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Abstract  Recently in Carlson and Leitmann (2004) some improvements on Leit-
mann’s direct method, first presented for problems in the calculus of
variations in Leitmann (1967), for open-loop dynamic games in Dock-
ner and Leitmann (2001) were given. In these papers each player has
its own state which it controls with its own control inputs. That is,
there is a state equation for each player. However, many applications
involve the players competing for a single resource (e.g., two countries
competing for a single species of fish). In this note we investigate the
utility of the direct method for a class of games whose dynamics are
described by a single equation for which the state dynamics are affine
in the players strategies. An illustrative example is also presented

1. The direct method

In Carlson and Leitmann (2004) a direct method for finding open-loop
Nash equilibria for a class of differential N-player games is presented. A
particular case included in this study concerns the situation in which the
j-th player’s dynamics at any time ¢ € [tg,tf] is a vector-valued function
t — z;(t) € R™ that is described by an ordinary control system of the
form

B = ftxt)  + gt x)u(t) ae. to<t<tp (2.1)
zj(to) = wjr, and  x;(ty) = wji, (2.2)

with control constraints

Uj(t) S Uj(t) CR™ ae te€ [to,tf], (2.3)
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and state constraints
x(t) € X(t) CR™ for t € [to,tf], (2.4)

in which for each j = 1,2,... N the function f;(-,-) : [to,tf] x R* — R"™
is continuous, g;(-,-) : [to, ] x R™*™ is a continuous m; x n; matrix-
valued function having a left inverse, and Uj(-) is set-valued mapping,
and X(t) is a given set in R™ for ¢ € [to,t7]. Here we use the notation

x = (z1,22,...,2ny) € R™ x R™ x R™ = R" where n = nj + na +
..+ ny; similarly u = (ug,ug...,uy) € R™, m=mj +ma... +mpy.
Additionally we assume that the sets, M; = {(t,x,u;) € [to,tf] x R™ x
R™ :  w; € Uj(t)} are closed and nonempty. The objective of each
player is to minimize an objective function of the form,
ty 0
Ji(x()u () = [ f(t,x(t), u;(t)) dt, (2.5)
to
where we assume that for each j = 1,2,..., N the function f](-)(-, o)

M; x R™ x R™i is continuous.
With the above model description we now define the feasible set of
admissible trajectory-strategy pairs.

DEFINITION 2.1 We say a pair of functions {x(-),u(-)} : [to, 5] — R™ x
R™ is an admissible trajectory-strategy pair iff t — x(t) is absolutely
continuous on [to,tf], t — u(t) is Lebesgue measurable on [to,ts], for
each j =1,2,...,N, the relations (2.1)—(2.3) are satisfied, and for each
j=1,2,...,N, the functionals (2.5) are finite Lebesque integrals.

REMARK 2.1 For brevity we will refer to an admissible trajectory-strat-
egy pair as an admissible pair. Also, for a given admissible pair, {x(-),
u(-)}, we will follow the traditional convention and refer to x(:) as an
admissible trajectory and u(-) as an admissible strategy.

For a fixed j =1,2,..., N, x € R", and y; € R/ we use the notation
[x7,y;] to denote a new vector in R™ in which z; € R™ is replaced by
y; € R". That is,

[Xjay]] = (113]_,332,. sy Lj—15Yjy Lj+1y - - - axN)-

Analogously [u/,v;] = (u1,ug, ..., uj—1,vj,Uji1,...,uy) for allu € R™,
v; € R™, and j = 1,2,...,N. With this notation we now have the
following two definitions.

DEFINITION 2.2 Let j = 1,2,...,N be fized and let {x(-),u(-)} be an
admissible pair. We say that the pair of functions {y;(-),v;(-)} : [to, tf]
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— R™ xXR™J is an admissible trajectory-strateqy pair for player j relative
to {x(-),u(-)} iff the pair

{7, y5()) [ 05 ()]}
1s an admissible pair.

