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1. Introduction

The purpose of this supplementary note is to provide detailed computations of the different
value allocations presented in the paper.

2. Example 1: A Collective Choice Problem

A value allocation in this example can be uniquely supported by the utility weights 4 =
(A1, A2, A, 2%) = (1,1,9/10,1/5), which correspond to the supporting normal vector to the
incentive efficient frontier in the individually rational zone. For these utility weights, the op-
timal value of the dual variables is (a;(L | H),a;(H | L)) = (0,0). Virtual utilities take the
form

vi(d,t,A, &) = uid,t), Yte{H/L},VYi=1,2
V3(d, H’ /_l’ C_Z) = l/l3(d, H)
V3(d, L, /_l, C_l’) = 2M3(d, L)

Thus, the payoff matrix in the (A, @)-virtual utility game is

(Vi,Vv2,v3) L H
[di, d>, d5] (0,0,0) (0,0,0)
[d12,d5] (5,5,0) (5,5,0)
[d113, ] (0,0,10) (0,0,10)
[d%,dz] (10,0,-10) (10,0,0)
[d§3, d] (0,0,10) (0,0,10)
] |(0,10,-10) (0,10,0)

For any (M or H) bargaining solution, iy solves the primal problem for A. Hence, it maximizes
the Lagrangian in (2.3). Then, condition (2.5) implies that

Wiy, 1,1,@) = max D vid, 1, A, &) =10, Ve (H,L) (1)
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2.1. The M-Value
Myerson’s (1984b) rational threats for coalition S C N solve

max > p(t) Y vilus, 1, ,@) 2)

te{H,L} ieS

Clearly, Wy (uy, t, A, @) = 0 for every t € {H, L} and every i € N. Let us consider the problem
faced by coalition S = {i, 3} (i = 1, 2). Notice that, for any mechanism yj; 3, the expected worth
for this coalition is

D P > Vil 1A, @) = sy (dly | H) + sy (dly | DI + iy |1 D) (3)
te{H,L} JjeS

Hence, if we were to maximize (3) subject to u;3; € M; 3, an optimal solution should satisfy

wis(ds | H) + s (dy | H) = ps(diy | L) = 1 4)
Therefore, W{,-,3}(,u{,-,3}, t, /_l, a)=10forallr € {H, L}.

Because the members of coalition {1, 2} do not have private information, a mechanism for this
coalition is simply an element of A(Dy; 2;) = M, 2. Then, it is clear that the only rational threat
for coalition {1, 2} is the mechanism p;2y(d12) = 1. Then, Wi 2y(1y1 2, 1, A, @) = 10 for every
te{H, L}

Summarizing, the conditionally transferable virtual utility game is described by

Wi(ﬂ,’,t,/_l,c_l’) = 0, VieN,Vtel{H L}
Ws(us,t,A4,a) = 10, SCN,S #{i}(i=1,2,3),VYteT

Then, ¢;(W(n,t, A, @)) = ? foralli € N and ¢ € {H, L}. Therefore, a mechanism fi, satisfies the
warrant equations if and only if

U(iy) = (Uy(@y), Ua(in), Us(iy | H), Us(iy | L) = (2,12, 2, 3)
This allocation is achieved by the incentive efficient mechanism

fin([dya, d3] | 1) = 5, iv(ld55, di] | 1) = n(ldys5, da] | 1) = ¢, V€ {H, L).

The allocation U(jiy) is feasible and by construction it solves the primal for A. Thus it is the
unique (non-degenerated) M-value of this game.

2.2. Coalitionally Incentive Compatible M-Value

Let us consider the game with transferable virtual utility when coalitional threats are required
to be incentive compatible. Clearly, rational threats do not change for coalition {1, 2}, since its
members do not face any informational problem.

Now we wonder if there is an incentive compatible mechanism for {i, 3} satisfying (4). Incentive
constraints for {i, 3} are

win(dy | H) > pusy(dy | L) (5)
Wiy | L) — sy 1 L) > pasy(dly | H) — psy(ds | H) (6)



Note that (6) holds for any mechanism satisfying (4). Then (4) and (5) implies us(d;; | H) = 1.
Then the unique incentive compatible rational threat for {i, 3} is the mechanism

win(dis |0 =1, Vte{H,L)

Hence, W3 (i), t, A, @) = 10 for all t € T. Therefore, the transferable virtual utility game
does not change when we require coalitional threats to be incentive compatible. As a conse-
quence, the value allocation continues to be the same. Imposing incentive compatibility on the
mechanisms ug does not always change the worth of the coalition, because the virtual worth of
all coalitions is computed using virtual utilities as determined by the vector (4, @) specified for
the grand coalition.

