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ABSTRACT

AUTOMATED NEGOTIATION FOR COMPLEX
MULTI-AGENT RESOURCE ALLOCATION

SEPTEMBER 2010

BO AN
B.Sc., CHONGQING UNIVERSITY
M.Sc., CHONGQING UNIVERSITY
M.Sc., UNIVERSITY OF MASSACHUSETTS AMHERST
Ph.D., UNIVERSITY OF MASSACHUSETTS AMHERST

Directed by: Professor Victor Lesser

The problem of constructing and analyzing systems of intelligent, autonomous
agents is becoming more and more important. These agents may include people,
physical robots, virtual humans, software programs acting on behalf of human be-
ings, or sensors. In a large class of multi-agent scenarios, agents may have different
capabilities, preferences, objectives, and constraints. Therefore, efficient allocation of
resources among multiple agents is often difficult to achieve. Automated negotiation
(bargaining) is the most widely used approach for multi-agent resource allocation

and it has received increasing attention in the recent years. However, information
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uncertainty, existence of multiple contracting partners and competitors, agents’ in-
centive to maximize individual utilities, and market dynamics make it difficult to
calculate agents’ rational equilibrium negotiation strategies and develop successful
negotiation agents behaving well in practice. To this end, this thesis is concerned
with analyzing agents’ rational behavior and developing negotiation strategies for a
range of complex negotiation contexts.

First, we consider the problem of finding agents’ rational strategies in bargaining
with incomplete information. We focus on the principal alternating-offers finite hori-
zon bargaining protocol with one-sided uncertainty regarding agents’ reserve prices.
We provide an algorithm based on the combination of game theoretic analysis and
search techniques which finds agents’ equilibrium in pure strategies when they ex-
ist. Our approach is sound, complete and, in principle, can be applied to other
uncertainty settings. Simulation results show that there is at least one pure strat-
egy sequential equilibrium in 99.7% of various scenarios. In addition, agents with
equilibrium strategies achieved higher utilities than agents with heuristic strategies.

Next, we extend the alternating-offers protocol to handle concurrent negotiations
in which each agent has multiple trading opportunities and faces market competition.
We provide an algorithm based on backward induction to compute the subgame
perfect equilibrium of concurrent negotiation. We observe that agents’ bargaining
power are affected by the proposing ordering and market competition and for a large
subset of the space of the parameters, agents’ equilibrium strategies depend on the

values of a small number of parameters.We also extend our algorithm to find a pure

X



strategy sequential equilibrium in concurrent negotiations where there is one-sided
uncertainty regarding the reserve price of one agent.

Third, we present the design and implementation of agents that concurrently
negotiate with other entities for acquiring multiple resources. Negotiation agents
are designed to adjust 1) the number of tentative agreements and 2) the amount of
concession they are willing to make in response to changing market conditions and
negotiation situations. In our approach, agents utilize a time-dependent negotiation
strategy in which the reserve price of each resource is dynamically determined by 1)
the likelihood that negotiation will not be successfully completed, 2) the expected
agreement price of the resource, and 3) the expected number of final agreements.
The negotiation deadline of each resource is determined by its relative scarcity. Since
agents are permitted to decommit from agreements, a buyer may make more than
one tentative agreement for each resource and the maximum number of tentative
agreements is constrained by the market situation. Experimental results show that
our negotiation strategy achieved significantly higher utilities than simpler strategies.

Finally, we consider the problem of allocating networked resources in dynamic
environment, such as cloud computing platforms, where providers strategically price
resources to maximize their utility. While numerous auction-based approaches have
been proposed in the literature, our work explores an alternative approach where
providers and consumers negotiate resource leasing contracts. We propose a dis-
tributed negotiation mechanism where agents negotiate over both a contract price
and a decommitment penalty, which allows agents to decommit from contracts at a

cost. We compare our approach experimentally, using representative scenarios and



workloads, to both combinatorial auctions and the fixed-price model, and show that

the negotiation model achieves a higher social welfare.
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CHAPTER 1
INTRODUCTION

1.1 Introduction

The problem of resource allocation is ubiquitous in many diverse research fields
such as economics, operations research, and computer science, and is relevant to
a wide range of applications, e.g., electronic commerce, supply chain, sensor net-
works, web/grid service composition, workflow, and enterprise integration. In sys-
tems involving multiple autonomous agents, it is often necessary to decide how scarce
resources should be allocated. The allocation of resources within a system of au-
tonomous agents is a challenging and exciting area of research at the interface of
computer science and economics. There are (at least) two different lines of work, de-
pending on how decisions about allocations are made. In centralized approaches like
combinatorial auctions [26, 42], agents simply report their preferences and wait for
the final allocation to be made by the auctioneer or some other central entity. How-
ever, it is often impractical to adopt a centralized approach for resource allocation
problems due to various constraints, e.g., computational overhead, communication
constraints, privacy, and real-time requirements. In distributed approaches, alloca-

tions evolve in an asynchronous way, by means of local negotiations among agents.



Negotiation has been treated as a key approach for resource allocation problems
and has been applied to e-commerce, manufacturing planning, sensor networks, cloud
computing, and distributed vehicle routing [10, 75, 119]. Automated negotiation is
an important research area bridging together economics, game theory, and artificial
intelligence. It has received prominent attention in recent years [70] and its impor-
tance is widely acknowledged since intelligent agents that negotiate with each other
on behalf of human users are expected to lead to more efficient negotiations [120].
A very common class of negotiation is bargaining.! It refers to a situation in which
individual agents have the possibility of concluding a mutually beneficial agreement
which could not be imposed without all individuals’ approval. In intelligent agent
systems like electronic markets, agents negotiate with each other through some form
of negotiation protocol and negotiation capabilities for software agents are a central
concern. Specifically, agents need to employ certain strategies to make negotiation
decisions on behalf of the parties they represent with the aim of maximizing bene-
fit for their users. One open question about automated negotiation is determining
which strategy to employ, which is a complex decision making task because of the
inherent uncertainty and dynamics of the situation.

In this thesis, we will be concerned with agents’ negotiation strategies in dynamic
and complex negotiation environments in which 1) agents have conflicting objectives
and preferences; 2) agents need to acquire a set of resources; 3) agents have incom-

plete information about others; and 4) agents have multiple trading partners and

1Unless a specific distinction is drawn, we use the terms negotiation and bargaining interchange-
ably.



trading competitors. The complex negotiation problem has not been studied deeply
in the field. Our approaches will include both theoretic analysis and heuristic im-
plementation. From a theoretical perspective, we analyze agents’ rational strategies
in bargaining games that more closely mirror the issues in complex negotiation than
have previously been studied. Game theoretic analysis provides insights and the-
oretical foundations for developing negotiation agents. For more realistic complex
dynamic bargaining games involving multiple agents, it is impractical to compute
agents’ rational strategies and we design heuristics based negotiation strategies by
considering agents’ constraints, contracting opportunities and market competition.?
As part of this work, we will also focus on the use of decommitment penalties to

handle the uncertainty present in dynamic and complex bargaining environments.

1.2 Motivating Examples

The focus of this thesis is developing new techniques for complex agent-mediated
negotiation problems in which agents have different goals, preferences, constraints,
and knowledge about others. To motivate the research from a practical perspective,
this section describes two examples of application domains where the approaches

developed in this thesis are needed.

2Informally, a rational agent is an agent which has clear preferences, models uncertainty via
expected values, and always chooses to perform the action that results in the optimal outcome for
itself from among all feasible actions.



1.2.1 Collaborating, Autonomous Stream Processing Systems (CLASP)

Collaborating, Autonomous Stream Processing Systems (CLASP) [27] is a mid-
dleware for cooperating data stream processing sites, which has been designed and
prototyped in the context of System S project [69] within IBM Research to enable
sophisticated stream processing. There are multiple sites running the System S soft-
ware, each with their own administration and goals. Each site may only have limited
processing capabilities, so cooperation among these sites can frequently be of mutual
benefit and such cooperation enables such sites to increase the scale, breadth, depth,
and reliability of analysis beyond that available within a single site [5].

In System S, a job is an execution unit that accomplishes certain work through
stream analysis. A job takes the form of a processing graph, consisting of resources,
i.e., data sources and processing elements (PEs), which are interconnected in a certain
manner. These resources might be located at multiple different sites. Due to the
potentially large numbers of data sources and PEs needed in complex jobs, and
the existence of functionally equivalent processing graphs, it is infeasible for human
users to manually construct and identify the best alternative graph. System S has a
planning component that can construct processing graphs automatically from high-
level descriptions of desired results [108].

Figure 1.1 illustrates an example of a distributed job execution [27]. Site 3 is
responsible for executing a job, which can be decomposed to three subjobs, each of
which contains a normal job (for data processing) and multiple tunneling PE jobs
(for data transportation). The Remote Execution Coordinator (REC) of owner site

3 executes the third subjob and dispatches two other subjobs to Sites 1 and 2 for



execution. Site 4 monitors the execution status of Sites 1 and 2. The REC at the
owner site maintains a subjob table about which subjobs are running at which other
site. The table is used for recovery of subjobs on failed sites. The REC executing a
subjob first parses its Job Description Language (JDL) to identify one normal job,
and multiple tunneling PE jobs. One thread is launched to handle each of them. The
thread customizes the JDL, such as assigning a host for each PE. Then it deploys
the job through its local Job Management. For a source PE job, the REC needs to
contact the local Tunneling Manager responsible for assigning the network address
and port on which the source PE will be listening for incoming connections. It
deploys the source PE job and reports the assigned network location to the REC at
the owner site. For a sink PE job, the REC needs to query the REC of the owner
site for the network location of the corresponding source PE. Then it configures and
deploys the sink PE job.

Many resources needed in plans are accessed exclusively. In order for a site to
reserve a limited resource from another site, it must establish an agreement with
the other site, specifying the price of sharing the resource. Consider that a site
receives a job. After planning [108], the site finds that using only its local resources,
it cannot satisfy all resource requirements of the plan. Then, the site negotiates with
other sites to acquire resources needed using its negotiation management component
[5]. For each resource, there can be multiple providers and the site negotiates with
different resource providers to construct agreements for these resources. The plan
can be executed if and only if all resource requirements are satisfied. Therefore, while

making a proposal to a trading partner for one resource, the site needs to consider the
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Figure 1.1. Execution of a distributed job consisting 3 subjobs [27]. Owner Site 3
executes one subjob, and dispatches two subjobs to Site 1 and 2 for execution. Site
4 monitors Sites 1 and 2.

dynamically changing negotiation environments (e.g., the number of sites requiring
the same resource) and the negotiation situation of other negotiations for the same
resource and for other resources. It also has to consider the total price it will need to
pay for all the resources needed to complete the job. Chapter 5 presents the design
of negotiation strategies for a multi-resource allocation problem abstracted from this

example.

1.2.2 Global Environment for Network Innovations (GENT)

Cloud computing platforms enable consumers to programmatically rent multiple
types of Internet-accessible computing resources. In many cases, these platforms use
recent advances in virtualization to make the resources appear to the consumer as raw

hardware components, such as machines, storage block devices, sensors, or network
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Figure 1.2. Resource sharing with one consumer and one provider [1]

links. For example, Amazon currently operates both the Elastic Compute Cloud
(EC2) and the Elastic Block Store (EBS), where consumers programmatically rent
virtual machines and block devices, respectively. As another example, the Global
Environment for Network Innovations (GENI) project [2] is a recent NSF initiative
that uses a similar paradigm but incorporates a wider range of hardware components,
including not only machines and block devices, but also sensors, mobile devices,
and the network links connecting them, from a wider range of providers, including
universities and industry research labs.

GENI aims to provide a flexible and programmable shared experimental infras-
tructure for the investigation of future internet protocols and software. As explained

in the GENI System Overview [1], one core concept for the suite of GENI infras-



tructure is Resource Sharing. That is, multiple researchers can simultaneously share
the infrastructure and each experiment runs within its own, isolated slice created
end-to-end across the experiment’s GENI resources. Furthermore, GENI experi-
ments will be an interconnected set of reserved resources on platforms in diverse
locations. Researchers will remotely discover, reserve, configure, program, debug,
operate, manage, and teardown distributed systems established across parts of the
GENTI suite.

To illustrate the GENI’s basic concepts regarding resource sharing, we show an
example with a researcher who wishes to use GENI to perform an experiment [1]. A
GENI Clearinghouse can be treated as a resource provider which can provide a wide
range of resources. Most GENI resource components are not treated as isolated units.
Instead they are parts of aggregates, which are collections of resources managed as
a coherent whole. GENI contain many different kinds of aggregates. For example,
the Clearinghouse in Figure 1.2 controls three aggregates: a computing cluster, a
backbone network, and a metropolitan wireless network.

One core concept of GENI is virtualization in the sense that multiple researchers
can simultaneously share the infrastructure. If the clearinghouse agrees to provide re-
sources for the researcher, it will create a slice for the researcher. A slice is an empty
container into which experiments can be instantiated and to which researchers and
resources may be bound. The slice in Figure 1.2 extends across three aggregates: a
computer cluster, a backbone network, and a metro wireless network. The resources
within this slice are linked together to form a coherent virtual network in which

an experiment can run. By virtualization, this slice will be isolated from other re-



searchers’ slices so that experiments running within the slice will behave consistently
no matter what other researchers are doing within their own GENI slices. Once
the slice is created, the researcher can download code into her slice, debugs, collects
measurements, and iterates.

Generally there are multiple consumers acquiring resources and multiple clear-
inghouses which can provide resources (see Figure 1.3). Each clearinghouse may be
operated by a private company, other US government agency, or indeed a separate
nation. For a consumer’s resource requirement, there could be multiple clearing-
houses which can satisfy the consumer’s resource requirement separately. In this
situation, the consumer has the opportunity to choose the clearinghouse with the
lowest cost. It is also possible that a consumer’s resource requirement cannot be sat-
isfied by any single clearinghouse. In this situation, the consumer needs to acquire
resources from multiple clearinghouses which may need to coordinate with each other
to satisfy the consumer’s resource requirements. After the consumer makes agree-
ments with clearinghouses regarding resource sharing, a slice will be created over
multiple clearinghouses.

Each consumer achieves some utility once its resource requirement is satisfied. A
clearinghouse suffers a cost while providing resources. Given the existence of many
resource consumers, the resources provided in the market is “limited”. Therefore,
the problem of allocating resources is an important issue. Since resource consumers
and providers are always trying to maximize their own utilities, it is necessary to
introduce some market mechanism to regulate the behaviors of resource consumers

and providers: clearinghouses charge consumers and in turn consumers pay clear-



Figure 1.3. Resource sharing with multiple consumers and multiple providers

inghouses. Automated negotiation can be used for agents to make agreements on
resource sharing. Chapter 6 discusses a distributed negotiation mechanism for the
dynamic resource allocation problem in GENI.

The negotiation problem in the above two examples has the following features:

e Each agent has a negotiation deadline. A resource consumer’s negotiation
deadline is the time by which its job has to be executed. The presence of
deadline indicates that an agent may need to make larger concessions when its

deadline is approaching.

e All agents (including all resource consumers and resource providers) are self-
ish. That is, during negotiation, each agent chooses its negotiation strategy
maximizing its (expected) utility. While agents are not cooperative, an agent

often has no optimal strategy and we use the notion of an equilibrium strategy
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to define rational behavior of players, which jointly decide the outcome of the
bargaining game. A strategy equilibrium is a profile of players’ strategies so
that no player could benefit by unilaterally deviating from its strategy in the

profile, given that other players follow their strategies in the profile.

Each agent has incomplete information about others. In a stream processing
system, a site has incomplete information about other sites’ cost of providing
resources. Similarly, a resource provider does not know the exact reserve price
of a site (the highest price the site is willing to pay) which desires its resource.
Furthermore, resource supply and requirement in a stream processing system

change dynamically.

There could be multiple resource providers for a resource. To acquire a resource,
a resource consumer can negotiate concurrently with all resource providers and

make an agreement with the lowest price provider.

A resource consumer also faces market competition from other resource con-
sumers, which indicates that a negotiation agent needs to take the market

situation into account to decide what is a necessary price to pay.

An agent may need to acquire a set of resources and it gains nothing if it
fails to get all the resources. Therefore, while making a proposal to a trading
partner for one resource, the site needs to consider the dynamically changing
negotiation environments (e.g., the number of sites requiring the same resource)
and the negotiation situation of other negotiations for the same resource and

for other resources, i.e., it is limited in what it can pay for the needed resources.
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e In part of this work, we treat decommitment as a feature of negotiation prob-
lems. Since agents can choose to decommit from agreements, an agent may
need to make more than one agreement for each resource. However, the buyer
needs to pay much more by making more agreements. Thus, it is important to
decide how many agreements to make. In some situations, it is also important

to negotiate over both price and decommitment penalty.

The two examples demonstrate many of the issues that will the focus of the thesis:
negotiation where there is uncertainty about agents’ types, negotiation involving
multiple buyers and sellers, and negotiation where the buyer needs to acquire multiple

resources.

