subset A of RY is smooth if
at every x € 0A there exists a unique supporting hyperplane to A. In the case

J i
that V' (IV) is convex and smooth, we remark that limg_, o i—f = i—J Hence, the
4

quotient A?/\ may be interpreted as the local transfer rate of utility from i
to 5 at x.

Now, let W =V,,, be the NTU game associated with the TU game vy. We con-
sider the Shapley value of (N, v)) as its equitable solution. It is straightforward
(Exercise 13.1.1) to prove that the unique Shapley NTU value of (N, W) co-
incides with ¢(vy) = y = A* 2. Thus, y remains equitable for (N, W). Clearly,
the Shapley NTU value satisfies COV. Hence, x is the unique Shapley NTU
value of and equitable in (N,U), where U(S) = W(S) x (1/\");es for every
coalition S in N. Hence, a fortiori, x may be regarded as equitable in (N, V)
by the above arguments. Also, it should be noted that the game (N,U) con-
tains (N, V), that is, V(S) C U(S) for all S C N. Hence we might use a
variant of independence of irrelevant alternatives in the sense of Nash (1950)
to support the definition of the Shapley NTU value.

The following example shows that the Nash solution to a normalized two-
person bargaining problem coincides with its unique Shapley NTU value.

Example 13.1.2. Let N = {1,2}, let V({i}) = —R{" i = 1,2, let V(N) be
convex and non-levelled such that 0 € RY is an interior point of V/(N). Then
z € OV(N) is a Shapley value of (N, V) iff there exists A € AY, such that

Myt + A%y2 < Mat +2%2? for all y € V(N), (13.1.2)
1,1 4 32,2
i = % for all i € N. (13.1.3)

From (13.1.3) we obtain

2 A\
Let A= {y € RN | A\-y = X\-2}. Then the unique Shapley NTU value z is
determined by Figure 13.1.1.

That is, the unique Shapley NTU value coincides with the Nash (1950) solu-
tion to the bargaining problem (V(N), (0,0)).

We are now ready to state the main result of this section.
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Fig. 13.1.1. The Shapley Value

Theorem 13.1.3. Let (N,V) be an NTU game that has the following prop-
erty: For every S € 2N\ {0}, there exist a compact set C(S) C R® and a cone
K(S) C R® such that

V(S) = C(S) + K(9), (13.1.5)
K(N) 2 K(S) x {0M*}, (13.1.6)
C(N) and K(N) are convez, and (13.1.7)
V(N) is non-levelled. (13.1.8)

Then (N,V) has an NTU Shapley value.

We postpone the proof of Theorem 13.1.3 and shall first deduce some simple
assertions and prove a useful lemma. Let (N, V) be an NTU game satisfying
the conditions of Theorem 13.1.3.

We first observe that AY, # (). Indeed, let z € OV(N). As V(N) is convex,
there exists A € RN such that A # 0 and A-z > Xy for all y € V(N). As
K(N) is a cone, -y < 0 for all y € K(N). Hence, by (13.1.6), AS -5 <0
for all y5 € K(S) and all S € 2V \ {0}. Also, as V(NV) is comprehensive and
non-levelled, A 3> 0. Thus, A\/A(N) € AV

We conclude from the foregoing proof of AY, # () that
AV, ={AeRY |-z <0forall v € K(N) and A(N) =1}.  (13.1.9)

By (13.1.9), AY, is closed and convex. Hence, there exists § > 0 such that
N> §forall \e AY, and alli € N.

Lemma 13.1.4. The mapping AKJF — R2" defined by \ — vy is a continuous
function.
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Proof: Let A(t) € AV, ¢ € N, such that lim;_., A(t) = X. Let S € 2N\ {0}.
Then, for every t € N, there exists z°(t) € C(S) such that vy)(S) =
A5(t) - 2°(t). By compactness of C(S) there exists a convergent subsequence
(2% (t1))ken of (2°(t))ten. Let 2% = limp o0 2°(tx) and let % € V(S) such
that v5(S) = AS .25 Then

v5(S) = A% 25 = Tim AS(ty) - 2% < lim AS(ty) - ws(ty) = A5 - 75 < 05(S).

k—oo k—oo A
Hence, v5(S5) = 2539 = limg— oo Ux(t) (). q.e.d.
We proceed with the proof of the theorem.
Proof of Theorem 13.1.3: Let A\ € A¥+. Define

o = <¢i§\1:A) ) "

By Lemma 13.1.4, x) is a continuous function of A. Also, z is not an interior
point of V(N). Let yx be the closest point to zx in V(NN). Then y, is a
continuous function of A. Define

e\ ={neAY, [n-yy>n-zforalaeV(N)}

As yy € OV(N), o(\) # 0. Also, ¢ is a convex-valued and upper hemicontin-
uous correspondence. Hence, by Kakutani’s fixed-point theorem, there exists
A € AY, such that A € p(A). We claim that y; is a Shapley value of (N, V),
that is, y5 = x5. Assume, on the contrary, that y5 # 2. Then z = x5 — 3
is a normal to a supporting hyperplane to V() at y5. Hence, z >> 0, contra-
dicting \ - r5 =D en ' (v5) = X Ys- q.e.d.
We remark that there is a significant and interesting class of NTU games that

do not have a Shapley NTU value. An NTU game (N, V) is a hyperplane game
if there exist Ag € IRjngr and rg € R such that

V(S)={zcR%|\g-z <rg}forall ) #S C N. (13.1.10)

Remark 13.1.5. Note that the hyperplane game defined by (13.1.10) does
not have a Shapley NTU value, unless all hyperplanes are parallel, that is, Ag
is proportional to A% for all coalitions S in N. In Chapter 14 a further gen-
eralization of the Shapley value is presented that results in a unique solution
to any hyperplane game.

Remark 13.1.6. Definition 13.1.1 slightly differs from that given by Shapley
(1969), who defined vy for all A € {\ € RY | A\(V) = 1}. Moreover, he proved
the existence of an NTU value of any game (IV, V') that is compactly generated,
that is, every V(S) is the comprehensive hull of some compact subset of R®.
Our approach is similar to that of Kern (1985) and the idea of the proof of
Theorem 13.1.3 is due to Aumann (1985).
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Exercises

Exercise 13.1.1. Let (N,v) be a TU game. Prove that the unique Shapley
NTU value of (N,V,) (see (11.3.5)) is ¢(V, v).

Exercise 13.1.2. Let N = {1,2}, let V({i}) = —R:{:}, i = 1,2, and let
V(N) = {z € —RY, | 2! < L}. Prove that every z € 9V(N) is an NTU
Shapley value of (N, V).

Exercise 13.1.3. Let N = {1,2}, let V({i}) = —R:{:}, i = 1,2, and let
V(N)={ze-RY, |2! < —ﬁ} Prove that (N, V) has no Shapley value.

Exercise 13.1.4. Let N be a finite nonempty set. If K C R is a cone, then
let K*={yeRY |y-2<0forall x€ K} (K*isthe dual cone of K.) Let
(N, V) be an NTU game which is represented as in Theorem 13.1.3, i.e., for
every coalition S, V(S) = C(S)+ K(S) for some compact set C(5) and some
cone K(S). Assume that (C(S), K(S))pxscn satisfies (13.1.5) and (13.1.8).
Show that

(1) AL, = Ngeam oy (K(S) x {0M51)" N {2 € RV |2(N) =1} ;

(2) if (N, V) is weakly superadditive, that is, § #.S C N and i € N \ S imply
V({i})xV(S) CV({i}US), and if V(N) is convex, then (N, V) has a Shapley
NTU value.

13.2 A Characterization of the Shapley NTU Value

In this section we present Aumann’s (1985) characterization of the Shapley
NTU value. We consider the set of all NTU games (N, V) with a fixed set N
of players, which satisfy the following properties:

(1) V(N) is convex and non-levelled.

(2) V(N) is smooth.

(3) For each S € 2V \ {0, N} there exists x5 € RY such that

V(S) x {0M\5} C V(N) + .

Conditions (1) - (3) imply that for every x € 9V (V) the pair (N,vy) is a TU
game, where A is a normal to a supporting hyperplane to V(N) at .

Denote by I'y the set of all games which satisfy (1) - (3) and by r % the subset

of all games in r v that possess at least one Shapley NTU value. Moreover,
denote by @&(N,V) = &(V) the set of all Shapley NTU values of a game
(N,V) e I'y.If I' C I'f, then the correspondence @ on I satisfies NE and PO
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(see Subsection 12.4.2), by definition. Furthermore, it satisfies the following
axioms which are formulated for a general solution ¢ on a set I' C ['y:

(1) If V,W € I such that U = V + W € I, then

o(U) 2 (a(V)+a(W))NOU(N) (conditional additivity (CADD)).

(2) If T € 2V \ {0}, if Uz is the NTU unanimity game on 7, that is,

Un(S) — {x eRY|z(S)<1},if NDSDT,
r(9) = {z eR%|x(S)<0},if0#S 2T,
and if Up € T, then o(Uy) = {xt/|T|} (unanimity (UNA)).

(3) HXeRY, and V,AxV € I, then o(A* V) = A= o(V) (scale covariance
(SCOV)).

(4) ¥ V,W € I, V(N) € W(N), and V(S) = W(S) for all S G N, then
o(V) 2D a(W)NV(N) (independence of irrelevant alternatives (IIA)).

Note that SCOV is one part of COV as defined in Section 12.5. The proof of
the remaining assertions of the next lemma is left as Exercise 13.2.1.

Lemma 13.2.1. Let I’ - fﬁ The Shapley NTU value correspondence @ on
I satisfies NE, PO, CADD, UNA, SCOV, and ITA.

Notice that if (N, v) is a TU game, then V,, € fﬁ Denote by
I'FY = {V, | (N,v) is a TU game}.

Using (11.3.5) we may identify I/?;U and the set I'y of all TU games with

player set V. The next lemma applies to general solutions on every f, I'y C
rcrg.

Lemma 13.2.2. Let o be a solution on a set f‘, IAEU - r - fﬁ, that satisfies
NE, PO, CADD, UNA, and SCOV. Then o(V,) = {¢(v)} for every TU game
(N,v).

Proof: By PO and CADD, ¢ is superadditive (see Definition 2.3.8) on I/?;U
Let (N,v) € I'f and a € R. Denote V = V,,,. UNA and SUPA imply

{4000 = o) + o) € oy + 1) = o) = { X2},

Hence, by NE, o(V?) = {0}. Also,

c(VHY+o(VH oW +VH =0V = {0}.
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Hence, (V1) = —o(V!) and, moreover, o is single-valued and additive
on IA}EU Finally, if @ > 0, then V® = axy * V!. Therefore SCOV implies
o(VY) = axy * o(V!) = ac(V1). Thus, o is linear and o(Ur) = &(Ur) for
all T € 2N\ {0}. q.e.d.

We proceed with the following result.

Lemma 13.2.3. Let o be a solution on fj‘f} that satisfies NE, PO, CADD,
UNA, and SCOV. Then o(V) C ®(V) for every V € I'§.

Proof: Let V € fﬁ and y € o(V). By PO, y € OV(N). Hence there exists
A€ A (N) such that A-y > Az for all z € V(). As V satisfies Property
(3), (N,v)) € I'y. Let VA =V, and let Vy = A% V. Further, let V° be given
by VO(S) = {x € R® | z(S) < 0} for all S € 2V \ {#} and V°() = 0. Then

A

VO e I't and, by Lemma 13.2.2,

Axy €a(Va)NA(Va+ V0 = (a(Vy) +0)Na(Vy +V?)
(e(Vy) + (V) Nno(Vy+ V)

Co(Va+V?) =0a(V?) = {g(vs)}.
Thus, A *y = ¢(vy), that is, y € &(V). q.e.d.
Hence we obtain the following result.

Theorem 13.2.4. The Shapley NTU value correspondence @ is the mazimum
solution on I'f that satisfies NE, PO, CADD, UNA, and SCOV.

We proceed with a complete characterization of &.

Theorem 13.2.5. There exists a unique solution on f‘ﬁ that satisfies NE,
PO, CADD, UNA, SCOV, and ITA, and it is the Shapley NTU value ®.

Proof: We only have to show the uniqueness part. Let o be a solution on
I'¥ that satisfies NE, PO, CADD, UNA, SCOV, and ITA. By Lemma 13.2.3,
it suffices to prove that @ is a subsolution of ¢. To this end let V' € f]‘f}, let
z € ®(V), and let A € AY such that & = ¢(vy). Define the NTU game W by

_ [{yeRY |y(N) <X-a},if S=N,
Wi(s) = { AxV(S) , otherwise.

Then A xx € (W), so W € ff\’} Hence o(W) # . Let VO correspond to the
zero TU game and let V* correspond to vy. Then

{o(va)} =a(V?) =o(W +V?)
(W) +0o(V))NO(W(N) + VO(N))

(c(W)+0)NOW(N) = o(W).

v

Thus, Axx = ¢(vy) € o(W). By IIA, Axx € (A V). By SCOV, z € o(V).
q.e.d.
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We shall show by means of examples that each of the axioms NE, PO, CADD,
UNA, and SCOV is independent of the remaining axioms employed in The-
orem 13.2.5, provided that |[N| > 3. (The logical independence of ITA is an
open problem.)

Let 't = {A*V, | A€ Aiy,v € I'y} and define Irzc Fq5 by the following
requirement: V € I'% v is a member of I ['? if there exists W € I'! such that
V(N) C W(N) and V(S) = W(S) for all S & N. The solution o' on I'eis

defined by
. B(V),ifVerl?,
V)= ~
o (V) { 0 ,ifVel%\I?
Then o' satisfies PO, CADD, UNA, SCOV, and IIA, but it violates NE,
because |N| > 3.

We define I'3 C I’ % by the following requirement: Let W = V_,,, where uy
is the TU unanimity game on N. Then V € I'% is a member of I'® if there
exists A > 0 such that

(1) V(S) = A+ W(S) for all S €2\ {N,0},
(2) V(N) CA«W(N), and
(3) AV(N) NI« W)(N) # 0.

We remark that I3 is closed under scale covariance, that is, a xV € I3 for
every V € I'® and every o € RL. Also, if V € I'® and ) € RL such that
AxW(S) = V(S) for all 0 # S S N, then AY, = {A/A(N)} and, hence,
(V) ={- /\Z\;\‘,’)‘ﬁ’v‘} Let the solution o2 be defined by
(V) = {az|a>1zed(V)},if Vel®,
(V) LifV e\ 3.

Clearly, o? satisfies NE, CADD, UNA, SCOV, and violates PO. Also, by
construction, o2 satisfies ITA.

Let I* = (A« Up | A € RY, T € 2V \ {0}} and let I'® C I'? be defined by
the following requirement: V € r ® is a member of I3 if there exists a game
W € I'* such that V(N) C W(N) and V(S) = W(S) for all S & N. Define
the solution o3 by

®(V) ,if Veld
SV — ) UL
(V) {aV(N),ifVeF;s\F?

Then o2 satisfies all axioms except CADD.
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The easy proof that UNA is independent of the remaining axioms is left as
Exercise 13.2.3. Kalai and Samet (1985) introduced egalitarian values and
showed that the symmetric egalitarian value satisfies NE, PO, CADD, UNA,
and ITA. However, it violates SCOV.

Aumann (1985, Section 10) contains the following remark and corollary.

Remark 13.2.6. Theorem 13.2.5 remains valid if the domain fl‘\j} is replaced

by any domain I of NTU games with player sets N that satisfies the following
properties:

(1
(2
(
(

) I fj‘f}, that is, ®(V) # () for all V € T,
)

3) IfVeFand)\eA++( ), then A%V e T.
)

/\

ver

HIUVel, ifre AY ., and if (N, W) is the NTU game that differs from
(N, V) only inasmuch as W (N) = {y € RN | A\-y < vA(N)}, then W e I.

Indeed, if only games in I have to be considered, then in the proofs of Lemma
13.2.3 and Theorem 13.2.5 just NTU games are constructed that belong to I,
provided that I" satisfies the properties of the foregoing remark.

The following corollary is a direct consequence of Remark 13.2.6 and Theorem
13.2.5.

Corollary 13.2.7. Let I be the set of all NTU games with player sets N
that satisfy the required property of Theorem 13.1.3. The Shapley NTU value
® is the unique solution on I' that satisfies NE, PO, CADD, UNA, SCOV,
and ITA.

Exercises

Exercise 13.2.1. Prove Lemma 13.2.1 (see Aumann (1985)).

Exercise 13.2.2. Construct two-person NTU games V and W satisfying
Properties (1) and (3) such that &(U) 2 (2(V) + &(W)) N OU(N), where
U=V+4+W.

Exercise 13.2.3. Assume that |[N| > 3. Prove that UNA is independent of
the remaining axioms of Theorem 13.2.5.

13.3 The Harsanyi Solution

In this section we shall be interested in a further extension of the TU Shapley
value. The Harsanyi NTU value is due to Harsanyi (1963).
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We may extend the definition of a subgame (see Definition 3.2.2) to NTU
games. Let (IV, V') be an NTU game and let S be a coalition in N. The subgame
(S, V) is defined by V¥ (R) = V(R) for all R C S and it is sometimes denoted
by (S,V). A payoff configuration for N is a collection & = (x5)gean\ (g} such
that x5 € RY for all £ S C N.! Let A € A, (N). Let (N, vy ) be the TU
game defined by

uax(S) = N zg forall ) £S5 C N.

Definition 13.3.1. Let (N, V) be an NTU game. A payoff configuration x =
(5)seav\(gy for N is a Harsanyi NTU solution of (N, V) if there exists
A€ Ay (N) such that

xzg € OV(S) for all® #S C N, (13.3.1)
AN zyg‘l/a&i{)/\-y, (13.3.2)
N %z = p(S,vax) for all D # S C N. (13.3.3)

Moreover, + € RY is a Harsanyi NTU value of (N,V) if there exists a
Harsanyi NTU solution x of (N, V) such that xn = x.

Remark 13.3.2. In order to compare Definitions 13.1.1 and 13.3.1 we may
reformulate the definition of the Shapley NTU value as follows: A vector
x € RV is a Shapley NTU value of (N, V) if there exist A € A, (N) and a
payoff configuration  of N with x = x such that

xg € OV(S) for all ) £ .5 C N, (13.3.4)

N zg= max X .y, forall ) #S C N, (13.3.5)
yeV(S)

Akxy = ¢(N,vrz). (13.3.6)

Furthermore, a payoff configuration x is a Shapley NTU solution if it sat-
isfies (13.3.4) - (13.3.6) for some viable A. Note that the efficiency condi-
tions, (13.3.1) and (13.3.4), respectively, coincide for both NTU solutions.
The Harsanyi NTU solution satisfies utilitarianism only for the grand coali-
tion (see (13.3.2)), whereas the Shapley NTU solution satisfies utilitarianism
for every coalition (see (13.3.5)). Finally, the Shapley NTU solution satisfies
equity only for the grand coalition (see (13.3.6)), whereas the Harsanyi NTU
solution satisfies equity for every coalition (see (13.3.3)).

Clearly, the concepts of the Shapley NTU value and of the Harsanyi NTU
value coincide for NTU games with at most two players. They may differ for
three-person games. Indeed, the NTU game (N, V) defined in Exercise 13.3.2
has no Shapley NTU value, but a unique Harsanyi value.

! Formally, = € H562N\{®} R®.
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Furthermore, if (N, v) is a TU game, then ¢(N,v) is the unique Harsanyi NTU
value of (N, V). The straightforward proof is left as Exercise 13.3.1.

