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Abstract: In this paper, advertising competition among m firms is studied in a discrete-time dynamic
game framework. Firms maximize the present value of their profits which depends on their advertising
strategy and their market share. The evolution of market shares is determined by the firms’ advertising
activities. By employing the concept of the discrete-time potential games of Gonzalez-Sanchez
and Hernidndez-Lerma (2013), we derived an explicit formula for the Nash equilibrium (NE) of the
game and obtained conditions for which the NE is an overtaking optimal. Moreover, we analyze
the asymptotic behavior of the overtaking NE where the convergence towards a unique steady state
(turnpike) is established.
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1. Introduction

This paper is concerned with the problem of finding conditions for overtaking optimality and
asymptotic behavior of the Nash equilibrium solution of a discrete-time advertising game problem.
The study of advertising competition in a differential game framework has received a good deal of
attention in the last three decades. Most of the studies which involve numerical, analytical, and
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qualitative analysis are devoted to the continuous-time model (see e.g. [12, 14, 19, 29] and the survey
paper of Huang et al. [18]). Articles on the discrete-time model of advertising games are rare because
of the difficulty in obtaining an explicit solution. Among the few papers [1, 8, 19, 25, 30] on
discrete-time models, the authors [1, 8, 25, 30] literally addressed the problem of finding,
characterising or comparing the optimal advertising strategies in duopolistic scenarios.  Park and
Hahn [25] investigated the effects of pulsing for a firm responding to its competitor’s even or pulsed
advertising using the discrete version of the Lanchester model. In [8], Chintagunta and Vilcassim
derived an equlibrium profit-maximizing advertising policies for firms operating in a dynamic
duopoly. The authors [1] studied the optimal advertising problem of a monopolistic seller using the
Bellman method of dynamic programming and obtained an explicit recurrence relations for the
optimal control and the market share up to the step t. With the exception of the early work of
Sorger [30] on convergence to steady-state, asymptotic behavior of the Nash equilibrium advertising
strategies in the discrete-time case has remained unexplored to the best of our knowledge.

The concept of overtaking optimality criterion was first studied in economics in the framework of
capital accumulation models (see Ramsey [26], vonWeizsdcker [31], Gale [15], Brock [4]). Thereafter
it was considered in many papers on Markov decision processes and optimal control problems (OCP)
(see e.g. the survey paper of Carlson and Haurie [6], Nowak and Vega Amaya [24], McKenzie [21],
Dana and Le Van [9]). In differential games, Brock [5] first considered this concept with the classical
open-loop information structure of the equilibrium advertising strategies. This is followed by few other
papers (e.g. Rubinstein [28], Carlson and Haurie [6] and Nowak [23]). In [23], Nowak studied a class
of discrete-time symmetric games of capital accumulation and obtained the equilibrium properties
using some functional characterization of the overtaking optimality in dynamic programming. We
have found Nowak’s approach in [23] very useful to study overtaking optimality in advertising game
because it concerns the closed-loop information structures which is the case in advertising games.

The problem of finding the overtaking optimality conditions and some properties of the Nash
equilibrium (NE) solutions of the advertising game drew our attention to the potential game concept
proposed in [16] (see also [17]). The concept associates an OCP to the original game, whose optimal
solution is a Nash equilibrium for the game. Hence, finding these properties of the NE solution
reduces to that of the optimal control of the associated OCP. An obvious question here will be, is the
discrete-time advertising game a potential game? If this is the case, can we extend to advertising
games some results (e.g. overtaking optimality and turnpike property) in the literature of OCPs?
Finding answers to these questions is one of the key contributions of the present paper.

Summarizing, the main objective of this paper is to find conditions for overtaking optimality and
turnpike property of Nash equilibrium for discrete-time advertising games of m > 2 competing firms.
To this end, we employ the concept of the discrete-time potential games.