1.3 Automated Negotiation for Complex Resource Alloca-

tion Problems
In designing automated negotiation agents for complex resource allocation prob-
lems we consider in this thesis, and in many others besides, there are a number of
open problems and common issues that need to be dealt with. In addition, it is
possible to identify a range of concepts and approaches that form a solid foundation
for tackling complex resource allocation problems. This thesis addresses important
issues regarding automated negotiation for complex resource allocation problems.

Specifically, this thesis investigates the following three questions:

e What are agents’ equilibrium strategies in bilateral negotiation with uncertain

reserve prices?
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e How to compute agents’ equilibrium strategies in concurrent one-to-many and

many-to-many negotiation?

e When an agent needs to acquire multiple resources in a marketplace and it is al-
lowed to decommit from an existing contract, how to make proposing decisions

and decommiting decisions to achieve a high utility?

e How to develop an efficient negotiation model for resource allocation problems

in dynamic markets such as cloud computing?

1.3.1 Negotiation with Uncertainty

The problem of finding agents’ rational strategies in bargaining with incomplete
information is well known to be challenging and there is no generally applicable algo-
rithm [61]. We focus on finding agents’ rational strategies in incomplete information
bilateral bargaining. We consider the most common bargaining protocol, i.e., the
Rubinstein’s alternating-offers [111], which has been widely used in the bargaining
theory literature, e.g., [61, 112, 117]. We analyze the situation with one-sided un-
certain reserve prices and where agents have deadlines. This problem is customarily
modeled as a Bayesian extensive-form game with infinite number of strategies as the
price is a continuous value. The appropriate solution concept for such a class of game
is sequential equilibrium [79], specifying a pair: a system of beliefs that prescribes
how agents’ beliefs must be updated during the game and strategies that prescribe
how agents should act. In a sequential equilibrium there is a sort of circularity be-
tween the belief system and strategies: strategies must be sequentially rational given

the belief system and belief system must be consistent with respect to strategies.
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The first area of focus is on the development of a novel algorithm to find a pure
strategy sequential equilibrium in bilateral bargaining with multi-type uncertainty
(Chapter 3). Our algorithm combines together game theoretic analysis with state
space search techniques and it is sound and complete. Our approach is based on the
following two observations: 1) with pure strategies, the buyer’s possible choice rules
regarding whether different buyer types behave in the same way or in different ways
at a decision making point are finite, and 2) with pure strategies, the seller’s possible
beliefs regarding whether different buyer types will accept or reject its offer are
finite. We employ a backward approach to find sequential equilibria in the context of
a forward search process: to compute agents’ equilibrium strategy at a continuation
game with certain belief, we search forward to find agents’ equilibria strategies in
its continuation game with different beliefs and consider agents’ all possible choice
rules as well as belief update rules. At the same time, we derive theoretically the
agents’ optimal strategies by applying a Bayesian extension of backward induction
and check equilibrium existence conditions.

In addition to developing the algorithm for computing all the sequential equilibria,
we also empirically evaluate the performance of equilibrium strategies against some
representative heuristic based strategies in the literature (e.g., [12, 48, 78, 124, 127]).
Empirical results show that agents with equilibrium strategies achieved higher util-
ities than agents with heuristic based strategies. Furthermore, when both agents
adopt the equilibrium strategies, they achieved the highest social welfare than that

in all other strategy combinations.
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1.3.2 One-to-Many and Many-to-Many Negotiation

In the bargaining theory literature, most work focuses on bilateral bargaining. A
variety of negotiation aspects like information and outside options have been studied.
One-to-many and many-to-many negotiations are also very important and widely
exist in many application domains. For one-to-many negotiation, an auction is widely
used and, for many-to-many negotiation, market mechanisms like matching or two-
sided auction seem more intuitively appropriate. Even if an agent interacts with
many agents, a common assumption in the literature is that an agent can pursue
only one negotiation at a time. The result is that an agent may terminate a current
negotiation in disagreement, in spite of possible gains from trade in order to pursue
a more attractive outside alternative. Therefore, the presumption that an agent
can pursue only one negotiation at a time appears to be restrictive. While there
has been much experimental work (e.g., [97, 125]) on one-to-many and many-to-
many negotiations in which an agent concurrently negotiates with multiple agents in
discrete time, there is no game theoretic analysis of agents’ strategic interactions in
concurrent one-to-many and many-to-many negotiations.

The difference between negotiation and market mechanisms (e.g., auctions) is
blurred with the arrival of the Internet and electronic commerce [72]. Negotiation
has been treated as a key component of e-commerce and has been applied to e-
commerce, manufacturing planning, and distributed vehicle routing. While an auc-
tion is the most widely implemented and discussed market mechanism, only recently
the complex, multidimensional, and combinatorial auctions have gained the interest

of researchers and foremost practitioners. Negotiations have been somewhat ne-
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glected as a possible market mechanism. The proliferation and acceptance of web
and Internet technologies made the replacement of some negotiated transactions with
auctions not only possible but also efficient. However, negotiation-based mechanisms
still remain the preferred choice when the good and service attributes are ill-defined
and there are criteria other than price (e.g., reputation, trust, relation and future
contracts) [64]. In addition, no third party like an auctioneer is needed in bargain-
ing. Strategic agents may prefer bargaining as they can exploit other agents by using
learning, collusion, and other bargaining techniques. In this work, we compared the
efficiency of our model with some other mechanisms like auctions.

The second focus of this work is on analyzing agents’ strategic behavior in one-to-
many and many-to-many negotiations in which agents are negotiating with multiple
trading partners and, at the same time, are facing competition from trading com-
petitors (Chapter 4). The subgame perfect equilibrium for complete information
setting is presented and equilibrium properties, such us uniqueness, are discussed.
We analyze the reduction of computation in one-to-many settings and many-to-many
settings. We also consider uncertainty about the reserve price of an agent while the
reserve prices of other agents are common knowledge. We extend our approach for bi-
lateral bargaining to search for sequential equilibrium when each agent is negotiating
with multiple agents.

A central research topic in bargaining theory is understanding bargaining power,
which is related to the relative abilities of agents in a situation to exert influence
over each other. In bilateral bargaining, each agent’s bargaining power is affected by

its reserve price, patience attitude, deadline, etc. When many buyers and sellers are
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involved in negotiation, it is important to investigate how the market competition will
affect agents’ equilibrium bargaining strategies. With a large number of buyers and
sellers, a single agent is unlikely to have much influence on the market equilibrium.
Our analysis shows that both bargaining order and market competition affect agents’
bargaining power. We show how an agent’s bargaining power increases with the
number of trading partners (agents of a different type) and decreases with the number

of trading competitors.

1.3.3 Multi-Resource Negotiation

In electronic commerce markets where selfish agents behave individually, agents
often have to acquire multiple resources in order to accomplish a high level task with
each resource acquisition requiring negotiations with multiple resource providers.
For example, in the CLASP [27], a site may need a set of resources to execute a job.
Therefore, agents may need to engage in multiple negotiations. If the multiple nego-
tiations are not all successful, consumers gain nothing. Such scenarios widely exist
in practical applications. For example, a complex task may need several robots to
work together and the absence of any of these robots results in the failure of the task.
This is a simple form of multi-linked negotiation where the resources are independent
but are interrelated. Resources are independent in the sense that there is no depen-
dence between different resources, i.e., using one resource doesn’t constrain how the
other resources are used. However, from the perspective of the overall negotiation,
resources are dependent as an agent’s utility from the overall negotiation depends
on obtaining overall agreements on all the resources. The negotiation problem we

consider has the following three features:
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1. When acquiring multiple resources, a consumer agent only knows the reserve
price available for the entire set of resources, i.e., the highest price the agent
can pay for all the resources, rather than the reserve price of each separate
resource. In practice, given a plan and its resource requirements, an agent
can easily decide the reserve price for all the resources in that plan based on
the overall worth of the task. However, it is difficult (even impossible) for a
resource consumer to understand how to set the reserve price for each separate
resource. In fact, we show experimentally that it is undesirable to set a fixed

reserve price for an individual resource prior to beginning negotiations.

2. Agents can decommit from tentative agreements at the cost of paying a penalty.
Decommitment allows agents to profitably accommodate new tasks arriving
or new negotiation events. If these events make some existing contracts less
profitable or infeasible for an agent, that agent can decommit from those con-

tracts [121].

3. Negotiation agents are assumed to have incomplete information about other
agents, for example, a buyer agent knows the distribution of the reserve price
of a seller agent and the number of trading competitors. However, an agent’s
negotiation status (the set of proposals it has received) and negotiation strategy
are its private information. For strategic reasons, a negotiation agent won’t
disclose such information during negotiation. During negotiation, negotiation
agents can quit negotiation at any time, even without notifying their trading
partners. When a buyer acquires multiple resources, it concurrently negotiates

with sellers to reach agreements for all the resources.
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Because resource providers and consumers may have different goals, preferences,
interests, and policies, the problem of negotiating an optimal allocation of resources
within a group of agents has been found to be intractable both in computation [45]
and communication [47]. The multi-resource negotiation is even more complex due
to decommitment. The multi-resource negotiation problem is different from multi-
attribute negotiation in which negotiations are bilateral [49, 80, 82]. Sim and Shi
[130] proposed a coordination strategy for multi-resource negotiation where an agent
can negotiate with multiple agents as in this work. Each buyer in [130] knows the
reserve price of each resource in advance and the buyer just needs to decide the
concession strategy for each one-to-many negotiation for one resource. In contrast,
each buyer in this work is assumed to only know the value of its high level task,
i.e., the reserve price of all resources required for the high level task. Furthermore,
a buyer in [130] only makes one tentative agreement but in this work, a buyer may
make more than one tentative agreement. Nguyen and Jennings [97, 98] provide and
evaluate a commitment model for concurrent negotiation. However, the maximum
number of tentative agreements is determined prior to negotiation. In our work, the
maximum number of tentative agreements is determined by market situation and
will change dynamically during negotiation. In addition, our work studies a multi-
resource negotiation problem, rather than single resource negotiation as in [97, 98].
Furthermore, Nguyen and Jennings [97, 98] make very restrictive assumptions about
agents’ available information.

An agent’s bargaining position in each round is determined by many factors such

as market competition, negotiation deadlines, current agreement set, trading part-
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ners’ proposals, and market dynamics. During each round of negotiation, an agent
has to make decisions on how to proceed with each negotiation thread and there are
many possible choices for each decision based on a variety of factors. Thus, it is dif-
ficult to construct an integrated framework in which all these factors are optimized
concurrently. Rather than explicitly model those inter-dependent factors and then
determining each agent’s best decisions by an intractable combined optimization,
the third area of focus (Chapter 5) tries to connect those inter-dependent factors
indirectly and develops a set of heuristics to approximate agents’ decision making
during negotiation. The distinguishing feature of negotiation agents is that they are
designed with the flexibility to adjust 1) the number of tentative agreements for each
resource and 2) the amount of concession by reacting to i) changing market condi-
tions, and ii) the current negotiation status of all concurrently negotiating threads.
In our approach, agents utilize a time-dependent negotiation strategy in which the
reserve price of each resource is dynamically determined by 1) the likelihood that
negotiation will not be successful (conflict probability), 2) the expected agreement
price of the resource, and 3) the expected number of final agreements given the set of
tentative agreements made so far. The negotiation deadline of each resource is de-
termined by its scarcity. A buyer agent can make more than one tentative agreement
for each resource and the maximum number of tentative agreements is constrained
by the market situation in order to avoid the agent’s making agreements more than
necessary.

To evaluate the performance of negotiation agents, a simulation testbed con-

sisting of a virtual e-Marketplace, a society of trading agents and a controller was
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implemented. Given that there is no existing negotiation agents dealing with our
multi-resource negotiation problem, for comparison reason, we implemented three
other types of buyers based on existing techniques for single resource negotiation
and negotiation with decommitment. In the experiments, agents were subjected to
different market densities, market types, deadlines, number of resources to acquire
or sell, and supply/demand ratio of each resource. We use a number of performance
measures including expected utility, success rate. Extensive stochastic simulations
were carried out for all the combinations of market density, market type and other
agents’ characterizations. Experimental results show that the designed negotiation

strategy achieved much better performance than other strategies.

1.3.4 Negotiation with Decommitment for Dynamic Resource Allocation
in Cloud Computing

Cloud computing platforms enable consumers to programmatically rent multiple
types of Internet-accessible computing resources. In many cases, these platforms use
recent advances in virtualization to make the resources appear to the consumer as
raw hardware components, such as machines, storage block devices, sensors, or net-
work links. There are many reasons why market-oriented mechanisms are attractive
for regulating resource supply and demand for these platforms. Amazon’s goal is to
make a profit by renting their resources to consumers for more than it costs to pur-
chase and operate them. While GENI is initially operated as a non-profit platform,
it allocates resources from multiple providers that dynamically donate and withdraw
them, which makes centralized allocation difficult as the number of providers scales.

Additionally, market-oriented allocation mechanisms are attractive since they en-
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courage providers to contribute resources to GENI in exchange for (real or virtual)
currency that increases their access. Recent work has explored a variety of both sys-
tem [55, 68] and market [19, 83] structures for resource allocation in market-oriented
cloud computing platforms.

In this work, we focus on a general resource allocation problem that matches the
characteristics of cloud computing platforms and their consumers. Namely, multiple
self-interested agents supply or consume multiple types of resources, where 1) con-
sumers dynamically enter and leave the market, 2) consumers have some bounded
flexibility over when they require resources, and 3) a single provider cannot satisfy
consumers’ resource requirements. The first two characteristics are evident in cur-
rent cloud platforms that are available to the general public, which use them to
execute tasks that may or may not have hard deadlines. The motivation for 3) is
natural for an infrastructure like GENI that allocates networked resources from mul-
tiple providers, and is also becoming more prevalent for profit-making enterprises
like Amazon as competitors, such as RackSpace Cloud, become more prominent.

Given these characteristics, we consider the design of a market structure that al-
locates resources to their most efficient use. A straightforward approach would have
all consumers submit both their resource requirements and bids to a single super
agent that runs an auction, such as the well-known VCG auction [42], to allocate
resources. Since VCG is not necessarily strategy-proof in dynamic settings, this ap-
proach does not necessarily result in the most efficient usage [101]. While efficient
online mechanisms have been proposed for dynamic environments, they only work

in constrained settings and often rely on strong assumptions about agents’ knowl-
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edge [101]. Further, finding an auctioneer that selfish agents will trust and comply
with is difficult. Alternatively, each consumer could run the VCG auction separately,
but a provider may not truthfully report its information due to the existence of other
auctions.

In this work, we present a negotiation mechanism in which agents make contracts
for resource leases, which bind a set of resources from a provider to a consumer for a
fixed time interval. To accommodate the highly dynamic nature of cloud computing
platforms, we introduce a negotiation mechanism where an agent is able to decom-
mit from a contract by paying a penalty to the other contract party. Thus, an agent
may find it advantageous to decommit from existing contracts. Rather than setting
decommitment penalties exogenously, we consider the role of negotiation in deciding
decommitment penalties, where agents concurrently negotiate over both the contract
price and the amount of decommitment penalty. We propose negotiating simultane-
ously over contract prices and decommitment penalties since it is difficult for system
designers to decide the optimal contract prices and decommitment penalties that
maximize the social welfare in dynamic environments involving multiple agents. We
show that allowing decommitment improves the efficiency of the resource allocation
mechanism.

Negotiation with uncertainty is both the most challenging problem in the negotia-
tion literature [61], and is key to successful application of negotiation to real problems
such as cloud computing. The literature provides a limited number of closed form
results with narrow uncertainty settings using bilateral bargaining that considers

only one type of uncertainty, such as a negotiation deadline [61] or reserve price [6].
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In contrast, we consider negotiation between multiple agents in dynamic environ-
ments where there are multiple types of uncertainty that increases the difficulty of
computing agents’ rational equilibrium strategies. As a result, we bound agents’ ra-
tionality and design negotiation strategies for them following the negotiation decision
functions paradigm [11, 48]. Our negotiation problem is complex due to market dy-
namics, uncertainty, multiple contracting opportunities, resource competition, and
decommitment. As a result, constructing an integrated framework for each agent
that optimizes these factors concurrently is difficult. Rather than explicitly model
these inter-dependent factors and determine each agent’s best decisions through an
intractable combined optimization, we connect these inter-dependent factors indi-
rectly and develop a set of heuristics to approximate agents’ decision-making dur-
ing negotiation. The distinguishing characteristic of our negotiation agents is their
flexibility to adjust their decisions, such as making offers, by reacting to changing
negotiation status, while also considering the time constraints, resource competition,
and resource cost.