2.3. The H-Value

We compute now our cooperative solution concept. We proceed recursively. When S = {i}
(i € N), Wi(up, t, A, @) = 0 for every t € {H, L}. Then, optimal egalitarian threats for coalition
S C N solve

max > p) ) vilus.1.1.@) (7)
HSEMs L) ieS
s.t. Z p(t_)vilus, 1,4, @) = Z p_vius,t, A, @), Vi, Vi,jeS
t_ieT_; t_;eT_;

For coalition § = {1, 2}, problem (7) reduces to

max Z p(t) Z Vi 1 A, @)

H(12)€A(Dy12))

te{H,L} ieS
s.t. Z POVi(up o)1, A,a@) = Z P(OVo (U 2y, 1, A, @)
te{H,L} te{H,L}

Clearly the unique solution to this optimization problem is the mechanism i, »,(d;2) = 1. Then,
Wi (12,1, 4, @) = 10 for every 1 € {H, L}.

Now consider coalition S = {i, 3} (i = 1, 2). Problem (7) reduces to

max Z p(1) Z Vil £, A, @)
K3 EMiis) te(H.L) ieS
st vy, A4, @) = v3(uisy, 1, A, &), Vi€ {H, L}
Notice that

Viltizg H, 4, @) = va(ugizy, H, 4, @) ©  psy(dy | H) = iz (dy | H) (8)
Viltizy L A, @) = va(uiisy, L4, @) ©  psy(di | L) = 2up3(dy | L) )

The unique mechanism for {i, 3} satisfying (4), (8) and (9) is

wiz(dy | H) = pis(dy | H) = %, pisn(dy 1 L) = 1 - pusy(dy | L) = %



It is thus the unique optimal egalitarian threat for {i, 3}. We conclude that W/; 3,(u;.3, H, @) =
10 and W{,-,3}(,u{,-,3}, L, /_l, C_l’) = 2?

Therefore, the Shapley value allocations of the (A, @)-virtual utility game are
W, H4,a) = (2,2, 2) and ¢(Win,L 1) =(2,%,2)

A mechanism u3, thus satisfies the warrant equations if and only if

Uluy) = (Ur(y). Us(uy), Us(y | H), Us(uy | L) = (%, %, %2, 20)

This allocation is achieved by the incentive efficient mechanism
iz, 31| H) = (s, dY] | H) = py(lds, 11 H) = 5,
pin(dv2, d3) | L) = 1 = py([d3s, di] | L) = ]

The allocation U(u}) is feasible and by construction it solves the primal for A. Thus it is the
unique H-value of this game.

2.4. Coalitionally Incentive Compatible H-Value
We require now coalitional threats to be incentive compatible. Wiy(u,t,4,@) = 0 (i €
N) for every t € {H,L}. Coalition {1,2} does not face any informational problem, then
H2(diz) = 1 1s an incentive compatible optimal egalitarian threat for {1,2}. We conclude
that W{l,z}(,u{l’g}, t, /_l, a) = 10 for every r € {H, L}.

Consider a coalition {i,3} (i = 1,2). When incentive constraints are not imposed, the unique
optimal egalitarian threat for this coalition violates the constraint asserting that 35 must not
be tempted to report 3;; thus (5) is the only binding incentive constraint. Then an incentive
compatible optimal egalitarian threat for {7, 3} satisfies (5) (as equality) together with the bal-
anced contributions conditions (8) and (9). The unique mechanism for {i, 3} satisfying these
requirements is

ia(dy | H) = pusy(dy | H) = pusy(dis | L) = L, pusy(dy | L) = pis(diyds] | L) = 1

Therefore, it is the unique incentive compatible optimal egalitarian threat. The virtual worths
for coalition {i, 3} are now W,;3,(u;i3), H, A, @) = 10 and W,;3(ugis, L, A, @) = 5.

Therefore, the Shapley value allocations of the (A, @)-virtual utility game are
WG, H.A,@) = (2.2, 2) and ¢(W@.L 1.a) = (2.2, %)
A mechanism u3, thus satisfies the warrant equations if and only if
Uluy) = (U1 (), Uaui), Uy | H), UsGy | L) = (3, 45,43, 1)
This allocation is achieved by the incentive efficient mechanism

ti(ldy, d) | H) = uy((dyy, d51 | H) = pp(ldas, dY] | H) = 4,
py(ldin, d) | L) = 1 = uy([dsy, d91 | L) = 2

The allocation U(u},) is feasible and by construction it solves the primal for A. Thus it is the
unique coalitionally incentive compatible H-value of this game.
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3. Example 2: de Clippel’s Example

In this game the incentive efficient frontier coincides with an hyperplane with slope 4 =
(A, A%, 25, 23) = (4/5,1/5,1,1). Hence, a value allocation can only be supported by the utility
weights A. The unique solution of the dual problem for A is (a(L | H),a,(H | L)) = (0,0).
Virtual utilities thus coincide with real utilities in every state.