DEFINITION 2.3 An admissible pair {x*(-),u*(-)} is a Nash equilibrium
iff for each j =1,2,...,N and each pair {y;(-),vj(-)} that is admissible
for player j relative to {x*(-),u*(-)}, it is the case that

T () i) = tffﬂt,x*(t),u;f(t»dt
< | "0 (1) i (1)) 3 (1)) dit

= Ji(x" )y )] vi()-

Our goal in this paper is to provide a “direct method” which in some
cases will enable us to determine a Nash equilibrium. We point out that
relative to a fixed Nash equilibrium {x*(-),u*(:)} each of the players
in the above game solves an optimization problem taking the form of a
standard problem of optimal control. Thus, under suitable additional as-
sumptions, it is relatively easy to derive a set of necessary conditions (in
the form of a Pontryagin-type maximum principle) that must be satisfied
by all Nash equilibria. Unfortunately these conditions are only neces-
sary and not sufficient. Further, it is well known that non-uniqueness
is always a source of difficulty in dynamic games so that in general the
necessary conditions are not uniquely solvable (as is often the case in
optimal control theory, when sufficient convexity is imposed). Therefore
it is important to be able to find usable sufficient conditions for Nash
equilibria.

The associated variational game
We observe that, under our assumptions, the algebraic equations,

zZj = fj(t,X) +gj(t,x)uj 7=1,2,...N, (2.6)
can be solved for u; in terms of ¢, z;, and x to obtain
uj = gj(t,x)_1 (zj — fi(t,x)), 7=1,2,...N, (2.7)

where g;(t,x)™! denotes the inverse of the matrix g;(t,x). As a con-
sequence we can define the extended real-valued functions L;(-,-, ) :
[to,tf] x R* x R™ — R U400 as

Lj(t’X’ Zj) = fjo(tax’ gj(tvx)_l(zj - fj(t?x))) (2'8)



40 DYNAMIC GAMES: THEORY AND APPLICATIONS

if g;(t,x)"1 (z; — fj(t,x)) € U;(t) with L;(t,x%, 2j) = +0o otherwise.
With these functions we can consider the N-player variational game
in which the objective functional for the jth player is defined by,

Lx0) = [ Li(tx(t).d,(0) . (2.9

to

With this notation we have the following additional definitions.

DEFINITION 2.4 An absolutely continuous function x(-) : [to,tf] — R™
1s said to be admissible for the variational game iff it satisfies the bound-
ary conditions given in equation (2.2) and such that the map t —
L;(t,x(t),2;(t)) is finitely Lebesgue integrable on [to,ts] for each j =
1,2,...,N.

DEFINITION 2.5 Let x(-) : [to,tf] — R™ be admissible for the variational
game and let j € {1,2,..., N} be fized. We say that y;(-) : [to, tf] — R™
is admissible for player j relative to x(-) iff [x7(-), y;(-)] is admissible for
the variational game.

DEFINITION 2.6 We say that x*(-) : [to,ts] — R™ is a Nash equilibrium
for the variational game iff for each j =1,2,..., N,

Li(x*() < L([x (), y;()])

for all functions y;(-) : [to,ty] — R™ that are admissible for player j
relative to x*(-).

Clearly the variational game and our original game are related. In
particular we have the following theorem given in Carlson and Leitmann
(2004).

THEOREM 2.1 Let x*(-) be a Nash equilibrium for the variational game
defined above. Then there exists a measurable function u*(-) : [to,tf] —
R™ such that the pair {x*(-),u*(:)} is an admissible trajectory-strategy
pair for the original dynamic game. Moreover, it is a Nash equilibrium
for the original game as well.

Proof. See Carlson and Leitmann (2004), Theorem 7.1. O

REMARK 2.2 The above result holds in a much more general setting
than indicated above. We chose the restricted setting since it is sufficient
for our needs in the analysis of the model we will consider in the next
section.
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With the above result we now focus our attention on the variational
game. In 1967, for the case of one player variational games (i.e., the
calculus of variations), Leitmann (1967) presented a technique (the “di-
rect method”) for determining solutions of these games by comparing
their solutions to that of an equivalent problem whose solution is more
easily determined than that of the original game. This equivalence was
obtained through a coordinate transformation. Since then this method
has been used successfully to solve a variety of problems. Recently,
Carlson (2002) presented an extension of this method that expands the
utility of the approach as well as made some useful comparisons with a
technique originally presented by Carathéodory in the early twentieth
century (see Carathéodory (1982)). Also, Dockner and Leitmann (2001)
extended the original direct method to include the case of open-loop
dynamic games. Finally, the extension of Carlson to the method was
also modified in Leitmann (2004) to the include the case of open-loop
differential games in Carlson and Leitmann (2004).