The rest of the paper is organized as follows. In Section 2, we present the general model of discrete
time advertising model including the concept of potential games and overtaking optimality. Section 3
presents the main results of the paper which includes three subsections 3.1-3.3. Section 3.1 presents
an explicit formula of the Nash equilibrium solution at any stage of the game, while in Sections 3.2
and 3.3, we provide conditions for overtaking optimality and asymptotic turnpike property of the Nash
equilibrium solution, respectively. Section 4 concludes the paper.
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2. Discrete-time advertising game model

Consider the advertising difference game of m > 2 firms competing for the same market share. For
each firmi = 1,2,--- ,m, the state x§ e X' := [0, 1] is firm i’s market share at time period 7, and the
control variable ul € U’ = [0, 1] is the rate advertising expenditure of firm i at time ¢. The set U’ denotes
the set of all possible advertising strategies of firm i. The game’s state space X := X' X - -+ X X" is the

m—simplex in R, that is, the set of vectors x, = (xtl ,++,x/") with nonnegative components whose sum
equals 1.
An extension of the discrete-time duopolistic Lanchester model of advertising games proposed in [8,
25, 30] to m competing firms is given for each firmi = 1,--- ,m by
Xt = SO0 u ), 2.1)
where

m
i, u") = [1 —ul - Z u{]xﬁ +u
J#i
is a given function which decomposes the market share of firm i into that carried over from the previous
period and that gained by advertising.

The Markov strategy for firm i is a sequence po= ful, ul (x), uh(xh), - -} that specifies the rate
of advertising expenditure u; of firm i in every period ¢ as a function of its market share. Let the
strategy profile of all firms u = (u', - -+, ™) determine the sequence (u), u}, ub, u}, - ) of advertising
expenditure rate for every firm i. The goal of each firm i is to maximize the following payoff functions

Ty = D gl ud) (2.2)
t=0

subject to (2.1), where gi(x', |, u}) := Bi(g;xi,, — $(u})*) denotes the running payoff of player i at stage
t, B; > 0 represents firm i’s discount rate, g; > 0 is firm i’s revenue per unit of market share and c; is
the advertising cost function of firm i. Note that the function g’ can also be expressed as a function of
x; and u, for all i.

Let o € U', and write (u™, o) to denote u with u' replaced by o'

Definition 2.1. A profile of strategies u* = (u'*, -+, u™) is a Nash equilibrium for the noncooperative
advertising difference game (ADG) problems (2.1) and (2.2) if

J o, 1) = J'(xh, (™, 0") 2 0 (2.3)
for every firm i and o € U’, x{ € (0, 1].
Since the series (2.2) might fail to converge, we introduce the finite horizon payoft function
T
Jr(xp, 1) = Z ACRNTAY
=0
forany 7" € N.
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Definition 2.2. A profile u* = (u'*,--- , ™) is said to be an overtaking Nash equilibrium if, for every
iell,..,m}and o € U', we have

lim inf[J5 (xf, 1) — Jh(xh, (u™*, )] > 0. (2.4)

The inequality (2.4) is equivalent to the following. For any given &€ > 0: For every i = 1,...,m and
o' € U', there exists T* = T*(g,0",i = 1, ..., m) such that

JrCo) =2 o (o) + & (2.5)
forall T > T*. In other words, (2.5) states that, for any given € > 0, the left-hand side of (2.5) overtakes
(or “catches up”) the right-hand side for all 7" “sufficiently large” (i.e., forall T > T™).

Definition 2.3 (Definition 5.1, [16]). The noncooperative ADGs (2.1) and (2.2) is said to be a potential
difference game (PDQ) if there exists an OCP such that a solution to the OCP is also a Nash equilibrium
for the game. A PDG is called a Markov potential game if only Markov multistrategies are considered
for the game as well as in the corresponding OCP.

Remark 1. Given a real valued function p, on X X U, where U = [[; U', we can define an objective
function

TG0, ) = " pilir, ), (2.6)
t=0

which together with the system (2.1) describes an OCP.

From [16], if the games (2.1) and (2.2) is a PDG with an associated OCP as in Remark 1, then p, is
called a potential function for the noncooperative difference games (2.1) and (2.2).
Research problem. The research problem is to use the concept of potential difference game to

1. prove the existence of overtaking equilibria for the discrete-time ADGs (2.1) and (2.2);
2. analyze the asymptotic behaviour of the overtaking equilibria in (1).