We evaluate our negotiation mechanism on a simulation testbed against two well-
known mechanisms—combinatorial auctions and Amazon’s fixed-price model. Ex-
perimental results show that our negotiation mechanism achieves a higher social
welfare than either mechanism in a wide range of scenarios. Further, we show that
setting penalties through negotiation achieves a higher social welfare than exogenous

mechanisms for setting penalties.
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1.4 Main Contributions

The work described in this thesis makes a number of important contributions to
the state of the art in the area of agent mediated negotiation by looking at more
complex bargaining problems from both theoretical and heuristic perspectives. The

contributions of this work can be summarized as follows:

e We present a novel algorithm to find a pure strategy sequential equilibrium
in bilateral bargaining with multi-type uncertainty [6]. Our algorithm goes
beyond existing algorithms dealing with complete information settings. Our
approach is not specific to an application and it can be applied to other un-
certainty settings, e.g., bilateral bargaining with uncertain discount factors,
multi-issue negotiation with uncertain weight functions [51], and sequential

auction (potentially over multiple goods).

e We extend the alternating-offers protocol to handle multiple trading opportu-
nities and market competition [7]. We provide an algorithm based on backward
induction to compute the subgame perfect equilibrium of concurrent one-to-
many negotiation and many-to-many negotiation. There is no existing work on

analyzing agents’ equilibrium strategies in concurrent negotiation in markets.

e We present the design, implementation, and experimental evaluation of nego-
tiation agents that negotiate for multiple resources where agents don’t know
the reserve price of each resource and are allowed to decommit from existing
agreements [11, 12]. Existing work only considers single resource negotiation

and often make unrealistic assumptions about agents’ knowledge.
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e We propose a distributed negotiation mechanism for the problem of allocat-
ing networked resources in dynamic environment, such as cloud computing
platforms. In our approach, providers and consumers automatically negotiate
resource leasing contracts as well as decommitment penalties. Experimental
results show the advantage of the negotiation model over different combina-
torial auction mechanisms and Amazon’s fixed price model. This is the first

work that shows the importance of negotiation over decommitment penalties.

1.5 Thesis Organization

The rest of this thesis is structured in the following manner: In Chapter 2, we
discuss related research on automated negotiation, including both theoretic work
and empirical work. Subsequently, in Chapter 3, we present an algorithm for finding
agents’ equilibrium in pure strategies in bargaining with one-side uncertainty about
agents’ reserve prices. Next, in Chapter 4, we analyze agents’ equilibrium strate-
gies in one-to-many and many-to-many negotiations. After that, in Chapter 5 and
Chapter 6, we consider more practical multi-agent resource allocation problems. In
Chapter 5, we present the design and implementation of agents that concurrently ne-
gotiate with other entities for acquiring multiple resources as the negotiation problem
in Section 1.2.1. In Chapter 6, we discuss the distributed negotiation mechanism for
the problem of allocating networked resources in cloud computing platforms such as
the GENI platform in Section 1.2.2. We finally summarize the contributions in this

thesis and outline future directions In Chapter 7.
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CHAPTER 2

LITERATURE REVIEW ON AUTOMATED
NEGOTIATION

Automated negotiation is an important research area bridging together eco-
nomics, game theory, and artificial intelligence. Bargaining (or negotiation) refers to
a situation in which individual agents have the possibility of concluding a mutually
beneficial agreement which could not be imposed without all individuals” approval. A
bargaining theory is an exploration of the relation between the outcome of bargaining
and the characteristics of the situation. Cooperative bargaining theory (axiomatic
approach) initiated by Nash [95] is concerned with the outcome of bargaining given
the list of properties (e.g., stability, fairness) the outcomes are required to satisfy.
In the non-cooperative bargaining theory (strategic approach), the outcome is an
equilibrium of an explicit model of the bargaining process. The strategic bargaining
has received more attention following Rubinstein’s path-breaking work [111]. In this
chapter we provide an extensive literature review on the research of non-cooperative
negotiation in the fields of economics and artificial intelligence.! The research in the
economics community mainly focuses on computing agents’ equilibrium strategies

and the research in the AI part contributes to the development of software agents

L An interested reader can refer to [70, 77, 107] for further discussions.
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which negotiate on behalf of their users in realistic environments in which it is often
impossible to compute agents’ equilibrium strategies. We also discuss some market

mechanisms for resource allocation problems.

2.1 Negotiation as a Mechanism

Automated negotiation research can be considered to deal with three broad top-
ics: negotiation protocols, negotiation objects and strategies. According to [70], a
negotiation protocol is a set of rules that govern the interaction which cover the
permissible types of participants (e.g., the negotiators and any relevant third par-
ties), the negotiation states (e.g., accepting bids, negotiation closed), the events that
cause negotiation states to change (e.g., no more bidders, bid accepted) and the valid
actions of the participants in particular states (e.g., which messages can be sent by
whom, to whom, at what stage). This section discusses a variety of negotiation pro-
tocols and we start with the formal bargaining mechanism design in the mechanism

design literature.

2.1.1 Bargaining Mechanism Design

Bargaining mechanism design generally focuses on bilateral monopoly, in which a
buyer and a seller are bargaining over the price of an object (e.g., a good). Myerson-
Satterthwaite theorem [94] is one of the most remarkable negative results in eco-
nomics. Informally, Myerson-Satterthwaite theorem says that there is no efficient
way for two parties to trade a good when they each have secret and probabilistically

varying valuations for it, without the risk of forcing one party to trade at a loss.
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Myerson and Satterthwaite analyze bargaining as a static direct revelation game in
which each player reports its type to a third party, and the third party chooses
whether the object is transferred, and how much the buyer must pay. Chatterjee
and Samuelson [36] analyze a strategic game in which both players make offers si-
multaneously, and the trade occurs at a price between the two offers if the seller’s
offer is less than the buyer’s offer. This game is closely related to the direct reve-
lation game since it is static. Moreover, it can be shown that for a particular class
of examples, the simultaneous-offers game implements the direct revelation game in
which the outcome functions are chosen to maximize the players’ ex ante utility.

It is unrealistic to use a bargaining mechanism that forces agents to walk away
from known positive gains from a potential trade since such mechanisms violate
a broad interpretation of sequential rationality [40]. Cramton [40] examined the
bargaining problem as a sequential direct revelation game, focusing on both the
role of incomplete information and sequential aspects of bargaining. The difference
between the static direct revelation game in [94] and the sequential direct revelation
game in [40] is that in the sequential game, the outcome functions not only determine
the probability and terms of trade, but also dictate when trade is to take place. In
the static game trade may occur only at time zero whereas in the sequential game
trade may occur at different times depending on the players’ reports of their private
information. Analyzing sequential bargaining mechanisms enable one to infer what
the players’ learning process is over time and to study what bargaining outcomes are

possible when the bargainers are unable to make binding agreements.
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Efficient bargaining mechanisms strongly depend on the bargaining settings char-
acterized by agents’ preferences and knowledge. Athey and Segal [16] consider the
problem of allocating a good between two players in each period of an infinite-
horizon game. The players’ valuations in each period are private information, and
the valuations change over time following a first-order Markov process. They analyze
conditions under which there exists an efficient, Bayesian incentive-compatible, in-
dividually rational, budget-balanced mechanism, when the mechanism designer has
commitment power.?

Mechanism design is a powerful theory for studying incentive problems in bar-
gaining. We are able to characterize the set of attainable outcomes and determine
optimal or efficient trading mechanisms. However, mechanism design has a number
of weaknesses [18]. First, the mechanisms may depend on the traders’ beliefs and
utility functions, which are assumed to be common knowledge. In addition, it is
difficult to find a “satisfactory” bargaining mechanisms [94]. In practice, bargain-
ers use simple negotiation protocols (e.g., the most widely used alternating-offers
protocol [111]) that do not depend on agents’ beliefs or utility functions. Given a
negotiation protocol, the focus is then on analyzing agents’ equilibrium strategies
in the strategic bargaining game. An important distinction between direct revela-
tion games and strategic games is that the direct revelation game does not explicitly

model the process of bargaining. The sequence of offers and replies that eventually

2A mechanism is Bayesian incentive-compatible if telling truth is a Bayesian-Nash equilibrium
of the game induced by the mechanism. A mechanism is individually rational if an agent can
always achieve as much expected utility from participation as without participation. A mechanism
is budget-balanced if there are no net transfers out of the system or into the system.
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leads to an outcome is not studied in the direct revelation game as it is in strategic

games.

2.1.2 Alternating-offers protocol and its extensions

The most widely used bargaining protocol in strategic bargaining games is the
alternating-offers protocol, which was was pioneered by Stahl [132] and Rubin-
stein [111] in a setting with complete information. The alternating-offers game
represents a very general bargaining rule: at any time, a bargainer may make a
new offer or accept the most recent offer of its opponent. The alternating-offers pro-
tocol captures the most important features of bargaining: bargaining consists of a
sequence of offers and decisions to accept or reject these offers. The alternating-offers
protocol has been widely used in the bargaining theory literature, e.g., [61, 112, 117],
just to name a few.

The original alternating-offers protocol is designed for the simple discrete time
bilateral single-issue negotiation and the allowed actions include offer and accept.
The alternating-offers protocol has been extended in a variety of ways to handle
more complex negotiation situations, e.g., deadline, one-to-many negotiation, and
decommitment. In realistic applications, agents often face deadlines and the action
quit allows an agent to quit a negotiation before its deadline approaches. In addition
to bilateral negotiation, one-to-many and many-to-many negotiations are also very
important and widely exist in many application domains like e-commerce as well as in
human society [5, 97, 98]. In automated negotiation systems for self-interested agents,
contracts have traditionally been binding and do not allow agents to efficiently deal

with future events in the environment. Sandholm and Lesser [121] proposed leveled-
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commitment contracts which allow an agent to be freed from an existing contract at
the cost of simply paying a penalty to the other contract party. A self-interested agent
will be reluctant to decommit because the other contract party might decommit, in
which case the former agent gets freed from the contract, does not incur a penalty,
and collects a penalty from the other party. Despite such strategic decommiting,
leveled-commitment increases the expected payoffs of all contract parties and can
enable deals that are impossible under full commitment [121]. Negotiation with
decommitment has been applied in a variety of applications [5, 97, 98|.

The contract net protocol (CNP) [131] is a simple negotiation protocol for dis-
tributed problem-solving based on the notion of call for bids on markets. The original
CNP protocol is for cooperative problem solving and it has a number of limitations.
For example, in the original CNP model, a contractor can only respond to bids se-
quentially. However, in a multi-agent system, several managers may concurrently call
for bids and it is important to give each contractor the opportunity to concurrently
negotiate with multiple managers and optimize its utility. In addition, there is no
counter-proposing in the CNP model. The original CNP protocol has been extended
in different applications. In the work on TRACONET [115, 118], a formal model
based on marginal cost calculation was proposed for bounded rational self-interested
agents to make announcing, bidding and awarding decisions. In early CNP imple-
mentations, tasks were negotiated one at a time, which is insufficient. Sandholm [113]
analyzed task reallocation where individually rational agents contract tasks among
themselves based on marginal costs and propose different contract types to facilitate

negotiation. Aknine et al. [4] proposed an extended version of CNP to support con-
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current negotiation processed for the task contractor service provider. Later, Dang
and Huhns [43] extended the model to allow counter-proposing.

We consider both bilateral negotiation and concurrent negotiation. We use the
most widely used alternating-offers protocol to study bilateral bargaining. To acco-
madate one-to-many negotiation, we extend the alternating-offers protocol by intro-
ducing another action confirm to avoid agents’ non-reasonable behaviors as in the
ADEPT (Advanced Decision Environment for Process Tasks) multi-agent architec-
ture [71]. If one seller s accepts an offer from a buyer b, buyer b needs to confirm
the acceptance to reach an agreement. Notice that, in absence of the action confirm,
if buyer b makes offers to multiple sellers and all these accept, buyer b must buy
multiple items. In presence of the action confirm, buyer b is in the position to choose

only one contract.

2.2 Equilibrium strategies in Strategic Bargaining Game

Strategic bargaining theory uses the notion of an equilibrium strategy to define
rational behavior of bargaining agents, which jointly decide the outcome of a bar-
gaining game. A strategy equilibrium is a profile of players’ strategies so that no
player could benefit by unilaterally deviating from its strategy in the profile, given
that other players follow their strategies in the profile.

A game is with complete information if the preference information of a player
is known to all other players, otherwise it is a game with incomplete information.
When both agents have complete information about each other, the appropriate

solution concepts are Nash equilibria for one-shot bargaining games and subgame
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perfect equilibria (SPE) for multi-stage bargaining games. The strategies chosen by
all players are said to be in Nash equilibrium if no player has anything to gain by
changing only his or her own strategy unilaterally. A subgame perfect equilibrium
refines the Nash equilibria in dynamic games. A strategy profile is a subgame perfect
equilibrium if it represents a Nash equilibrium of every subgame of the original game.
Rubinstein [111] studies the alternating-offers game with infinite horizon. It describes
two-person bargaining as an extensive game with perfect information in which the
players alternate offers. A key assumption is that the players are impatient. The
main result gives conditions under which the game has a unique subgame perfect
equilibrium and characterizes this equilibrium.

For a dynamic bargaining game with incomplete information, the appropriate
solution concept for such a class of game is sequential equilibrium [58], specifying a
pair: a system of beliefs that prescribes how agents’ beliefs must be updated during
the game and strategies that prescribe how agents should act. A belief gives, for
each information set of the game belonging to the player, a probability distribution
on the nodes in the information set. In a sequential equilibrium there is a sort of
circularity between the belief system and strategies: strategies must be sequentially
rational given the belief system and belief system must be consistent with respect
to strategies. The study of bargaining with uncertain information is well known to
be a challenging problem due to this circularity and there is no generally applicable
algorithm for such problem in the literature. Operations research inspired algorithms
such as Miltersen-Sorensen [92] work only on games with finite number of strategies,

and therefore cannot be applied to bargaining in which each agent’s strategy space
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is generally continuous. Enumeration based methods were used in [104] to compute
Nash equilibria. They enumerate the agents’ strategy supports. This approach
cannot be applied in bargaining problems since the number of strategies of each
agent is infinite. Several attempts to extend the backward induction method [58]
have been tried, but they work for very restrictive cases. This is because in the
computation of the equilibrium they break down the circularity between strategies
and the belief system. For example, Fatima et al. [51, 52] present an algorithm
to produce equilibrium strategies in multi-issue bargaining with uncertain reserve
prices. By exploiting backward induction, their algorithm searches agents’ strategy
space from the deadline to the beginning of negotiation with the initial beliefs. Once
the optimal strategies at the beginning of negotiation have been found, the system of
beliefs are designed to be consistent with them. However, the optimization in their
approach is myopic since it did not take into account its information effects. As a
result, the strategies found by their approach are not guaranteed to be sequentially
rational given the designed system of beliefs [61]. We will discuss this further in
Chapter 3.

The microeconomic literature provides a number of closed form results with very
narrow uncertainty settings, e.g., uncertainty regarding deadlines, reserve prices, and
discounting factors. Rubinstein [112] considered bilateral infinite horizon bargaining
with uncertainty over two possible discount factors. Sandholm and Vulkan [117] con-
sider a continues time bilateral bargaining with uncertainty deadlines and show that
the only sequential equilibrium outcome is one where the agents wait until the first

deadline, at which point that agent concedes everything to the other. In other words,
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bargaining game is a “waiting” game. Gatti et al. [61] provided an algorithm to com-
pute agents’ equilibrium strategies in bilateral bargaining with one-sided uncertain
deadlines. In bargaining models with incomplete information, there could be multi-
ple sequential equilibria (e.g., [112]) and most of these equilibria are supported by
optimistic conjectures by the uninformed player. Bikhchandani [23] discussed how to
eliminate some equilibria by placing restrictions on beliefs off equilibrium paths. The
only known result about bargaining with uncertain reserve prices is due to Chatterjee
and Samuelson [34, 35] where they studied bilateral infinite horizon bargaining with
two-type uncertainty over the reservation values. The absence of agents’ deadlines
makes these two results nonapplicable to the situation we study. In this work, we
present a novel algorithm to compute sequential equilibrium strategies for bilateral
finite horizon bargaining with uncertain reserve prices. Our approach can be applied
to many other bargaining settings, like the multi-issue negotiation considered in [51].

Another challenging problem in bargaining theory is multi-issue negotiation,
which is more complex and challenging than a single-issue negotiation (an interested
reader can refer to [81] for a more detailed review). With multiple issues, agents need
to decide the negotiation procedure and agreement implementation. There usually
exist different types of negotiation procedures [51] like package (simultaneous) deal,
separate negotiation, and sequential negotiation. Package deal means two agents ne-
gotiate a complete package on all issues simultaneously. Separate negotiation means
agents negotiate each issue separately (independently & simultaneously). For se-
quential negotiation in which two agents negotiate issue by issue sequentially, agents

need to decide a negotiation agenda (order of negotiation issues) [50]. There are
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generally two ways to decide the negotiation agenda: endogenous, i.e., allow the
bargainers to decide which issue they will negotiate next during the process of ne-
gotiation, and exogenous agendas, i.e., fix the agenda exogenously as part of the
negotiation procedure. For agreement implementation, there can be two types: se-
quential and simultaneous. Sequential implementation means the agreement on each
issue is implemented once it is reached, while simultaneous implementation is that
agreements are implemented together when all issues are settled.