Let (N, V) be an NTU game. We denote by AKSFN) the subset of Ay, whose
members are viable for V(N), that is,

AT = {)\ €A1+ (N)

max A\ -y exists } .
yeV(N)

Assume that V() is non-levelled and that there exist C, K C RY such that
C'is compact and convex, K is a convex cone, and V(N) =C + K.

Lemma 13.3.3. For every A € AKS_N) there exists a unique payoff configu-
ration (\) = x that satisfies

x5 € V(S) for all D # S S N, (13.3.7)

(13.3.2), and (13.3.3). Moreover, the mapping AK&N) — RZlNl, given by
A= Uy (N 18 continuous.

Proof: Let A\ € AKSFN). We shall construct the coalition function v*(S) =
vy (S) and x5 = xg(X) recursively on [S|. If |[S| = 1, then S = {i} for
some i € N. Let x5 = v’ and v*(S) = Ax’. Thus, v*(S) is continuous in .
Assume now that v*(S) is already constructed and it is continuous in \ for
every S C N such that |S| < k for some 2 < k < |N|. If |S| = k, then let
SYMg ={r:8 —{1,...,k} | m is bijective}. Let i € S and 7 € SYMg. If
m(i) < k, then define

(N =M €S| () <7(i)} — v ({j € S| 7(5) < (@)}

If w(i) = k, then let (S, v™") be defined by v»(T) = v*(T) for every T G S
and v»*(S) = t. By (8.1.4),

a

sty =y =W ECD s ),
TESYMg:m(i)<k ’ ’

et i) NS\ i
S |

Y Y
TeESYMg:m(i)<k

o, =
Then o is continuous in . Let ¢ = ¢(\) € R be maximal such that

i t
(O&)\ + Aik‘>ies S V(S)

Then #()\) is continuous in A. Let v*(S) = v (S) and z% = of + t)f/\k) Then
v*(9) is continuous in A and A% x x5 = ¢(S, ).
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Finally, let v*(N) = maxycy(N) A Y, let xy € RY be given by
iy = (N, v*) /N
and observe that v*(N) is continuous in \. q.e.d.

Note that a hyperplane game has always a unique Harsanyi value. This may
be regarded as advantage of the Harsanyi value over the Shapley NTU value
(see Remark 13.1.5). Indeed, Lemma 13.3.3 implies the following Corollary.

Corollary 13.3.4. Let (N,V) be an NTU game such that V(N) is a half-
space, i.e., V(N) = {x € RV | X\- 2 < r} for some r € R. Then x()\) defined
in Lemma 13.3.3 is the unique Harsanyi NTU solution of (N, V).

Now we are ready to prove the main result of this section.

Theorem 13.3.5. Let (N, V) be an NTU game. If V(N) is non-levelled and
if there exist a convex compact set C' C RY and a convex cone K CRY such
that V(N) = C + K, then there exists a Harsanyi NTU value of (N, V).

Proof: By Exercise 13.1.4 (also see (13.1.9),
AV — N eRN [AN)=1, A-z<0Vze K}

Hence, AKS_N) is compact and convex. For \ € AKS_N) define

_ (¢Z(Na vk,x(k)))
Ty = | ——— )
A iEN

Then, by Lemma 13.3.3, the proof can be completed as was the proof of
Theorem 13.1.3. q.e.d.

Exercises

Exercise 13.3.1. Let (N, V,) be the NTU game associated with a TU game
(N,v). Show that ¢(N,v) is the unique Harsanyi NTU value of (N, V).

Exercise 13.3.2. Let N = {1,2,3} and let V be the coalition NTU
function given by V({2,3}) = {z{23} ¢ R | 222 4 32° < 180},
V(N) = {z € RN | (N) < 120}, and V(S) = {z € RY | z(S) < 0} for
all other coalitions. Show that (16,52,52) is the unique Harsanyi value of
(N, V).

It should be noted that Maschler and Owen (1989) used the NTU game of
Exercise 13.3.2.

Exercise 13.3.3. Let f: R — R be defined by
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4r — 2% if0< 2 <1,
flz) = 4 ,ifz <O,
2r+1 ,ifz > 1.

Let N = {1,2} and let V given by V(N) = {z € RN | 22 < f(1 — 2!}
and V(S) = {& € R¥ | 2(5) < 0} for all ) # S & N. Compute the unique
Harsanyi value of (N, V).

13.4 A Characterization of the Harsanyi Solution

The Harsanyi solution may be characterized by simple axioms that are suitable
modifications of NE, PO, CADD, UNA, SCOV, and IIA to payoff configura-
tion solutions (see Theorem 13.2.5). A correspondence o on a set I" of NTU
games which assigns to each (N, V) € I a set of payoff configurations for IV,
called a payoff configuration solution, satisfies

(1) nonemptiness (NE) if a(N, V) # () for all (N, V) € T,

(2) efficiency (EFF) if, for all (N,V) € I ze o(N,V) implies that zg €
AV (S) for all S € 2\ {0},

(3) conditional additivity (CADD) if the following condition is satisfied for all
(N,U),(N,V),(N,W) € I and for all z € o(N,V) and y € o(N,W):
IfU =V +W and zg + ys € 9U(S) for every § # S C N, then
(s +ys)sean\(oy € o(N,U),

(4) unanimity (UNA) if, for all ) £ T C N with (N,Ur) € I,
o(N,Ur) ={z},
where 25 = x3./|T| if T C S and 2z =0 € RS if T\ S # 0,

(5) scale covariance (SCOV) if, for all (N, V) € I' and all A € R%Y ., such that
(N,AxV)eT,

O'(N,/\ * V) = {()\S *xs)SEQN\{@} | T € O'(N,V)},

(6) independence of irrelevant alternatives (ITA) if the following condition is
satisfied, for all (N, V), (N,W) e 'and allx € o(N,W): If zg € V(5) C
W(S) for all f # S C N, then & € o(N,V).

Now, let N be a finite nonempty set of players and let r 7t denote the set of
all NTU games (N, V) such that V(N) is non-levelled, convex, and smooth,
and (N, V) has at least one Harsanyi solution. Moreover, let @’* denote the
Harsanyi (payoff configuration) solution. The following lemma is analogous to
Lemma 13.2.1.
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Lemma 13.4.1. The Harsanyi solution " on ff\f satisfies NE, EFF,
CADD, UNA, SCOV, and IIA.

Proof: By the definition of ff\}‘, Definition 13.3.1, and Exercise 13.3.1, '
satisfies NE, EFF, SCOV, and UNA. In order to show CADD, let V, W, U € @,
x € &N, V),y € YN, W), U =V + W, and zg + ys € dU(S) for all
0 #S C N.Let z = (v5 + ys)secav\(g}- As zy € QU(N), there exists
A€ Ay (N) such that max,cpyny A -y = A- zy. Hence

Ay =\ aN; 13.4.1
e Ay Ty ( )
Ay =\ yn. 13.4.2
[ nax Ay YN ( )

By the smoothness of V/(N) and W(N), A € A4 (N) is uniquely determined
by (13.4.1) respectively (13.4.2). Thus ¢(S,vx2) = A% * 25 and ¢(S, vry) =
N xyg for all ) # S C N. Additivity of the Shapley TU value implies that
d(S,va.z) = A% * 25 so that z € ®"(N,U).

Finally, in order to show that the remaining axiom is valid, let V, W, x satisfy
the conditions of ITA. Let A € Ay, (N) such that -2y = maxyew Ay =
A-zy and ¢(S,vxz) = A5 % zg for all coalitions S C N. As V(N) C W(N)
and ry € V(N), A- 2y = maxyeywy A -y. As x5 € OW(S) NV (S) and
V(S) € W(S) for any coalition S C N, x € #"(N, V). q-e.d.
As N is fixed throughout this section, we may use V as an abbreviation for
any NTU game (N, V). The following notation and lemmata are useful.

Notation 13.4.2. Let (N,V) be an NTU game, let x,y be payoff configu-
rations for N, @ € R, and A € RY. Denote

T4y = (s +ys)sean\ (0}, 0T = (0T5)geam\ [0}, A * & = (AT % 2g) 5cam (0},

and Xz = (A% - zg)gean (g} Also, denote

ov= I ovec [] R

Se2N\{0} Se2N\{0}

Lemma 13.4.3. Let o be a payoff configuration solution on a set f, f]z;
I C I'¥, that satisfies NE, EFF, CADD, UNA, and SCOV. Then o(V,)

{(cé(S, v))SEQN\{@}} for every TU game (N,v).

<
I

Proof: We proceed similarly as in the proof of Lemma 13.2.2. Let (N,v) be
a TU game and, for a € R, denote V* =V,,,. Let {z} = &’ (Uy). By UNA,
o(Un) = {z}. By EFF and CADD,

{z} +o(V?) =o(Un) + (V") Co(Ux +V°) = a(Un) = {2}.
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Hence, by NE, o(V?) = {(OS)SEZN\{(D}}7 where 0g denotes 0 € R®. Also,
oV +o(V™YH C a(VI + V1) = a(V?), so that o(V!) = —a (V).
Hence, o is single-valued and additive on I ]:\F,U. Finally, if « > 0, then V¢ =
axn * V1. Therefore SCOV implies o(V®) = {az}. Thus, o is linear and
o(Urp) =& (Ur) for all T € 2V \ {0}. q.e.d.

Now, we are ready to prove the following characterization result of &'*.

Theorem 13.4.4. There exists a unique payoff configuration solution on fz\,{
that satisfies NE, EFF, CADD, UNA, SCOV, and IIA, and it is the Harsanyi
solution ®'*.

Proof: By Lemma 13.4.1 only uniqueness has to be shown. Let o be a payoff
configuration solution on I'}f that satisfies NE, EFF, CADD, UNA, SCOV,

and IIA. Let V € I'}f. We first show that (V) C (V).
Let € o(V) and (N, V?) again be defined by

VO(S) = {y e R® | y(S) <0} for all S € 2V \ {0}.

By Lemma 13.4.3, (V%) = &"(V?) = 0, where 0 = (05)gcan\(p}. Define
(N,U°) by U°(S) = —Rf for § # S & N and U°(N) = VO(N). By IIA,
0 € o(U%. Let A € AL, (N) such that A\ - zy = maxyey(n)(A-y) and
define 1 € RY, by p’ = 5 for i € N. Define auxiliary NTU games (N, W},),
k=1,2,3, by

_ JV(T) for T € 2NV \ {N, 0},
Wl(T)_{{yeRN|)\~y<)\-x}forT—N; (13.4.3)
_ Jar —RL for T € 2V \ {N, 0},
Wa(T) = {Wl(N)gor TN, (13.4.4)

Wi(S) = {y € R | N5 -y <\ -zg) for S € 2V \ {B}.  (13.4.5)

By Corollary 13.3.4, Wy, € I As Wy =V +pu+U% £ +0 = z € o(W;)
by SCOV and CADD. By IIA, & € o(W). As W3 = Wy + ux VO, = +
0 = x € o(W3) again by SCOV and CADD. By Lemma 13.4.3 and SCOV,
o(Ws3) = &"(Ws3) = {x}, a singleton. By Definition 13.3.1, & € $"(V).

In order to show the opposite inclusion let, now, x € @H(V) and Wj again
be defined by (13.4.3). By IIA of " and Corollary 13.3.4, x is the unique
element of "' (W). By NE of o and the preceding part of the proof, z is also
the unique element of o(W;). As V(N) is convex, ITA completes the proof.

q.e.d.

Let |N| > 3. We now define payoff configuration solutions o%, i = 1,...,4,6,
on I'}f that satisfy all axioms of Theorem 13.4.4 except the i-th one. Let
Verl ]7\}‘, let @ denote the Shapley NTU solution, that is,
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®(V)=(zec [] R®|w satisfies (13.3.4) - (13.3.6) for some A€ AV, 5,

##SCN
and define
ol (V) =" (V)nd(V); (13.4.6)
& (V), if V(N) is a half-space or 0 ¢ V,
2 _ 9 9
V)= {@H(V) U {0}, otherwise; (13.4.7)
ov if V((N) is not a half-space
3 _ ) )
o (V) = {@H(V) , otherwise; (13.4.8)

ot (V) =0V, (13.4.9)
oS(V) ={x € dV |z <y for some y € (N, V)}, (13.4.10)

where @ < y is defined by x5 < yg for all ) # S C N.

Clearly, 0% # ™ for i = 1,...,4. It is straightforward to verify that ! satis-
fies EFF, CADD, UNA, SCOV, and ITA, so that it violates NE. Also, it is easy
to show that o2 satisfies NE, UNA, and SCOV. CADD follows from Exercise
13.4.2 and IIA is left to the reader (Exercise 13.4.3). It is straightforward
to verify that o satisfies NE, EFF, UNA, and SCOV, and that o* satisfies
all axioms except UNA. By Exercise 13.4.3, o2 satisfies IIA. The symmetric
egalitarian solution (see Kalai and Samet (1985)) violates exclusively SCOV
and, finally, 0% violates exclusively ITA (the proof of CADD is left as Exercise
13.4.4).

The following statements are similar to Remark 13.2.6 and Corollary 13.2.7.
Let I' C I'}f satisfy (2) and (3) of Remark 13.2.6, and the condition that differs

from (4) of Remark 13.2.6 only inasmuch as AY, is replaced by AKSFN). It is
easy to check that the proof of Theorem 13.4.4 remains valid if r 7 is replaced
by I'. Hence, we have deduced the following corollary.

Corollary 13.4.5. Let I be the set of NTU games with player sets N that
satisfy the conditions of Theorem 13.3.5. The Harsanyi solution &’ s the
unique solution on I' that satisfies NE, EFF, CADD, UNA, SCOV, and ITA.

Exercises

Exercise 13.4.1. Let N = {1,2}. Show by means of an example that &’
does not satisfy CADD on the set of NTU games (N,V) with convex and
non-levelled V(N) that have a nonempty Harsanyi solution.

Exercise 13.4.2. Show that the Harsanyi solution satisfies the zero-inessen-
tial games property due to Hart (1985): If 0 € AV, then 0 € (V).
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Exercise 13.4.3. Prove that the solutions o? and o3 (see (13.4.7) and
(13.4.8)) satisfy ITA on I'}.

Exercise 13.4.4. Verify that 0% defined by (13.4.10) satisfies CADD.

13.5 Notes and Comments

The Shapley NTU value generalizes the Nash (1950) solution which has an
axiomatic foundation and is defined only for bargaining problems (see Figure
13.1.1). The formal definition of a bargaining problem is provided in Section
14.3.1. It should be noted that there are further well-known solutions of bar-
gaining problems that are axiomatized (see Kalai and Smorodinsky (1975)
and Perles and Maschler (1981)). Moreover, Rosenmiiller (2000) in Chapter
VIIT and Peters (1992) present comparisons of several axiomatizations. Some
of the solutions may even be extended to n-person bargaining problems (see,
e.g., Calvo and Gutiérrez (1994)). As bargaining problems are very special
cooperative games, further considerations of axiomatic bargaining have to be
waived.

An existence proof of the Harsanyi value of compactly generated NTU games
is contained in Rosenmiiller (1981). In his approach, however, the transfer
vector A, corresponding to a Harsanyi value, may not be positive. Only A > 0
is required.

Theorem 13.4.4 and several modifications, some of them replacing NE by the
zero-inessential game property, are due to Hart (1985).

The intersection of the Harsanyi solution and the Shapley solution, o' (see

(13.4.6)), is called Harsanyi-Shapley solution. Chang and Hwang (2003) con-
tains a characterization of the Harsanyi-Shapley solution.
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The Consistent Shapley Value

This chapter is devoted to a further extension of the Shapley value, namely
the consistent Shapley value. In a first step, in Section 14.1, the Shapley
value is extended to hyperplane games in a way that generalizes the “random
order procedure” defined by (8.1.4). We show that the consistent Shapley
value is k-consistent. Moreover, we prove that the consistent Shapley value
on hyperplane games is characterized by single-valuedness, Pareto optimality,
covariance, and 2-consistency.

In Section 14.2 the consistent Shapley value is extended to p-smooth games.
We show that this solution is nonempty when applied to any p-smooth game
whose normal vectors have coordinates that are uniformly above some positive
constant.

Finally, in Section 14.3 we prove that, on classes of uniformly p-smooth games,
the consistent Shapley solution is the maximum solution that is nonempty,
efficient, strongly monotonic, and satisfies the symmetry axiom. Moreover,
the “maximality condition” may be replaced by independence of irrelevant
alternatives, provided that the games under consideration are convex-valued.

14.1 For Hyperplane Games

We shall first define the consistent Shapley value for hyperplane games. Let
(N, V) be a hyperplane game (see (13.1.10)). Recall that (N, V') does not have
a Shapley NTU value, unless all hyperplanes are parallel (see Remark 13.1.5).
However, we may extend Formula (8.1.4) as follows. Assume without loss of
generality that N = {1,...,n}. Let 7 € SYMy, let i € N, and let a, € RY
be defined as follows. If (i) = 1, let a% (V) = v*. Assume now that the a (V)
are defined for all j € P. = P (see (8.1.3)). Let

al (V) =max{z' € R | (z*,al) e V(P U {i})} (14.1.1)

T



254 14 The Consistent Shapley Value

and define

- ar(V)
JN, V)= Y s (14.1.2)
TESYMnN

Then ¢(N, V) is called the consistent Shapley value of (N, V).
We shall now provide a characterization of the consistent Shapley value for
hyperplane games, which is similar to Theorem 8.3.6. This requires us to
generalize some concepts of Section 8.3 to NTU games.
Let U be a set of players and let I 1}41 = I'" be the set of all hyperplane games
with players in U. If o is a single-valued solution on I’ k. then we say that o
is consistent if (S, Vs,,) € I'" and 0(S,Vs,,) = °(N,V) for all (N,V) € I'"
and all S € 2\ {0}. Here, Vs, is the coalition function of the o-reduced game
(compare with (8.3.1)) which is defined by

Vso(T) = {z" € RT | (&, e (T U (N\ ), V)) e V(TU(N\ )}
for all T € 25\ {0} and Vs, (0) = 0.
Proofs of the following simple remarks are left as Exercises 14.1.1 and 14.1.2.

Remark 14.1.1. A subgame of a hyperplane game is a hyperplane game.
Moreover, if o is a single-valued solution on I'* and (N,V)yerr h then every
o-reduced game of (N, V) is a hyperplane game.

Remark 14.1.2. The solution ¢ satisfies COV and PO on every set of hy-
perplane games.

The consistent Shapley value does not satisfy consistency on hyperplane games
in general (see Exercise 14.1.3), but it satisfies a related axiom.

The single-valued solution o on I'M is said to be k-consistent (k € N), if for
every (N,V) € I'" such that |[N| > k and for all i € N,

. —1\ .
Y (T Vi) = (Z 1>UZ(N, V). (14.1.3)
TCN:T>i,|T|=k B

This property has the following interpretation. If player ¢ € N is faced with
the game (T, Vr ) such that T > ¢ and |T'| = k, then he may ask to adjust his
payoff by (T, Vr ) — c*(N,V). Then o is k-consistent, if the adjustments
to each player in all coalitions of size k cancel out.

Note that, if o is consistent, then it is k-consistent for every k € N.

Theorem 14.1.3. On fzf} the mapping ¢ is k-consistent for every k € N.
Proof: Let (N,V) € I'" defined by (13.1.10). If Ay = xnv and i € N, then

Yo (FWNGHLV) = H(N\{iL V) +ry = [N@'(N, V). (14.14)

JEN\{i}



14.1 For Hyperplane Games 255

The straightforward proof of (14.1.4) is left to the reader (see Exercise 14.1.4).