We begin by stating the following lemma found in Carlson and Leit-
mann (2004).

LEMMA 2.1 Let z; = z;(t,%;) be a transformation of class C' having
a unique inverse T; = Z;j(t,x;) for all t € [to,ts] such that there is a
one-to-one correspondence x(t) < X(t), for all admissible trajectories
x(+) satisfying the boundary conditions (2.2) and for all X(-) satisfying

j;j(to) = ij(to,xoj) and fj(tf) = Ej(tf,a:tfj)

forallj=1,2,...,N. Furthermore, for each j=1,2,..., N let ij(-, o)
[to,tf] x R* x R™ — R be a given integrand. For a given admissible
x*(-) : [to, tf] — R™ suppose the transformations x; = z;(t,T;) are such
that there exists a C function H;(-,-) : [to,tf] x R™ — R so that the
functional identity

Lyt 690 250, 850) — Lyt B0, 750, 5(0)
= L5, (2.10)
holds on [to,ts]. If Z3(-) yields an extremum of Li([x*(),]) with #%(-)
satisfying the transformed boundary conditions, then x() with x} (tg =
2 (t,7*(t)) yields an extremum for I;([x*(-),]) with the boundary con-
ditions (2.2).
Moreover, the function x*(-) is an open-loop Nash equilibrium for the
variational game.

Proof. See Carlson and Leitmann (2004), Lemma 5.1. O
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This lemma has three useful corollaries which we state below.

COROLLARY 2.1 The existence of H;(-,-) in (2.9) implies that the fol-
lowing identities hold for (t,%;) € (to,tf) x R™and for j =1,2,...,N:

azj (t7 j]))

DR R L2 A AT S ) B CRE)
L 0,2 = BT o 3.8

in which Vg, H;(-,-) denotes the gradient of Hj(-,-) with respect to the
variables T and (-,-) denotes the usual scalar or inner product in R™ .

COROLLARY 2.2 For each j =1,2,...,N the left-hand side of the iden-
tity, (2.11) is linear in p;, that is, it is of the form,
0;(t, ;) + (v (¢, ;). bj)
and,
OH;(t,Z;)
ot
on [to,ty] x R™.

= ej(t’ ‘%j) and vinj(t’jj) = @b(t’jj)

COROLLARY 2.3 For integrands L;(-,-,-) of the form,

Ly(t, [x7(t),z;(t)], 2;(t)) = @&5(t)a;(t, [x (1), 2;(t)])a;(2)
+0;(t, [X*J: (£), 2 (8)])'2; (t)
+ej(t, XV (8), 25(1)]),
and
Litt, (8, a0, a5(6) = @yt [ (), 25(0)]) 5 (0)
(8, B (8), 2, (O] 5 (1)
(b, R (0, 25 (0)),
with a;(t, [ (£), 2;(0)]) # 0 and ay(t, [ (),2,(8))) # 0, the class of

transformations that permit us to obtain (2.11) must satisfy,

[(%ja(ti’f])] aj(t, [x*(t), z(t, &5)]) [(W} = a;(t, [x*(t), %))

for (¢, xj) S [to,tl] x R",

A class of dynamic games to which the above method has not been ap-
plied is that in which there is a single state equation which is controlled
by all of the players. A simple example of such a problem is the com-
petitive harvesting of a renewable resource (e.g., a single species fishery
model). In the next section we show how the direct method described
above can be applied to a class of these types of models.
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2. The model

Consider an N-player game where a single state z(t) € R™ satisfies an
ordinary control system of the form

N
B(t) = F(t,z(t) + Y Gilt,z(t)ui(t) ae to<t<tp  (212)

with initial and terminal conditions
z(to) = 1, and z(ty) = x4y, (2.13)
a fixed state constraint,
z(t) € X(t) CR™ for to <t <ty, (2.14)
with X (t) a convex set for each tg <t < ty, and control constraints,
ui(t) € Us(t) CR™ ae. tg<t<ty i=1,2,...N. (2.15)

In this system each player has a strategy, w;(-), which influences the
state variable z(-) over time.