There are two important questions regarding multi-issue negotiation. The first
question is determining the best procedure in terms of efficiency and the optimal
procedures in different settings are different. Busch and Horstmann [30] show that
if agents are heterogeneous, agents might have conflicting favors on the procedures.
Lang and Rosenthal [84] argue that the package deal is better if agents’ payoff func-
tions are concave. When there is a risk of breakdown due to agents’ deadline, it is
found that in a noncooperative bargaining model with alternating offers and time
preferences, the timing of issues (the agenda) matters and simultaneous bargaining
over “packages” should be a prevailing phenomenon [67]. Fatima et al. [51] study
different procedures for bilateral multi-issue negotiation and show that the package
deal is the optimal procedure. For incomplete information multi-issue negotiation, it
is necessary to consider the signaling factor. Bac and Raff [20] study a case with two
simultaneous and identical pies where agents can either choose sequential negotia-
tion with sequential implementation or simultaneous negotiation with simultaneous
implementation. They show that as long as there is incomplete information about

bargaining strength, players may engage in issue-by-issue negotiations even if 1) the
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issues are perfect substitutes and players are only concerned with maximizing their
gains from settling the complete set of issues, and 2) there are no transaction costs
involved in negotiating a complete package. Busch and Horstmann [31] show that
issue-by-issue bargaining arises endogenously as part of a separating equilibrium in
which agenda choice is used to signal bargaining strength.

The other important question regarding multi-issue negotiation is selecting the
negotiation agenda while using the issue-by-issue approach. Flamini [54] shows
that there is a Pareto superior agenda among the issue-by-issue procedures. Fer-
shtman [53] defines two different agendas with simultaneous implementation and
shows that 1) when agents have identical preferences, the highest payoff under the
big pie first agenda is higher than that under the small pie first agenda and 2) when
agents have conflicting preferences, they prefer the first issue negotiated to be least
important to themselves but most import to the opponent. In and Serrano [66] show
that restricting agendas yields multiplicity of equilibrium outcomes because it creates
strong forms of non-concave payoff frontiers. Busch and Horstmann [29] explore how
bargaining conflicts and procedures interact to determine players’ bargaining costs
in multi-issue bargaining settings. They show that when bargaining frictions take
the form of discounting and agreements are implemented as they are reached, issue-
by-issue negotiation can generate bargaining costs different from those that occur if
all issues are bargained simultaneously.

While the bargaining theory literature mainly focuses on bilateral bargaining,
it also considers an agent’s other contracting opportunities in terms of “outside

options”. That is, a negotiating agent can exit the current negotiation and negotiates
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with another trading partner. The outside option strategic factor has been explored
in different ways. While Shaked and Sutton [123] look at fixed exogenous outside
options in complete information settings, Fudenberg et al. [59] consider incomplete
information bargaining with outside opportunities. Muthoo [93] studies a model of
the situation in which two players are bargaining face-to-face over the partition of
a unit size cake and, moreover, one of the players can choose to temporarily leave
the negotiating table to search for an outside option. A main conclusion is that the
equilibrium outcome does not depend on whether a bargainer is allowed (within the
game form) to choose to return to the negotiating table to resume bargaining after
having searched for some finite time. There are also some work (e.g., [33, 60]) on
modeling outside option as a sequential search process, where an agent can choose
to search for other offers and return to bargaining at any time. The search policy

and bargaining strategies are related due to the search cost.

2.3 Designing Negotiation Agents

Research on negotiation in the economics field considers relatively simple bargain-
ing scenarios, e.g., there are only two agents, each agent has knowledge about other
agents’ preference and goals. However, in realistic applications, agents often have
high level tasks with complex structures in dynamic uncertain environments and it is
often impossible to compute agents’ equilibrium strategies. In addition, game theo-
retic analysis often makes strong assumptions about agents’ knowledge, which limits
the practical applicability of game theoretic results. Furthermore, game theoretic

solutions in which agents are assumed to be fully rational cannot be applied to real-
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istic negotiation problems as, in practice, it’s not reasonable to assume agents’ full
rationality. In contrast, agents adopting Al approaches often have bounded rational-
ity and make “satisfying” decisions based on heuristics. Research in economics and
Al have different methodologies and concerns and their contributions complement
each other. Research in economics provides insights and theoretical foundations for
designing good heuristics, and heuristic approaches provide approximate solutions
for realistic negotiations problems.

Negotiation strategy: Heuristic search has been widely used by bounded rational
agents to find approximate solutions. To build more flexible and sophisticated ne-
gotiation agents, Faratin et al. [48, 71] devised a negotiation model that defines a
range of Negotiation Decision Functions (NDFs) for generating (counter-)proposals
based on time, resource, and behaviors of negotiators. In the time-dependent tactics,
an agent submits offers that change monotonically from the minimum (best) to the
maximum (worst) of the deal that she can agree on, and the rate of change depends
on time. There are different time-dependent tactics depending on the changing rate
of offers. The pressure of deadline has been widely studied. For example, Kraus et al.
[78] proposed a strategic model in which the passage of time was taken into account.
It has been shown that if agents use sequential equilibrium strategies, negotiation
will end rapidly. The resource-dependent tactics are similar to the time-dependent
ones in which time is the sole considered resource. The resource-dependent tactics
are modeled in the same way as the time-dependent ones by using the same functions.
The difference is that the resource-dependent tactics either, 1) have dynamic value of

the maximum available resource, or 2) make the changing rate function depend on an
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estimation of the amount of a particular resource. The behavior-dependent tactics
compute the next offer based on the previous attitude of the negotiation opponent.
These tactics are especially important in cooperative problem solving negotiation
settings, or integrative negotiations, by allowing agents to consider the other agents’
behavior. Sim et al. [124, 127] consider other factors, such as competition, trading al-
ternatives, and differences of negotiators, and propose market-driven agents (MDAS)
which can make minimally sufficient concessions. A game theoretical analysis of this
approach [125] shows that the strategies of MDAs are in sequential equilibrium and
market equilibrium for some specific bilateral and multilateral negotiations. Like
MDASs, our negotiation agents for multi-resource negotiation make negotiation deci-
sions taking into account market dynamics and negotiation status of all negotiation
threads for all resources.

Multi-issue negotiation: There are two different definitions of a negotiation issue
in the literature. In papers like [49, 80, 82|, an issue is an attribute (e.g., price,
quality, delivery time) of a resource. In this case, multi-issue negotiation is bilat-
eral. An issue can also be treated as a resource as in [51, 128, 130] and in this
case, a buyer can negotiate with multiple sellers for each resource. If a seller has
multiple resources, such multi-resource negotiation could be bilateral and each re-
source can be treated as an attribute. Multi-issue negotiation is more complex and
challenging than single-issue negotiation as the solution space is multi-dimensional
and it’s often difficult to reach a Pareto-efficient solution [81]. Almost all the work
on multi-issue negotiation focuses on bilateral negotiation and a variety of learning

and searching methods are used, e.g., case-based reasoning [133], similarity criteria
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based search [49], decentralized search [80, 82]. Klein et al. [73] propose a simulated
annealing based approach appropriate for negotiating such complex contracts that
achieves near-optimal social welfare for negotiations with binary issue dependencies.
Different from related work on bilateral multi-issue negotiation, this work studies
multi-resource negotiation where resources are provided by multiple agents and thus
an agent is negotiating with multiple trading partners.

One-to-many and many-to-many negotiation: In many situations, an agent has
an opportunity to make an agreement with more than one trading partners. An
agent may also face the competition from agents of the same type, e.g., a buyer
in negotiation faces competition from other buyers. Even if an agent interacts with
many agents, an agent can pursue only one negotiation at a time in some models. An
agent has to terminate a current negotiation in disagreement first, and then pursue a
more attractive outside alternative. This kind of model is called bilateral negotiation
with outside options [87, 100]. However, the presumption that an agent can pursue
only one negotiation at a time appears to be restrictive. In one-to-many negotiation
[13, 14, 28, 96, 97, 98, 106, 128, 130], an agent can concurrently negotiate with
multiple trading partners and an agent’s proposal to one trading partner is affected
by the status of its negotiation with other trading partners. In this work, each agent
concurrently negotiates with multiple trading partners for multiple resources and an
agent’s proposals to each trading partner depends on the negotiation with all the
trading partners.

Concurrent negotiations: Sim et al. [128, 130] proposed a coordination strategy

for multi-resource negotiation where an agent can negotiate with multiple agents as
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in this work. Each buyer in [128, 130] knows the reserve price of each resource in
advance and the buyer just needs to decide the concession strategy for each one-to-
many negotiation for one resource. However, it is noted since [128, 130] focused on
designing a concurrent mechanism for Grid resource co-allocation, the mechanism
did not assume that consumer agents know the number of competing consumers.
In contrast, each buyer in this work is assumed to only know the value of its high
level task, i.e., the reserve price of all resources required for the high level task.
We propose a set of heuristics for dynamically determining the reserve price of each
resource based on the status of all negotiations. Furthermore, a buyer in [128, 130]
only makes one tentative agreement but in this work, a buyer may make more than
one tentative agreement.

Organizational negotiation: Zhang et al. have studied a number of sophisticated
negotiation problems in organizational contexts [137, 138]. Automated negotiation
becomes increasingly complex and difficult as 1) agents are large-grained and com-
plex with multiple goals and tasks, 2) agents often have more negotiation tasks and
organizational relationships among heterogeneous agents become more complex, 3)
negotiation process is tightly interleaved with agents’ negotiation, scheduling and
planning processes. Zhang et al. [137, 138] focus more on the coordination (a good
“fit”) of multiple negotiation tasks in organization context and they do not address
agents’ bargaining strategy in complex negotiation environments. In contrast, our
work investigates how agents make concessions in dynamic negotiation environments
where agents have multiple resources to negotiate. Zhang et al. [137] also considered

multi-linked negotiation problems in which an agent needs to negotiate with multiple
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other agents about different subjects, and the negotiation over one subject has influ-
ence on negotiations over other subjects. They present a heuristic search algorithm
for finding a near-optimal ordering of negotiation issues and their parameters.
Leveled commitment contracts: Sandholm et al. propose leveled-commitment
contracts [121] in which the level of commitment is set by decommiting penalties.
However, they only study the two-player game and they didn’t investigate agents’
bargaining strategies with decommitment from agreements. In addition, the problem
setting in [121] is far from the real-world settings since they make strong assumptions
about agents’ knowledge such as outside options in the future. In the negotiation
management system for CLASP [5], resource consumers can decommit from agree-
ments made before at the cost of paying a penalty. However, the focus in their
work is only on the scheduling problem. This work in contrast focuses on agents’
negotiation strategies given that agents can decommit from agreements. Nguyen
and Jennings [97, 98] provide and evaluate a commitment model for concurrent ne-
gotiation. However, the maximum number of tentative agreements is determined
prior to negotiation. In our work, the maximum number of tentative agreements is
determined by the current market situation and will change dynamically during ne-
gotiation. In addition, our work studies a multi-resource negotiation problem, rather
than single resource negotiation as in [97, 98]. Furthermore, Nguyen and Jennings
[97, 98] make very restrictive assumptions about agents’ available information, e.g.,
each agent is assumed to have knowledge about 1) other agents’ negotiation strate-

gies, 2) its negotiation success rate when it adopts certain strategy, and 3) its payoff
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when it adopts certain strategy. In this work, we assume that each agent has no
knowledge about negotiation outcomes.

Learning in negotiation: A negotiating agent may have limited knowledge about
others. Thus it is important for an agent to have the ability to update its beliefs
based on its interactions with others. A variety of learning techniques have been
used for building negotiation agents. Genetic algorithms (GAs) have been widely
applied to automated negotiation. In general, GAs are used to enhance automated
negotiation in two ways: 1) GAs were used as a decision making component at every
round, e.g., [85], and 2) GAs were used to learn the best strategies, e.g., [13, 91].
Zeng and Sycara [136] present a sequential negotiation model and address multi-agent
learning issues by explicitly modeling beliefs about the negotiation environment and
the participating agents under a probabilistic framework using a Bayesian learning
representation and updating mechanisms. Coehoorn and Jennings [37] showed that
the preferences of a negotiation opponent in bilateral multi-issue negotiations can be
effectively learnt by using kernel density estimation.

Mediation based negotiation: Another approach to resolve negotiation agents’
conflicts is mediation. Ehtamo et al. [46] present a mediation-based negotiation
framework for making trade-offs between cooperative negotiation agents. Klein et
al. [73] presents a mediator based approach to negotiate complex contracts based on
a random searching method. The mediator in this model makes proposals to both
agents. There are two types of negotiators: hill-climber and simulated annealer. Lai
et al. [80] consider self-interested agents and propose a non-biased mediator who ap-

plies query learning to maintain near Pareto-efficiency without heavy computation.
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The major limitation of mediation based negotiation is that it ignores agents’ strate-
gic behavior of selfish negotiation agents. For instance, an agent may not truthfully

report its information to the mediator in order to manipulate the mediation.

2.4 Auction Mechanism

Another class of widely used resource allocation mechanisms is the auction in
which agents bid for the best resources. There are many possible auction designs
depending on issues such as the efficiency of a given auction design, optimal and
equilibrium bidding strategies, and revenue comparison. There are traditionally four
types of auction that are used for single item allocation: 1) First-price sealed-bid
auctions in which bidders simultaneously submit their bids in a sealed envelope.
The individual with the highest bid wins and pays its bidding price. 2) Second-
price sealed-bid auctions (or Vickrey auctions [134]) which is similar to first-price
sealed-bid auctions except that the winner pays a price equal to the exact amount
of the second highest bid. 3) English auctions in which the price is steadily raised
by the auctioneer with bidders dropping out once the price becomes too high. This
continues until there remains only one bidder who wins the auction at the current
price. 4) Dutch auctions in which the auctioneer begins with a high asking price
which is lowered until some participant is willing to accept the price. The winning
participant pays the last announced price.

A combinatorial auction is an auction in which participants can place bids on
combinations of discrete items, or “packages,” rather than just individual items or

continuous quantities (see the recent book [42] for more information about combi-
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natorial auctions). Combinatorial auctions have been widely used in many applica-
tions such as sourcing in Internet commerce [114]. Combinatorial auctions present
challenges compared to traditional auctions. In combinatorial auction schemes, a
centralized controlling agent (the “auctioneer”) assumes responsibility for determin-
ing which agents receive which resources based on the bids submitted by individual
agents. However, the problem of deciding successful bids, i.e., winner determination
problem, is N'P-hard [110], meaning that a polynomial-time algorithm to find the
optimal allocation is unlikely ever to be found. In addition, the auctioneer may
face significant computational overload due to a large number of bids with complex
structures.

Our negotiation approach for multi-agent resource allocation is of a distributed
nature. In general, the allocation procedure used to find a suitable allocation of
resources could be either distributed or centralized, e.g., combinatorial auctions. One
of the most important arguments against centralized approaches is that it may be
difficult to find an agent that could assume the role of an “auctioneer”. For instance,
selfish resource providers may not trust the auctioneer and are not willing to comply
with the decisions made by the auctioneer. In distributed approaches like automated
negotiation, on the other hand, allocations emerge as the result of a sequence of
distributed negotiations and each selfish agent acts on behalf of itself. The distributed
model seems more natural in cases where resources belong to different selfish agents
and finding optimal allocations may be (computationally) infeasible.

In dynamic resource allocation problems such as cloud computing, agents need

to reason about future events while making decisions. For such dynamic resource
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allocation problem, strategy-proof mechanisms such as the well-known VCG auction
is not necessarily strategy-proof and do not necessarily result in the most efficient
usage [101]. While efficient online mechanisms have been proposed for dynamic en-
vironments, they only work in constrained settings and often rely on strong assump-
tions about agents’ knowledge (see [21, 101] for a survey). Against this background,
we use distributed negotiation for dynamic resource allocation and compare it with

some representative existing auction mechanisms.

2.5 Summary

In this chapter, we presented a brief overview of agent mediated negotiation
as well as some market mechanisms. We first introduce the work on bargaining
mechanism design and strategic bargaining games in economics. Then we discussed
the related work on designing negotiation agents in Al. We also compared our work
in this thesis and the state of the art. Analyzing agents’ rational strategies for
incomplete information bargaining and building agents for complex multi-resource
negotiation are important for negotiation based resource allocation problems, but the
literature does not provide satisfactory solutions. The focus of this thesis is on both
challenging problems in bargaining theory and development of negotiation agents for

practical complex resource allocation problems.
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CHAPTER 3
NEGOTIATION WITH UNCERTAIN RESERVE PRICES

This chapter presents the algorithm for computing sequential equilibrium in pure
strategies for bilateral bargaining with one-sided uncertainty regarding agents’ re-
serve prices. There is no existing approach to solve the problem formally in the
literature. Our approach is general in that it can be applied to other dynamic games

with continuous strategy space.