We proceed by induction on k. Clearly, ¢ is 1-consistent. Assume now that
¢ is k-consistent for all k& < m and some m > 2. Now, let k¥ = m and let
(N,V) e Fu such that V' is given by (13.1.10) and |N| > k. If n = |N| =k,
then the proof is finished. Hence we may assume that k£ < n. By COV, Ay =
xn is assumed. Let S C N such that |S| = k. Applying (14.1.4) to (S, Vs,4)
yields

k¢i(57 VS,¢) =
> ('S \ {5} Ves) = (S\{i}, Vo)) +rn — Y 6°(N,V)
jes\{i} LEN\S
and, thus,
oY ¢S, Vse)
S34,|S|=k

= Y S (HS\ {5} Vse) — (S \ (i}, Vs.)

S31,|S|=k jeS\{}
N -1 .
+(k_1 S D Y A%)

S3i4,|S|=k LeN\S
Rearranging the order of summation and applying Exercise 14.1.5 to 0 = ¢,

(Vo) "M 0 =i j, and T = §\ {¢}, yields

koY (S, Vay)

S3i,|S|=k

- > [y s(nre), )-

JEN\{i} \T:j¢T>i,|T|=k—1

> onme),)

T:jeT#i,|T|=k—1

(2 (1) 5 oom

LeN\{i}

By Pareto optimality, ry — ZzeN\{i} #*(N,V) = ¢*(N, V). Hence, applying
the induction hypothesis yields
kNZSQSi,|S|=k ¢'(S, VS_@) _
= (N15) Shemvqn (F N\ (51 V) = ¢/ (W \ {i}, V)
(|N| Q)TN + (‘N‘ 2)(;57,(]\/' V)

By (14.1.4),
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; N| -2\ ., N| -2\ .
e Y dsven =) en+ (7)o
$3i,|5|=k

and, thus, 3o, g0k 675, Vs.s) = (V716" (N, V). q.e.d.

Let (N,V) be an NTU game and let k,¢ € N, k # £. Then k and ¢ are
substitutes (with respect to (IV, V), if the following property is satisfied for all
z € RY and every S € N\ {k, (}: If y € RY is defined by yN\tF:e} = g N\{k.(}

y* = 2¢, and y* = ¥, then

25U e V(S Uk} < SV e V(SU{E});
2SR € V(S ULk, 0)) & SV e V(S U {k, £)).
A solution o on a set I satisfies the equal treatment property (ETP) if zF = 2

for all 2 € (N, V) whenever k and ¢ are substitutes and (N,V) € I". Now
we are ready to state the characterization.

Theorem 14.1.4. There is a unique single-valued solution on I that sat-
isfies PO, ETP, COV, and 2-consistency, and it is the consistent Shapley
value.

Proof: By Remark 14.1.2 and Theorem 14.1.3, ¢ satisfies PO, COV, and 2-
consistency. Clearly, it satisfies ETP as well. Let o be a single-valued solution
that satisfies the desired properties, let (N, V) € I'", defined by (13.1.10), and
let n = |N|. By COV we may assume that Ay = xn. We proceed as in the
proof of Theorem 8.3.6. For n < 2, (N, V) is the NTU game associated with
a TU game; hence o(N,V) = ¢(N,V) is deduced as in the aforementioned
proof. If n > 3 and 4,j € N, i # j, and S = {i,j}, then, by the induction
hypothesis,

O’i(S, VS,o) - gbl(S, VS,¢) = O’j(S7 VSJ) — d)j(S, VS7¢), (14.1.5)
which is deduced as (8.3.3). Also, by PO,

0'(S,Vs.o) +07(S,Vs,s) = 0'(N,V) + 0/ (N,V),

(S, Vs.g) + &7 (S, Vs p) = ¢'(N,V) + ¢/ (N, V). (14.1.6)

Hence,

07(S,Vs,0) = ¢7 (S, Vs g) = . , :
o' (N,V)+07(N,V)=0" (S, Vs,o) =¢"(N,V)=¢ (N, V) +6'(S, Vs,¢)-

Thus, by (14.1.5),
2(0"(9, Vs,o) — 9'(5,Vs,4)) = 0" (N, V) + 07 (N,V) — ¢*(N,V) — ¢’ (N, V).

By PO, > ey o (N,V)=ry = djen @’ (N, V), and therefore
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23 jen {i}(ai({iaj}v Viigye) — ' ({03} Viigre))
=(n-2) Eai(N7V) — ¢i(N7V)) .
Finally, by 2-consistency,
2(n —1)(a"(N,V) = ¢'(N,V)) = (n = 2)(¢"(N, V) — ¢*(N, V).
We conclude that o(N, V) = (N, V). qe.d.

In Section 14.2 we shall show the existence of a suitable extension of the
consistent Shapley value to a wider class of NTU games.

Exercises

Exercise 14.1.1. Prove Remark 14.1.1.
Exercise 14.1.2. Prove Remark 14.1.2.

Exercise 14.1.3. Let (N,V) be the game defined in Exercise 13.3.2. Show
that ¢(N,V) = (15,55,50) and use this example to show that ¢ is not con-
sistent (see Maschler and Owen (1989)).

Exercise 14.1.4. Let (N,V) € I'" defined by (13.1.10) and let i € S C N.
Prove that

‘ . 1 o ‘ ;
Do S\ s = D0 M S\ {iLV) | = 181678, V)
ies\{i} § jes\{i}
(see Lemma 1 of Maschler and Owen (1989)).

Exercise 14.1.5. Let (N,V) be an NTU game and let o be a single-valued
solution on the set of all subgames of (N,V) (that is, on the set
{(T,VvT) | T € 2V \ {0}}). Show that, if £ € S C N and |S| > 2, then

(7 = 050"

(see Lemma 2 of Maschler and Owen (1989)).

14.2 For p-Smooth Games

We shall first extend the consistent Shapley value to a richer class of NTU
games. Let (N, V) be an NTU game.

Definition 14.2.1. Let ) # S C N. Then V(S) is positively smooth
(p-smooth) if



258 14 The Consistent Shapley Value

(1) at every x € OV (S) there exists a unique tangent hyperplane H, = H, v ()
to V(9),

(2) the unique normal vector A v (sy = Ay € ]Rf_ (determined by the require-

ments A\ (S) =1 and H, = {y € RS | A\, -y = A\, - ¥} ) satisfies Ay > 0,
and

(3) the mapping OV (S) — A4 (S),x — Ay, is continuous.
The game (N, V) is p-smooth if V(S) is p-smooth for each S € 2V \ {(}.

Let V(S) be convex and smooth (see Section 13.1). Then V(S) is p-smooth
iff V/(S) is non-levelled.

Now we may extend the definition of the consistent Shapley value to p-smooth
games.

Definition 14.2.2. Let (N,V) be a p-smooth NTU game. A consistent
Shapley solution of (N,V) is a payoff configuration (xs)pscn with the
following properties:

(1) xg € OV(S) for all coalitions S in N.

(2) If 0 # S & N, then (xr)prrcs is a consistent Shapley solution of the
subgame (S, V).

(3) If (N, W) is the hyperplane game determined by the hyperplanes H, v (s)
(the tangent hyperplane through xs at OV (S)), § # S C N, then zy =
(N, W).

A vector x € RY is a consistent Shapley value of (N, V) if there erists a
consistent Shapley solution (rs)seon\(py such that x =z .

For any p-smooth game (N, V), let @MO(N, V') denote the set of all consistent
Shapley solutions to (N, V) and let ® (N, V') denote the set of all consistent
Shapley values to (N, V), that is, MO(N,V) = {zx | x € MO(N,V)}. In
general, there are p-smooth games that do not have any consistent Shapley
value (see Exercise 14.2.2). However, under a mild additional condition con-
cerning the normal vectors, we now show the existence of a consistent Shapley
value.

Theorem 14.2.3. Let 0 < § < ﬁ and let (N, V) be a p-smooth NTU game
such that

A vis) > 6 Yo € OV (9) Vie S vS €2V \ {0} (14.2.1)

Then MO (N, V) # 0.
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Let (N, v) be an NTU game satisfying the condition of Theorem 14.2.3. Then
(N, V) is non-levelled. Also, for every coalition S in N, the subgame (S, V) is
a p-smooth game that satisfies (14.2.1).

Proof of Theorem 14.2.3: We may assume that N = {1,...,n}. As MO
is translation covariant (see Exercise 14.2.1), we may assume that

0% € V(S) for all ) # S C N. (14.2.2)

Ifn = 1, then °(N, V) is a singleton. Hence it suffices to show the following
claim for n > 2: If zs € R%,0 # S G N, such that (v7)gsrcs € V9(S, V)
for any () # S G N, then there exists zy € RY such that (zs)prscn €
SMO(N, V).

In order to prove our claim, let, for any z € OV/(N), X = A, y(n), *n(2) = Az-2,
(N, V,) be the hyperplane game defined by

V.(S) ={y eR"| Aas,v(8) ¥ < Aasv(s) 2s}VD#S G N,
VoN) ={y e RV |\, -y <rn(2)},

and ¢(z) = ¢(N, V). By Definition 14.2.2, x5 = ¢(S,V.) for all ) # 5 & N.
So, for all i € N, Exercise 14.1.4 applied to S = N yields

i i 1 i
ne'(z) = Z T+ g rn(z) — Z Ny | - (14.2.3)
JeN\{i} z JEN\{i}

The following constructions are used to show that ¢ : OV(N) — RY has a
fixed point. If & > max; jen,iz; [y ;3] then

i [e%
JEN\{i}
> }”zf”zv\{z'} <N ST

1
i
Z ljeN\{i

NS

We may conclude from (14.2.3) that

rn(z)

| < 2 for all i € N. (14.2.4)

0

Let 5= 2 et b= (3,...,0), let Z=aV(N) N ((~b) +RY), and define
——

¢ Z — RN by ¢'(2) = max{¢’(z),—p} for all 2 € Z and i € N. It suffices
to show that
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e Z:9(z) =2z (14.2.5)
2 € Z,0(z) =2z= ¢(z) = ¢(2). (14.2.6)

In order to show (14.2.5), we first prove that
z€Z = p(z) # —b. (14.2.7)

Indeed, let i € N such that A\Y > M for all j € N. As 0 € V(IV), there exists
k € N such that z* > 0. Hence,

D S = E )

AL e AL
JEN:2i <0
As §+12>12>nd, we have § < g so that (14.2.4) implies

a n-—1

o' (z) > 3 n

Now, let X = {z € (=b) + RY | z(N) = 0} and let

Fo((=0) + RO\ {0} — X

be the projection centered at —b, that is, f(y) is the unique element of X that
belongs to the line through —b and y for every y > —b,y # —b. The restriction
of f to Z, denoted by g, is bijective and g1 is continuous. Also, as V(N) is
positively smooth, ¢ and, hence, ¢ is continuous. By (14.2.7), the composition
h=fopog':X — X is well-defined and, hence, continuous. As X is a
compact convex set (a simplex), h has a fixed point z. Clearly, g~ !(z) is a
fixed point of .

p=—p.

In order to show (14.2.6) let z € Z be a fixed point of @. It suffices to show
that z > —b. Assume, on the contrary, that there exists i € N with 2 = —f.
As § = #516, (14.2.4) implies that

i a  ry(2) ) rn(z)
-0 > —— — > — — .
bzel@> =5+ 50 2 5 T
We conclude that Tr’f)f) < —ﬁﬁ, hence
rn(2) 0
— . 14.2.
n < ﬁﬁ +1 ( 8)
Using the remaining inequality in (14.2.4) yields
; 1) ] ,
P(z)< B Jé; - < 0VjeEN. (14.2.9)

§+1 T+ 1A

As 0 € V(N) there exists k € N with z¢ > 0. By (14.2.9), ¢*(2) < 0, so
@*(2) < 0 < zF and the desired contradiction has been obtained. q.e.d.
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Exercises

Exercise 14.2.1. Show that on the set of p-smooth games with players in
U, MO is translation covariant, that is, if (N,V), N C U, is a p-smooth
game and z € RN then @M (N, V 4 z) = @M (N, V) + x, where x is the
payoff configuration (.TS)(D;&SQN.

Exercise 14.2.2. Let (N, V) be the NTU game defined in Exercise 13.1.3.
Show that (N, V) does not have any consistent Shapley value.

Exercise 14.2.3. Let (N, V) be a p-smooth two-person NTU game such that
V(N) is convex. Show that z is a consistent Shapley value of (N, V) iff z is a
Harsanyi value of (N, V).

14.3 Axiomatizations

We shall present a characterization of the consistent Shapley value that is a
generalization of Theorem 8.2.6. Let N, |N| > 2, be a finite set. An NTU
game (N, V) is uniformly p-smooth if it is p-smooth and if there exists § with
0<d< \Tifl such that (14.2.1) is satisfied. Let f}\l,ps denote the set of all
uniformly p-smooth NTU games (N, V).

By Exercise 14.3.1, the consistent Shapley value does not satisfy ETP. How-
ever, it satisfies anonymity. In this section we employ the weaker symmetry
axiom (see Remark 2.3.5). A symmetry of (N, v) is a permutation 7w of N such
that 7V (S) = V(xS) for all § # S C N. A payoff configuration solution o on
a set I’ of NTU games is symmetric (satisfies SYM) if, for any (N,V) € I
and any symmetry 7 of (N,v), 7o (N,V) = o(N,V). Here we use the fol-
lowing notation for any permutation m of N and any payoff configuration
x = (v5)pzrscn: m(x) = (ys)pzscn is defined by yg = 7 (.’,C.n-—l(s)) for all
0#£SCN,

Remark 14.3.1. For any payoff configuration solution o on a set I of NTU
games the corresponding solution o is defined by

o(N,V) = {an | (x5)grscy € o(N,V)} for all (N,V) eI
Note that, if & has SYM, then o has SYM (in the sense that 7o (N,V) =
o(N,V) for all (N,V) € I' and all symmetries 7 of (N,V)).

In order to generalize Definition 8.2.5 we first generalize “incremental contri-
bution” (see Section 2.3).

Let (N,V) € I'ieNand x = (zs)pzscn such that zg € OV(S) for
all S € 2V \ {0}. Let (N,W) denote the hyperplane game determined by
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H,, v(s), D # S C N (see Definition 14.2.1). The incremental contribution of
i to a coalition S C N with i € S at @, D(x,S,V), is defined by

(t{ihxs\{i}) e W(S) } : (14.3.1)

where zp is the unique element of R?. By definition of W(S), (14.3.1) is
equivalent to

Di(x, S, V) = max {t{i} e Rt

t= Dl(CB S,\V) & Azs, V(S) (t TS\ {i }) = Az, V(s) " ZS- (14.3.2)
Note that for any TU game (V,v) (see (11.3.5) for the definition of V,)
x € 9V, = D'(x,S,V,) =v(S) —v(S\ {i}) forall SC N,i € S. (14.3.3)

We are now ready to define “strong monotonicity” of a payoff configuration
solution.

Definition 14.3.2. A payoff configuration solution o on a set r of NTU
games is strongly monotonic if the following condition is satisfied for all
(N,U),(N, Ve, z co(N,U)NoU,y € o(N, V)NV, and i € N:

Di(x,S,U) < D'(y,S,V)VSC N,S3i= 2k <ys VSCN,S>i.

Remark 14.3.3. Let o be a strongly monotonic efficient payoff conﬁguratlon
solution on I" and let I" be the set of TU games (N, v) such that (N, V) €

The solution ¢’ on I" defined by ¢'(N,v) = o(N,V,) for all (N,v) € T, where
o is the solution that corresponds to o, is strongly monotonic in the sense that,
if (N,u), (N,v) € I' satisfy the conditions of Definition 8.2.5 for some i € N
and if x € ¢/(N,u) and y € o/(N,v), then z* > y'. Indeed, the incremental
contributions of ¢ are solely determined by the coalition functions v and v (see
(14.3.3)).

The following reformulation of Definition 14.2.2 is useful. Let (N, v) be a p-
smooth NTU game, let € JV (see Notation 13.4.2) and let (N, V) be the
hyperplane game defined by the tangent hyperplanes H, v (s), # # S € N.
Then (see Maschler and Owen (1992))

x e ®MO(N,V) & x5 = ¢(S,Vg) V0 # S C N. (14.3.4)

Let = € @MO(N,V). For each i € N and S C N with S > i we may
express x'’y as expectation of incremental contributions of i as follows. Let
Rs,; = R be the random coalition P2 U {i} = {j € S| 7(j) < (i)} obtained
from a random order 7 of S chosen uniformly in SYMg (where SYMg =
{m:S —{1,...,|S]} | 7 is bijective}), that is, any 7 € SY Mg occurs with
probability ﬁ Thus, for any T'C S with T' 3 i,

(7| = D\(is| = [T)!

Pr(R=T)= Bl
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Let “€” denote “expectation”. By (14.1.1), (14.1.2), and (14.3.2), for any
@ € OV, the foregoing criterion (14.3.4) is equivalent to

x e dMON,V) & 2l = S(Di (z, Rs.., V)) Vie SCN.  (14.3.5)

Note that (14.3.5) is due to Hart (2005).

The following two statements will be used in the characterization of the con-
sistent Shapley value solution.

Lemma 14.3.4. On I' C I'W5, &M© satisfies NE, EFF, SYM, 1IA, and
strong monotonicity.

Proof: By Theorem 14.2.3 and by Definition 14.2.2, $ satisfies NE and
EFF. It is straightforward to verify that &M satisfies the suitable gener-
alization of AN, hence SYM. In order to show ITA, let (N, V), (N, W) € I,
x € MO (N, W) and assume that zg € V(S) C W(S) for all § # S C N.
By EFF, x € 0V. Consequently, H, . v(s) = H,w(s) for all S € 2V \ {0}
and ITA follows from (14.3.4). Moreover, (14.3.5) implies strong monotonicity.

q.e.d.

Lemma 14.3.5. Let I' C fjl\}ps and I' = {(N,v) | (N,V,) € T'}. If & on
r satisfies NE, EFF, SYM and strong monotonicity, then o on I', given by
o(N,v) ={zn | ¢ € (N, V,)} for all (N,v) € I, satisfies SIVA, ETP and
strong monotonicity.

Proof: Let (N,u),(N,v) € I', i € N, and « € o(N,u),y,z € o(N,v). Then
there exist x € (N, V,) and y, 2z € (N, V,,). By EFF and strong monotonic-
ity, (14.3.3) yields y% = z4 for all S C N that contain j for all j € N. Hence,
NE implies SIVA. Moreover, SIVA together with SYM implies ETP.

Now, if v(SU{i}) —v(S) < u(SU{i})—u(S) for all S C N\ {i}, then, by EFF
and (14.3.3), strong monotonicity implies 2° > y* and the proof is complete.
q.e.d

Theorem 14.3.6. Let I C f‘}\}ps such that (N,V,) € r for any TU game

(N,v). The consistent Shapley solution on I is the mazimum solution that
satisfies NE, EFF, SYM, and strong monotonicity.

Proof: By Lemma 14.3.4, &MO has the desired properties. Let o be a payoff
configuration solution that satisfies the foregoing axioms and let (N, V) € I'.
It remains to show that o(N, V) C M9 (N, V). Let ¢ € o(N, V). By Lemma
14.3.5 and Theorem 8.2.6, if V' = V,, for some TU game (N,v), then = =
(6(S,v))sean\ 0} In general, let for i € N the TU game (N,w") be defined
by
; Di(z,S,V) ,ifie S CN,

“’<S):{0 ( ),ingN\{i}.
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By EFF and strong monotonicity, (14.3.3) implies that 2% = ¢*(S, w?) for all
S C N with i € S. By (14.3.5) we may conclude that € #M°(N,V). q.e.d.