DEFINITION 2.7 A set of functions

{z(-),u()} = {z(), wa(-),ua(), -, un ()}

defined for to <t <ty is called an admissible trajectory-strategy pair iff
x(+) is absolutely continuous on its domain, u(-) is Lebesque measurable
on its domain, and the equations (2.12)- (2.15) are satisfied.

We assume that F(-,-) : [tg, +00) xR" — R™ and G;(-, -, ) : [to, +00) X
R™ x R™ — R™ is sufficiently smooth so that for each selection of
strategies u(-) (i.e., measurable functions) the initial value problem given
by (2.12)—(2.13) has a unique solution xy(-). These conditions can be
made more explicit for particular models and are not unduly restrictive.
For brevity we do not to indicate these explicitly.

Each of the players in the dynamic game wishes to minimize a per-
formance criterion given of the form,

Ji(x(-),u;(-)) = ! fit,z(t),u(t))dt, j=1,2,...,N, (2.16)

to

in which we assume that f;(-,-,-) : [to, t¢] X R" x R — R is continuous.
To place the above dynamic game into a form amenable to the di-
rect method consider a set of strictly positive weights, say «; > 0,
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1 =1,2,... N, which satisfy ZZ]\L 1 «; = 1 and consider the related ordi-
nary control system

N 1 N
ii(t)=F <t, Zai:cl-(t)> +—G (t, > ozi:ni(t)) ui(t) ae. t>to,
i=1 v i=1

(2.17)
1=1,2,..., N, with boundary conditions,
zi(to) = 7, and  wy(ty) = a2, i=1,2,...N, (2.18)
and control constraints and state constraints,
ui(t) € Us(t) CR™ ae. to<t<ty i=1,2,...N, (2.19)

zi(t) € Xi(t) = X(t) cR" for tp<t<ty i=1,2,...N. (2.20)
DEFINITION 2.8 A set of functions

{x();u()} = {z1(), 22(); - 2n () wa (), u2(), - un ()}

defined for to < t < ty is called an admissible trajectory-strategy pair
for the related system iff x(-) : [to,+o0) — R™, where n = nN, is
absolutely continuous on its domain, u(-) : [to, +00) — R™, where m =
mi + mo + ...+ mpy, is Lebesgue measurable on its domain, and the
equations (2.17)-(2.19) are satisfied.

For this related system it is easy to see that the conditions guarantee-
ing uniqueness for the original system would also insure the existence of
the solution x(-) for a fixed set of strategies u;(-).

PROPOSITION 2.1 Let {x(-),u(:)} be an admissible trajectory-strategy
pair for the related control system. Then the pair, {z(-),u(:)}, with
x(t) = Efil a;xi(t) is an admissible trajectory-strategy pair for the origi-
nal control system. Conversely, if {x(-),u(-)} is an admissible trajectory-
strategy pair for the original control system, then there exists a function
x(1) = (x1(+),...,xn(")) so that x(t) = Zfil a;zi(t) fori=1,2,...N
and {x(-),u(-)} is an admissible trajectory-strategy pair for the related
control system.