A bargaining solution, yy, must solve the primal problem for A. Hence, it maximizes the La-
grangian in (2.3). Then, condition (2.5) implies that Wy (uy, H, A, @) = 90 and Wy(uy, L, A, @) =
30.

3.1. The H-Value

For any coalition § = {i} (i € N), W(uu.t, A, @) = 0 for every t € {H,L}. Then, optimal
egalitarian threats for a two-person coalition solve (7). Clearly, for any coalition S C N different
from {1, 2}, we have that Ws(us,t, 4, &) = 0 for all ¢ € {H, L}. An optimal egalitarian threat for
{1,2} solves

max Z p(t) Z Vi3 1, A, @)

eM
Ha2eMi teT; ieS

st vi(uuoys 6 A @) = vauagy, . A,@), Vi€ {H,L)

The expected (virtual) worth for this coalition is

Z p(0) Z Vi, t, A, @)

(e{H,L) jes
= T2ppa(dyy | H) + p{1,2)d5, | H)] + 6[u{1,2)(d}, | L) + p{1,2)d}, | )] (10)

On the other hand,
vi(uuay, H, 4, &) = v(uua, H 4,8 ©  puad, | H) = upoy(dy | H) (11)
viuiay, L 4, @) = va(upay, L 4,8 ©  upo(dy, | L) = Suq0(ds, | L) (12)

If we were to maximize (10) subject only to py; 2 € M;; 2, an optimal solution must be of the
form
toa(diy | D)+ ppay(dy 1) =1, Vre(H, L) (13)

The unique mechanism satisfying (11)-(13) is
pndiy | H) = puo(d, | H) = 3, pua(diy | L) =1 —ppoy(dy, | L) = ¢,

thus it is the unique optimal egalitarian threat for {1, 2}. Therefore, Wy, »,(u1 2y, H, A, @) =90 and
Wi 2 (g1 235 Ly A, @) = 30. We conclude that the Shapley value allocations of the (A, @)-virtual
utility game are

d(W(n, H,A,@)) = (45,45,0) and ¢(W(n,L,1,a)) = (15,15,0)

A mechanism w3, thus satisfies the warrant equations if and only if it achieves the utility alloca-
tion in (3.2). Hence, (3.2) is the unique H-value.
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3.2. Coalitionally Incentive Compatible H-Value

We now require coalitional threats to be incentive compatible. Clearly Wy (us, 1, 4, @) does not
change for any coalition § C N different from {1, 2}. Incentive constraints for coalition {1, 2}
are

puadiy | H) > poydy | D) (14)
paa(dis | L) = 2upa(diy | L) > puady | H) = 2p2(ds, | H) (15)

When incentive constraints are not imposed, the unique optimal egalitarian threat for {1, 2}
violates the constraint asserting that 15 must not be tempted to report 1,; thus (14) is the only
binding incentive constraint. Then an incentive compatible optimal egalitarian threat for {1, 2}
satisfies (14) (as equality) together with the balanced contributions conditions (11) and (12).
Thus, the unique incentive compatible optimal egalitarian threat is the mechanism

#{1,2}(‘1%2 | H) :,U{l,z}(dlzz | H) = %,

pua(dix | L) =3, wiy(dh | L) =, wiy(di,do] | L) =2

Hence, the virtual worths for coalition {1,2} are now Wy 5 (up2y. H, A,a@) = 90 and
Wi 21 2p5 Ly A, @) = 18. The Shapley value allocations corresponding to the (A, @)-virtual
utility game are

d(W(n, H, A, @) = (45,45,0) and ¢(W(n, L, A, @) = (13,13,4)
A mechanism u}, thus satisfies the warrant equations if and only if
Ulpy) = Uiy | H), Ur(uy | L), Ua(uy), Us(uy)) = (45,13, 38.6,0.8)
This allocation is achieved by the incentive efficient mechanism
pxldyy. ds) | H) = py([dip, di] | H) = 3,

pn(ldly, ds) | L) = piy(dos | L) = 32 py(daa | L) = &

Hence, U(uy,) is feasible, and thus it is the unique coalitionally incentive compatible H-value of
this game.