3.1 Background

While there are many negotiation settings in electronic commerce transactions,
the most common one (also the simplest one) is bilateral negotiation with a single
negotiation issue. For instance, consider a scenario in which a buyer and a seller
negotiate on the price of a good. In such a bargaining scenario, the two agents have
different preferences over agreements. Thus agents need to make concessions toward
a mutually acceptable agreement through a series of offers and counter offers. The
negotiation fails if the two agents fail to make an agreement. There are many real-
world negotiation examples such as the negotiation between a service provider and

a customer over the price and the quality for providing a service.
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In a bargaining game, an agent’s strategy can be either pure or mixed. A pure
strategy deterministically prescribes one action at any decision node of the game. In
contrast, a mixed strategy is an assignment of a probability to each pure strategy.
The concept of mixed strategies is very useful for games having no pure strategy
equilibrium. However, the concept of mixed strategies has been criticized for being
“Intuitively problematic” since randomization lacks behavioral support [17]. When
mixed strategies are considered, the number of sequential equilibria of the game
usually increases and coordination problems of choosing a equilibrium strategy profile
has not been fully addressed. Due to these reasons, we focus on pure strategies
equilibrium. Fortunately, simulation results show that there is at least one pure
strategy sequential equilibrium in 99.7% of various bilateral bargaining scenarios we
will look at in our experiments. Additionally, experimentally we found that as the
number of uncertain types and deadlines increase, all cases had at least one sequential
equilibrium.

One major motivation of the study of negotiation theory is designing successful
negotiation agents in practical applications. However, it is often impossible to com-
pute agents’ rational strategies for more realistic complex negotiation games where
there are many agents and a large number of uncertainties. While we study a rela-
tively simple negotiation problem in this chapter, our analysis can give us guidelines
for designing negotiation agents for practical negotiation problems. In addition, as
will be discussed at the end of this chapter, there may be ways to extend the solu-
tion approaches presented in this chapter to compute agents’ equilibrium strategies

in more complex negotiation games.

20



The rest of this chapter is organized as follows. We start with complete infor-
mation negotiation in Section 3.2. Section 3.3 discusses the difficulty caused by
introducing uncertainty. Section 3.4 introduces our algorithm. Section 3.5 shows
how to compute the buyer’s equilibrium offer and Section 3.6 shows how to compute
the seller’s equilibrium offer. Section 3.7 analyzes equilibrium existence. Section 3.8
compared agents’ utilities while using different strategies. Section 3.9 discusses two
potential applications of our approach. Section 3.10 concludes this chapter and out-

lines future research directions.

3.2 Bargaining with Complete Information

This section describes the discrete time bargaining between a buyer b and a seller
s. The seller wants to sell a single indivisible good to the buyer with a price. All
the agents enter the market at time 0. An alternating-offers bargaining protocol
is utilized. Formally, the buyer b and the seller s can act at times t € N. The
player function ¢ : N — {b, s} returns the agent that acts at time ¢ and is such that
t(t) # 1(t+1), i.e., a pair of agents bargain by making offers in alternate fashion. This
chapter focuses on single-issue negotiation but this model can be easily extended to
handle multi-issue negotiation [61].

Possible actions af(t) of agent «(t) at any time point ¢ > 0 are:
1. offer[z], where x € R is the proposed price for the good;
2. exit, which indicates that negotiation fails;

3. accept, which indicates that b and s have reached an agreement.
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At time point ¢ = 0 the only allowed actions are 1) and 2). If af(t) = accept
the bargaining stops and the outcome is 0 = (z,t), where z is the value such that
Uf(in = offer[z]. This is to say that the agents agree on the value x at time point
t. If af(t) = exit the bargaining stops and the outcome is FAIL. Otherwise the
bargaining continues to the next time point.

Each agent a € {b, s} has a utility function U, : (R x N)U FAIL — R, which
represents its gain over the possible bargaining outcomes. Each utility function U,
depends on a’s reserve price RP, € RT, temporal discount factor d, € (0,1),! and
deadline T, € N, T, > 0. If the bargaining outcome is 0 = (z,t), then the utility

function U, is defined as:

(RP, —x) - (da)" ift < T, and a is a buyer
Ua(#,t) = § (2 — RP,) - (0a)! ift < T, and a is a scller

e<O0 otherwise

\

If the outcome is FFAIL, Uy(FAIL) = 0. Notice that the assignment of a strictly
negative value to U, after a’s deadline allows one to capture the essence of the
deadline: an agent, after its deadline, strictly prefers to exit the negotiation rather
than to reach any agreement. Therefore, the bargaining model we consider is a finite
horizon game. Finally, we assume the feasibility of the problem, i.e., RPy, > RPs.

With complete information the appropriate solution concept for the game is the

subgame perfect equilibrium in which agents’ strategies are in equilibrium in every

1A discount factor is used to model bargaining cost, which is a common assumption in the
bargaining literature [111, 112, 51, 61].
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possible subgame [58]. Note that there is no deadline constraint in the negotiation
protocol, which indicates that agents are allowed to offer and counteroffer also after
their deadlines have expired. However, the deadline constraint is in both agents’ util-
ity functions such that no rational agent will continue negotiation after its deadline.
Therefore, the bargaining game is a finite horizon game and the subgame perfect
equilibrium can be found employing the backward induction method.

Initially, it is determined that the game rationally stops at time point T =
min(7y,7Ts). The equilibrium outcome of every subgame starting from ¢ > T is
FAIL, since at least one agent will exit from bargaining. Therefore, at ¢t = T agent
1(T) would accept any offer  which gives it a utility not worse than F'AI L, namely,
any offer = such that U,y (z,T) > 0. From ¢ = T — 1 back to ¢ = 0 it is possible
to find the optimal offer agent +(¢) can make at ¢, if it makes an offer, and the offers
that it would accept. x*(¢) denotes the optimal offer of agent ¢(t) at ¢. x*(¢) is the
offer such that, if ¢t <T — 1, agent (¢t + 1) is indifferent at ¢ + 1 between accepting
it and rejecting it to make its optimal offer z*(¢ 4 1) and, if t =T — 1, agent ¢(t + 1)
is indifferent at ¢ + 1 between accepting it and exiting. Formally, z*(¢) is such that
Uierny(2*(t)),t) = Ugpgy(a*(t + 1), t+1) if t < T — 1 and U,gq0y(2*(t),t) = 0 if
t =T — 1. The offers agent +(t) would accept at t are all those offers that give it a
utility no worse than the utility given by offering z*(¢). The equilibrium strategy of
any subgame starting from 0 < ¢ < T prescribes that agent ¢(¢) offers z*(¢) at ¢ and
agent ¢(t + 1) accepts it at ¢ + 1.

Backward propagation is used to provide a recursive formula for z*(¢): given

value x and agent a, we call backward propagation of value = for agent a the value
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y such that Us(y,t — 1) = Ua(z,t); we employ the arrow notation x, , for backward
propagations. Formally, =, , = RPy, — (RPp, —2) -6 and z.s = RPs+ (z — RPg) - ds.
If a value x is backward propagated n times for agent a, we write T, €.g.,
T o] = (Tea)ea. If a value is backward propagated for more than one agent,
we list them left to right in the subscript, e.g., . pos] = ((7b)es)s. The values

of *(t) can be calculated recursively from ¢t =T — 1 back to t = 0 as follows:

RPL(t+1) lf t - T - ]_
x*(t) =

(x*(t+1)) sy Hft<T -1

It can be observed that ., > z as z.p, —x = RPp, — (RPp —2) - 0p —x =
(1 —=0p)(RPp, —2z) > 0, and 2z, s <z as .5 —x = RPs+ (r — RPg) - §s — 2z =
(65— 1)(x — RPy) < 0.

Figure 3.1 shows an example of backward induction construction with parameters
RPy, = 100, RPs = 0, ¢(0) = s, &, = 0.75, s = 0.8, T, = 10, and Ty = 11. The
backward induction process starts from time 7" = min{7T}y, T} = 10. At time 10, the
seller is willing to accept any offer which is no less than its reserve price and thus the
optimal offer at time ¢t = 9 is 2*(9) = RP5 = 0. The optimal offer of the seller at time
t =81is *(8) = (RPs)p = RPp — (RPp — RPy) - 9 = 25. Analogously, the optimal
offer of the buyer at time ¢t = 7 is 2*(7) = (2*(8)).s = RPs + (2*(8) — RPs) - d5 = 20.
Following this procedure, we can get agents’ optimal offers from time ¢ = 6 to the
initial time point £ = 0.

Finally, agents’ equilibrium strategies can be defined on the basis of x*(t) as

follows:
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Figure 3.1. Backward induction construction with RPy, = 100, RPs = 0, +(0) = s,
op = 0.75, 6s = 0.8, Ty, = 10, Ty = 11; at each time point ¢ the optimal offer z*(t) is
marked; the dashed lines are isoutility curves.

)
t=0 offer[z*(0)]
(
if os(t — 1) = offer[z] with x < (z*(t))p accept
0<t<T
otherwise offer[x*(t)]
op(t) = ¢
if o5(t — 1) = offer[z] with x < RPy,  accept
T<t<Ty
otherwise exit
\
Ty <t exit
\
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t=0 offer[z*(0)]
(
if o, (t — 1) = offer[z] with x > (2*(t)).s accept
0<t<T
otherwise offer[z*(t)]
og(t) = ¢
if op(t — 1) = offer[x] with > RPs  accept
T<t<T,
otherwise exit
\
Ts <t exit

\

We can see that the above strategies constitute a unique subgame perfect equi-
librium of bargaining with complete information. The equilibrium can be found in
time linear to the maximum deadline of the two agents. At the equilibrium, the two

agents reach an agreement at time ¢ = 1 and the agreement price is z*(0).

3.3 Omne-sided Uncertainty about Reserve Prices
In this section, we first loosen the complete information bargaining model in the
previous section by introducing one-sided uncertainty regarding the buyer’s reserve

price. We then review the existing approaches in the literature.

3.3.1 Introducing Uncertainty

With uncertain information, the appropriate solution concept for an extensive-
form game is sequential equilibrium [58]. A sequential equilibrium is a pair a = (u, o)
(also called an assessment) where p is a belief system that specifies how agents’
beliefs evolve during the game and o specifies agents’ strategies. At an equilibrium

1 must be consistent with respect to ¢ and o must be sequentially rational given
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1. Informally, the rationality requirement says that after every possible sequence of
actions, an agent’s strategy must maximize its expected utility given its beliefs and
its opponent’s equilibrium strategy. An assessment a is consistent (in the sense of
Kreps and Wilson [79]) if there exists a sequence of totally mixed strategy profiles
(with associated sensible beliefs updated according to Bayes’ rule) that converges to
the equilibrium profile.

We assume the one-sided uncertainty regarding the type of the buyer b (the case
of having uncertainty with the type of the seller s can be analyzed analogously). The
buyer b can be of finitely many types {by,...,b,} in which buyer type b, has an
associated reserve price RP;. The initial belief of s on b is u(0) = (A, PY) where
AY ={by,...,b,} and P = {wp ,...,wp } such that Y, wp = 1. wp is the priori
probability that b is of type b;. The belief of s on the type of b at time ¢ is u(t). The
probability assigned by s to b = b; at time ¢ is denoted wf)i. Given an assessment
a = (j, o), there are multiple possible bargaining outcomes: outcome oy, if b = b;.
We denote bargaining outcome as 0 = (0p,, ..., 0p,).

Seller s’s belief of the type of buyer b will evolve based on its observed actions
and the buyer’s equilibrium strategies. On the equilibrium path, s’s belief at any
time ¢ is p(t) = (AL, Pt). As is customary in economic studies [112], we consider
only stationary systems of beliefs, i.e., if s believes a b’s type with zero probability
at time point ¢, it will continue to believe such a type with zero probability at any
time point ¢’ > ¢t. We can therefore specify u(t) by specifying AL. Moreover, given

that p(t) = Al and we only consider pure strategies, the probability that b is of
wO
type b; € AL is wyp, (Al) =

p— 70 .
> b.eat Wh
bj €AY Tb;
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We need to also specify the belief system off the equilibrium path, i.e., when an
agent takes an action that is not optimal. We use the optimistic conjectures [112].2
That is, when buyer b acts off the equilibrium strategy, agent s will believe that
agent b is of its “weakest” type, i.e., the type against which the seller would gain
the most. This choice is made to assure the existence of the equilibrium for the
largest subset of the space of the parameters [61]. In our case, the weakest type is
the buyer type with the highest reserve price (see Section 3.4.4 for the proof). That
is, if u(t —1) = AL " and b acts off the equilibrium strategy at time ¢ — 1, it follows
that AL = b, (AL!) where b, (A1) is the buyer type with the highest reserve price

- -1
in buyer types Ay .

3.3.2 Existing Solutions in Literature

Computation agents’ equilibrium strategies of an extensive-form game with im-
perfect information is well known to be hard and classic game theory does not pro-
vide any general approaches to find sequential equilibria. While there has been long
standing literature in solving bargaining games with uncertainty since Rubinstein’s
path-breaking work [112], there is no existing approach that can be applied to solve
the bargaining problem studied in this chapter. An interested reader can find a more
detailed survey on bargaining with uncertainty in [18].

Computer science researchers have proposed a number of algorithms for comput-

ing Nash equilibria (e.g., [62, 63, 74]) or sequential equilibria (e.g., [92]). However,

2While this chapter assumes optimistic conjectures, our approach can be used for any belief
update rules for agents’ actions off the equilibrium path.
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these algorithms are not applicable in solving bargaining games since they only con-
sider finite strategy space rather than continuous strategy space (i.e., price) consid-
ered in this chapter. Due to the same reason, enumeration based methods (e.g., [104])
cannot be applied to our bargaining problem as well.

The microeconomic literature provides a number of results for some specific bar-
gaining problems with uncertainty. For instance, Rubinstein [112] considered bilat-
eral infinite horizon bargaining with uncertainty over two possible discount factors.
With the unrealistic infinite horizon assumption, Rubinstein found a number of closed
form results such as how the discount factors will affect the equilibrium outcome.
Sandholm and Vulkan [117] analyze agents’ strategic behavior in a slight variation
of the war-of-attrition game where the surplus can be divided. They consider a fi-
nite horizon alternating-offer bilateral bargaining game where agents have uncertain
deadlines, time is continuous, and there are not discount factors. In contrast, Gatti
et al. [61] relaxed the infinite horizon deadlines and provided an algorithm to com-
pute agents’ equilibrium strategies in bilateral bargaining with one-sided uncertain
deadlines. They proved that agent types would adopt the same strategy at any time
point before their deadlines, which may not be true in our case with uncertain re-
serve prices. Therefore, their approach cannot be applied to our case. Cramton [39]
considered a special infinite horizon bargaining protocol in which only the seller can
make offers and the buyer can only accept or reject the seller’s offer. Chatterjee and
Samuelson [34, 35] studied bilateral infinite horizon bargaining with two-type uncer-
tainty over the reservation values. The absence of agents’ deadlines makes these two

results nonapplicable to the situation we study in the chapter. An et al. [6] only
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considered two-type uncertainty about reserve prices and their approach cannot be
directly extended to handle multiple types. The presence of multi-type uncertainty
increases the computational complexity of the procedure to find equilibrium strate-
gies and requires more stringent equilibrium existence conditions.

The only known general approach that be potentially applied to our bargaining
problem is the backward induction approach by Fatima et al. [51, 52]. They studied
the alternating-offers protocol with multiple negotiation issues and uncertainty over
the weights of the issues. They proposed an algorithm based on backward induction
to compute sequential equilibria. Note that as in this chapter, Fatima et al. [51, 52]
also focus on pure strategy equilibria. Basically, their algorithm searches in the space
of the strategies exploiting the backward induction from the last possible deadline to
t = 0 with agents’ initial beliefs, and, once the optimal strategies at time point ¢ = 0
have been found, the system of beliefs is designed to be consistent with them. It
has been shown in [61] through a counter example that unfortunately an equilibrium
return by their algorithm is not necessary a sequential equilibrium in pure strategies
for bilateral bargaining with uncertain deadlines.