Proof. We begin by first letting {x(-), u(-)} be an admissible trajectory-
strategy pair for the related control system. Then defining z(t) =
Zij\il a;x;(t) for tg <t <ty we observe that

N
B(t) = > aidi(t)
=1
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N
= Z o (F(t, z(t)) + iGi(t, ﬂ:(t))uz'(t)>

i;l N
= Y aiF(tat) + > Gilt,z(t))ui(t)
=1 =1
N
= F(ta(t) + Y Gi(t,z(t)ui(t),

=1

since Zf\; 1 @; = 1. Further we also have that

N
I'(to) = Za’ixto = Ty,
i=1

uj(t) € Uj(t) for almost all to <t<t; and j=1,2,...N,
l‘j(t) € X(t) for to<t<ty and j=1,2,...N,

implying that {x(:),u(:)} is an admissible trajectory-strategy pair.
Now assume that {z(-),u(:)} is an admissible trajectory-strategy pair
for the original dynamical system (2.12-2.15) and consider the system of
differential equations given by (2.17) with the initial conditions (2.18).
By our hypotheses this system has a unique solution x(-) : [tg, +00) —
RY. Furthermore, from the above computation we know that the func-
tion, y(-) = Zf\il a;zi(+), along with the strategies, u(-) satisfy the dif-
ferential equation (2.12) as well as the initial condition (2.13). However,
this initial value problem has a unique solution, namely z(-), so that we
must have y(t) = x(t) for all o < ¢t < ty. Further, we also have the
constraints, (2.19) and (2.20), holding as well. Hence we have, {x(-),
u(-)} is an admissible trajectory-strategy pair for the related system as
desired. O

In light of the above theorem it is clear that to use the direct method
to solve the dynamic game described by (2.12)—(2.16) we consider the
game described by the dynamic equations (2.17)—(2.19) where now the
objective for player j, j =1,2,... N, is given as

ty 0 N
Tix() () = / (65 au(t), us(t) ) (2.21)
to i=1
In the next section we demonstrate this process with an example from

mathematical economics.

REMARK 2.3 In solving constrained optimization or dynamic games
problems one of the biggest difficulties is finding reasonable candidates



46 DYNAMIC GAMES: THEORY AND APPLICATIONS

for the solution that meet the constraints. Perhaps the most often used
method is to solve the unconstrained problem and hope that it satis-
fies the constraints. To understand why this technique works we observe
that either in a game or in an optimization problem the set of admissible
trajectory-strategy pairs that satisfy the constraints is a subset of the
set of all admissible for pairs for the problem without constraints. Con-
sequently, if you can find an admissible trajectory-strategy pair which
is an optimal (or Nash equilibrium) solution for the problem without
constraints (say via the direct method for the unconstrained problem)
and if additionally it actually satisfies the constraints you indeed have
a solution for the original problem with constraints. It is this technique
that is used in the next section to obtain the Nash equilibrium.

3. Example

We consider two firms which produce an identical product. The pro-
duction cost for each firm is given by the total cost function,

C(uj) = zuj, j=1,2,

in which u; refers to a jth firm’s production level. Each firm supplies
all that it produces to the market at all times. The amount supplied at
each time effects the price, P(t), and the total inventory of the market
determines the price according to the ordinary control system,

P(t) = sla — ui(t) — us(t) — P(t)] ae. tE€ [to,t/]- (2.22)

Here s > 0 refers to the speed at which the price adjusts to the price
corresponding to the total quantity (i.e., ui(t) + w2(t)). The model
assumes a linear demand rate given by Il = a — X where X denotes total
supply related to a price P. Thus the dynamics above says that the rate
of change of price at time ¢ is proportional to the difference between
the actual price P(t) and the idealized price I1(¢) = a — uy(t) — wua(t).
We assume that (through negotiation perhaps) the firms have agreed to
move from the price Py at time ¢y to a price Py at time ;. This leads
to the boundary conditions,

P(ty) =Py and P(ty) = Py. (2.23)
Additionally we also impose the constraints
uj(t) >0 for almost all t € [tg,ty]. (2.24)

and
P(t)>0 for t€ [to,tf]. (2.25)
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The goal of each firm is to maximize its accumulated profit, assuming
that it sells all that it produces, over the interval, [to,ts] given by the
integral functional,

5O = [P - go| @ e

To put the above dynamic game into the framework to use the direct
method let «, 8 > 0 satisfy a + 3 = 1 and consider the ordinary 2-
dimensional control system,

i(t) = —s(az(t) + By(t) —a) — gul(t), ae. to <t <ty (2.27)
g(t) = —s(ax(t) + By(t) —a) — %uQ(t), ae. to <t <ty (2.28)
with the boundary conditions,
2(to) = ylto) = Py (2.29)
x(ty) = ylty) =Py, (2.30)

and of course the control constraints given by (2.24) and state constraints
(2.25). The payoffs for each of the player now become,

iy
5O u0) = [ (@) + a0 - jus(02| e @3
0

for j = 1,2. This gives a dynamic game for which the direct method can
be applied.