In Subsection 14.3.2 we show that each of the axioms of Theorem 14.3.6 is
logically independent of the remaining axioms, provided I” is rich enough.

Subsection 14.3.1 is devoted to show that independence of irrelevant alterna-
tives (ITA) may replace the “maximum condition” in Theorem 14.3.6 if only
NTU games (N, V) are considered such that V' (S) is convex for each coalition
S.

14.3.1 The Role of ITA

Let I/;]l\l,ps’C be the set of al NTU games (N,V) € f'}\}ps such that, for all
S € 2N\ {0}, V(S) is convex.

Theorem 14.3.7. Let I’ - Fups © such that any hyperplane game with player
set N belongs to I'. The consistent Shapley solution on I is the unique payoff
configuration solution that satisfies NE, EFF, SYM, IIA and strong mono-
tonicity.

Proof: Let o satisfy the desired properties, let (N,V) € I, and z € $M°
(N,V). By Theorem 14.3.6 it suffices to show that © € (N, V). Let (N, V)
be the hyperplane game determined by H, v (s), § # S C N. By convexity of
V(S), Hyg v(s) is a supporting hyperplane of V'(S). Thus, V(S) C Vg (S) for
all S € 2V \ {0}. As o(N,Vg) € #MO(N, V), NE and (14.3.4) imply that
xz €0(N,Vg). By ITIA, z € (N, V). q.ed

We now show that the statement of Theorem 14.3.7 does not remain valid for
I = F}\}ps (i.e., if all uniformly p-smooth games have to be considered).

Let S C N with |S| = 2. Throughout this subsection let, for any game (S, V) €

ups7 By € R be the disagreement point of (S, V), that is 8i, = max V ({i})
for i € S. We say that (S,V) is a bargaining problem (BP) if By € V(S) \
OV (S). For any BP (S,V), the maximal Nash product,

e T 0

€S

z e V(S)} , (14.3.6)

exists. We may now define the solution o for any game (S,V) € I ]l\l,ps by

o(S,V) = {z e V(S)

I =8 =w } ,if (S,V)is a BP, (14.3.7)

i€S

and by o(S,V) = @MO(S, V), if (S,V) is not a BP. Note that, if (S,V) is a
BP and z € 0(S,V), then A\, v(s) = Ags,w(s), Where
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H(Zi ~Bv)+ <w } :

i€S

W(S) = {z € R?

By Exercise 14.3.2, 0(S,V) C ®#M9(S, V). Now, let o be that payoff config-
uration solution that is defined by

o(N,V) = {m e $MO(N,V) | x5 € 0(S,V) VS C N, || = 2}

for all (N,V) € r W5, As ¢ is a nonempty subsolution of the consistent Shap-
ley value correspondence on uniformly p-smooth 2-person games, a careful
inspection of the proof of Theorem 14.2.3 shows that o satisfies NE. As any
subsolution of the consistent Shapley solution is strongly monotonic, o satis-
fies the axiom as well. The straightforward proofs of SYM and ITA are skipped.
Finally, Exercise 14.3.4 shows that o # M.

14.3.2 Logical Independence

The following examples of payoff configuration solutions that are defined on
r ]L\}ps and that may, thus, be restricted to I'y [ps: . show that each axiom of
Theorem 14.3.6 or of Theorem 14.3.7, respectlvely, is loglcally independent of
the remaining axioms, provided that I'= F or I'= F 5,C , respectively.

Example 14.3.8. Choose a TU game (N, v) whose symmetry group is trivial
(e.g., choose x € RN such that 2¢ # 27 for all 4,5 € N,i # j, and define
v(S) = z(S) for all S C N.) Also, let y € 9V, such that yny # ¢(V,v). Now,
define (N, V,) = {y} and ' (N, V) = 0 for all (N, V) € I'\{(N,V,)}. Then
o' satisfies EFF and SYM and it is not contained in the consistent Shapley
solution. Thus, NE is needed in Theorem 14.3.6 in order to guarantee that a
solution is contained in the consistent Shapley solution.

Example 14.3.9. Define

SMON, V) ,if0 ¢V,
2 _ ) 9 )
U(N’V)_{{O} Lif0eV.

Clearly, o? satisfies NE and SYM, violates EFF, and is not a subsolution of
the consistent Shapley solution. ITA is easy to verify. Moreover, note that if,
for a game (N,V) € I', 0 € 9V, then 0 € M (N, V). We conclude that o>
is strongly monotonic.

Example 14.3.10. We may assume without loss of generality that N =
{1,...,n}. Now, let (N,V) € I', let 7 be a permutation of N and let a, =
ar(V) be defined by 14.1.1. Note that the maximum indeed exists, because
(N,V) is uniformly p-smooth. Also, for ) # S C N and i € S, with P =
Pi NS, we recursively define
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afr,s = max{z’ € R | (aci,af’s) e V(PU{i})},

where a?r’ g is the unique element of R?. Define

0'3(N, V)= {(aw,S)SGQN\{(Z)}}'

It is straightforward to verify that o2 satisfies NE, ITA, strong monotonicity.
Also, o3 violates SYM and is not contained in $M©.

Example 14.3.11. We shall now modify the definition of the payoff con-
figuration solution o of Subsection 14.3.1. We first extend (14.3.6) to any
game (S, V) € f;ps, |S| = 2, that is not a bargaining problems, that is, the
disagreement point By does not belong to V(S) \ 9V (S), by defining

v = max { [ =29+

i€S

x € 8V(S)} .
We then may also extend (14.3.7) by defining, for any (S,V) € f;ps with
IS| =2,

o*(S,V) = o(S,V),if (S,V) is a BP,

H(m/ —z'); = } , otherwise.

€S

ol(8,V) = {a: € av(9)

The proof that o#(S,V) C #MO(S, V) even if By ¢ V(S) \ OV(9) is similar
to the proof that o(S,V) C #MO(S, V) of Subsection 14.3.1 for bargaining

problems (see Exercises 14.2.3 and 13.1.2). Now we define, for any (N,V) €

~ups
s,

(N, V) = {2 € BON,V) | w5 € 0*(5,V) VS C N, || = 2}

It is straightforward to verify that o* satisfies NE, EFF, SYM, and does not
coincide with &M©. Hence, it violates ITA and it simultaneously shows that
the “maximum” condition may not be deleted in Theorem 14.3.6.

The empty payoff configuration solution may be used to show that NE is
logically independent of the remaining axioms in Theorem 14.3.7. Finally, the
equal split configuration solution that assigns to each subgame (S, V') of (N, V)
the unique element yg € V(9) that satisfies yi = y% for all i,j € S, shows
that strong monotonicity is logically independent of the remaining axioms in
both theorems.

Remark 14.3.12. It should be noted that Theorem 14.3.7 and Examples
14.3.8 and 14.3.10 are due to Hart (2005), who also used the equal split
solution. Moreover, Hart (2005) contains the variant of Theorem 14.3.6 for
convex-valued games.
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Exercises

Exercise 14.3.1. Show that ™ does not satisfy ETP on f;ps’c. (Exer-
cises 14.2.3 and 13.1.2 are useful.)

Exercise 14.3.2. Let N = {1,2} and (N,V) be the zero-normalized bar-
gaining problem determined by V(N) = {z € RY | zl2% < 1}. Show that
PMO(N, V) = OV (N).

Exercise 14.3.3. Let (N,V) € fjl\}ps’c and € V. (Use the convention that
g is the unique member of R?.) For i € S C N let D'(x, S, V) be defined by
(14.3.1). Show that (see Hart (2005))

D'(z,S,V) =supmax {t € R ’(1 —e)zs +e (tas\y) €V(S)}.
e>0

Exercise 14.3.4. Let o be defined by (14.3.7). Find a bargaining problem
(S,V) such that (S, V) S &(S,V).

14.4 Notes and Comments

Theorems 14.1.3 and 14.1.4 are due to Maschler and Owen (1989).

We remark that Theorem 14.1.4 remains valid for TU games, that is, the
Shapley value is the unique single-valued solution on I, the set of all TU
games with player sets contained in U, that satisfies PO, COV, ETP, and
2-consistency. Though 2-consistency is less intuitive than consistency, it is
implied by consistency. Also, it should be noted that there does not exist any
solution on the set I Zf; of hyperplane games that satisfies PO, COV, ETP, and
consistency (see Exercise 14.1.3).

ETP is used in the proof of Theorem 14.1.4 only for two-person TU games.
Note that COV is only used for two-person hyperplane games. Moreover, if
2-consistency is replaced by k-consistency, k = 1,2, then PO may be deduced
(see Lemma 8.3.8).

Remark 14.4.1. The extension of the consistent Shapley value to p-smooth
NTU games and Theorem 14.2.3 is due to Maschler and Owen (1992). We
had to deviate from their proof of the foregoing theorem because of some
inaccuracy. Basically, they state that the number 7y (2) in (14.2.3) is always
nonnegative, which may not be true, unless V(N) is convex.

Note that as in Section 8.2 (see Remark 8.2.7) also in Section 14.3 the strong
monotonicity axiom may be replaced by a weaker condition called “marginal-
ity” (see Hart (2005)).

Finally, it should be remarked that another axiomatization of the consistent
Shapley solution may be found in de Clippel, Peters, and Zank (2004).
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On the Classical Bargaining Set and the
Mas-Colell Bargaining Set for NTU Games

In this chapter the classical bargaining set and the Mas-Colell bargaining
set, which have been discussed in Chapter 4, are generalized to NTU games.
Simple majority voting games are used to investigate some of the properties
and to compare these solution concepts.

In Section 15.1 the basic definitions of the bargaining set of an NTU game with
coalition structure, of the Mas-Colell bargaining set of an NTU game, and of
simple majority voting games are presented. Moreover, the voting paradox
with three voters on three alternatives is discussed and it is shown that a
fourth alternative may lead to an empty bargaining set, whereas the Mas-
Colell bargaining set remains nonempty.

In Section 15.2 it is shown by means of examples that the Mas-Colell bargain-
ing set may be empty for suitable simple majority voting games with any even
number of players not less than four and any number m > 6 of alternatives.
Also, existence is shown for simple majority voting games on less than six
alternatives.

Section 15.3 is devoted to show that the Mas-Colell bargaining set of an NTU
game may be empty even if the game is superadditive and non-levelled.

Existence results of the bargaining sets on majority voting games with many
voters, whose preferences are drawn in a specified way, are deduced in Section
15.4. In a simple probabilistic model, we show that both bargaining sets are
nonempty with probability tending to one as the number of voters tends to
infinity. Moreover, we show that the Mas-Colell bargaining set is nonempty for
any suitable k-fold replication with k& sufficiently large, whereas the classical
bargaining set may be empty for any k.

Finally, several comments are given in Section 15.5.
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15.1 Preliminaries

This section is partitioned into three subsections. In the first subsection the
classical bargaining set is generalized to NTU games with coalition structures
and ordinal and cardinal solutions are introduced. In the second subsection
the Mas-Colell bargaining set of an NTU game is defined and simple majority
voting games are introduced.

15.1.1 The Bargaining Set M

In this subsection we shall generalize the definition of the TU bargaining set
to NTU games. Let (N, V) be an NTU game. If S € 2V \ {#} and A C R®
then we denote by A, the set of weakly Pareto optimal elements of A (see
(12.1.1)), that is,

A, = {z% € A there exists no y° € A such that y° > z°}.

We now generalize parts of Sections 3.8 and 4.1 to NTU games. We shall
say that (N,V,R) is an NTU game with coalition structure if R is a coali-
tion structure for N (i.e., a partition of N). Let R be a coalition structure
for N. We denote X = X(N,V,R) = [[per V(R)e and I = I(N,V,R) =
{r e X |a*>v*for all i € N}. Hence, X is the set of weakly efficient payoff
vectors and I is the set of individually rational elements of X.

Let x € X and let k,¢ € R, k # ¢, for some R € R. An objection of k against
£ at x is a pair (P,y) such that

PeTwu(N) (ie. k€ PF1), ye V(P), and y > z”.

Note that the definition of an objection coincides with the corresponding
definition for TU games (see Exercise 4.1.6).

Let (P,y) be an objection of k against £ at x. A counterobjection to (P,y) is
a pair (Q, z) such that

Q € Tu(N), z € V(Q), 2@\P > p@\P - and 2PNQ > 4 P0e

(see Definition 4.1.3). An objection (P, y) is justified if there is no counter-
objection to (P,y). A vector € X is stable if there is no justified objection
at x (i.e., if each objection at = has a counterobjection). The prebargaining set
of (N,V,R), PM(N,V,R), is the set of stable payoff vectors in X(N,V,R).
Furthermore,

M(N,V,;R)=PM(N,V,;R)NnI

is the bargaining set of (N,V,R).
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Remark 15.1.1. Let (N,v) be a TU game and (N, V,) the associated NTU
game. Then

M(N,v,R) = M(N,V,,R) and PM(N,v,R) = PM(N,V,,R).

In view of Theorem 4.2.12, M(N,v,R) # 0, provided that I(N,v,R) # 0.
Moreover, by Exercise 4.2.3, PM(N,v,R) # 0 for every TU game with coali-
tion structure (N, v, R). The next example shows that the results of Part I do
not hold in the NTU case.

Example 15.1.2 (Peleg (1963)). Let (N, V) be specified by

N =1{1,2,3,4},
V({1,2}) = {z e RIM2H | 2(9) < 1},
V({1,3,4}) = {x ¢ R34 | g1 <2 2% < 3,2* < 4},
V({2,3,4}) = {z e R34} | g2 < 2,23 < 4,2* <3},

and V(S) = —R¥ for all other coalitions. Hence, for every coalition S, (v);cs
€ V(S). Thus, I(N,V,R) # 0, for every coalition structure R for N. Let
R = {{1,2},{3},{4}}. Then we claim that PM(N,V,R) = (. Indeed, if
x € X(N,V,R), then z({1,2}) = 1 and 2® = 2* = 0. However, if z* > 0, then
2 has a justified objection against 1 via the coalition {2,3,4}. Analogously, if
22 > 0, then 1 has a justified objection against 2 via {1,3,4}.

We shall now discuss an interesting property of the bargaining set regarded
as a solution on a set A of NTU games with coalition structures. A solution
on A is a function o which associates with each game (N,V,R) € I" a subset
o(N,V,R) of

X*(N,V,R) = {x € RN | 2% € V(R) for all R € R}.

Let N # () be a finite set of players. A monotone transformation for N is
a mapping f = [[;cn f* such that f' : R} — R{D is an increasing and
bijective function. If (N,V,R) is an NTU game with coalition structure and
if f is a monotone transformation for N, then let

[V =(f*V(S))secam\(0}

be given by fx V(S) = {f x 2% | 2% € V(S)}, where f * 25 = (fi(2?))ies for
every z° € RS.

Remark 15.1.3. If (N,V,R) is an NTU game with coalition structure and
if f is a monotone transformation for N, then (N, f * V,R) is a game with
coalition structure.

The simple proof of this remark is left as Exercise 15.1.1.
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Let o be a solution on a set A of NTU games with coalition structures.
The solution o is ordinal if for every (N, V,R) € A and every monotone trans-
formation f for N such that (N,f x V,R) € AA, o(N,f x V;R) =
fxo(N,V,R). The straightforward proof of the following remark is left to
the reader (see Exercise 15.1.2).

Remark 15.1.4. The prebargaining set PM is an ordinal solution on any
set of NTU games with coalition structures.

It should be noted that every ordinal solution is covariant. A solution o on A
satisfies covariance (COV) if, for all (N,V,R) € A and a,b € RY such that
a > 0, the following condition is satisfied for W = axV +b: If (N, W, R) € AA,
then o(N,W,R) = a*xo(N,V,R) +b.

We say that a solution o is a cardinal solution if it satisfies COV.

15.1.2 The Mas-Colell Bargaining Set MB and Majority Voting
Games

As in Subsection 4.4.2 we just consider NTU games with the trivial coalition
structure. Thus, we assume throughout that (N, V') is an NTU game and that
z € X(N,V)=X(N,V,{N}). Note that X (N, V) is the set of preimputations
of (N,V). Also, I(N,V) is the set of imputations of (N,V). In order to state
the definitions of the classical bargaining set and of the Mas-Colell bargaining
set in a simple and parallel way, the following definition is useful.

Definition 15.1.5. Let (N, V) be an NTU game and x € RN . A pair (P,y)
is an objection at x if ) # P C N, y is Pareto optimal in the subgame
(P,V), and y > 2. An objection (P,y) is strong if y > x*. The pair (Q, 2)
is a weak counterobjection to the objection (P,y) if @ C N, Q # 0, P,
if 2 € V(Q), and if z > (yF72, 2@\, A weak counterobjection (Q,z) is a
counterobjection to the objection (P,y) if z > (yF"Q, 2@\,

Remark 15.1.6. If (N,V) is an NTU game and = € X(N,V), then z €
PM(N,V) iff for any strong objection (P, y), any k € P, and £ € N\ P there
is a weak counterobjection (Q,z) with k ¢ Q > ¢.

We now generalize Definition 4.4.11 to NTU games.

Definition 15.1.7. Let (N, V) be an NTU game. The Mas-Colell prebar-
gaining set of (N,V), PMB(N,V), is the set of all x € X(N,V) such that
any objection at x has a counterobjection. Moreover, the Mas-Colell bar-
gaining set of (N,V) is the set

MB(N,V) = PMB(N,V) N I(N,V).



15.1 Preliminaries 273

In order to define majority voting games, let N, n = |N| > 2, be the finite
set of voters (the players), and let A = {a1,...,an}, m > 2, be a set of m
alternatives.

We shall now assume that each i € N has a linear order R’ on A. Thus, for
every i € N, R’ is a complete, transitive, and antisymmetric binary relation
on A. Moreover, let u’, i € N, be a utility function that represents R'. We
shall always assume that
minu‘(a) = 0 for all i € N. (15.1.1)
acA
Let u¥ = (u%);en be a utility profile that satisfies (15.1.1). We consider the
strategic game g = (N, (A);en, (v")ien) in which every player votes for some
alternative in A whose payoff functions v*,i € N, are defined as follows. If a
strict majority of voters agrees on o € A, then the outcome is «, and every
voter i gets utility u’(a). Otherwise, if no majority forms, a deadlock results
and every voter gets utility 0, so that, for any strategy profile (af);en € AV,

k H ; % n
k[ iy _ Ju®(a),if 3o € Asuch that [{i € N |o' = a}| > 3,
v* ((@)ien) = { 0 , otherwise.

Now, let G(g) = G denote the corresponding cooperative game in strategic
form (see Example 11.1.3 for the definition of G(g)). We are ready to define the
simple magority voting game (see Aumann (1967)) (N, V,~) by Vv = Vo (-, G)
(see (11.2.1))1, that is, for any ) # S C N,
Von (S) = {z € RY | S is a-effective for z}.

Let S be a coalition and i € S. If [S| < § and if all members of N \ S select
i’s worst alternative, then S cannot guarantee any positive payoff to player ¢,
because it is not possible to reach a majority for any but i’s worst alternative.

If |S| > % and if each member of S selects the same alternative o € A, then
S guarantees u’(a) to any i € S. Thus, for any ) # S C N,

Von(S)={z € RS |z <0} if |S| < g; (15.1.2)
Vin (S)={z € RS | Ja € A with z < v¥(a)} if || > g (15.1.3)

where u®(a) = (u'(a))ies. By Remark 11.2.2, (N, V,~) is a superadditive
NTU game. Also, (N, V,n~) is zero-normalized, that is, Vv ({i}) = —R:{:} for
all i € N (compare with Definition 2.1.13).