We show a simple example where the algorithm in [52, 51] fails in the bargain-
ing problem studied in this chapter (see Figure 3.2 for agents’ equilibrium offers
computed by their algorithm and agents’ equilibrium offers in complete information
settings). Consider the following scenario: 7' = 5, ¢(0) = s, RPs = 10, RP; = 90,
RP; = 70, wp, = 0.8, wp, = 0.2, &g = 0.7, and o, = 0.8. Let zy, (t) be any
agent optimal offer at time ¢ when buyer b is of type b; in the complete infor-

mation setting. Let z/(¢) be any agent optimal offer at time ¢ computed by the
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Figure 3.2. Failure of the approach in [51, 52] with 7" = 5, ¢(0) = s, RPs = 10,
RP; = 90, RP; = 70, wp, = 0.8, wp, = 0.2, §s = 0.7, and 0, = 0.8; agents’ offers in
complete information settings were also showed.

algorithm in [52, 51]. Agents’ equilibrium offers are computed with the initial be-
lief. At time ¢ = 4, seller s can offer either zy (4) = RP; = 90 which gives the
seller a utility of 0.8 - (90 — 10) - 0.7° = 10.75648 or zj_(4) = RP; = 70 which
give the seller a utility of (70 — 10) - 0.7° = 10.0842. Therefore, the seller’s opti-
mal offer at time ¢t = 4 is 2/(4) = 90 and the equivalent price is 74. Then both
buyer types’ optimal offer at time ¢t = 3 is 2/(3) = (74)s = 54.8. At time

t = 2, seller s can offer either (54.8).p, = 61.84 or (54.8).p, = 57.84. Accord-
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ing to [52, 51|, offering price 57.84 will be accepted by both buyer types and thus
the seller can gain a utility of (57.84 — 10) - 0.7 = 16.40912. In contrast, offering
price 61.84 will only be accepted by buyer type b; and t2he seller’s equilibrium offer
at time t = 4 will be accepted. Thus, offering price 61.84 will the seller a utility
of 0.8 -(61.84 —10) - 0.7% + 0.2 - (74 — 10) - 0.7° = 16.376192. Thus the optimal
offer of the seller at time t = 2 is 2/(2) = 57.84. Then both buyer types’ optimal
offer at time t = 1 is 2/(1) = (57.84),. s = 43.488. The seller at time ¢t = 0 can
offer either (43.488). 1, = 52.7904 or (43.488), p, = 48.7904 and its optimal offer is
2/ (0) = 52.7904 which will only be accepted by buyer type by. According to [52, 51],
buyer type b; will accept the offer 52.7904 at time ¢ = 0 since the optimal offer
52.7904 is b;’s backward propagated value of its 43.488 at time ¢ = 1. Accordingly,
the seller will update its belief as follows: if its optimal offer 52.7904 is rejected, it
will update its belief to {bsy}.

However, the above strategy profile is not in sequential equilibrium since buyer
b; has an incentive to reject the seller’s equilibrium offer at time ¢t = 1 (also see Fig-
ure 3.2). If buyer type by rejects the offer 52.7904 at time ¢ = 1 and makes a counter
offer 41.92, the seller will accept it since 41.92 is buyer’s equilibrium offer when the
buyer is of type by. By doing so, buyer b; gains a utility of (90—41.92)-0.8% = 30.7712
which is higher than its utility (90 — 52.7904) - 0.8 = 29.76768 when it accepts the
seller’s equilibrium offer 52.7904. As pointed out in [61], the reason behind the failure
of [52, 51] in producing equilibrium strategies for some settings of parameters is that
in each step of backward induction they limit the search to the space of the strate-

gies, but they do not verify the existence of a consistent system of beliefs such that
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the found strategy is sequentially rational. In other words, they break the circularity
of strategies and belief systems. In the above example, they decide the acceptance
price of buyer type by with the initial belief and ignore the effect of the seller’s belief
update rule. As a result, once their algorithm has produced the agents’ strategies
at t = 0 and has designed the system of beliefs consistent with them, the strategies

may not be sequentially rational given the designed system of beliefs.

3.4 The Algorithm for Finding All Sequential Equilibria
This section first introduces the high level idea of our approach. Following that we

analyze some observations that can be used to drastically reduce the required com-

putation based on our basic approach. Finally we introduce the algorithm for finding

all sequential equilibria of a bilateral bargaining game with one-sided uncertainty.

3.4.1 High Level Idea of the Approach

Our approach follows the spirit of backward induction: To compute agent a’s
equilibrium offer with belief Ay at time ¢ < T — 1, agent a takes into account all
the sequential equilibria in the continuation game with different beliefs starting from
time ¢t + 1. A continuation game is composed of an information set for one agent
(buyer or seller) and all of its successor nodes from the original bilateral bargaining
game. Note that there is no subgame for the bargaining game with uncertainty.
There are continuation games starting from time points 0,1,.... Let I'(¢) be the
continuation game continuation game starting from time ¢. In the continuation game

I'(t), agent «(t) makes its offer at time ¢ first. Let I'(¢, Ap) be the continuation game
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['(t) with seller s’s initial belief Ay,. The problem of finding sequential equilibria for
a bargaining problem is finding all sequential equilibria for the continuation game
0, A).

The definition of a sequential equilibrium requires that after observing buyer b’s
counter offer at time ¢, seller s must update its belief about b’s type using a belief
update rule. The counter offer of buyer b at time ¢ indicates buyer b’s following
actions: 1) seller s’s last offer is rejected by the buyer b if ¢ > 0, and 2) buyer b
makes a new offer at time £. Seller s will update its belief given all the actions of

buyer b. Therefore, there are two types of belief update rules: 1) reject update rules
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applied when buyer b rejects seller s’s offer and offer update rules applied when
buyer b makes a new offer. Assume seller s’s belief before proposing its offer = is Ay,
the reject update rule is of the following form: If z is rejected, s’s belief about the
type of buyer b is A} € Ayp. Similarly, the offer update rule has the following form:
If buyer b offers x, seller s’s belief about the type of b is A}y C Ay where Ay, is s’s
belief before applying the offer update rule. After receiving buyer b’s offer at time
t = 0, s will only apply the offer update rule. In any other situation (i.e., buyer b
first rejects s’s offer and then makes a new offer), seller s will apply the reject update
rule first and then apply the offer update rule.?

While the seller is making an offer at time ¢ given the sequential equilibria for
the continuation game I'(¢ 4 1) with different beliefs, the seller will consider different
reject update rules and compute its equilibrium offer for each rule. With pure strate-
gies, the seller’s reject update rules are finite. The other situation is deciding the
buyer’s equilibrium offer at time ¢ given the sequential equilibria for the continuation
game ['(t + 1) with different beliefs, the buyer will consider different choice rules re-
garding whether different buyer types behave in the same way or behave in different
ways. With pure strategies, buyer types’ choice rules are finite. For each choice
rule, we compute each buyer type’s optimal offer and its corresponding offer update
rule. While computing agents’ equilibrium strategies, we also construct equilibrium

existence conditions and check whether those conditions are satisfied.

3This belief update process is obvious when an agent is required to send a rejection message
before making a counter offer [51]. For the sake of simplicity, a rejecting agent does not need to
send a rejection message in our protocol.
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Roughly, the idea of our approach is the following (see Figure 3.3). To com-
pute agents’ equilibrium offers at a continuation game, we first compute sequential
equilibria in its continuation game with different beliefs. Then we compute agents’
equilibrium offers together with agents’ belief update rules. There are two cases.
While computing the seller’s equilibrium strategy, we enumerate all possible reject
update rules (e.g., reject update rules 1 and 2 in Figure 3.3) and for each reject
update rule, we first compute the seller’s optimal strategy in the corresponding con-
tinuation game. For example, for the reject update rule 1 in Figure 3.3, we first solve
the continuation game T'(t+1, Al) where A! C A is the seller’s updated belief if the
seller’s offer is rejected. While computing the buyer’s equilibrium strategy, we con-
sider all choice rules and compute different buyer types’ optimal offer for each choice
rule. For instance, for the choice rule 3, we need to first solve the continuation game
['(t+2,A3). There are two processes involved in computing all sequential equilibria:
a forward search process to determine the set of continuation games to solve and a
backward induction process to compute agents’ equilibrium strategies based on all
sequential equilibria of continuation games. Furthermore, we introduce some equi-
librium existence conditions: if they are satisfied, there is a sequential equilibrium
in the continuation game.

Take the bargaining problem in Figure 3.2 as an example. Our objective is
to compute all sequential equilibria for the continuation game I'(0, {by, bs}). Since
1(0) = s, we need to consider different reject update rules. Consider the reject update
rule that the seller is making an offer x that will only be accepted by buyer type by,

i.e., if the buyer rejects offer z, the seller will update its belief to {by}. To compute
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the optimal offer x at time ¢ = 0, we first compute all sequential equilibria for the
continuation game I'(1,{by}) starting from time ¢ = 1. For another reject update
rule that the seller is making an offer x that will be rejected by both buyer types, we
need to first compute sequential equilibria for the continuation game I'(1,{by, bs})
with the original belief. To compute sequential equilibria for the continuation game
I'(1,{by, bs}), we need to consider buyer types’ different choice rules. Consider the
choice rule that buyer type b; makes an acceptable offer but buyer type b, makes an
offer that will be rejected. For this choice rule, we need to first compute sequential
equilibria for continuation games I'(2, {b;}) and I'(2, {bs}) starting from time ¢ = 2.
In the same way, we can recursively try different choice rules and reject update rules

to compute all sequential equilibria of the bargaining game.

3.4.2 Computation Reduction

This section provides some theoretical results which drastically reduce the com-
putation complexity. In an equilibrium, it is possible that the seller will make an offer
that will be rejected by all the buyer types. Without loss of generality, we assume
w be seller’s offer that will be rejected by all buyer types. Assume that the seller’s
belief is Ap. A reject update rule specifies the seller’s updated belief Ay C Ay if
the seller’s offer is rejected. Therefore, the number of reject update rules are finite
since the number of belief set Ay C Ay, is no more than 28| However, there is no

sequential equilibrium for most of the reject update rules.
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Theorem 1. If there is a reject update rule with updated belief Ay, C Ay such that
RP; < RP; for buyer type b; € Ay \ A} and buyer type b; € Ay, agents’ strategies

are not sequentially rational.

Proof. This result can be proved by contradiction. If there is a sequential equilibrium
with this reject update rule in which s’s equilibrium offer at time ¢ is z, the following
two conditions are satisfied: 1) b, has no incentive to behave as b;, i.e., Uy, (z,t+1) >
Un, (ep, ' |AL, 1+ 2) where ep|Af is by’s equivalent offer (will be defined later) in
the continuation game starting from ¢ + 1 with belief A{; 2) b; has no incentive to
behave as b;, i.e., Ubj(egwA{D,t +2) > Uy, (z,t +1). Condition 1) suggests that
z < (e '|AL)en, and condition 2) indicates that = > (ep"'|A})cn,. Therefore,
equilibrium existence conditions requires that (ef;;1|A{))<_bj < (egl|A{3)<_bi, which

cannot be true since RP; < RP;. [

Due to Theorem 1, we only need to consider reject update rules in which buyer
types with higher reserve prices accept the seller’s equilibrium offer while buyer types
with lower reserve prices reject the seller’s equilibrium offer. Assume that the seller’s
belief at a time point is Ap. The total number of reject update rules we need to
consider is at most |Ay,| rather than 2/4vl. For each reject update rule at time ¢, we
need to first compute the sequential equilibrium for the continuation game I'(¢ + 1)
with the corresponding reasonable updated belief if the seller’s offer is rejected, i.e.,
A},. Accordingly, we need to compute sequential equilibria for the continuation game
with at most |Ap| different reasonable beliefs.

In addition to the above rejected update rules in which according to the equilib-

rium strategy at least one buyer type will reject the seller’s offer, we also need to
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consider the case that according to the equilibrium strategy, the seller’s offer will be
accepted by all buyer types. If the offer is rejected (i.e., the buyer is acting off the
equilibrium path), the seller will update its belief to the buyer type with the highest
reserve price according to the optimistic conjectures. We call this reject update rule
as null reject update rule.

The other situation is deciding the buyer’s equilibrium offer at time t. We use
the term “choice rule” to characterize buyer types’ strategies regarding whether they
behave in the same way at a specific decision making point. With pure strategies,
buyer types’ choice rules are finite. Consider that the belief of s on the type of b
at time ¢ is p(t) = Ap where |Ap| > 1 (note that if |Ap| = 1, the bargaining from
time ¢ becomes the trivial complete information bargaining) and «(¢) = b. Let the
equilibrium offer of buyer type b; € Ay, be xy,(t). After receiving b’s offer, s will
update its belief and decide whether to accept the offer from b. Without loss of
generality, we assume that xp,(t) = —1 if b;’s equilibrium offer will be rejected by
seller s at time ¢ 4+ 1. There are two situations: 1) All buyer types make the same
offer. In this case, a pooling choice rule is chosen by different buyer types. 2) Buyer
types make different offers. That is, a separating choice rule is used by different
buyer types.

It is easy to see that there are two pooling choice rules depending on whether the
seller will accept the offer at time ¢ + 1 in equilibrium: 1) accepting pooling choice
rule in which all buyer types make the same acceptable offer to seller s; 2) rejecting
pooling choice rule in which all buyer types make the same rejectable offer (i.e., —1)

to seller s. While the buyer adopts the separating choice rule, some buyer types’
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equilibrium offers are acceptable to the seller and the number of separating choice

rules is drastically reduced due to the following theorem.

Theorem 2. There is no equilibrium assessment in pure strategies if buyer types

make different acceptable offers at t.

Proof. We can easily prove this by contradiction. Assume that there is a sequential
equilibrium for a belief system in which at time ¢ such that ¢(t) = b, buyer b; makes
an acceptable offer x to s and buyer types b; makes an acceptable offer y to s such
that x # y. If x > y, buyer b; has an incentive to behave like buyer b; by offering

price y. The other direction is analogous. O

Therefore, we only need to consider the following separating choice rules: buyer
types A¢ make an acceptable offer to s at time ¢ but buyer types A}, = Ap \ A¢ make
an offer (i.e., —1) that will be rejected by s at time ¢t. Due to Theorem 6 (will be
detailed later), we only need to consider partitions A¢ U A} = Ay such that for any
buyer type b, € Af and any b; € Ay, RP; > RP;. Thus, the number of separating
choice rules is [Ap| — 1. For each choice rule at time ¢, we need to first compute the
sequential equilibria for the continuation game I'(¢+41) with corresponding reasonable
beliefs, i.e., A¢ and Aj. Accordingly, we need to compute sequential equilibria for

the continuation game with at most 2(|Ap| — 1) different reasonable beliefs.

3.4.3 The Algorithm
Algorithm 1 and Algorithm 2 outline the main steps for computing agents’ equi-
librium strategies in a continuation game based on the sequential equilibria in its

continuation game with different beliefs. To compute a buyer agent’s equilibrium

70



Algorithm 1: Compute equilibrium strategies for a continuation game I'(t, A})
such that ¢(t) =b, |[Ap| > 1, and t <T — 1

Let SE(Ap,t) = 0 be the set of sequential equilibria for the continuation game with
belief Ay at t;

for each choice rule do
for each equilibrium strategy combination of the continuation game with

reasonable beliefs starting from time t + 1 do
Compute buyer types’ equilibrium offers and construct offer update rules

(Section 3.5);
if equilibrium existence conditions are satisfied then

| add agents’ equilibrium strategies from time ¢ to SE(Ap, t);
end

end

end
return SE(Ay, t);

offer, the buyer considers different choice rules and for each choice rule, we need to
consider all the sequential equilibria of the continuation game with reasonable be-
liefs since there may be multiple sequential equilibria for the continuation game with
a specific belief. Different buyer types’ equilibrium strategies are derived using a
Bayesian extension of backward induction (see Section 3.5). To compute the seller’s
equilibrium offer at a time point, we consider all the reject update rules and for each
reject update rule, we compute the sequential equilibria of the continuation game
with the belief corresponding to the reject update rule. We compute the seller’s
equilibrium offer for each sequential equilibrium corresponding to a reject update

rule and check equilibrium existence conditions (see Section 3.6).

3.4.4 Off the Equilibrium Path Optimal Strategies
Before analyzing equilibrium strategies, we provide the optimal strategies in the

situations seller s believes the buyer of one single type. There are two cases: 1) Seller
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Algorithm 2: Compute equilibrium strategies for a continuation game I'(t, A})
such that ¢(t) =s, |Ap| > 1,and t <T — 1

Let SE(Ap,t) = 0 be the set of sequential equilibria for the continuation game with
belief Ay at t;

for each reject update rule do
for each sequential equilibrium of the continuation game with the belief

corresponding to the reject update rule do
Compute the seller s’s optimal offer and buyer types Ap’s acceptance

decision at time ¢ + 1 (Section 3.6);
if equilibrium existence conditions are satisfied then

| add agents’ equilibrium strategies from time ¢ to SE(Ap, t);
end

end

end
return SE(Ay, t);

s has the right belief about the type of the buyer b. In this case, agents’ equilibrium
strategies are the equilibrium strategies of the corresponding complete information
bargaining discussed in Section 3.2. Let xy (t) be any agent optimal offer at time ¢
when b is of type b; in this case. 2) Seller s has the wrong belief about the type of

the buyer b, i.e., b; is believed to be b;.
Lemma 3. zj, (1) > =}, (t) if RP; > RP;.

Proof. Case 1 (¢(T) = s). It follows that x (T — 1) = a}, (I' — 1) = RPs. Then
2, (T —2) = RP;(1 = 6p) + 0y, (T'— 1) > af, (T'—2) = RP;(1 —bp) + dpay, (T — 1).
Similarly, we have z, (T — 3) = RPs(1 — &) + dsai,, (T — 2) and aj (T — 3) =
RPs(1 = ds) + dsaiy, (T'— 2). Thus we have a3, (T —3) > a (T — 3). Recursively, we
have z3, (t) > aj, (¢) for t <T —3.

Case 2 («(T) = b). It follows that a} (T'— 1) = RP; > aj (T'— 1) = RP;.