We now put the above game in the equivalent variational form by solv-
ing the dynamic equations (2.27) and (2.28) for the individual strategies.
That is we have,

1
w = a(a—(x+0y) - p) (2.32)
1
uz = fla—(ax+fFy) ) (2.33)
which gives (after a number of elementary steps of algebra) the new

objectives (with negative sign to pose the variational problems as mini-
mization problems) to get

ﬁwowwmmw—/f

to

n (O;Q ¥ a> (a(t) + By(t))?

2
a? . 5 a’a
{282x(t) +—3
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« 042
+ |2zt + 8y(0) - % (0 - (aste) + 50| 0
— ala® + a)(az(t) + ﬁy(t))} dt (2.34)

and

— o + a)aat) + ﬁy(t))} it. (2.35)

For the remainder of our discussion we focus on the first player as the
computation of the second player is the same. We begin by observing
that the integrand for player 1 is

2 2 9 2
8] a~a 8]
Li(z,y,p) = {252272 =+ 5 + (2 +a> (az + By)?

a a?
+ [S(aﬂc + By) — ?(a — (ax + ﬁ@/))} p
—a(a® 4 a)(az + ﬂy)} . (2.36)

Inspecting this integrand we choose INJ(', -, ) to be,

2 2,2
= a® o  a‘a

L(2,9,p) = 55p

952V T 5

from which we immediately deduce, applying Corollary 2.3, that the
appropriate transformation, z1 (-, ), must satisfy the partial differential

equation,
021\ 2 1
or)

giving us that z1(¢t,z) = f(t) = & and that

821 821~_ H ~
E*’ &ip_f(t)ip'
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From this we now compute,

ALI = Ll(f(t)ijay*(t)vft):tﬁ)*ffl(i’vy*(t)?ﬁ)
26L2

6H1(t,i‘) + 8H1(t7 '%)15

ot 0%
From this we compute the mixed partial derivatives to obtain,
O*H 2
oy :8) = 22(% +a) (O£ )+ 5y 0]
Faa(a® +a) +a (Oj + j) f(®)
= + {a3(a +2)(f(t) £3) + a®B(a + 2)y* (1)
a? .
~a¥a+ a+ % (a4 D)
and
O*Hy, . " a2~~t o a » S+
e ) = £{Gf0+ (T +2) [af+ o0 0)] |
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Assuming sufficient smoothness and equating the mixed partial deriva-
tives we obtain the following equation:

ft) —as@+ /() = Bsa+ 2" (1) ~ 2o+ 150

+as®(a +2)7 — as’*(a +1).
A similar analysis for player 2 yields:

2 2
if%—L <ﬁ +ﬂ> (ax + By)?

LQ(-T,ZJ,Q) = {282 9

2
[ﬁ(aw + By) — ﬂ—(a — (ax + By)} (2.37)
— a(8* + B)(az + ﬁy)} ’
and so choosing 9 9 9
La(#,5,9) = {fszq”ﬁ; }

gives us that the transformation z3(-, -) is obtained by solving the partial

differential equation
<0Z2 > 2
~ == 17
9y

which of course gives us, 29(t,7) = ¢(t) = . Proceeding as above we
arrive at the following differential equation for g(-),

i(t) — BB+ 2)g(t) = m%ﬁ+mﬁ@wi§u+ﬁmww

+35%(B3 + 2)§ — as*(B + 1).