3. Main results

To address the research problems 1 and 2, we first verify if the noncooperative ADGs (2.1) and (2.2)
is indeed a PDG. To this end, we prove the discrete time version of the potential games proposed
in [13].

Theorem 3.1. Let G= (U} | {J'}" {f}",) be the compact form of the games (2.1), (2.2) and P, :

X x U — R a certain function. Then G is a PDG with potential function P, if, for everyi =1,--- ,m,
there exists a function hi : X' x U™ — R where U™ := [, U’ and X' := [] ;,; X/ such that
gi(xtﬂ, up) = Pi(xppr, up) + hﬁ(x[_ia u,_i), (3.1)

forallu, € U.
Proof. In the difference game G, observe that the running payoff
. . Ci, ;
81 (Xps1, Uyp) :ﬁg(%’x;“ - E(”t)z)
< , i ci , (3.2)
= D28 (ks - Z0?) + Y (SR - g

i=1 J#
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Let the functions P, and /4! be defined by

m . ci i
P(Xist, ) = pi(x, 1) = ;ﬁxqix:ﬂ ~ 5 (3.3)
and o ‘
et = B (S - ) 1= 1.2, m, (3.4)
J#

It follows from (3.2) that

81(Xiets 1) = Py, ) + by(x;, 1)
foralli = 1,---,m. That is, the expression (3.1) holds for i. In view of Remark 1, consider the OCP
defined by the function P, as follows:

max Z P(x¢11, up) (3.5)
t=0

(X, )EXXU

subject to

Xip] = [1 - Z u;] X, + Uy, (3.6)

i=1
where x4 = (x|, -+, x" ) and u, = (u), -+, ul).

Let u; = (u}*, -+, u/™) € U be an optimal solution (that will be characterized in the next section)
of the associated OCPs (3.5)—(3.6) at stage (or step) t with corresponding optimal state
X = (f, e xl) EX.

This implies
D UP ) 2 Y P ).
t=0 t=0

For an arbitrary i fixed, let u} # u* be the advertising strategy of firm i. Let x4 = (x,,---,x" ) be
the current market share given by (3.6) corresponding to (u;™, u!).
The optimality of u; and x;,, implies that

DUPG ) 2 > Pt () ™), (3.7)
=0 =0

By adding ;2 hi(x;™, u;™) to both sides of the inequality (3.7), we obtain
gl ) 2 > gl (4", uh) (3.8)
=0 =0

foralli=1,.--- ,m.

Since (3.8) holds for arbitrary i, we conclude from Definition 2.1 that #; is a Nash equilibrium for
the games (2.1) and (2.2).

Consequently the research problems 1 and 2 are now simplified in the sense that, rather than dealing
with the complex cases (2.1) and (2.2), we solve both problems in the framework of the associated
OCPs (3.5) and (3.6). To this end, we first derive a formula for the optimal solution of the associated
OCPs (3.5) and (3.6) at any stage k (as in Nowak’s papers [22, 23]).
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3.1. The k-step nonsymmetric Nash equilibrium

To simplify notations, we let

m

A[ = 1 - Z Lt; and ﬁ(xt, I/tt) = A[.xt + l/t,, (3.9)
i=1
so that (3.6) becomes
X+l = ft(xt, up). (3.10)
Observe that for almost all ¢, the functions P, and f; are both continuously differentiable in the interior
of X x U, and also have defined and bounded partial derivatives. Moreover, P, can be expressed in
terms of the vectors x; and u; since

m

. Ci
Pi(Xp1,u,) = Z:Bf (Qixiﬂ - 5(”;)2)

—

1

” (3.11)
DB (%(Apci + 1) — %(uﬁ)z).

i=1

Assumption 1. For allt e N, A, € (0, 1].

Lemma 3.2. Under Assumption 1, the series

0 1
DB A (3.12)

r=0 s=r
converges uniformly for all i = 1,2,--- ,m, where
lr—OIA i ArAr—lAr—Z o 'Aro l:fr 2 10,
P A I if otherwise.