Remark 15.1.8. A careful inspection of (11.2.2) shows (see Exercise 15.1.6)
that 3-effectiveness? again leads to the same NTU game (N, V,,~) in our case,
that is,

Vv (S) = V5(S,G) = {25 € RY | S is B-effective for 251V # S C N.

! Here the symbol o does not refer to an element of A.
2 Here the symbol 3 does not refer to an element of A.
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Notation 15.1.9. In the sequel let L = L(A) denote the set of linear orders
on A. For R € L and for k € {1,...,m}, let t;(R) denote the k-th alternative
in the order R. If RV € LY and a,3 € A, a # 3, then o dominates [3
(abbreviated o g~ B) if |[{i € N | a R §}| > %. We shall say that an
alternative a € A is a weak Condorcet winner (with respect to RN) if 3 ¥z~
for all B € A. The alternative « is a Condorcet winner, if a =g~ ( for all
B € A\ {a}. Also, if RN € LV, then denote

ur” ={(u")ien | u" is a representation of R’ with (15.1.1) Vi € N}.

Remark 15.1.10. Any two utility representations of the same preference
profile lead to simple majority voting games that are derived from each other
by an ordinal transformation (see Exercise 15.1.7).

15.1.3 The 3 x 3 Voting Paradox

Throughout this subsection let A be the set of alternatives and N = {1,...,n}
be a coalition, let RN € L(A)N, vV € Z/{RN, and V = V,~. We present two
examples with three alternatives a, b, ¢ and one modification with 4 alterna-
tives. The first example shows that the core of a simple majority voting game
may not be contained in the Mas-Colell bargaining set of the game.

Remark 15.1.11. (1) Note that C(N,V) C M(N,V). Indeed, € C(N,V)
is weakly Pareto optimal, individually rational, and it has no strong ob-
jection.

(2) The Mas-Colell bargaining set need not contain the core (see the following
example). However, the Mas-Colell bargaining set of a simple majority
voting game must contain a core element if the core is nonempty. The
foregoing statement is immediately implied by Exercise 15.1.8.

(3) We conclude that, if a simple majority voting game has a nonempty core,
then its bargaining set and its Mas-Colell bargaining set are nonempty as
well.

Example 15.1.12. Let n = 4 and let RY be given by Table 15.1.1. Then

Table 15.1.1. Preference Profile of a 4-Person Voting Problem

R!' R? R® R*
a a ¢ ¢
b b b b
cC C a a

z = (min{u’(b),u’(a)})ieny € C(N,V), because there is no strong objection
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at . However, z ¢ MB(N,V) because (N,u" (a)) is a justified objection in
the sense of the Mas-Colell bargaining set at x.

The second example is the Voting Paradox of three voters and three alterna-
tives.

Example 15.1.13. Let n = 3, and let RN € L be given by Table 15.1.2.

Table 15.1.2. Preference Profile of the 3 x 3 Voting Paradox

R' R* R?
a ¢ b
b a ¢
c b a

We claim that M(N,V) = {0}. Indeed, it is straightforward to verify that
0 € M(N,V). In order to show the opposite inclusion let z € M(N, V). Then
there exists o € A such that < u” (). Without loss of generality we may
assume that o = a. Assume, on the contrary, that > 0. If ' > 0, then
({2,3},u{?3}(¢)) is a justified objection of 3 against 1 at x in the sense of
the bargaining set. If #! = 0 and, hence, 22 > 0, then ({1,3},u{13} (b)) is a
justified objection of 1 against 2.

In order to compute MB(N, V), let z = (u*(b),u?(a),0) and claim that x €
MB(N,V). Indeed, let (P,y) be an objection at z. Then |P| > 2. As y is
Pareto optimal in V(P), y € {uf(a) | a € A}. If y = uf(a), then (P,y)
is countered by ({2,3},u{?3}(c)). If y = u”(b), then y > x¥ implies that
P = {1,3}. In this case (P,y) is countered by ({1,2},u{"?}(a)). Finally, if
y = uf(c), then y > ¥ implies that P = {2,3} and that (P,y) is countered
by ({1,3}, utt?}(b)).

In order to show that every # € RV satisfying 0 < # < z is an element of
MB(N,V), it should be noted that each objection at & is also an objection at
zif 1 > 0 and 2 > 0. If #! = 0 and £2 > 0, then the additional objections
are of the form (P,uf(c)) for some P C N and these objections can be
countered by ({1,3},u{"3}(b)). Similarly, if #' > 0 and #> = 0, then the
additional objections can be countered by ({1,2},ut"?}(a)). Finally, if & = 0,
then each additional objection can be countered by one of the foregoing pairs
({1, 3}, ! (1)) or ({1,2},ul"?(a)).

Similarly, for y = (u!(b),0,u3(c)) and z = (0, 2( ),u3(c)) we have that every
7 € RY satisfying 0 < § < y and every 2 € RY satisfying 0 < 2 < z is in
MB(N,V).
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We shall show now that there are no other elements in MB(N, V). Indeed,
any remaining individually rational Z € V(IN) must have a coordinate that is
higher than the utility of that voter’s second best alternative. Say, without loss
of generality, that Z* > u*(b). Then ({2, 3}, u!?3}(c)) is a justified objection in
the sense of the Mas-Colell bargaining set at z. We conclude that MB(N,V)
is the intersection of Riv and the comprehensive hull of {x,y, z}.

Discussion: The singleton M (N, V) tells us that in order to achieve (coali-
tional) stability the players have to give up any profit above their individually
protected levels of utility. There is no hint how an alternative of A will be
chosen. The message of MB(N, V) is much more detailed. For example, the
element © = (u'(b),u?(a),0) tells us that the alternative a may be chosen
provided player 1 disposes of u!(a) — u'(b) utiles. Thus, we also see here that
lower utility levels guarantee stability. Actually,  implies that there is an
agreement between 1 and 2, the alternative a is chosen as a result of the
agreement, and the utility of 1 is reduced (because of the agreement) from
u'(a) to ul(b). Note that cooperative game theory does not specify the details
of agreements that support stable payoff vectors.

For the following modification of the 3 x 3 voting paradox with 4 alternatives
the Mas-Colell bargaining set is still “similar” (see Exercise 15.1.9), but the
classical prebargaining set is empty.

Example 15.1.14. Let A = {a,b,c,d}, let N = {1,2,3}, and let RY be
given by Table 15.1.3.

Table 15.1.3. Preference Profile of a 4-Alternative Voting Problem

R'R* R?
a ¢ b
b a c
d d d
c b a

We claim that PM(N,V) = @. Let = be an imputation of (N, V). In order
to show that z ¢ M(N,V) we may assume without loss of generality that
2! > ul(d). We distinguish the following possibilities:

(1) = < u"(a) or < u¥(d). Then ({2,3},u{2’3}(c)) is a justified objection
(in the sense of the bargaining set) of 3 against 1.

(2) z < uN(b). If 2° < u?(c), then we may use the same justified strong
objection as in the first possibility. If 3 > u3(c), then ({1, 2},u{1’2}(a))
is a justified objection of 2 against 3.
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Note that the Mas-Colell bargaining set of the game defined in Example
15.1.14 is nonempty (see Theorem 15.2.2).

Exercises

Exercise 15.1.1. Show that if (N, V) is an NTU game and f is a monotone
transformation for N, then f %V is an NTU coalition function.

Exercise 15.1.2. Show that both PM and M are ordinal solutions on any
set of NTU games with coalition structures.

Exercise 15.1.3. Let (N,V,R) be an NTU game with coalition structure.
Let the core of (N,V,R) be the set C(N,V,R) of elements of X*(N,V,R)
that are not dominated by any vector in RY. Show that

C(N,V,R) € M(N,V,R).

Let (N,V,R) be an NTU game with coalition structure, let ) # S C N, and
let z € X*(N,V,R). Then the reduced NTU game with coalition structure
with respect to S and z, (S, Vsﬁ, Rs) (see the notation after Definition 3.8.7
for the definition of R|g), is defined as follows. Let 7" C S. If T' ¢ R|g, then
VE(T) =Vso(T). If T = SN R € Rys, then

VE(T) ={y" eRT | (y",2™T) e V(R)}.
Now RGP may be generalized to solutions on A by replacing A by A and v

by V in Definition 3.8.9, wherever these symbols occur.

Exercise 15.1.4. Let U be a set of players and let A be the set of all non-
levelled NTU games with coalition structures whose player set is contained in
U. Show that PM satisfies RGP on A.

Exercise 15.1.5. Show that, on any set of NTU games, MB and PMB are
ordinal solutions.

Exercise 15.1.6. Prove Remark 15.1.6.

Let A be a set of alternatives and let L = L(A).

Exercise 15.1.7. Let (u})ien, (ub)ien € UR" . Show that there exists a
monotone transformation f for N such that fxV,n =V,~.

Exercise 15.1.8. Let RN € L(A)N, u¥ € YR" and V = V,~. Show the
following statements.

(1) C(N,V) # 0 if and only if A has a weak Condorcet winner with respect
to RN
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(2) If a is a weak Condorcet winner, then u” (o) € C(N, V)N MB(N,V).

Exercise 15.1.9. Let (IV, V) be the simple majority voting game defined in
Example 15.1.14. Compute MB(N,V).

15.2 Voting Games with an Empty Mas-Colell
Bargaining Set

The question of nonemptiness of the Mas-Colell bargaining set for superad-
ditive NTU games is already mentioned in Section 6 of Mas-Colell (1989)
and in Section 1 of Holzman (2000). As simple majority voting games are
superadditive, Example 15.2.1 provides a negative answer to the foregoing
question.

Throughout this section let A be the set of alternatives and N be a coalition
(we assume without loss of generality that N = {1,...,n}), let RN € L(A)V,
and let u™ € UE" . First we show by means of an example that PMB(N, V,~)
may be empty if |A| = 6.

Example 15.2.1. Let n =4, A = {a1,...,a4,b,c}, let RN € LY be given
by Table 15.2.4, and denote V =V, ~.

Table 15.2.4. Preference Profile leading to an empty PMB

R' R* R* R*
a; a4 asz a2
a2 a1 a4 as
c ¢ ¢ b
b b b aa
asz az ay C
a4 a3 a2 ai

Claim: PMB(N,V) = 0.

Proof: Assume that there exists + € PMB(N,V). Let o« € A such that
r < u(a). Let

S1 ={1,2,3}, 5, ={1,2,4},53 = {1,3,4}, 54 = {2,3,4}.
We distinguish the following possibilities:

(1) 2 < u(a1). In this case (Sy,u%*(ay)) is an objection at x. As there must
be a counter objection to this, we conclude that (S3,u(a3)) is a counter
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objection, and therefore also an objection at z. Hence, ' < u'(a3). To
this objection, too, there must be a counter objection. We conclude that
(Sa,u52(ag)) is a counter objection. Hence, 22 < u?(ag) and therefore
r < vV (b) and the desired contradiction has been obtained in this case.

(2) The possibilities < u () for o € {as, a3, as} may be treated similarly.

(3) < u™(b). Then (S;,u®1(c)) is an objection at x. There are several
possibilities for a counter objection to this. Each of them involves player
4 and one of the alternatives aj, aq, or c. We conclude that, in any case,
x4 < u(ay). Hence, (Sy,u%(ay)) is an objection at . Now we conclude
that (S3,u5?(as)) must be a counter objection and, hence, an objection
at x. We continue by concluding that (S, 452 (az)) must be an objection
and that, hence, (S1, 4 (a;)) is a counter objection. Therefore, x < u® (b)
and the desired contradiction has been obtained.

(4) z < ul(c). We consecutively deduce that
(S4a US4 (CL4)), SR (Sl7 US1 (al))

are objections. The desired contradiction again is obtained by the obser-
vation that = < u¥ (b). q.e.d.

Example 15.2.1 may be generalized to any number m > 6 of alternatives.
Also, it may be generalized to any even number n > 4 of voters: if R; = R’
fori=1,...,4,if

RS - (CI,Q,CI,l,C, b7 a37a4)7R6 = (a47a3acv b7 01,02),
if n = 4 4 2k for some k € N, if RN € LN such that

_ k,ifi=5,6
) i . o 5 I
{jeN|R —Rz}l—{1,1f¢1,2,3,4,

and if V = Vv for some u™ € UE" then MB(N, V) = 0.

We now prove that Example 15.2.1 is minimal in the sense that a simple
majority voting game with less than 6 alternatives has a nonempty Mas-Colell
bargaining set.

Theorem 15.2.2. If |A| <5, then MB(N,V,~) # 0.

Let V = V,~. The following lemma is useful. Denote m = |A| and recall that
t;(R") is the j-best alternative of i for j = 1,...,m and i € N (see Notation
15.1.9).

Lemma 15.2.3. Assume that there is no weak Condorcet winner. If x € Rf
satisfies ' < u' (tm,l(Ri)) for alli € N and if x is weakly Pareto optimal in
V(N), then x € MB(N,V).
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Proof: If (S,y) is an objection at x, then |S| > n/2 and there exists « € A
such that u®(a) = y. Choose 3 € A such that 3 = . Then there exists
T C N, |T| > n/2 such that uT(8) > uT(a). Thus, (T,u’(3)) is a counter
objection. q.e.d.

Proof of Theorem 15.2.2: By Exercise 15.1.8 we may assume that A has
no weak Condorcet winner. If |A| < 3, then |A| = 3. We claim that 0 €
MB(N,V) in this case. Weak Pareto optimality of 0 is shown as soon we
have proved that for any o € A there exists i € N such that t3(R') = a.
Assume, on the contrary, that a € {t;(R?),t2(R")} for all i € N. As « is
not a weak Condorcet winner, there exists 5 € A with 8 > « so that |{i €
N | t1(R") = B} > %. Thus, § is a Condorcet winner which was excluded.
Moreover, again by the absence of weak Condorcet winners, any objection at
0 has a counterobjection.

We now prove the theorem for m = 4. For each a € A,
there exists i € N such that o € {t3(R"),t,4(R")}. (15.2.1)

Indeed, if for some o € A, a € {t1(R"),ta(R")} for all i € N, then 8 = «
implies that 3 is a Condorcet winner which was excluded. For a € A, define
To = (min{ui(a),ui(tg(Ri))})ieN . By Lemma 15.2.3, z, € MB(N,V), if z,
is weakly Pareto optimal. Hence, in order to complete the proof for m = 4, it
suffices to show that there exists a € A such that x,, is weakly Pareto optimal.
Two possibilities may occur: If there exists o € A such that o # t4(R?) for
all i € N, then, by (15.2.1), z,, is weakly Pareto optimal. Otherwise, any z,
is weakly Pareto optimal.

Now, let m =5, let A = {ay,...,as5}, and assume that MB(N,V) = (). Then,
for each a € A

(1) there exists 8 € A such that § > «;

(2) uN(a) is Pareto optimal (because MB is nonempty when we restrict our
attention to the game corresponding to the restriction of u¥ to 4\ {a}).

For a € A denote ¢(a) = max{k € {1,...,5} | Ji € N : tx(R) = a}. Let
Lpnin = minge 4 £(a). We distinguish cases:

(i) imin > 4: Then there exists a weakly Pareto optimal x € V(IN) such that

xt < ul(ty(RY)) for all i € N which is impossible by Lemma 15.2.3.

(ii) lpmin < 2: Let o, 8 € A such that £(a) = €y, and B > . Then §is a
Condorcet winner, which is impossible by (1).

(iil) €min = 3: Let B={8 € A | ¢(8) = 3}. If |B] = 3, then any « € A\ B
violates (2). If |B| = 2, let us say B = {«, 8}, then we may assume without
loss of generality that a ¥ 8. Let v € A such that v > 3. Then none of the
remaining 6 € A\ ({v} U B) dominates any of the elements «, 3,v. By (1) we
conclude that v = 3 = a = 7. Then (min{u’(a),u*(8)})ieny € MB(N,V).
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Now we turn to the case |B| = 1, let us say = {as}. Let § =
{i € N | t3(R") = a3}. For any k € S there exists xj, € RY such that
7y, is weakly Pareto optimal, zf = wuF(a3), and zi < ui(t4(R?)) for all

i€ N\ {k}. As 2, ¢ MB(N,V), there exists a justified objection (.S, u"(a))
for some S C N, |S| > n/2, and some o € A. Let § € A such that § > «a.
Then there exists T C N, |T| > n/2, such that w577 (3) > v (a) and
u™3(B) > (ui(ts(R")))ier\s- As (T,u”(3)) is not a counter objection, we
conclude that k € T, t4(R*) = 3, and t5(R¥) = . We conclude that for any
k € S the alternative ts(R*) is only dominated by t4(RF). If n is odd, we
may now easily finish the proof by the observation that o dominates all other
alternatives except 3, and therefore (min{u’(a),u’(8)})ien € MB(N,V).
Hence we may assume from now on that n is an even number. As ag ¥ «,
{i € N | u'(a) > u'(az)} N{i € N | u'(8) > u'(a)} # 0. Thus, there exists
j € 5 such that t;(R7) = 8 and t5(R’) = a. So far we have for any k € S,
where a = t5(RY), 8 = t4(RF):

« is only dominated by [; (15.2.2)
There exists j € S such that t;(R7) = 3, t5(RI) = o (15.2.3)
{i € N | u'(a) > u'(as)}] > 5. (15.2.4)

Now, let k,j € S have the foregoing properties, let us say k = 1 and j = 2.
We also may assume that t4(R') = ag, t5(R') = a5, t2(R?) = a1, t5(R?) = ay
(hence R? = (a4, as,as,ar,az)). So, for any k € S, we have

{t4(R®), t5(R*)} = {a4, a5} = t4(R*) = a4 (15.2.5)
t5(RF) = a5 = t4(R*) = a4 (15.2.6)
{t4(R®), t5(R*)} = {a1,a2} = t4(R*) = a4 (15.2.7)
ts(R*) = ap = t4(R") = ay (15.2.8)

We now show that there exists k € § such that t5(R*) ¢ {as,as}. Assume the
contrary. Then {i € N | u'(as) > u'(a3)}N{i € N | u'(az) > u'(az)} = 0 and,
by (15.2.4), a5 % a3 and as % as. Hence, by (1), a1 = ag or aq > a3. However,
note that by our assumption u’(a;) > u’(a3) implies u’(a1) > u'(as) for all
1 € N. Thus, if a1 > as, then a; > a5 which contradicts (15.2.2). Similarly,
a4 > az can be excluded.

Hence, we may assume without loss of generality, that there exists k € S such
that t5(R*) = a;. We now claim that there exists j € S such that t5(R’/) = ay.
By (1522) and the fact that ai >~ as, t4(Rk) € {CL4,CL5}. If t4(Rk) = Q4,
then by (15.2.3) there exists j € S such that {t,(R?),t5(R%)} = {as,as}. By
(15.2.6), a5 # t5(R?), and by (15.2.8), as # t5(R?). Hence this possibility is
ruled out. We conclude that t4(R¥) = as. By (15.2.3) there exists j € S such
that {t4(R?),t5(R7)} = {a2,a4}. By (15.2.8), t5(R/) = a4. So our claim has
been shown.
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So far we have deduced there exist k; € §, j =1,2,4,5, such that t5(RF:) =
aj. By (15.2.4), [{i € N | u'(aj) > u'(a3)}| > 2 forall j = 1,2,4,5. We
conclude that a3 = t3(R") for all i € N and [{i € N | u'(a;) > u'(a3)}| =
5 for all j =1,2,4,5. Therefore a3 is not dominated by any alternative, which
contradicts (1). q.e.d.