Now the auxiliary variational problem we must solve consists of mini-
mizing the two functionals,

/a2 . a? 52 ﬁa
/to (252 2()+> dt and /to <232 ()+2> dt

over some appropriately chosen boundary conditions. We observe that
these two minimization problems are easily solved if these conditions
take the form,

E(to) =2(tf) =c1 and §(to) = G(ts) = c2

for arbitrary but fixed constants ¢; and ca. The solutions are in fact,

T'(t)=cn and g*(t) = o
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According to our theory we then have that the solution to our variational
game is,
a*(t) = f(t) £ a1 and y*(t) = g(t) £ co.

In particular, using this information in the equations for f(-) and g(-)
with Z = ¢; and with § = ¢2 we obtain the following equations for z*(-)
and y*()v

(1) - asta+2°() = B+ 2y (1)
—%(a + )i (t) — as*(a+ 1)
i*(t) = Bs*(B+2)y*(t) = as’(B+2)z*(t)

as

3 (1+B)a*(t) — as*(B+ 1),

with the end conditions,
z*(to) = y"(to) = P and  2*(ty) =y (ty) = Py.

These equations coincide exactly with the Euler-Lagrange equations, as
derived by the Maximum Principle for the open-loop variational game
without constraints. Additionally we note that as these equations are
derived here via the direct method we see that they become sufficient
conditions for a Nash equilibrium of the unconstrained system, and hence
for the constrained system for solutions which satisfy the constraints (see
the comments in Remark 2.3). Moreover, we also observe that we can
recover the functions Hj (-, -), for j = 1,2, since we can recover both f()
and g(-) by the formulas

[ =20 Fer and g(t) =y (1) F o2

The required functions are now recovered by integrating the partial
derivatives of Hy(-,-) and Ha(-,) which can be computed. Consequently,
we see that in this instance the solution to our variational game is given
by the solutions of the above Euler-Lagrange system, provided the re-
sulting strategies and the price satisfy the requisite constraints. Finally,
we can obtain the solution to the original problem by taking,

PA(t) = ax™(t) + By" (1),

and
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Of course, we still must check that these functions meet whatever con-
straints are required (i.e., u;(t) > 0 and P(t) > 0).

There is one special case of the above analysis in which the solution
can be obtained easily. This is the case when a = § = % In this case
the above Euler-Lagrange system becomes,

¥ (t) — Zs%*(t) = ZSQy*(t) — gsy*(t) — §a32
25k § 2, % § 2, % _§ . _§ 2
g (t) 5y (t) = 152 (t) 55% (t) as

Using the fact that P*(t) = 1(z*(t) + y*(¢)) for all t € [to,tf] we can
multiply each of these equations by % and add them together to obtain
the following equation for P*(-),

. 3 . 5 3

P*(t) + §sP*(t) — 532P*(t) = —5a32,
for tg <t < ty. This equation is an elementary non-homogeneous second
order linear equation with constant coefficients whose general solution
is given by

P*(t) = Aem+(t=to) 4 per—(t—to) 4 %a

in which r4 are the characteristics roots of the equation and A and B
are arbitrary constants. More specifically, the characteristic roots are
roots of the polynomial

3 5
r2+§sr—532:0

and are given by

ry=s and r_ = —55

Thus, to solve the dynamic game in this case we select A and B so that
P*(-) satisfies the fixed boundary conditions. Further we note that we
can also take

1
#(0) =y (1) = 5 P (0)
and so obtain the optimal strategies as

1

ui(t) = u3(t) = (a _ P — ifﬁ@)) .

It remains to verify that there exists some choice of parameters for
which the optimal price, P*(-), and the optimal strategies, uj(-), u3(+)
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remain nonnegative. To this end we observe that we impose the fixed
boundary conditions to obtain the following linear system of equations
for the unknowns, A and B:

1 1 AN ([ Py—-3a
es(tf—to) 6_gs(tf_t0) B - Pf N %a .