Proof. For each fixed ¢t € N, Assumption 1 implies that

[Tao <

for all » € N U {0}. This further implies

1
B n Ay <B;

forallre Nu{O}landi=1,2,--- ,m.
Since the geometric series )2, 8" converges for each i, then the conclusion of the lemma follows
from the Weierstrass M—test of series convergence.
]
Assumption 2. Let the compact set U be connected, convex, and

J(xo,u;) = Z P(x1,u;) < 00
t=0
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for each u, € U.
Given the vector of initial market shares xo € X and T € N, let

T
(o, ) = > Pilxi, ).
t=0

Theorem 3.3. Let Assumptions 1 and 2 hold. Then the k-step Markov Nash equilibrium
u, = (u}{*, <o, up™) for the ADGs (2.1) and (2.2) is such that
u = e, = 1,2, m,
Ci
where 1 = 320 B} T1,-, Af,
Proof. Let the hypotheses of the theorem hold and H; : X X U X R — R be the Hamiltonian function
of the OCPs (3.5) and (3.6) at each step k given by

Hy (X, uge, A1) = Pr(x, wie) + Aprr + fre(xes uge), (3.13)

where A, = (1}, - , A7) is the adjoint sequence at stage k = 1,2,---.

Since Assumption 2 holds and the potential function P; is concave, then in view of the maximum
principle for discrete time OCPs proposed in [11] (see also [2]), the optimal advertising control u; of
the OCPs (3.5) and (3.6) must satisfy

. OH

¢ o (3.14)

0 OH :
=5

where
% . * *
Hk - Hk(xk9 uk9 /lk-f-l)’
il
0

while ai and £- denote the gradients corresponding to the first and the second variables respectively.

X y
Note that the convexity of the set U in Assumption 2 is required to guarantee the Eq (3.14) in [11].
For any k € N, the trajectory x; corresponding to u; starting from & (=x;) can be obtained as follows:
xX; = Ayé + u,
X, = Ajx) +uy = AJAE + Ajug + u

(3.15)

That is, fi(&,u}) = [1)_ Asé + T TTo5 Al
Then it follows from (3.14) (using (3.11) and (3.15)) that for each i = 1,2, --- ,m, we have

0 0 0

Bo=Ba] | A+ A [ |4 = [ A6a+ 4.0
p=k p=k p=k

= Bie) ™ (1= iy E - D))Big + Ay,
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where A} =1 - 31 lu;j
Thus

) 1-f T .
U = fk—l(lf A (3.16)
,85.(6'1' Hp:k A;

foralli=1,2,-
The formula for the adjoint sequence {A;};-, proposed in [2] suggests that

o0 00 0
(= ) P e = Y B fan [ ] 4, G.17)
s=k p=s

s=k

Indeed the expression (3.17) satisfies the Eq (3.14) for all k € N as shown in [11] using some concept
of Gateaux differentials.
We now apply Lemma 1 and (3.17) on (3.16) to obtain

= ﬁ’ff T Zﬂt zl_[A*

(]1(1 k+1 * k+2 : *
= ﬁ "+ BT A+ B A .
,Bkc, = n pl;ll ' pgz g
_ —(1 — xi* (1 +BiAL, + BPALLAL + )
- %(1 _
That is,
up = (g1 = /e quip (1= xp™)/cn). (3.18)

The expression (3.18) is the k—step optimal solution of the OCPs (3.5) and (3.6) which according to
Definition 2.1, is also the k—step Markov Nash equilibrium for the ADGs (2.1) and (2.2).

Remark 2. 1t is worth noting that the closed-loop optimal solution (3.18) is comparable to the Markov
strategies for continuous time duopolistic advertising game obtained in [10], Section 11.1.

3.2. Conditions for overtaking optimality (OO)

To establish these conditions, we first present the following concept of overtaking optimality (OO)
with respect to the associated OCPs (3.5) and (3.6).

Deﬁnltlon 3.4. The sequence {u;}?, is said to be OO if for all € > 0 and {u,};>, € U, there exists

= T*(g,u;) > 0 such that for all 7 > T* holds
Jr(xo, u;) — Jr(xo, u;) < &,
which is equivalent to saying that

li;n inf[J7(xo, u;) — Jr(x0, us)] = 0. (3.19)
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Assumption 3. For almost all + > 0, there exists 7* = T*(t) > 0 such that the Hamiltonian H; is
concave in (x,.1, u;) for each T > T, where we take A, as defined in (3.17).
Let the brackets (-, -) denotes the scalar product of two vectors.