Exercises

Let A be a set of alternatives, let RN € L(A)V, and let vV € U™ and
V=V,w.

Exercise 15.2.1. Prove that if x € PMB(N,V), then zy e MB(N, V).

Exercise 15.2.2. Assume that |N| is odd and let 2,y € X (N, V) such that
x <y. Prove that if y € PMB(N,V), then x € PMB(N,V).

15.3 Non-levelled NTU Games with an Empty
Mas-Colell Prebargaining Set

Section 15.2 shows that the Mas-Colell bargaining set of a superadditive NTU
game may be empty. However, a related problem is mentioned in Vohra
(1991) who proved nonemptiness for any weakly superadditive non-levelled
NTU game that satisfies one additional condition. An NTU game (N,V)
is weakly superadditive if for every i € N and every ) # S C N\ {i},
V(S) x V({i}) C V(SU{i}). In particular Vohra raised the question whether
the additional condition is necessary for the nonemptiness of MB(N, V). It
is the purpose of this section to show that there exists a superadditive non-
levelled game whose Mas-Colell prebargaining set is empty. Note that simple
majority voting games are not non-levelled.

Instead of providing an explicit example of an NTU game with the desired
properties we shall prove the existence of such an example. The proof proceeds
in steps. First we define an extension, PMB*, of the Mas-Colell prebargaining
set. In Subsection 15.3.1 we present an example of a 4-person simple major-
ity voting game on 10 alternatives whose extended bargaining set is empty.
Finally, in Subsection 15.3.2 we show that in any neighborhood of a com-
pactly generated superadditive game there exists a superadditive non-levelled
game. Finally we use a restricted variant of upper hemicontinuity of PMB*
to conclude the existence of a superadditive non-levelled NTU game whose
Mas-Colell bargaining set is empty.

Now our auxiliary solution, PMB*, is defined.
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Definition 15.3.1. Let (N, V) be an NTU game andx € X (N, V). A strong-
ly justified strong objection at = is a strong objection at x that has
no weak counterobjection. The extended prebargaining set of (N,V),
PMB*(N,V), is the set of all preimputations x that have no strongly justified
strong objections at x. Moreover, MB*(N,V) = PMB*(N,V)NI(N,V) is
the extended bargaining set of (N, V).

Remark 15.3.2. Note that for any NTU game (N,V), PMB(N,V) C
PMB*(N,V). Moreover, the foregoing inclusion may be strict. Indeed, the
extended bargaining set of the Example 15.2.1 is nonempty. The simple proof
of this fact is left as Exercise 15.3.2.

15.3.1 The Example

This subsection is devoted to an example of a simple majority voting game
with 10 alternatives and 4 voters whose extended prebargaining set is shown
to be empty.

The preferences are given by Table 15.3.5.

Table 15.3.5. Preference Profile on 10 Alternatives

1 p2 pP3 p4
R R° R R
ai a4 az a2
a2 a1 a4 as
as al aj aj
* * *
a; C ag Qs
c ay ¢ b
b b b a;
* * *
az az ai a4
asz a2 ai cC
ay a3 as aj
as a3z a2 ai

The corresponding domination relation, >=>gn~, is depicted in Table 15.3.6.

Table 15.3.6. Domination Relation

ai > a2 a2 > a3z asz > a4 a4 > a1
a1 = a3 az > ai asz = a; aq >~ aj
as>c c>=b
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Theorem 15.3.3. Let RN be defined by Table 15.3.5 and let V = V,~. Then
PMB*(N,V)=10.

Proof: Assume, on the contrary, that there exists a preimputation x in the
set MB*(N,V). Let S; = {1,2,3}, So = {1,2,4}, S3 = {1,3,4}, and Sy =
{2,3,4}. Frequently used strong objections that use some of the foregoing
coalitions may be constructed with the help of Table 15.3.7 which is deduced
from Table 15.3.5 (see also Table 15.3.6). By (15.1.3), = < u™(«) for some

Table 15.3.7. Constructions of Strong Objections

u(a1) > v (a2)|u®t (a1) > vt (ab)
u®2(az) > u2(as)|u®?(az) > u°2(a3)|u* (as) > u®*(c)
453 (as) S % (a0) [ (as) > w5 (a3)| w51 (c) > ™ ()
w4 (as) > v (ar) [u¥ (aa) > u4(a})

a € A. As A has 10 elements, we proceed by distinguishing the arising 10
possibilities. First we shall consider the following case:

z < u(ay). (15.3.1)

As ay = a1, (S4,u%(a4)) is a strong objection at x (see Table 15.3.7). Note
that a4 is the first, that is, the most preferred, alternative of player 2, the
second alternative of player 3, and note that as is the first alternative of
player 3. So, if & € A\ {a3, a4}, then

\S4ﬂ{i€N|a4Ria}|22.

Thus the foregoing objection can be weakly countered only by (Ss,y) for
some y < u3(a3), or by (T, z) for some |T| > 3 such that 1 € T and some
z <ul(ay), or by ({1},0) (if 2* = 0). Hence 2! < u'(a3). From Table 15.3.7
we conclude that (S3,u5?(a3)) is a strong objection at z. Let a € A. If

|S3N{i € N|aj R a}| <2,

then a € {as,a}, az}. Thus, if (P,y) is a weak counter objection to (S3,u%3 (a3)),
then 2 € P and y? < u?(az). As € MB(N,V) is assumed, there exists a
weak counter objection (P,y) to the foregoing strong objection. We conclude
that 22 < 32 < v?(az). Thus, 2 < v’V (b) and the desired contradiction has
been obtained.

The following 3 cases may be treated similarly to (15.3.1):
z < u(a) for some a € {ag,az,a4}. (15.3.2)

Indeed, if i € {2,3,4} and < u™¥(a;), then Table 15.3.7 shows that
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(Si—1,u® " (ai-1))

is a strong objection at x. A careful inspection of the tables allows to spec-
ify one further strong objection, namely (S;_o,u”-2(a}_,)) if i # 2 and
(Sy,uSt(a})) if i = 2, and again the existence of a weak counter objections
implies that 2 < u™ (b).

The next case is the following case.
z <ul(a}). (15.3.3)

As (S4,u%(ay)) is a strong objection at z (see Table 15.3.7), a careful inspec-
tion of Table 15.3.5 shows that we may proceed as in (15.3.1).

The following 3 cases may be treated similarly to (15.3.3):

z < u®(a) for some a € {a},a},a}}. (15.3.4)

Now we shall consider the 9th possibility:
z < u™(b). (15.3.5)

In this case Table 15.3.7 shows that (S, u”(c)) is a strong objection at x.
If (P,y) is a weak counter objection to the foregoing strong objection, then
an inspection of Table 15.3.5 shows that (P,y) satisfies at least one of the
following properties:

y<u®(c) and 4 € P;
ygup(al) and P = Sy;
y <uf(a}) and P = Sy;
y <uf(ay) and P =S,.

Therefore ¢ < u*(ay4).
at x. Then

=

e conclude that (S4,u51(a})) is a strong objection

{acAl|S;n{ie N |a} R a}| <2} = {a3,a4,a}}.

Hence 2! < u'(a3). Thus, (S3,u%(a})) is a strong objection at 2. The obser-
vation that

{a€eA]|Ssn{ie N|aj R a}| < 2} ={az,as,a3}

shows that 22 < u?(ag) and, thus, (S2,u2(a})) is a strong objection at 2. We
compute

{a€cAl|Sen{ie N |a} R a}| <2} = {a1,az,a3}.

Thus, if (P,y) is a weak counter objection to (S, u2(a})), then 3 € P and
y3 < u3(ay). We conclude that 23 < u3(a1). Therefore, again, z < u® (b).
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Finally, we have to consider the following case.
z <ul(c). (15.3.6)

Then (Sy,u5*(ay)) is a strong objection at x (see Table 15.3.7). If (P,y) is
a weak counter objection to (S4,u5*(a4)), then (1) P = S3 and y < u®(a3)
or (2) 1 € P and y < uP(a4). Hence, v' < ul(az) and (S3,u%(a})) is a
strong objection at . We may now continue as in (15.3.5) and deduce that
< ulv(b).

By (15.1.3), the domain defined by (15.3.1) — (15.3.6) is equal to V(N). Hence,
we have derived a contradiction to the required weak Pareto optimality in all
possible 10 cases. q.e.d.

15.3.2 Non-levelled Games

Let N be a finite nonempty set and let (N,V) be an NTU game. For any
A€ AY, (see Section 13.1 for the definition of “viable”) let (NN, v,) be the
TU game defined in (13.1.1), and let ¢ > 0. For ) # S C N let f{; : R — RS
be defined by

1
14 (vA(S) = A9 - x)4

fis(@)=xz+e¢ (1 - ) xs forall z € RS, (15.3.7)

Note that

||f5s () — 2]|oo < € for all z € RY; (15.3.8)
2,7 €RIN 2 =0T =2\ fis(x) =\ (@)  (15.3.9)

The following lemma is useful.

Lemma 15.3.4. Let 2,7 € R®, i € S, and assume that ¢ < ﬁ

(1) If \o -2 < A% -7 and 2* > T, then (fis(yc))z > (fis(%))t

(2) If A5 -z < uA(S), then X9 - f5s(z) < ua(S).

(8) XS -z < XS -Z if and only if \¥ - fis(z) < N f5s(2).

(4) The mapping f5s is bijective.

Proof: (1) is an immediate consequence of (15.3.7). In order to verify the
remaining statements, let f = f{s and define, for t € R, g(t) = A f(txs)-

In order to prove (2), by (15.3.9) it suffices to show that, for all ¢ such that
tA(S) < ua(S), g(t) <vr(S). Ase < ﬁ and 14+ vy (S) — tA(S) > 1,
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In order to verify (3), it suffices to show that g is monotonic, that is, for
t, iR, ~ ~
t<t=g(t) <g(t). (15.3.10)

If tA(S) > va(S), then tA(S) > ux(S) and, by (15.3.7), f(txs) = txs and
fltxs) = txs, so that (15.3.10) is valid in this case.

In view of (2) it suffices to show that ¢'(¢t) > 0 for all ¢ satisfying tA(S) <
vA(S). The observation that

g (t) = \(S) (1 —ey w(ggs_) tA(S))2> > A\(S)(1 — A(S))

completes the proof of (3).
Note that by (15.3.7) and (15.3.8)

{f(z+1txs) |t € R} = {x +txs |t € R} for all z € RY.

Hence, by Statement (3), f is bijective. q.e.d.
For any 0 # S C N, let V{(S) = f5s(V(9)). Also, put VE(0) = 0.

Lemma 15.3.5. Ife <1, then (N,Vy) is an NTU game.

Proof: Let W =V, let S be a coalition, and let f = f{s. Then W(S) # 0,
because W(S) = f(V(5)). By continuity of f and (15.3.8), the image of a

closed set under f is closed. Hence W (S) is closed. As V(S) N (z + R¥) is
bounded for any x € R®, (15.3.8) implies that W (S) N (z + R¥) is bounded.

In order to show that W (S) is comprehensive, let ¥ € W (S) and y < y. Then
there is € V(S) such that f(z) = y. By the surjectivity (see (4) of Lemma
15.3.4) of f, there exists € R such that f(z) = y. By (1) and (3) of Lemma
15.3.4, x < z. As V(S) is comprehensive, x € V(5). q.e.d.

Lemma 15.3.6. Let e < 1.

(1) If (N,V) is zero-normalized, then (N,Vy) is zero-normalized.
(2) If (N,V) is superadditive, then (N,VY) is superadditive.
(8) (N, VYY) is non-levelled.

Proof: Let W = Vy.

(1) Assume that (N,V) is zero-normalized and let ¢ € N. Then vy({i}) = 0
and (2) of Lemma 15.3.4 shows (1).

(2) Assume that (IV,V) is superadditive, let S,T C N be disjoint coalitions,
and let y € RSV such that y° € W(S) and y* € W(T). Let 2 € RY7T be
determined by the requirements that f{s (z%) = y° and fir (2T) = yT. As
(N, V) is superadditive, we conclude that = € V(S UT) and that
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oA(SUT) > max{\% - 2% + u\(T), \T - 2T + v\(9)}.

Therefore, f{sur(x) > y and comprehensiveness of W (S U T) completes the
proof of (2).

(B)Let 0 #S C N, f = fis, gy € W(S) and y < y. It remains to show that
there exists z € W(S) such that z > y. Let = € V(S) such that f(z) =y and
let i € N be such that y* < . For § > 0 define 25 = 7 — dX{i}- By continuity
of f there exists § > 0 such that (f(Zs))! > y*. As \- 25 < A+ Z, f(Zs) > .
Comprehensiveness of V(S) guarantees that s € V(5), hence z = f(Z5) has
the desired properties. q.e.d.

Remark 15.3.7. Let (N, V) is a simple majority voting game. Then AY, =
A4, because (N, V) is compactly generated.

Lemma 15.3.8. Let (N,V) is a simple majority voting game, X € Ay, and
let (ex)ken be a real sequence such that 1 > ¢ > 0 and limg_, e = 0. If
PMB*(N,ViF) # 0 for all k € N, then PMB*(N,V) # 0.

Proof: Let V;, = Vi* and z;, € PMB(N, V). Then ((2x)+)ren has a con-
vergent subsequence, let us say, it is convergent and the limit is z. As xp —
exxny € V(N), we conclude that (zx —epxn)+ € V(N), so z € V(N). As
V(N) C VE(N) for € > 0, x is weakly Pareto optimal. In order to show that
r € MB(N,V) let (P,y) be a strong objection at 2. As ¥ > 0, y > 0. Also, if
there exists i € N\ P such that z* = 0, then ({i}, 0) is a weak counterobjection
to (P,y). So, we assume that P D {i € N | z° = 0}. As Vj(P) D V(P), there
exists yi such that yy is Pareto optimal in (P, V%) and yx > y. Therefore, for
almost all k, say for all k£ € N, (P,y) is a strong objection at z; with respect
to Vi. As xp, € PMB(N, V), there exists a weak counterobjection (Qy, zx) to
(P, yi). Then there exists @ C N such that @ = Qy for almost all, say for all,
k € N. Also, ((zx)+)ren has a convergent subsequence, say, it is convergent
and the limit is z. We conclude that z € V(Q) and, hence, (Q, z) is a weak
counterobjection to (P, y). q.e.d.

Now we are ready to prove the nonexistence result.

Theorem 15.3.9. There exists a superadditive non-levelled NTU game (N,U)
such that PMB(N,U) = 0.

Proof: Let (N, V) be a simple majority voting game defined in Section 15.3.1.
Hence PMB*(N,V) = (. Let A € A, ;. By Lemma 15.3.8 there exists 0 <
d < 1 such that PMB*(N,Vs) = 0 for all ¢ < 4. By Lemma 15.3.6 and
Remark 15.3.2, (N, Vy) has the desired properties. q.e.d.

Exercises

Let A be a set of alternatives, let RY € L(A)Y, and let u? € UR" and
V=V,w.
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Exercise 15.3.1. Prove the following statements.

(1) If z € PMB*(N,V), then zy € MB*(N,V).

(2) Let |N| be odd and let z,y € X(N,V),z <y. If y € PMB*(N,V), then
x € PMB*(N,V).

Exercise 15.3.2. Let (N, V) be the simple majority voting game defined in
Example 15.2.1. Find an element of MB*(N, V).

15.4 Existence Results for Many Voters

We present here two models, in which special assumptions about the distribu-
tion of preferences in the population of voters lead to existence results when
there are many voters.

The first model is probabilistic. Let A be a fixed set of m alternatives, and
let L = L(A). We assume that each R € L appears with positive proba-
bility pr > 0 in the population of potential voters, where ) .., pr = 1.
Now let (R");en be a sequence of independent and identically distributed
random variables such that Pr(R? = R) = pg for all i € N, R € L. Let
RN = (R',...,R") be the corresponding random profile of preferences for
n voters, and let (N,V(RY)) be the random simple majority voting game
N,RN _ (ui,Ri)

that is associated via some utility representation icn for each

realization RN of RY.

We are going to prove that in this model the limiting probability, as n — oo,
that the bargaining set and the Mas-Colell bargaining set are nonempty, equals
1. We note that the analogous statement does not hold true for the core. In the
case of the core, the limiting probability in question is that of the existence of
a weak Condorcet winner. This has been studied quite a lot in the literature
(see, e.g., Sen (1970) and Gehrlein (2002)). In the simplest set-up, where
PR = # for every R € L(A), it is known that the limiting probability that
there exists a weak Condorcet winner is strictly less than 1 for every m > 3,
and it tends to 0 as m — oo. In the more general set-up that we consider
here, it is even possible to choose pr > 0 so that this limiting probability will
equal 0 (see Example 15.4.4 below).

Define, for j =1,...,m,

gj(p) =g =min > pp.
ReL:a=t;(R)

Aspr > 0forall R€ L, e; > 0. Note that for any v < 1,
lim Pr <RN € {RN eV ‘mi£|{i EN|a=tj(R)H} > ’yqn}) =1.
n—oo ac

(15.4.1)
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Theorem 15.4.1.

lim Pr (M (N,V (RN)) #0) = lim Pr(MB(N,V (RY)) #0)=1.

n—oo n—oo

Proof: Call RN € LV good if for all & € A there exists i« € N such that
o =ty (RY). If RY is good, then 0 € M(N, V), where V =V, y x~. Regarding
MB(N,V) when RN is good, we distinguish two cases. If there is a weak
Condorcet winner «, then u™V:F" (a) € MB(N,V). If no such « exists, then
0 € MB(N,V). Thus we see that in order to prove both parts of the theorem,
it suffices to show that R" is good with probability tending to 1 as n tends
to infinity. This fact is implied by (15.4.1) applied to j = m. q.e.d.

As shown in the next theorem, the probability that a positive fraction of voters
may receive maximal utility in the Mas-Colell bargaining set tends to 1 if n
tends to infinity.

Theorem 15.4.2. If e* < e1(p), then

lim Pr(‘{z’ € N‘H z€ MB(N,V(RM) :xizui’Ri(tl(Ri))H zs*n) —1.

n—oo

The following lemma is used in the proof of Theorem 15.4.2.

Lemma 15.4.3. Let (N, V) be a zero-normalized superadditive NTU game,
i € N, and x € RY such that z is weakly Pareto optimal in V(N) and 27 =0
forallj € N\{i}. IfC(N,V) =0 and C(N\{i},V) =0, thenx € MB(N,V).

Proof: Let (P, y) be an objection such that P is maximal. By superadditivity
N\{i} C P.Ifi € P, then there exists a counter objection, because C(N, V) =
(. If P = N\{i}, then there exists a counter objection, because C(N\{i},V) =
0. q.e.d.

Proof of Theorem 15.4.2: By (15.4.1), by (2) of Remark 2.2, and by Lemma
15.4.3 it suffices to prove that

lim Pr(C (N,V(RY)) =0 and 3i € N:C (N\{i},V(RY)) £0) =0. (15.4.2)

n—oo

Let RN be a realization of RY and let u¥ = uN’RN, V = V,~. Define a binary
relation >z~ = > on A as follows. For «, 5 € A, a # (3, define

a>pfe|{ie N|aR BY=1+[n/2.