Using Cramer’s rule we obtain the following formulas for A and B,

1 3 5 3
_ = _° —5s(ty—to) _ _°
A D [(Pg 5a) e 2 <Pf 5a>]
1 3 3
— - v . Y S(tf—to)
B D [(Pf 5a) <Po 5a> e }

in which D is the determinant of the coefficient matrix and is given by

D = e 55(ty—to) _ gsty=to) — gs(ty—to) (e—gsuf—to) _ 1) ‘

We observe that D is clearly negative since ¢y > to. Also, to insure that
P*(t) is nonnegative for t € [to,tf] it is sufficient to insure that A and
B are both positive. This means we must have,

3 Bg(te 3
0 > [<P0—5a>6 3s(ts to)—(Pf—E)a)]
3 3
P _ = _ P = S(tf—to)
o> |(7e) - ()]

which can be equivalently expressed as,

(Po - ga) e~ 35(tr—t0) < P — ga < <Po - 2@) e*ltrto), (2.38)
Observe that as long as Fy and Py are chosen to be larger than %a this
last inequality can be satisfied if we choose t; — to sufficiently large. In
this case we have explicitly given the optimal price, P*(:) in terms of
the model parameters Py, Py, to, ty, a, and s (all strictly positive). It
remains to check that the strategies are nonnegative. To this end we
notice that,

P*(t) = Ases(t=t0) §JBse_%s(t_tO)
2
so that we have, the admissible strategies given by, for j =1, 2,

wi(t) = % a—P*(t)—%P*(t)



54 DYNAMIC GAMES: THEORY AND APPLICATIONS

= {a - (Aes(tfto) + Befgs(t*t0)>

1
. ( Ases(t—to) g Bse-is@—to)ﬂ

S

N | =

N | =

3 1
[a - §Aes(t_t°) + 4Be_g(t_t“)} .

Taking the time derivative of u}(-) we obtain

17 3 ) 5

w;(t) = B [—ZAses(t_tO) — 8Bse_2(t_t0)} <0,

since A and B are positive. This implies that uj(t) > uj(ty) for all
t € [to,tf]. Thus to insure that uj(-) is nonnegative it is sufficient to
insure uj(ty) > 0 which holds if we have

a— gAes(tffto) + iBefg(tffto) > 0.

To investigate this inequality we first observe that we have, from the
solution P*(-), that

Pf — Aes(tffto) _i_Be%Ss(tfftQ) 4 §a‘
)

This allows us to rewrite the last inequality in the form,

7 1 3
— —Aestt) p Z (P24 ) >
a e 1\ Pr—zo 0

or equivalently (using the explicit expression for A),

3 1 3 5 3
_2 - _° —5s(ty—to) _ _° _
Py 5@ > 76_%s(tf_t0) _1 [(Po 5a> e 28\t <Pf 5a>] 4a.

Solving this inequality for P — %a we obtain the inequality,

5
3 7e—25(tf—to)
Fr = 5% = Zs(ty—to) (

7
1— —*S(tf—to)
Py — 3a) Yda—— S0 T (2.39)
6+e 2

5 6 + e~ zs(tr—to)’

Thus to insure that the state and control constraints, P*(t) > 0 and
ui(t) > 0 for t € [to, ], hold, we must check that the parameters of the
system satisfy inequalities (2.38) and (2.39). We have already observed
that for Py, Py > %a we can choose ty — o sufficiently large to insure
that (2.38) holds. Further, we observe that as t; — ty — +o0o the right
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side of (2.39) tends %a so that we can always find ¢y — ty sufficiently
large so that we have

2 7
Temattt) 3 1 - e bets—to) 3\
T T \T0 T E - _ 3, eslts—to)
6 + e~ 25(tr—to) (PO 5a) - 4a6 4 e~ 5s(tr—to) = (PO 5a> ‘

Moreover, it is easy to see that

5 7

Te” 2ot 3 | — e halty—to) 3
ALY P 1 NV Sl S R P RO
6+ e 2o(trt0) 5 6 + e 25(tr—to)

holds whenever ¢y —1 is sufficiently large. Combining these observations
allows us to conclude that for ¢y —tg sufficiently large {P*(-), uf(-),u3(-)}
is a Nash equilibrium for the original dynamic game.

4. Conclusion

In this paper we have presented means to utilize the direct method to
obtain open-loop Nash equilibria for differential games for which there
is a single state whose time evolution is determined by the competitive
strategies of several players appearing linearly in the equation. That is
a so called affine control system with “many inputs and one output.”
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