Theorem 3.5. Under Assumptions 2 and 3, the optimal control u; with corresponding trajectory x;
is an OO for the associated OCPs (3.5) and (3.6) if for each x,., € X the following holds:

t+1

nggﬁzk@—zﬁbﬁﬂ—xm>zo. (3.20)

Proof. Consider the optimal pair (x7
Assumption 3 implies

*1»4;) € X X U obtained in Theorem 3.3. The concavity of H, in

H, - H; < <aHt,xt+1 _x’+1>+<6_yHt’ut_u’> (3.21)

forall (x; 1, u)) e Xx U, t=1,2,---,1
Then for any admissible pair (x;+1, 4,) € X X U, we have from (3.13) that

T, 17) = Jexo, ug) = D [PUS, 1) = il )]
=1

. . (3.22)
= Y IH; = Hil + > (Ao, £ ) = fi(x;, ).
=1 =1
Applying (3.14) and (3.21) on (3.22), and rearranging some terms yields
* - 8 * * - a * *
JT(XO9 th)—JT(X(), ut) = tzl<a H Xir1 xl+1>+;:<a_yH[9ut _ut>
* Zutﬂ,f,(xt, ) = Fi(x), 1))
(3.23)

= Z</1t’ Xii1 — Xpp1) + Z</lt+l, Xe+l — t+1>

k
= § (A — i1, Xyl — Xis1)-
=1

Hence
lim inf[J,(xo, u)) — J-(x0, u;)] > 0.

The last inequality follows from (3.20) and (3.23). Thus, the optimal solution u} = (u*,--- ,u™
(which is also a Markov Nash equilibrium) with corresponding optimal path x,, is an overtaking
optimal for the associated OCPs (3.5) and (3.6) of the ADGs (2.1) and (2.2).

Remark 3. Conditions for OO similar to our Theorem 3.5 is obtained for continuous-time OCPs in [3]
where the author considered a Cauchy-type formula for the adjoint function A(-). Here, we obtain the
same result in discrete-time settings. More precisely, we obtain a discrete-time version of the adjoint
formula (3.17) using the concept of Gateaux differentials and obtain the conditions for OO using the
concavity of the Hamiltonian function H, and the discrete-time maximum principle (3.14).
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3.3. Asymptotic turnpike property of the overtaking NE

*

To study the asymptotic behaviour of the overtaking optimal pair (x7, ,, u;), we transform the OCP
to a dynamic programming problem (described in terms of the state evolution) that is consistent with
the standard approach to overtaking optimality as follows.

From the OCPs (3.5) and (3.6), observe that forallr = 1,2, ---,

X+ - 1)x!

u = ' foralli=1,2,---,m, (3.24)
! 1-x
t
where X, := ) i uf
Then the potential function P, can be rewritten as
m ; i\ 2
; ci (X +Eo, — Dx
P(x, Xp41) = Z:Z]IBf [Qi-xm.l - E( = 1— x; : . (3.25)
Consequently, the OCPs (3.5) and (3.6) becomes
( ma))( o Z P(x;, X141), (3.26)
X1, X1+1)E =1

where Q is a closed subset of X X X. In the terminology of Gale [15] (see also [33]), the sequence of
market share {x;};°, is said to be a program for Q if (x,, x,,;) € Qforallz=1,2,---.

In the sequel, we assume equal discount rate §; = --- = 8,, = 8 and refer to the potential function
P, asin (3.25).

Definition 3.6. The program {X,}° is called:

i. A stationary (constant) program if X,,; = X, = X for all ¢;

ii. An optimal stationary program (OSP) if (1) holds and

X = argmax P,(x, x) (3.27)
xeX

forallt=1,2,---.
Let X be a unique solution of the maximization problem (3.27).