Then at time time 7" — 2, we have zj (T' — 2) = RPs(1 — d) + dszf, (T' — 1) and
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2y, (I'—2) = RPs(1 —0s) +dszy, (T —1). Thus, x3, (T'—2) >y, (T —2). Recursively,

we have zj, (t) >z, (¢) for t <T — 2. O

We can see that b; is weaker than b; in terms of its offering price at each time
point in complete information bargaining. Similarly, we can get RP;—xy, (f) > RP;—
xy,, (1), RP; — af,(0) is the gain (utility) of b; in complete information bargaining

and RP; — :E,*Dj(()) is the gain (utility) of b, in complete information bargaining.
Lemma 4. zj, (t) < (23, (t + 1)) b, and a3, (1) < (23, (E+ 1)),

Proof. We can get this result by following the same procedure in the proof of
Lemma 3. This result indicates that the buyer will accept sellers’ lowest equilibrium
price in complete information bargaining, i.e., agents will reach a final agreement at

time ¢t — 2 in the complete information bargaining case. O

Agents’ equilibrium strategies when seller s has the wrong belief about the type

of the buyer b are specified in the following theorem.

Theorem 5. If sellers has the wrong belief about the type of b, its optimal strategies
are those in complete information bargaining. Assume that RP; > RP;. The optimal

strategies oy, (t)|{b;} of buyer b; when it is belicved to be b; are:

. accept y if y < (:c,*;j (1)) p;
op, (1) [{b;} =

offer xy, (t)  otherwise

The optimal strategies oy, (1)|{b:} of the buyer b; when it is believed to be b; are:

o Ifi(T) = Db, accepty ify < min{(x}, (t))cn;, RP;}. Otherwise, offer min{x} (t), RP;}.
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o If(T) =s, accept y if y < min{(z}, (t))cn,, (RPj)(r—np;. Otherwise, offer

min{z}, (t), (RPs)r-1-0p,1}-

Proof. Case 1 (b; is believed to be b;). If the seller offers zj (¢ — 1), buyer b;’s
optimal strategy is to accept it as the minimum price that the seller would accept
at time ¢ + 1, i.e., aj, (1), gives b; a utility lesser than a}, (¢t — 1) since (2}, (¢)) b, >
(@h, (1)) b, = 2, (t — 1). If the seller acts off the equilibrium path and offers a price
y lower than Ty, (t — 1), the optimal strategy of b; is obviously to accept y. If the
seller offers a price y greater than :Ef)j (t — 1), the optimal strategy of b; is to accept
y only if y < (:E]*Dj (t)cm,;, otherwise b;’s optimal strategy is to reject y and to offer
i, (1) Note that o (1) < RP; and zj, (1) < RP;.

Case 2 (b; is believed to be b;). This case is more complicated as seller’s optimal
offer zf, (t—1) on its equilibrium path is not acceptable to b; as when by offers z7, (t)
at time ¢, (z}, (t))cn; < (2§, (1)) b, = 25, (t —1). In addition, b; may not offer zf, (t)
if it is advantageous to wait for the agreement at time 7. There are two situations:
1) «(T) = b. In this case, s will propose RP; at time 7'— 1, which is not acceptable to
buyer b; as RP; is higher than b;’s reserve price. Therefore, b;’s optimal offer at time
t is min{a}, (¢), RP;}. Note that xj, (¢) is always not acceptable to s. 2) «(T) = s.
In this case, b; will propose RPg at time 7" — 1, which will be accepted by seller s at

time T'. Therefore, b;’s optimal offer at time ¢ is min{xy (f), (RPs)r—1-p,}. O

3.5 The Buyer’s Equilibrium Offer

This section focuses on computing the buyer’s equilibrium offer at a continuation

game I'(¢, Ap) such that «(¢) = b. If t = T, it is the buyer agent’s dominant strategy
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to accept any offer which is not worse than its reserve price. At time t =T — 1, dif-
ferent buyer types’ optimal offer is RPg since seller s will accept the offer at time 7T'.
If |Ay| = 1, agents’ equilibrium strategies are the equilibrium strategies of the corre-
sponding complete information bargaining discussed in Section 3.2. When |Ap| > 1
at time ¢ < T — 1, buyer types have multiple choice rules and we need to consider
the equilibrium strategies for each choice rule. There could be multiple equilibrium
strategies for a choice rule since there could be multiple sequential equilibria for the
continuation game with a reasonable belief starting from time ¢ 4+ 1. In the rest of
this section, we show how to compute different buyer types’ equilibrium strategies
given agents’ equilibrium strategies of the continuation game with different beliefs
and construct agents’ belief systems.

Before we proceed, we introduce the concept of equivalent offer. In complete
information bargaining, seller s’s optimal offer z*(¢) at time ¢ is the value to be
propagated backward at time point ¢t — 1. That is, if b offers (z*(t)).s at time ¢ — 1,
s will accept it at time ¢t. With incomplete information, this property no longer holds
since s will accept an offer if and only if the utility of accepting the offer is not less
than the expected utility of making its optimal offer at time ¢. Given the equilibrium
assessment (u, 0*), the equilibrium expected utility of seller s’s offer x at time ¢,
denoted as EUs(z,t), is the expected utility of the seller’s offering z if 1) the seller’s
belief at time ¢ is p(f) and 2) agents act according to the equilibrium strategies
o* from time ¢ on. The equivalent offer of s’s offering z, denoted as ei|u(t), is a
value satisfying Us(el|u(t),t + 1) = EUs(x,t). el|u(t) is the value to be propagated

backward at time point ¢ — 1.
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Similarly, the equivalent offer of buyer b;’s offering z at time ¢, denoted as
ey, |1(t), is a value satisfying Uy, (e}, |p(t), t+1) = Uy, (EBO(b;, x,t)) where EBO(b;, z,t)
is the equilibrium bargaining outcome of b; if it offers x at time ¢. In addition, let
EBO(b;, p) denote the equilibrium bargaining outcome of b; if agents follow the
strategies specified by a sequential equilibrium p. Given a bargaining outcome oc,
buyer b;’s equivalent offer at time ¢ is given by function p(b;,t, oc) which satisfies

Up,(p(bi, t,0c),t + 1) = Uy, (oc).

3.5.1 Pooling Choice Rule

Here we consider agents’ equilibrium strategies when b employs a pooling choice
rule at a continuation game I'(¢, Ay,). Since all buyer types will behave in the same
way, seller s will not change its belief after observing the buyer’s equilibrium offer.
Thus, we need to consider all sequential equilibria SE(Ay, ¢t + 1) of the continuation
game with belief Ay at time ¢ + 1. If SE(Ap, ¢ + 1) = (, there is no sequential
equilibrium for this choice rule. Otherwise, for each sequential equilibrium p €
SE(Ap,t + 1), we compute buyer types’ optimal offer and check the satisfaction of
equilibrium existence conditions.

First we consider the accepting pooling choice rule. Let ei™'|A}, be s’s equiva-
lent offer at time ¢ + 1 given the belief Ay, in the sequential equilibrium p. At time
t+1, the equilibrium strategy of s is that s will accept any offer y if y > (eL™|Ap) . s.

Therefore, the equilibrium offer of buyer b; € Ay, at time ¢ is (ef7|Ap)..* The corre-

4We assume that buyer types are “cooperatively selfish” in the sense that when they are making
the same acceptable offer, the will choose the lowest acceptable price.
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sponding offer update rule is the following: p(t+1) = Ay if o, (t) = offer (eL™|Ap)s;
p(t+1) = {by(Ap)}, otherwise.

If buyer b; € Ay, deviates from offering (ef™|Ap). s, it will be believed to be
of type by(Ap). Following Theorem 5, when a buyer b; is believed to be of type
b, (Ap) which has a reserve price no less than RP;, b;’s optimal offer at time ¢ is
oy, (t)[{br(Ap)}. Thus, the condition of equilibrium existence needed to be checked
is e, |Ap < xp (t)[{br(Ap)} for all b; € Ay,. If the equilibrium existence conditions
are satisfied, there is a sequential equilibrium with buyer types’ offer (e{™'Ap), s
and g as the sequential equilibrium for the continuation game from time ¢ 4+ 1. The
sequential equilibrium will be added to SE(Ap, t). Buyer b;’s equilibrium bargaining
outcome in this equilibrium is EBO(b;, (e Ap) s, t) = ((ef™|Ap)es, t + 1) since
(elt1|Ay,). s is acceptable to the seller. Thus buyer b;’s equivalent offer is €£i|Ab =
(4] A) s

Then we consider the rejecting pooling choice rule. By definition, all buyer types
Ap will make an offer (i.e., —1) that will be rejected by the seller. Buyer b;’s
equilibrium bargaining outcome is the bargaining outcome in the sequential equi-
librium g, i.e., EBO(b;,—1,t) = EBO(b;, p). Thus buyer b;’s equivalent offer is
ey | A = p(b, t, EBO(b;, p)). We can also derive ey |Ay in the following way. If
according to the sequential equilibrium g, seller s’s equilibrium offer z'™!|Ay, at time
t+11is w, buyer b;’s equivalent offer at time ¢ is then ef)i |Ap = (ef;2|Ab)%2[bi} where
e’{;ir2|Ab is b;’s equivalent offer at time ¢ + 2. If 2'™'|Ay, # @, buyer b;’s equivalent
offer at time ¢ is 1) e, |Ap = (27| Ap ), if according to the sequential equilibrium

©, s’s equilibrium offering price x'™!|A}, at time ¢ + 1 will be accepted by buyer type
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b;; or 2) ey, |Ap = (ei)—:%A;’)ez[bi] if according to the sequential equilibrium g, buyer
type b; will reject s’s equilibrium offering price x'™!|Ay, at time ¢t + 1 where A;D is
the set of buyer types that will reject s’s offer at time ¢t + 1. The corresponding offer
update rule is the following: p(t+1) = Ay if o, (t) = offer —1; u(t+1) = {bp(Ap)},
otherwise. If buyer b deviates from offering —1 at time ¢, it will be treated as buyer
type bp(Ap) and the equilibrium existence condition is ef, |Ay, < a, (1)[{bn(Ap)}
for all b; € Ag.

3.5.2 Separating Choice Rule

Then we consider agents’ equilibrium strategies at a continuation game I'(t, Ap)
when buyer b employs the separating choice rule where buyer types Af make an
acceptable offer while buyer types A} make a rejectable offer —1. For this choice
rule, the reasonable beliefs of its continuation game are A{ and Ap. If one of the
continuation games has no sequential equilibrium, there is no sequential equilibrium
for this choice rule. We show how to compute agents’ equilibrium strategies at time
t given a sequential equilibrium p* € SE(A{,t + 1) and a sequential equilibrium
o € SE(A}L,t+1).

Let el |A¢ be s’s equivalent offer at time ¢+1 in the equilibrium p®. Let efT1| A}
(z"TH A}, respectively) be s’s equivalent offer (equilibrium offer, respectively) at time
t+1 in the equilibrium @". Similar to the pooling acceptance choice rule, the optimal
offer of buyer types A{ at time ¢ is (ef™|A¢). . Accordingly, buyer b; € A¢’s
equivalent offer is ef, |Ay, = (e[| Af) s since its equilibrium bargaining outcome is
((e5™AL) s, t + 1). By convention, the equilibrium offer of buyer type b; € Al at

time ¢ is —1. Buyer b;’s equilibrium bargaining outcome is the bargaining outcome

78



EBO(b;, ¢") in the sequential equilibrium ©". Thus buyer b; € A}’s equivalent offer
is ei)j|Ab = p(b;,t, EBO(b,, ©")). We can also compute ei)j|Ab by considering the

following two situations:

o If 2'"1Al # w, buyer b; € A}’s equivalent offer at time ¢ is 1) eh,|Ap =
("1 AL) b, if according to the sequential equilibrium ", s’s equilibrium of-
fering price z'™'|A} at time ¢ + 1 will be accepted by buyer type b;; or 2)

e, [Ab = (e,

|Ag)<_2[b].] if according to the sequential equilibrium ", buyer
type b; will reject 8’s equilibrium offering price z*'|A} at time ¢ + 1 where

Aﬁ C A} is the set of buyer types that will reject s’s offer at time ¢ + 1.

o If 2'|A] = w, buyer b; € A}’s equivalent offer at time ¢ is then e’{,j\Ab =

(eg2|Ag)g2[bﬂ where ef;;2|Ag is b;’s equivalent offer at time ¢ + 2.

Seller s will update its belief to A{ when it receives an offer (el™|A¢), . If it
receives an offer —1, it will update its belief to Af. Otherwise, it will update its
belief to b,(Ayp). The existence of such an equilibrium depends on the following

conditions:

e Any buyer type b, € A{ has no incentive to behave as any buyer type b, €
Ayp. If b; pretends to be b, it will offer —1 at time ¢ and its equilibrium
bargaining outcome will be EBO(b,, —1,t) = EBO(bj, ©"). Therefore, this
condition requires that Uy, (EBO(by, (e AL) s, t)) > Up,(EBO(b;, ")) or
equivalently, (efMA2) s < p(by,t, EBO(bj, o")).

e Any buyer type b; € A} must have no incentive to behave as b; € Af. If b; be-

haves as by, it will offer (ef™|Af). s at time ¢ and the offer will be accepted. b;
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will not choose to behave as b; if Uy, (EBO(bj, ¢") > Uy, (EBO(bj, (el AL) s, 1))
or equivalently, p(b;,t, EBO(b;, ¢")) < (el |Af) .

e No buyer type has an incentive to offer a price different from the above two equi-
librium offers. If a buyer type b; € Ay, offers a price different from (el™|A¢), ¢
and —1, it will be treated as buyer type by, (Ap) and its optimal offer at time ¢ is
then zf (t)|{bn(Ap)}. Buyer type b; will not choose to act off the equilibrium
path if e}, |Ap < oy (¢)[{br(Ap)}

If all the three conditions are satisfied, buyer types’ optimal offers, the belief
update rule, and the sequential equilibria p* and " for the continuation game start-
ing from time ¢t 4+ 1 consists of a sequential equilibrium for the continuation game
['(¢t, Ap). The following theorem suggests that we only need to consider at most |Ap|

different choice rules.

Theorem 6. Assume that b behaves in different ways at a continuation game with
belief set Ay, where Ap = Af U A} at time t. If there is a buyer type b, € Af and
a buyer b; € Af such that RP; < RP;, there is no sequential equilibrium for this

choice rule.

Proof. This result can be proved by contradiction. If there is a sequential equilibrium,
the following two conditions are satisfied: 1) Buyer type b; has no incentive to
behave as by, i.e., (ef™|AL) s < p(b;,t, EBO(bj, 0")); and 2) Buyer type b; has
no incentive to behave as by, i.e., p(b;,t, EBO(b;, ")) < (e*'|Af)cs. Therefore,

equilibrium existence requires that p(b;,t, EBO(b;, 9")) < p(b;,t, EBO(b,, ©")).
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Assume that EBO(bj, ¢") = (z,t') where T" > t' > t. From the definition of
equivalent offers, we have (RP; — p(b;, t, EBO(bj, ¢"))) - 61" = (RP; — )-8}, which
can be rewritten as p(b;,t, EBO(b;, ¢")) = RP; — (RP; — x) - 8¢ ~*~1. Similarly,
we have p(b;,t, EBO(b;,¢")) = RP; — (RP; — z) - 6t "1 Since RP; < RP,, it
follows that p(b;,t, EBO(b,,0")) < p(b;,t, EBO(b;, ¢")) which contradicts with

equilibrium existence conditions. O

This result drastically reduces the number of separating choice rules we need to
consider. Consider an belief set Ay at time ¢ < T — 1 such that |Ap| > 1 and
t(t) = b. The total number of partitions satisfying the condition Af U A} = Ay, is
21846l 2 Given Theorem 6, we just need to consider partitions Af U Al = Ay, such
that for any buyer type b; € Af and any b; € Ay, RP; > RP;. Then for each belief

set Ap, the total number of separating choice rules is |Ap| — 1.

3.6 The Seller’s Equilibrium Offer

This section discusses how to compute the seller’s equilibrium offer at a continu-
ation game I'(¢, Ap) such that «(t) =s. If t =T, it is the seller’s dominant strategy
to accept any offer which is not worse than its reserve price. At time t = T — 1,
seller s has multiple choices, each for one buyer type in Ap. The optimal offer
of seller s for buyer type b; € Ay is RP;, which gives seller s an expected utility
EUs(RP;, T —1) = ijeAb,RP]-zRPi wh,; (Ap)Us(RP;, T') since RP; is only acceptable
to a buyer type with a reserve price no less than RP;. The optimal offer of s at time
T —1is y = argmaxye(rp;bieay} EUs(y, T — 1) and its equivalent offer is el ~1A,,

such that Ug(el7Y|Ay,, T) = EUs(y, T—1). If |Ap| = 1, agents’ equilibrium strategies
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are the equilibrium strategies of the corresponding complete information bargaining
discussed in Section 3.2.