Claim: If C(N, V) =0 and C(N \ {i},V) # 0 for some ¢ € N, then there exist
a,f3 € A, a # 3, such that ar> . Indeed, if C(N\{i}, V) # 0, then there exists
B € A such that ™M\ (3) € C(N\ {i}, V). As uV(B) ¢ C(N,V), there exists
o € A\{B} suchthat [{j € N |a R7 B} > %. Yet, [{j € N\{i} |« R 5}| < 2
and therefore a > 3.
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Define qf; 5 = Pr (RN e {RN € LN | a>gy 8Y).
In order to prove (15.4.2), it suffices to prove that lim,_ .o 4,5 = 0. Let

q= ZREL:&R,BPR' With r = r(n) = 14[n/2] we obtain Ao p = (Z)qr(l—q)”fr.
We distinguish two cases. If n is even, then r = § + 1 and

4= (” - 2) T-gr? < <2> 2ol — gy < )

rlrl22r—4-

Using k! ~ 27k (%)k yields

(2r)! 16 0
plplp2r—4 = rr oo U

Similarly, we may approximate g;, 5 if n is odd. q.e.d.

The next example shows that MB cannot be replaced by M in Theorem
15.4.2.

Example 15.4.4. Let A = {a,b,c} and let p satisfy pri > % fori=1,2,3,
where the R’ are defined by Table 3.1. Then

lim Pr(RY € {RY | a =gy bpn ¢ =gy a}) =1,
n—oo

hence, the probability that the core is empty tends to 1 if n tends to infinity.
Also, if (N, V) is a realization of (N,V(RV)) such that C(N,V) = (), then
x € M(N,V) implies 2 < u®f' (t;(R?)) for all i € N. Indeed, this statement
can be proved as follows: Let (N, Vv ), uy € UR" for some RN € L(A)YN, bea
majority voting game whose core is empty. Let i € N and let z € V(N) N Rf
satisfy 2 = u'(a), where a = t;(R"). Hence, z < u”(a) and there exists
B € Asuch that 8 =gy a. Let P = {j € N | 8 R a} and let y = uf(3).
Then (P, y) is a justified strong objection in the sense of M of any voter j € P
against ¢ so that = ¢ M(N,V).

The second model involves replication. Let A be a fixed set of m alternatives,
and let L = L(A). Let N = {1,...,n}, let RN € LV, and let vV € UR" In
order to replicate the simple majority voting game (N, V,n~), let k € N and
denote

EN ={(,i)|i €N, j=1,...,k}.

Furthermore, let RU%) = R and v = v’ for all i € N and j = 1,... k.
Then (kN, V.n) is the k-fold replication of (N, V,~).
Theorem 15.4.5.

n+2,ifn is odd,
5 +2, if n is even,

Ifk > { } then MB(EN, Vi) # 0.
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Proof: If a is a weak Condorcet winner with respect to R, then u*V () €
MB(EN, Vv ). Hence we may assume that for every a € A there exists
B(c) € A such that 3(a) =g~ . Let T € RY be any weakly Pareto optimal
element in V,~ (N). We define 2 € R¥Y by 20 = 7 and 2 = 0 for all
i€ Nand j=2,...,k and claim that © € MB(kN, V~). Let (P,y) be an
objection at x. Then there exists a € A such that y = u”’(a). Let 8 = ()
and let T = {i € N | 8 R* a}. Then

ndl  if nis odd

> 2 ) )
71 = { 5 +1,if n is even. (154.3)
Let Q = {(j,i) | i € T,j = 2,...,k} and define z € R? by 209 = y#(3) for
alli€ T and j = 2,...,k Then |Q| = (k — 1)|T| and z > (y""?,2@\"). By
(15.4.3), |Q| > % So, (Q, z) is a counter objection to (P, y). qg.e.d.

By means of an example it may be shown that replication may not guarantee
non-emptiness of the classical bargaining set. Indeed, consider the game of
Section 15.3.1 with n = 4 and m = 10 alternatives.

By Theorem 15.3.3 the extended prebargaining set is empty. The proof pro-
ceeds by contradiction and it may be modified in order to show that
M(EN,Vyen) = 0 for every k. Assume that x € M(kN, Vyen). Then ¢V <
uFN () for some o € A. As in the proof of Theorem 15.3.3 we may distinguish
10 cases, because |A| = 10. The justified objections may be replaced by their
k-fold replications; e.g., with Sy = {2,3,4}, (S4,u"*(a4)) is a strong objection
at any imputation z < u”(a;). The k-fold replication of this objection is a
strong objection at z*Y < u*N(a;) of any copy (j,4) of player 4 against any
copy (¢,1) of player 1 and the existence of a weak counter objection of (¢, 1)
against (j,4) implies that 2“1 < u!(a3). We may continue along the lines of
the proof of Theorem 15.3.3 and show that ¥V < «*~(b) and all other cases
lead to the same contradiction in a similar way.

15.5 Notes and Comments

The results of Subsection 15.1.2, Section 15.2, and Section 15.4 are due to
Holzman, Peleg, and Sudhélter (2007), who also show that the Mas-Colell
bargaining set of a simple majority voting game with an odd number of players
may be empty.

Section 15.3 is based on Peleg and Sudhdlter (2005), who provide a different
proof of a statement that is slightly weaker than the statement of Theorem
15.3.9.

Finally we remark that there are well-known voting rules other than simple
majority voting. Any of these rules, together with a profile of linear orders
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on the alternatives, leads to some strategic game so that other NTU voting
games arise via a-effectiveness. The two voting games that are associated
with plurality voting and approval voting are introduced and discussed by
Peleg and Sudhélter (2004). A structural difference between simple majority
voting games and plurality (or approval) voting games is that the latter may
depend on the utility representation of RV in the sense that two plurality (or
approval) voting games associated with R may not be derived from each
other by a monotone transformation. Hence, nonemptiness of a bargaining
set may depend on the utility profile of RV for voting games associated with
plurality or approval voting, whereas the nonemptiness of a bargaining set may
only depend on RY for simple majority voting games (see Remark 15.1.3).



16

Variants of the Davis-Maschler Bargaining Set
for NTU Games

In this chapter a further generalization of the classical bargaining set to NTU
games with coalition structures, the ordinal bargaining set, is discussed as
well as the ordinal generalizations of the (semi-)reactive bargaining set and a
generalization of the prekernel to NTU games.

Section 16.1 is devoted to an existence theorem for the ordinal bargaining set.
A theorem of Billera is the basic tool to show nonemptiness.

In Section 16.2 the theorem of Billera is proved.

Finally, several NTU extensions of the reactive bargaining set, of the semi-
reactive bargaining set, and of the prekernel are studied in Section 16.3. Ad-
equate modifications of the existence proof of the ordinal prebargaining set
also imply nonemptiness of the ordinal (semi-)reactive prebargaining set. Fur-
thermore, we introduce the bilateral consistent prekernel, a subsolution of the
cyclic prekernel, and discuss several illuminating examples.

16.1 The Ordinal Bargaining Set M°

This section is devoted to the ordinal bargaining set, a modification of M,
which coincides with M on TU games and which allows us to generalize
Theorem 4.2.12. In order to introduce M?°, let (N,V,R) be an NTU game
with coalition structure and let x € X = X(N,V,R). If R € R and k,{ € R,
k # £, such that k has a justified objection against ¢ at z, then we write
k =M ¢ (compare with Definition 4.2.1) or, simply, k =, £. We denote by
t >£A =t the transitive closure of =,. That is, k t =, £ iff there exist players
i9,...,1p € R such that ig =k, i, = ¢, and ij_1 >, i; forall j =1,...,p.

Definition 16.1.1 (Asscher (1976)). The ordinal prebargaining set of
(N,V,R), PM°(N,V,R), is defined by
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PMO(N,VR)={z € X |Vk,l e RERk# L : k=, L =1("~, k}
and the ordinal bargaining set of (N,V,R), M°(N,V,R), is
MO(N,V,R) = PM°(N,V,R) N I(N,V,R).

Furthermore, the ordinal bargaining set and the ordinal prebargaining set of
the NTU game (N, V), M°(N,V) and PM°(N,V) are the ordinal bargaining
set and the ordinal prebargaining set of the NTU game with coalition structure

(N,V.AN}).
Remark 16.1.2. (1) PM is a subsolution of PM°.

(2) On any set of NTU games with coalition structures PM? and M satisfy
COV.

Remark 16.1.3. Definition 16.1.1 can be given in a completely symmetric
form:

PMO(N,V,R)={z € X |[Vk L€ RERk#L: k', 0= 0", k}.

In the case of TU games with coalition structures the ordinal bargaining set
coincides with the bargaining set. Indeed, the following result holds.

Lemma 16.1.4 (Billera (1970a)). Let (N,v) be a TU game, (N,V,,) be the as-
sociated NTU game, and R be a coalition structure for N. Then
PM(N,v,R) = PM°(N,V,,R).

Proof: By Remarks 15.1.1 and 16.1.2 (1),
PM(N,v,R) € PM°(N,V,,R).

If 2 € PM(N,V,,R), then, by Lemma 4.2.9, =™ is acyclic. Hence, == ()
and, consequently, x € PM°(N,v,R). g.e.d.
Now we state the main result of this section.

Theorem 16.1.5 (Asscher (1976)). If (N,V,R) is an NTU game with coali-
tion structure such that I(N,V,R) # 0, then M°(N,V,R) # 0.

The foregoing theorem is a direct consequence of the following theorem. If
(N,V,R) is an NTU game with coalition structure and if o € RY, denote

Xo(N,V,R) = X(N,V,R) N (o + RY).

Theorem 16.1.6. Let (N, V,R) be an NTU game with coalition structure,
let € RY | and denote X, = Xo(N,V,R). If a < (v')ien and Xo # 0, then
PMO(N,V,R) N Xy # 0.
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Indeed, Theorem 16.1.5 is a special case of Theorem 16.1.6, because I(N,V,R)

vi)ien-
We postpone the proof of Theorem 16.1.6 and we shall first present a corollary
and three lemmata.

Corollary 16.1.7. If (N,V,R) is an NTU game with coalition structure, then
PMC(N,V,R) # 0.

Throughout this section we shall assume that (N, V,R) is an NTU game with
coalition structure and that o € RY satisfies o < v* for all i € N and
Xo = Xa(N7‘/7R) 7& 0.

Lemma 16.1.8. Let k,{ € RER, k # (. Then G={x € X, | k =M (} is
open in the relative topology of X, .

Proof: Let = € G. Then there exists a justified objection (P,y) of k against £
at z. Then there exists a neighborhood U of x in X, such that if Z € U, then
(P,y) is an objection of k against ¢ at Z. We claim that there exists an open
subset U’ of U such that x € U’ and (P, y) is a justified objection of k against
¢ at every element of U’. Assume, on the contrary, that there exist sequences
(xj)jen and (Q;, 2;) en such that z; € U, (Qj,z;) is a counterobjection to
(P,y) at x; for all j € N, and lim;_,o, 2; = x. By the finiteness of 7y (V) we
may assume without loss of generality that Q; = @ for all j € N. Moreover,
by (11.3.3), we may assume that lim; ., z; = z. These assumptions imply
that (@, z) is a counterobjection to (P,y) at x, which yields a contradiction.

q.e.d.

Definition 16.1.9. An |N| x |N| matriz of functions (di())keen is a de-
mand matrix if, for all k,{ € N, diy : Xo — Ry is a continuous mapping
and dye(x) >0 iff kb, € RER, k #{, and k =M ¢.

Remark 16.1.10. There exists a demand matrix. Indeed, let R € R, k,£ €
R, k # ¢, and let X3y = {v € X, | k #2 ¢}. Choose x € X, such that
2t = af. Then x € Xy, because ({I},v*) is a counterobjection to any objection
of k against ¢ at x. Hence, Xy, # 0. By Lemma 16.1.8, X}, is closed. Define
dre(x) = p(x, Xie), which is the distance between z and Xyp (see (4.2.1)).
Then dge(-) is continuous. Also, if k € R and ¢ € N \ R or ¢ = k, then define
die() = 0. Then (die)k een is a demand matrix.

Let (dke(-))k,cen be a demand matrix. For all © € X, (N, V,R) we denote

Ag(x) = (den(x) — dye(x)) for all k € N. (16.1.1)
LeN

Lemma 16.1.11. Let R € R and let € X,. If, for allk € R, Ai(z) > 0
(Ar(z) <0), then Ag(x) =0 for all k € R.
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Proof: By definition Ay (x) = >, z(der(x) — dre(x)). Hence,

0< (=) Ap@) =D > (dek(x) — diel)) = 0.

kER kERIER

Thus, Ag(z) =0 for all k € R. q.e.d.

The proof of the following lemma is based on a theorem due to Billera (1970b).
The next section is devoted to the proof of this theorem (Theorem 16.1.13).

Lemma 16.1.12. There exists £ € X, such that Ag(§) =0 for all k € N.

Proof: Let E, = {z € X, | Ax(z) < 0}. As Aj(-) is continuous, F, is closed.
Also, if x € X, such that ¥ < v*, then dg(z) = 0 for all £ € N. Hence,
Ep 2 {z € X, | z¥ <} D {z € X, | 2*¥ = oF}. Furthermore, by Lemma
16.1.11, for each x € X, and each R € R there exists k¥ € R such that
Ag(z) < 0. Hence, for each R € R, U,cp Ex = Xa. By Theorem 16.1.13,
Nken Ex # 0. By Lemma 16.1.11, if £ € [,y Ek, then Ax(§) = 0 for all
ke N. q.e.d.

Proof of Theorem 16.1.6: Let £ € X,, satisfy Ap(§) = 0 for all k € N.
We claim that £ € PM°(N,V,R). Assume, on the contrary, that there exist
R € R and k,/ € N, such that k »é‘/‘ ¢ and ¢ t%é"l k. Let now

Rt ={fyu{ie R| ('~ i} and R~ = R\ R*. Clearly, { € R* and
ke R™. Also, ifi € Rt and j € R™, then i %?A Jj and, therefore, d;;(§) = 0.
We now compute

0= ZieR+ Az(f) = ZigR+ ZjER (djz(g) - dlj(g))
=2 ier+ 2jer- (d5i(&) — di;(§))
= ZigR+ ZjeR* dji(g) > 0.

The inequality is valid, because dg¢(£) > 0. Hence, the desired contradiction
has been obtained. q.e.d.

Theorem 16.1.13 (Billera (1970b)). Let (N,V,R) be an NTU game with
coalition structure and let o € RN satisfy off € V(R) for all R € R. If E;,
i € N, are subsets of Xo(N,V,R) such that

(1) E; is closed for everyi € N,

(2) E; 2{z € Xo(N,V,R) | 2* = &'} for alli € N, and

(3) Uicr Bi = Xo(N,V,R) for all R € R,

then (N;eny Ei # 0.

The proof of Theorem 16.1.13 is postponed to Section 16.2. We conclude this
section by an example.
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Example 15.1.2 (continued). We claim that

(16.1.2)

o _ N
PM (N,V,'R)—{xER :C2>0,{E3:.’E4:0

2t 2?2 =1,2">0, }
The proof of (16.1.2) is left as Exercise 16.1.1.

Exercises

Exercise 16.1.1. Prove (16.1.2).

Exercise 16.1.2. Find an example of an NTU game whose ordinal prebar-
gaining set does not contain any Pareto optimal element.

Exercise 16.1.3. Let N ={1,...,5}, let
Sl = {1727435}752 = {3>475}753 = {13435}a 54 = {17273}785 = {435}a

and let (N, V) be defined by V(S;) = {z € RS | 32* +2(S;) < 16}, V(Sy) =
{z € RS2 | 32° + 2(Sy) < 14}, V(S3) = {x € RS | (S5) < 6}, V(N) =
{x € RN | (N) < 5}, V(S;) = {z € RS | x(S;) < 15}, j = 4,5,
and V(S) = {z € R% | 2(S) < 0} for all other ) # S C N. Show that
(1,...,1) € M°(N,V).

Exercise 16.1.4. Let (N,V) be the NTU game defined in Exercise 16.1.3.
Deduce that PM? does not satisfy RGP on any set of non-levelled NTU games
with coalition structures that contain (N, V,{N}).

16.2 A Proof of Billera’s Theorem

In order to prove Theorem 16.1.13 let (N, V,R) be an NTU game with coali-
tion structure and a € RY such that off € V(R) for all R € R. Without
loss of generality we shall assume throughout this section that o = 0 € RY
(otherwise replace V(S) by V(S) +a®, S C N, and « by 0).

Note that under our assumption

Xo=Xo(N,V,R) = [[ (V(R).NRE).
ReER

Let E, i € N, satisfy the conditions of Theorem 16.1.13. It suffices to con-
struct closed subsets W(R) of V(R). NRE, R € R, such that

N (E n 1 W(R)) #0. (16.2.1)

1EN RER
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To this end let R € R and denote
P(R) = {z® e V(R) | 2T > 0%}.

If P(R) = (), then define W(R) = {0%}. If P(R) # 0, then let W(R) =

(P(R))e, where P(R) denotes the closure of P(R).

By definition, W(R) is closed for every R € R. We shall now prove that
W(R) CV(R). NRE.

Lemma 16.2.1. Let R € R. Then W(R) C V(R). NRE.

Proof: If P(R) = 0, then 0% € V(R), because X, # 0. Hence, W(R) =
{0%} C V(R).. Thus, assume that P(R) # 0. If 2% € V(R), 2% > 0%, and
2 ¢ V(R)., then there exists y* € V(R) such that yf* > 2® > 0. Hence
y® € P(R) and 2% ¢ W(R). q.e.d.

The next three lemmata imply (16.2.1).
Lemma 16.2.2. Let R € R such that P(R) # (. Then 2% € W(R) iff

zft € P(R) and there does not exist y® € P(R) such that y* > 2% and 2° = 0
for everyi € {j € R| 27 =y’}.

Proof: If 2% € P(R) satisfies the conditions of the lemma, then, clearly,
zf € W(R). Assume now that zf* € P(R) and there exists y® € P(R) such
that yf > 2% and 2’ = 0 for all i € R such that 2 = y*. Let

Rt ={icR|y" > z'}.
As y® > 2B RT # 0. Let ¢ = min;ep+ (' — 2%) and let
B(yf,e) = {zf e RE | |2' —y'| < e Vi € R}.
As y € P(R), there exists 2% € B(yf,e) N P(R). For each i € R\ R™,
2'>0=2' Foreachi € Rt, 2 —a2' = 2" — gy’ + 9y — 2 > —c + & = 0. Hence
28> 2% which proves that 2% ¢ W(R). q.e.d.

Let Hg, R € R, be defined by

{x e RE | 2(8) =1}, if P(R) #
Hr = { (o) Jif P(R) =

0,
0.
Lemma 16.2.3. Let R € R. Then there exists a continuous function

dr : Hr — Ry such that dg(h)h € W(R) for all h € Hr and such that
vr: Hgp — W(R), h— dg(h)h, is a homeomorphism.

Proof: If W(R) = {0}, let dr(0f) = 1. Assume now that P(R) # 0.

Then 0% ¢ W(R). Hence, for any z € W(R),9g(z) = =@ € Hr so that

9r : W(R) — Hp is continuous.
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We now show that ¥y is injective. Assume, on the contrary, that there exist
x,y € W(R) such that z # y and z/2(R) = y/y(R). Without loss of generality
we may assume that y(R) > x(R). Therefore, y > x and z* = 0, whenever
2" = y'. Hence x ¢ W (R) by Lemma 16.2.2, which is the desired contradiction.