Definition 3.7. A program {x,}", is said to be good if the sequence

T (o)
{Z[P,(x,, Xi1) = P(% xn} (3.28)
t=1 T=1
is bounded or if ,
lim inf D TPt Xii1) = Py, x11")] > =00 (3.29)
=1

for any other program {x,’}/_,.
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In the classical turnpike theory for OCPs, the objective function P, is said to possess the turnpike
property if there exists a point X € X (a turnpike) such that for each positive number ¢ there exists an
integer L > 1 such that for each integer 7 > 2L and each solution {x,}tT:0 of the OCPs (3.5) and (3.6),
the inequality p(x;,X) < gis true forall t = L,---,T — L ( where (X, p) is a compact metric space,
and L does not depend on x( and x7) [32]. Moreover, if the turnpike X is a singleton (unique) then it is
calculated as a solution of the maximization problem (3.27).

As noted in [33], some of the basic tools required to establish this property are: the compactness
of the state space X, convexity of Q and the (strict) concavity of the the objective function P, (see
e.g. [15, 20, 27, 31]). The author [33] further described the asymptotic turnpike property of a program
{x;} using the notion of a “good” program. That is, the asymptotic turnpike property is established if
the program {x,} is good and converges to the turnpike X as 7 tends to infinity (see [33] Section 1.2,
property (iii)). Brock [4] also established this property for the average utility functions using the
concept of good programmes and termed it “average turnpike property” (see [4], Lemma 4).

Equipped with the aforementioned tools and the fact that the OO program {x;}|_, is a good program
(in view of (3.19)), to establish the asymptotic turnpike property we show the existence of the turnpike
% and the convergence of the sequence {x;}", to ¥ as T tends to infinity.

Note that X = (X, , X,,) solves (3.27) if and only if X; solves

X =35 +@B+22 /g —1=0, i=12,-,m. (3.30)

The cubic equation (3.30) is obtained by applying the first-order conditions for maximum on (3.27).

Lemma 3.8. There exists a unique real solution

3252
_ Ki \/;Z—irc’ Z 19
- , 1=1,

X; = 1+ 3
V18 Kiqi

e, m, (3.31)

where

K = C/‘/g\/4(23,-tci/45)3 +27(22, il 9:)* = 92, ci/ )
forallt=1,2,--- , to the cubic equation (3.30).

Proof. The solution (3.31) can be analytically derived using the Cardano’s method [7].

Let ¢; and g; be chosen such that x; € (0,1) forall i = 1,2,--- ,m, then X = (X, -+, X,,) 1s the
unique solution of (3.27).

The next two lemmas are crucial in proving the convergence of the OO program. Results similar to
Lemma 3.9 below is proved in McKenzie [21] and Dana and Le Van [9] for bounded objective
functions, and in Nowak [23] for unbounded objective functions.

Assumption 4. The components of the vector

0 0
apt(x’ X) - 0_yPt(X:, X')

are all positive.
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Lemma 3.9. Under Assumption 4, let

1 {0 0
(= 2ﬁ‘ Pt()'c X) — —P,(x x)]. (3.32)
Then for all (x;, x,11) € Q holds
Pi(x;, xt+1)/ﬁt + (L, X1 — Xp) < P, (3.33)

where P = P,(%,X)/f.
Proof. Define

¢(x,y) := P, y)/B' + (L y — x).
for all (x,y) € Q.

Observe that
10
—¢(x y) = Box ) =4
l;, ( g Pi(x,y) — lipt(;c X) + E%Pt(j J_C))
Hence,
o _ . 1L (o _ _ 0
aqb(x, X) = Z_ﬁf( P(x, x) + yP (X, x))
- 33PED =0

Similarly, 3 </>(x X) =

This 1mphes that x is also a candidate for the maximizer of ¢. Since X is compact and ¢ is continuous
(which implies boundedness of ¢), then it follows from the concavity of ¢ that the maximizer is unique.
Hence we must have

¢(x,y) < P
for all (x,y) € Q. |

Lemma 3.10. There exists a number M such that for any program {x,}|_, starting from xo,

T
Z[Pt(xt’ xt+1)/ﬁt - [_’] <M
t=1

forall T.

Proof. The proof follows directly from Lemma 3.9. That is, for all T we have

T T
memmW—ﬂsQZpﬁmﬂ
t=1 t=1

=({, xo — x7)
<M,
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where M = (, xo).