We now show that ¥ is surjective. Let h € Hg and let

Then r(h) N P(R) # 0, because P(R) # 0. Let = be the vector with the maxi-
mal Euclidean norm in 7(h) N P(R). We claim that © € W(R). Assume, on the

contrary, that there exists z € P(R) such that z > . By comprehensiveness,
{ueRE |u <z} C P(R). Let

2
t = min { -
T
Then ¢ > 1 and 0% < tx < 2. Hence, tx € P(R). Also, tx € r(h), because

x € r(h). In view of the fact that |tz| = t||z|| > ||=||, we have reached the
desired contradiction.

iGR,xi>O}.

As W(R) is compact, ¥ is a homeomorphism. Define now pr = 19&1. Clearly,
wr(h) = dr(h)h for some suitable function dr which satisfies dg(h) > 0 for
all h € Hg (because 0 ¢ W(R)). Now, dr(h) can be expressed as

1Pl _ ldr(W)R]l _ [ler(P)]

dr(h) = dgr(h)

Ixll 7] 2 -
hence it is continuous. q.e.d.

Let ¢r, R € R, be homeomorphisms that satisfy the conditions of Lemma
16.2.3. Define ¥ : [[per W(R) — [lgper Hr by 9 = [Iper ¥5'- Let E; =
19(@1) for all i € N, where E; = E; N [Izer W(R). Then E; is closed and
E; D {ze€ H(R)|z" =0} for all i € N, where H(R) = [1rer Hr- Also, for
each R € R, U;cr E; = H(R). Therefore, in order to show (16.2.1), it suffices
to show the following lemma.

Lemma 16.2.4 (Peleg (1967a)). If E;, i € N, are subsets of H(R) such that

(1) E; is closed for everyi € N,

(2) E; 2{x € HR) |2 =0} for alli € N, and
(3) Uicr £i = H(R) for all R € R,

then ;e Ei # 0.

Proof: Let (N,v) be the TU game that is defined by v(S) = 0 for every
S € 2V \ R and, for every R € R, by
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(1. P(R) £0,
U(R)_{OJfP(R):(Z).

Then I(N,v,R) = H(R). Hence the proof is completed by applying Lemma
4.2.11. q.e.d.

Exercises

Exercise 16.2.1. Show that PM? is an ordinal solution on any set of NTU
games with coalition structures.

Exercise 16.2.2. Show that the core is an ordinal solution on every set of
NTU games with coalition structures.

16.3 Solutions Related to MZ°

For classes of TU games several bargaining sets are of interest (see Chapter 4).
Moreover, the kernel and the prekernel may be regarded as close relatives of
the (unrestricted) bargaining set. In the present section we shall discuss some
possible extensions of the reactive bargaining set, the semi-reactive bargaining
set, and the kernel for NTU games with coalition structures.

16.3.1 The Ordinal Reactive and the Ordinal Semi-Reactive
Bargaining Sets

As we have already defined objections and counterobjections (in
Section 15.1.1), we may now define the reactive and the semi-reactive pre-
bargaining sets of an NTU game (N, V,R) as in Definitions 4.4.2 and 4.4.4.
Just the TU coalition function v has to be replaced by the NTU coalition
function V' wherever it occurs.

Clearly, for any NTU game (N, V,R) with coalition structure,
PM.(N,V,R) € PMy(N,V,R) C PM(N,V,R).

Hence, all these sets are empty for the game of Example 15.1.2. This fact
motivates us to define the ordinal variants of the reactive bargaining set and
of the semi-reactive bargaining set (PM;(-,-,-), M2(-,-,-) and PMZ, (-,-, "),
M2, (-,-,+)), by literally copying Definition 16.1.1. Just the binary relation >,
has to be defined by =, = =Mror =, = =Ms respectively. Note that
tw _ remains the transitive closure of >.
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Remark 16.3.1. Let (N, v, R) be a TU game with coalition structure. Then
the relations =*r and =:" are subsets of =/. Hence Lemma 4.2.9 implies
that

PMI(M,Vy,R) =PM(N,v,R),PM.(M,V,,,R) = PMg(N,v,R).

We shall now prove the existence result for the ordinal reactive bargaining set
and for the ordinal semi-reactive bargaining set.

Theorem 16.3.2. Let (N,V,R) be an NTU game with coalition structure,
let « € RN, and denote Xo = Xo(N,V,R). If @ < (v');en and Xo # 0, then
PMIN, V,R)N Xy # 0 and PMZ.(N,V,R)N X, # 0.

Proof: A careful inspection of the proof of theorem 16.1.6 shows that our
theorem is shown as soon as the following variants of Lemma 16.1.8 and of
Remark 16.1.10 are proved:

(1) If k,£ € R € R,k # ¢, then both
{z € X, | k=M ¢} and {z € X, | k=M 0}
are open in the relative topology of X.

(2) There exist a demand matrix with respect to M, and a demand matrix
with respect to Mg,.. (Here a demand matrix with respect to M,. or M,
is defined as in Definition 16.1.9; just = has to be replaced by = or
=M.+ respectively.)

The proof of (1) is similar to the proof of Lemma 16.1.8 and left as an exer-
cise (Exercise 16.3.4). Moreover, analogously as in Remark 16.1.10, a demand
matrix with respect to M. or with respect to M, can be constructed. q.e.d.

Let (N, V,R) be an NTU game with coalition structure. By Theorem 16.3.2,
if I(N,V,R) # 0, then M2(N,V,R) # . This fact was already mentioned by
Granot and Maschler (1997). The ordinal semi-reactive (pre)bargaining set
was mentioned in Sudholter and Potters (2001).

The inclusions of (4.4.5) are no longer valid in the NTU case. Indeed, by
means of examples (see Exercise 16.3.5) it may be shown that neither the or-
dinal reactive (pre)bargaining set is a subsolution of the ordinal semi-reactive
(pre)bargaining set or of the ordinal (pre)bargaining set, nor the ordinal semi-
reactive (pre)bargaining set is a subsolution of the ordinal (pre)bargaining set.

16.3.2 Solutions Related to the Prekernel

In order to generalize the prekernel to NTU games with coalition structures,
it is useful to define the individual excesses of a coalition at a payoff vector.
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We shall first recall the definition of excess with respect to a TU game. Let
(N,v) be a TU game, z € RY, and ) # .S C N. Then, for all k € S,

e(S,z,v) = v(S) — (S) = max{t’ € R | (zF + t*,25\*}) € V,(9)}.

Hence, if (N, V) is an NTU game and if k£ € S, then the individual excess of
kin S at x, e*(S,z,V), may be defined by

(S, 2, V) = max{th e R | (zF 4+ t*, 25\ F}) e V(S)}

(max ) = —o0). By (11.3.1), (11.3.3), and (11.3.4), e*(S,z, V) is well defined
and €¥(S,z,V) < co. Now, if k,£ € N, k # £, then the mazimum surplus of k
against £ at x, sge(x, V), is given by

spe(z, V) = max e¥(S,z,V)

S€TLy
(see Definition 4.2.5).

Remark 16.3.3. Let k € S C N and assume that V' (.S) is non-levelled. Then
the function g = €¥(S,-,V) : RV — RU {—oco} is continuous, that is, both g
and —g are lower semicontinuous (see Section 10.1 for the definition of Isc).

The straightforward proof of the foregoing remark is left to the reader (see
Exercise 16.3.6).

Remark 16.3.4. Forall k,/ € N, k #/,
spe(z, V) > eF({k},z, V) = oF — 2F;

thus sge(z, V) € R. Assume now that (N, V) is non-levelled. Then, by Remark
16.3.3, sge(-, V) : RY — R is a continuous function.

Throughout this section we restrict our attention to NTU games with coalition
structures (N, V,R)) such that V(R), R € R, is p-smooth (see Definition
14.2.1). For each x € OV (R) let A\, € A (R) be the normal vector. Note that
X = X(N,V,R) = [[zer OV (R). The prekernel of (N,V,R), PK(N,V,R),
is the set

PK(N,V,R)
={r € X | Nespo(2, V) = Nospr (2, V) V{k, £} € P(R) VR € R}.

Hence, if x € X and the surpluses of partners k, ¢ (see Section 3.8) in R at x,
weighted by their corresponding local transfer rates of utility, are “balanced”
(equal), then x belongs to the prekernel of the NTU game with coalition
structure.

Clearly, PK(N,V,,R) = PK(N,v, R) for every TU game with coalition struc-
ture (N,v,R). In contrast to the case of TU games, the prekernel may not
be contained even in one of the ordinal bargaining sets (see the following
example).
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Example 16.3.5. Let N = {1,2,3} and let (N,v) be the TU game that
satisfies v({1,j}) = 5, j = 2,3, v({2,3}) = 3, and v(S) = 0 for all other
coalitions. Let V' be defined by V(S) = V,(S) for all S & N and V(N) =
{r € RV | (1,3,3) -2 < 7}. Then z = (1,1,1) is (the unique) element of
PK(N,V). Also, ({1,2},(2,3)) is a justified objection of 1 against 3 at = and
every objection of 3 or of 2 against 1 can be countered via ({1,2},(2,3)) or
({1,3},(2,3)), respectively. Hence, = does not belong to any of the ordinal
bargaining sets mentioned in Section 16.1 and Subsection 16.3.1.

Let (N,V,R) be an NTU game with coalition structure, let S € 2V \ {0}, let
z € X(N,V,R), and let R € R such that R" = RNS # 0. If V(R) is p-smooth,
then VE, (R') is p-smooth. Indeed, if y € OV, (R') and z = (y, 2™\%), then
z € OV(R). Thus, if A, is the normal to V(R) at z, then AR /X, (R) is the
normal to V&, (R') at y.

Remark 16.3.6. Let U/ be a set of players and let A be the set of games
with coalition structures (N, V,R) such that N C U and such that V(R) is
p-smooth for all R € R. Then PK satisfies RGP on A.

Example 16.3.7. Let N = {1,2,3} and denote by G the subgroup of per-
mutations of N generated by the “cyclic” permutation defined by 7, 7(1) = 2,
7(2) = 3, and 7(3) = 1. Let § = {1,2}, let Ag = (1,2) € RS, and let (N, V)
be the NTU game given by V(5) = {z € RS | Ag-x <2}, V(xS) = 7V (S) for
all 7 € G, and V(S) = {z € RY | z(S) < 0} for all other coalitions. Then G
is contained in (in fact coincides with) the symmetry group of (N, V). Hence,
the NTU game is transitive (it has a transitive symmetry group).

Claim: PK(N,V) = 0.

In order to prove our claim, we assume, on the contrary, that there exists
x € PK(N,V). Then 23 = —x! — 22 by Pareto optimality (PO) of PK. As
PK satisfies anonymity (AN), we may assume that (a) ' < 0, 2% < 0, and
23>0, 0r (b) 2t > 0,22 >0, and 23 < 0. Let sp¢ = spe(, V) for all k, £ € N,
k # €. In Case (a), s13 is attained by {1, 2} and s3; is attained by {3, 2}; hence
s13 =2—22%2—z! > % > # = s31 implies the desired contradiction.
In Case (b), s12 is attained by {1,3} and so; is attained by {2, 3}; hence

2 — gl 422 _2—2901—963
2 B 2

321:2—x2—2x3:2+x2+2x1> = S12

implies the desired contradiction.

Example 16.3.7 motivates us to define the cyclic prekernel. Let (N,V,R) be
an NTU game with coalition structure such that V(R) is p-smooth for all
R € R. Furthermore, let A, denote the normal to V(R) at z € OV (R). If
r € X(N,V,R) = X, then we define =X= =, by k =, £ if there exists
R € Rsuchthat k,¢ € R, k # £, and, with z = 2, Mspe(2, V) > Msy(z, V).
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Also, let * =, denote the transitive closure of =,. Then the cyclic prekernel of
(N,V,R), PK°(N,V,R), is given by

PK(N,V;R)={z € X |VELERERk#L: k=l =", k}

(see Definition 16.1.1: Just the binary relation is suitably chosen for the prek-
ernel).

The expression “cyclic” prekernel may be motivated as follows. Let = €
X(N,V,R) and consider the directed graph whose vertices are the elements
of N such that (k,), k # ¢, is an edge, if k,/ € R € R and k =X ¢. Then
x € PKS(N,V,R) iff every vertex either is an isolated point or belongs to a
cycle of the graph.

Let (N,v,R) be a TU game with coalition structure. By Lemma 4.2.7, =% is
acyclic for every z € X(N,v,R); hence

PK(N,v,R) =PK(N,V,,R).

Example 16.3.7 (continued). Let x = 0 € RY. Then s15 = s93 = 831 = 1
and s9; = s32 = s13 = 2; hence 1 >, 3 =, 2 >, 1 and = € PK(N, V).

Let dy¢ : X — R be defined by dp(z) = Nesge(x, V)= Nospr(x, V) ifk,{ € R €
R, k # £, where z = xf*, and die(z) = 0 otherwise. Then ((dke('))+)keeN

is a demand matrix with respect to PK. For & € N, let Af : X — R be
defined by A} (z) = 3,y den(z). Clearly, if Af(2z) =0 for all k € N, then
x € PK(N,V,R).

Definition 16.3.8. Let (N,V,R) be an NTU game with coalition structure
such that V(R) is p-smooth for all R € R. The bilateral consistent prek-
ernel of (N,V,R) is the set

BCPK(N,V,R) ={z € X(N,V,R) | AN(z) =0V k € N}.

Example 16.3.7 (continued). Note that 0 € BCPK(N,V).

The method by which to prove nonemptiness of the ordinal bargaining sets
cannot be adopted to show that the cyclic prekernel is nonempty. In fact, it
may not be possible to find o € R such that

Xo=(@+RV)NX £0

and By = {z € X, | AN (z) <0} D {z € X, | ¥ = o*} for all k € N. The
following example shows that PKX°(N,V,R) may be empty.

Example 16.3.9. Let (N,V) be given by N = {1,2,3} and

V(N)  ={zeR"|x(N)<1}, V({k}) = {z e R |2} <0},
V({2,3}) = {z e R1Z3} | 22 4+ 2% < 1}, and
V({1,7}) = {zx e RIW} | 21 4529 <5} forall j =2,3.

The straightforward proof that PK(N, V) = () is left as Exercise 16.3.7.
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Clearly, the cyclic prekernel and the bilateral consistent prekernel satisfy COV
and AN. Furthermore, let (N, V) be an NTU game with p-smooth V' (NN). Then
there exists x = (¢,...,t) € OV(N). If (N, V) is a transitive NTU game (an
NTU game with a transitive symmetry group), then € BCPK(N,V).

Remark 16.3.10. Definition 16.3.8 and Example 16.3.9 are due to Orshan
and Zarzuelo (2000), who consider only the case R = {N}. Moreover, they
show that the bilateral consistent prekernel exists for NTU games that satisfy
certain additional technical properties.

Remark 16.3.11. Let U be a set of players and let A be the set of NTU
games (N,V) such that N C U and V(N) is a hyperplane (see (13.1.10)
applied to N). Clearly, reduced games of games in A belong to A. The bilateral
consistent prekernel on A satisfies bilateral consistency: If (N,V) e A, |N| >
2,and z € BCPK(N,V), then BCPK(T, Vr ;) is asingleton {yr} forall T C N
such that |T'| = 2 and for all i € N,

Yoo yp=m-1a".
TCN:|T|=2,T5i

The interpretation of bilateral consistency is similar to the interpretation of
2-consistency (see (14.1.3)). Just the o-reduced games have to be replaced by
the reduced games with respect to x.

Bilateral consistency may be used to axiomatize BCPK. For a proof and dis-
cussion of bilateral consistency and for the axiomatization see Orshan and
Zarzuelo (2000).

Exercises

Exercise 16.3.1. Prove that PM,, PM;, PM,,, and PM], are ordinal
solutions.

Exercise 16.3.2. Let N ={1,...,6}, let
Sl = {1737415}752 = {1737476}753 - {2»376}754 = {27475}7

and let the TU game (N, v) be defined by v(S;) =2, v({1,2}) =5, v(N) =1,
and v(S) = 0 for all other subsets S of N. Let V' be the NTU coalition function
which differs from V,, only inasmuch as

V(S1) = {z e R™ | 2% 4+ 2(S)) < 2},V(Ss) = {z € R™2 | 2* 4 2(S5) < 2}.

Prove that (0,1,0,0,0,0) € PM,,.(N,V) and deduce that PM,,. does not
satisfy RGP in general (consider the reduced game with players 1,...,4).

Exercise 16.3.3. Let A be defined as in Exercise 15.1.4. Show that, on AA,
PM, satisfies RGP and that neither P M nor PM$,. satisfies RGP, provided
that [U| > 5 (see Exercise 16.1.4).
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Exercise 16.3.4. Prove (1) of the proof of Theorem 16.3.2.
Exercise 16.3.5. Let N = {1,...,4}, let the TU game (V,v) be defined by
v({1,2}) = 10,v({2,3}) = v({2,4}) = 5,v({1,3,4}) = 8,v(N) = 2,

and v(S) = 0 for all other coalitions. Let V' be the NTU coalition function
that differs from V,, only inasmuch as

V({2,3,4}) = {«1234} | 22 < 2,25 < 4,2 < 4}.

Furthermore, let S1 = {1,3},5: = {1,3,4},53 = {2,3},5: = {2,3,4}, let
1 = (2,0,4,0),22 = (2,0,2,2),2z3 = (0,1,3,0),z4 = (0,2,5,1), and let
(N, W) be given by W ({2,4}) = —R** W (8,) = 25 —RSi fori = 1,... 4,
and W (S) = V,(S), otherwise. Show that

(1,1,0,0) €
(M2(N, V)N M. (N, V)N M2N,W))\ (M°(N,V)UMS,.(N,W)).

Exercise 16.3.6. Prove Remark 16.3.3.

Exercise 16.3.7. Let (IV,V) be given as in Example 16.3.9. Prove that
PK(N,V) = 0.

Exercise 16.3.8. Let (N,V) be defined as in Exercise 13.3.2 (see also Ex-
ercise 14.1.3). Show that (25,45,50) € BCPI(N,V).

Exercise 16.3.9. Let (N,V) be defined as in Exercise 13.3.3 and let U
be the NTU coalition function that differs from V only inasmuch as U(N) =
{z € RN | 2(N) < 1}. (1) Show that (N, V) arises from (N, U) by a monotone
transformation for N. (2) Show that none of the following solutions is ordinal:
the Shapley NTU value, the Harsanyi value, the consistent Shapley value (see
Exercise 14.2.3), PK€, and BCPK.

16.4 Notes and Comments

(1) Asscher (1977) introduced the cardinal prebargaining set of an NTU game
with coalition structure and showed that it is a nonempty subset of the ordinal
prebargaining set, provided that the game is convex-valued and non-levelled.
The sizes of demands are taken into account in the definition of the cardinal
bargaining set. In a completely analogous way one may define the cardinal
reactive or semi-reactive (pre)bargaining set.

(2) Serrano and Shimomura (1998) axiomatized the prekernel on some sets of
NTU games.

(3) In Section 16.3 we used individual excess functions to define “prekernel”
concepts for NTU games. Kalai (1975) introduced more general excess func-
tions for NTU games and discussed nucleoli resulting from fixed collections
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of excess functions, one for each coalition. It is shown that the resulting pre-
nucleoli, though nonempty, may depend on the choice of the excess functions
and may not be single-valued.
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weak reduced game property (WRGP),
23
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for NTU games, 230
weak

e-core, 134

simple game, 16
weakly

efficient payoff vector, 270

Pareto optimal payoff, 214
weakly

superadditive

NTU game, 282

TU game, 10
weighted
majority game, 17
Shapley value, 156
winning coalition, 16
worth, 10

zero-inessential games property, 250
zero-monotonicity, 12
zero-normalized

NTU game, 273

TU game, 11
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