Now, let P, be concave at the interior point (%, X) and define -
6 := P—Pu(x;,x., )IB + (L, x; — X/, p).

From Lemma 3.8, we have §, > Oforallt =1,2,---, T. Note that
P}, X[ /B = P =L, x] = X)) = 6. (3.34)

Summing (3.34) on ¢ and using the fact that {x;} is a good program, then there exists a number N
and a positive integer Ty such that for all 7 > T we have

T
N < ) [P, x)/B = P
t=1 . ,
=) =X D= D6

This implies

for all T > Ty. That is, the series -, d; is convergent (which implies lim,_,, 6, = 0).
Next we define
®(x;k7x;k+1) = Pl‘(x:’x;_])/ﬂt - P + <§’ -x;_l - x;>'
It is easy to see from Lemma 3.9 that the maximum value of ® is zero. Moreover, O is strictly concave
(from concavity of P;). Hence, (X, X) is the unique maximum point of ® and O(x, x) = 0.
Since
lim O(x}, x;,,) = —lim ¢, = 0.
1—00 t—o00
Then it follows from the continuity of ® that lim,,., x; = X.

4. An example

Consider the ADGs (2.1) and (2.2) with m = 3. Let the firms discount rate (8, 5>, 83), revenue per
unit market shares (qi,¢2,93), and advertising costs (cj,c2,c3) be given by
(0.1,0.12,0.13),(0.59,0.6,0.63), and (1,1,1) respectively.  Suppose the initial market shares
xo = (0.49,0.5,0.52), then the Theorem 3.3 suggests that the k—step Markov Nash equilibrium

'y )y = (059 k(1 = xp), 0.6 m3(1 = xp), 0.6373(1 - x}")).
where 1, is the sum of the series

1+ Bilsi1 + BiArrArer + -
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foreachi=1,2,3.
Consequently, the corresponding market shares of the firms become

s+1

Xt =049 ]—[A* + Z [ Tagmia - 290591
s=0 p=k

2 =05 ]—[ A%+ Z ﬁApns — 210.6%;
s=0 p=k

s+1

0 k
=052 [Ay+ ) nApns(l — x7)0.63".
p=k s=0 p

In view of Theorem 3.1, the potential function here takes the form

1 1
P(x41, 1) = 0.1 (0.59x}+l -~ E(u})z) +0.12' (0.6x,2+l - E(uf)z)
+0.13 (0 63x),, — (uf)2) :

The associated OCP becomes

o0
max Z Pi( X1, 1)

JEXXU
(X1,10) =0

subject to
3
X = (1 - Zu;]x,+u;, i=1,2,3.
i=1

The Hamiltonian function H; can be obtained from the expression

Hy = P(xy, we) + (/lk+1’/ll%+l’ /liﬂ)T : (xz1+1= xz2+1= x?+1)’ 4.1)

and the adjoint sequence

A, 2,05 = Z (0.15(0.59) HAP, 0.12°(0.6) l_[Ap, 0.13°(0.63) l—[A ).

p=s p=s p=s

Since Hj is concave in (x],,,u;) with respect to the associated OCP above, then it follows from
3%

Theorem 3.5 that the Markov Nash equilibrium strategy {(u*, u?*,u}*)}°, is indeed an overtaking
optimal provided the

T 3
liminf " > (4] = 4, (x5, = x.) 2 0

t=1 i=1

for each xt+1 eX, i=1,23.
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5. Conclusions

We have studied a discrete-time game of advertising competition among m > 2 firms where firms
maximize the present value of their profits which depend on their advertising strategy and their market
share. The evolution of market shares is determined by the firms’ advertising activities. By first
identifying the advertising game as a potential game, an optimal control problem is obtained whose
optimal solution is a Nash equilibrium of the game. We derived an explicit formula for the Nash
equilibrium (NE) in Theorem 3.3 and obtained conditions for which the NE is an overtaking optimal
(see Theorem 3.5). Lastly, we analyze the asymptotic behavior (that is, the turnpike property) of the
overtaking NE where the convergence towards a unique steady state (turnpike) is established.

Abbreviations

ADG, Advertising difference games; PDG, potential difference game; OO, overtaking optimality;
NE, Nash equilibrium.
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