Our idea of computing the seller’s equilibrium offer given a belief Ay, (|Ap| > 1)
at time t < T — 1 is the following. We consider all possible reject update rules
and for each reject update rule, we compute all the sequential equilibria for the
continuation game with beliefs corresponding to the reject update rule. Then for
each sequential equilibrium for a reject update rule, we compute the seller’s optimal
offer and check the equilibrium existence conditions. Theorem 1 suggests that we
only need to consider reject update rules in which buyer types with higher reserve
prices accept the seller’s equilibrium offer while buyer types with lower reserve prices
reject the seller’s equilibrium offer. Thus we only need to consider a restricted set of
beliefs for the continuation game.

We consider a reject update rule in which buyer types A} will reject the seller’s
offer and buyer types Ay, — Ay will accept the seller’s offer such that such that
RP; > RP; for any b, € A, — A} and b; € A}. We first compute all the sequential
equilibria SE(A},, ¢+ 1) for the continuation game with belief A} starting from time
t+1. If there is no sequential equilibrium for the continuation game I'(¢+1, A}), there
is no sequential equilibrium for this reject update rule. Otherwise, for each sequential
equilibrium p € SE(A},t+ 1), we check whether there exists a price z such that the
price, the reject update rule, and the sequential equilibrium g constitute a sequential
equilibrium for the continuation game I'(¢, Ap).

A price z, a reject update rule, and a sequential equilibrium ¢ constitute a se-

quential equilibrium if and only if the following three conditions are satisfied (assume
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that b; € A, — Ap and b; € Aj where buyer types A will reject the seller’s offer

x):

1. b; is willing to accept the offer  and does not want to behave as b;. That is,
for any b, € A, — A} and by € Ay, Up,(z,t + 1) > Uy, (EBO(b;, p)) where
EBO(b;, p) is the b;’s equilibrium bargaining outcome when it behaves as b;.
This condition can be reformulated as z < miny,ea,—a; bea; p(bi, t, EBO(by, p)),
which provides an upper bound for seller’s offering price x. Intuitively, if the
offering price x is too high (e.g., higher than RP;), b; can not accept the offering

price.

2. b; will reject the offer x. That is, each buyer type b; € Ap has no incentive
to behave as by, i.e., Uy, (2,t + 1) < Up,(EBO(bj, p)). This condition can be
rewritten as x > maxy, ea; p(bj, t, EBO(bj, p)), which provides a lower bound
for the offering price x. Intuitively, if the offering price x is very low (e.g., close

to 0), b; will choose to accept the favorite offer.

3. Seller s has no incentive to choose a price other than x given the reject update

rule and the sequential equilibrium g of the continuation game I'(t 4+ 1, A});

The third condition requires that the price x is seller’s optimal offer given the
reject update rule and the sequential equilibrium g for the continuation game. Any
buyer type can either accept the seller’s offer x or reject it and receive a bargaining
outcome in the sequential equilibrium @ for the continuation game. Formally, buyer
type b; € Ay will accept a price z if and only if x < p(b;,t, EBO(b;, p)). Buyer type

b; € Ap — Ay, will accept a price z if and only if z < miny, ca; p(bi, t, EBO(by, p)).

83



We can define the acceptance price ¢(b;, Ay, ) of each buyer type b, € Ay given

the sequential equilibrium g as follows:

ming ca; p(bi, t, EBO(bj, p))  otherwise

Seller s’s expected utility of making an offer x given the sequential equilibrium g

is defined as

EUS(x,t) = Z Wbi(Ab)EUs(xatabi)

biGAb

where EUg(z,t,b;) is seller s’s utility if the buyer is of type b,, which is defined as

(

Us(z,t+1) if z < o(by, Ay, p)

U,(EBO(b;, 9)) if 2 > ¢(b;, AL, o) and b; € AL

Us(ming en; p(bi t, EBO(bj, 0)),t+1)  otherwise

\

It is easy to see that the optimal offer the seller should be either one buyer type’s
acceptance price or a price that will be rejected by all buyer types (i.e., w). If the
seller’s optimal offer x satisfies the first two equilibrium existence conditions, there
is a sequential equilibrium in which the seller offers price z and buyer types A}, will
reject the offer with the sequential equilibrium . If such a x value does not exist,
there is no sequential equilibrium given this reject update rule and the continuation

game equilibrium .
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In addition to the above reject update rules under which at least one buyer
type will choose to reject the offer, the seller can also make an offer such that it
is all buyer types’ equilibrium strategies to accept the offer. It is easy to see that
the highest offer that will be accepted by all buyer types in equilibrium is = =
ming,ea, (25, (t + 1)[bp(Ap)) b, since if a seller offers a price larger than x, at least
one buyer type has an incentive to deviate from accepting the offer. If the buyer
rejects z, the seller will update its belief to b, (Ayp). The acceptance price of buyer
type b; for this reject update rule is thus (xy, (t+1)|bp(Ap))eb,. If the optimal offer
of the seller in this case is not acceptable to all the buyer types (i.e., the optimal
offer is not minp,ea, (7§, (t + 1)|br(Ab))b,), there is no sequential equilibrium for
this null reject update rule. Otherwise, there is a sequential equilibrium in which the

seller will make an offer which will be accepted by all buyer types.

3.7 Equilibrium Existence

The algorithm for producing equilibrium strategies is a backward induction pro-
cess, which starts from the continuation game with the initial belief at time ¢ = 0.
Here we show an example of equilibrium calculation for the bargaining game with
the following parameters: T = 3, «(0) = s, RPs = 10, RP; = 100, RPy = 60,
RP3; = 50, wgl = 0.25, ng = 0.5, wgg = 0.25, 6 = 0.8, and o, = 0.6. Before we start
the backward induction process, we compute agents’ equilibrium offers in complete
information setting using the approach in Section 3.2 since we may use these equi-
librium offers to construct agents’ equilibrium strategies for the bargaining game. If

buyer is of type by, we have zj, (2) = 100, oy (1) = 82, and z (0) = 89.2. If buyer

85



is of type by, we have zj,(2) = 60, zy_(1) = 50.0, and xy,(0) = 54.0. If buyer is of
type bs, we have zj_(2) = 50, xy,(1) = 42.0, and zy,(0) = 45.2.

Now we try our algorithm to compute all the sequential equilibria. Since ¢(0) = s,
seller s will consider different reject update rules at time ¢ = 0. Therefore, we
need to first compute all the sequential equilibria for the continuation game with
reasonable beliefs {by, by, b3}, {bs,bs}, and {bs} at time ¢ = 1. We show how
to compute sequential equilibria for the continuation game with belief {by, by, b3}
at time ¢ = 1. At time t = 1, b can apply different choice rules and we need
to first compute all the sequential equilibria for the continuation game with beliefs
{b1,by, b3}, {b1}, {ba, b3}, {b1,bs}, and {bs} at time ¢t = 2. For the continuation
game with belief {by, by, bs} at time ¢ = 2, s can offer RP3 = 50, RPy = 60, or
RP; = 100: If it offers 50, its expected utility is (50 —10)0.8% = 20.48; If it offers 60,
its expected utility is 0.75(60 —10)0.8% = 19.20; If it offers 100, its expected utility is
0.25(100 — 10)0.8% = 11.52. Thus, the optimal offer of s at time ¢ = 3 is 50 and the
equivalent price is €2|{by, by, b3} = 50.0. When the belief is {by, b3}, the optimal
offer of s at time ¢ = 3 is 50 and the equivalent price is €2|{by, b3} = 50.0. When the
belief is {by, by}, the optimal offer of s at time ¢t = 3 is 60 and the equivalent price is
e2|{by, by} = 60.0. For the pooling accepting choice rule at time ¢ = 1, the optimal
offer of all buyer types is (€2|{by, by, bs}). s = (50),s = 42 and no buyer has an
incentive to deviate from it: if any buyer type chooses a different offer, it will be
treated as buyer type b; and its utility in the later negotiation is 0. For the pooling
rejecting choice rule at time ¢ = 1, all buyer types will offer —1 and no buyer has an

incentive to deviate from it. For example, buyer by’s equivalent offer of offering —1
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is ey, [{b1, b2, bs} = (e2|{b1, b2, b3}) b, = (50)p, = 54. If buyer by deviates from
offering —1, it will be believed to be by and its optimal offer at time ¢ = 1 is then
zt, (1)|{b1} = 60, which is higher than e} [{by, by, bs}. For the separating choice
rule in which b; makes an acceptable offer while the other two buyer types offer —1,
there is only one sequential equilibrium for the continuation game with beliefs {b;}
and {by, bs}. Thus, the optimal offer of by is z}, [{b1} = z} (1) = 82. However,
b; has an incentive to behave as by or bs since in the sequential equilibrium for
the continuation game with beliefs {by, b}, s will make an offer 50 at time ¢ = 2
which can bring by a higher utility because (50)., = 70 < 82. Therefore, there is
no sequential equilibrium for this choice rule. However we can show that there is
a sequential equilibrium for the separating choice rule in which b; and by make an
acceptable offer and their optimal offer is (e2[{b, bs}). s = (60).s = 50. There are
totally 3 sequential equilibria for the continuation game with belief {b, by, b3} at
time t = 1.

In the same way, we can compute the two sequential equilibria for the continuation
game with belief {by, b3} at time ¢ = 1. One equilibrium is for the pooling accepting
choice rule in which both buyer types offer 42. In this case, both buyer types will
accept the offer in equilibrium. The other is for the separating choice rule in which
buyer by offers 50 but buyer bs offers —1. In this case, by’s offer will be accepted at
time ¢t = 2. bg’s offer will be rejected and the seller will offer 50 after updating its
belief to {bs}.

Now we consider the seller’s equilibrium offers with the initial belief at time ¢ = 0.

Seller s can apply the following different reject update rules:
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1. If the buyer rejects the seller s’s offer, seller s will not change its belief, i.e., seller
s is offering w by convention. Under this reject update rule, any buyer type’s
acceptance price depends on the negotiation outcome in the continuation game
['(1,{by, by, bs}), which has three sequential equilibria. In the first sequential
equilibrium where all buyer types adopt the pooling accepting choice rule at
time ¢ = 1, all buyer types will offer 42 and the seller will accept it at time ¢ = 2.
If seller s offers @, its utility is (42 — 10)0.8% = 20.48. Buyer types’ acceptance
prices are (42),p, = 65.2 for by, (42),p, = 49.2 for by, (42), 1, = 45.2 for bs.
If seller s offers 65.2, buyer type by will accept it but buyer types b, and b2 will
reject it and follow the first sequential equilibrium. Thus, seller s’s expected
utility while offering 65.2 is 0.25% (65.2 — 10) % 0.8 +0.75* (42 — 10)0.8? = 26.40.
In the same way, we can find that the seller achieves an expected utility of 28.64
while offering 49.2 and achieves an expected utility of 28.16 while offering 45.2.
Thus, the seller’s optimal offer is 49.2. However, buyer types b; and by will
accept the offer, which is in conflict with the reject update rule in which all
buyer types will reject the offer. Therefore, there is no sequential equilibrium
for the first sequential equilibrium for the continuation game I'(1, {by, bs, bs}).
In the same way, we can see that there is no sequential equilibrium for the other

two sequential equilibria for the continuation game I'(1, {by, bo, b3}).

2. If the buyer rejects the seller s’s offer, seller s updates its belief to {bs}), i.e.,
seller s is making an offer acceptable to by, bs. There is only one sequential
equilibrium for the continuation game I'(1, {bs}) in which buyer type bs offers

}, (1) = 42.0. It is easy to see that seller s gets a utility of (42—10)0.8* = 20.48
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if it offers w at time 0. Buyer types’ acceptance prices are (42).1,, = 65.2 for
by, (42)._p, = 49.2 for by, (42).p, = 45.2 for bs. Seller s’s optimal offer for
this reject update rule is 49.2. We can easily see that no buyer type has an
incentive to deviate: 1) By rejecting the offer 49.2, buyer type b; can gain
a utility of (100 — 42)0.6 = 20.88, which is lower than the utility (100 —
49.2)0.6 = 30.48 when it accepts the offer. 2) Buyer type by gains a utility of
(60 — 49.2)0.6 = 6.48 by accepting the offer 49.2, which is not lower than its
utility (60 —42)0.6% = 6.48 when it rejects the offer. 3) Buyer type by gains a
utility of (50 — 49.2)0.6 = 0.48 by accepting the offer 49.2, which is lower than

its utility (50 — 42)0.6% = 2.88 when it rejects the offer.

. If the buyer rejects the seller s’s offer, seller s updates its belief to {by, bs}),
i.e., seller s is making an offer only acceptable to b;. There are two sequential
equilibria for the continuation game I'(1, {by, b3}). For the sequential equilib-
rium in which both buyer types offer an acceptable price 42, the seller’s optimal
offer is 49.2 such that b; will accept it and by and bz will reject it. However,
we could not find an offer which satisfies all equilibrium existence conditions

given the other sequential equilibrium for the continuation game I'(1, {bs, bs}).

. Finally, the seller can make an offer that will be accepted by all buyer types,
i.e., seller s updates its belief to {b;}) if buyer rejects the seller s’s offer. The
acceptance prices for buyer types by, by, and bz are 89.2, 60.0, and 50.0,
respectively. Seller s’s optimal offer for this reject update rule is 89.2. Buyer

types by and bs will reject the seller’s optimal offer, which is in conflicting with
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the reject update rule. Therefore, there is no sequential equilibrium for this

reject update rule.

Therefore, there are two sequential equilibria for the bargaining game. In the
first equilibrium, seller s will offer 49.2 at time ¢ = 0. If the buyer is of type by or
by, it will accept the offer and they make an agreement at time ¢t = 1. If the buyer
is of type bgs, it will reject the offer and make a counter offer 42.0 at time ¢ = 1.
When seller s receives offer 42.0, it will update its belief to {bs}) and it will accept
the offer at time ¢ = 2. In the second equilibrium, seller s will also offer 49.2 at time
t = 0. If the buyer is of type by, it will accept the offer and they make an agreement
at time ¢t = 1. If the buyer is of type by or bs, it will reject the offer and make a
counter offer 42.0 at time ¢ = 1. When seller s receives offer 42.0, it will update its
belief to {bs, bs}) and it will accept the offer at time ¢ = 2.

The following theorem states that the proposed approach is sound and is com-

plete.
Theorem 7. Our algorithm can generate all pure strategy sequential equilibria.

Proof. Our algorithm is complete since at any decision making point, we consider 1)
all sequential equilibria of the continuation game with different beliefs, 2) all choice
rules when it’s the buyer’s turn to make an offer, and 3) all possible reject update
rules if it’s the seller’s turn to make an offer.

If all equilibrium existence conditions are satisfied, agents’ strategies and belief
systems generated by our algorithm constitutes of a sequential equilibrium. The se-

quential rationality is easily seen from the backward construction: agents’ strategies

90



at time ¢ is optimal in the continuation game starting from time ¢. Consistency can
be proved by the assessment sequence a,, = (p,,0,) where o, is the fully mixed
strategy profile such that for the seller and buyer type by, (AY) there is probability
1 — 1/n of performing the action prescribed by the equilibrium strategy profile and
the remaining probability 1/n is uniformly distributed among the other allowed ac-
tions, while for any other buyer type b; € A? —by,(A}), there is probability 1 —1/n”
of performing the action prescribed by the equilibrium strategy profile and the re-
maining probability 1/n’ is uniformly distributed among the other allowed actions,
and u, is the system of beliefs obtained applying Bayes rule starting from the same
priori probability distribution P2. As n — oo, the above mixed strategy profile
converges to the equilibrium strategy profile. In addition, the beliefs generated by
the mixed strategy profile converges to the priori probability distribution. Thus, the

assessment is consistent. O

Since we focus on pure strategy equilibrium, there may be no sequential equi-
librium for some bargaining games. The non-existence problem of the equilibrium
in pure strategies is critical since it may affect the applicability of alternating-offers
protocol in realistic settings. Here we show one example which has no sequential
equilibrium. The bargaining game with the following parameters: T'= 2, +(0) = b,
RPgs = 10, RP; = 100, RPy = 40, wgl = 0.6, ng = 0.4, g = 0.9, and J, = 0.8. First
consider that the buyer is applying the pooling accepting choice rule at time 0. With
the initial belief, the seller will get a utility of 0.6(100—10)0.9% = 43.74 if it offer RP;
at time ¢ = 1 and will get a utility of (40—10)0.9? = 24.3 if it offer RP; at time ¢ = 1.

Therefore, the optimal offer of the seller with the initial belief at ¢ = 1 is offering 100.
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Table 3.1. Simulation parameters

Parameters Value range
Deadline (T') (2, 14]
Number of buyer types (|AY|) [2,9]
Reserve price of buyer (RP;) [40, 100]
Reserve price of seller (RPg) [5, 20]
Discounting factors (s, dp) [0.5,1]

Accordingly, the optimal offer of all buyer types is (100),.s = 58.6. Obviously, buyer
by will deviate from it since the offering price 58.6 is higher than its reserve price
40. Consider the pooling rejecting choice rule in which all buyer types offer —1 and
buyer b;’s equivalent offer is (100).1, = 100. In this case, buyer b; has an incentive
to offer oy (0) = 91 which will be accepted by the seller since it will update its belief
to {by} after receiving the offer other than 100. The final choice rule for the buyer
is the separating choice rule in which buyer b, offers zj, (0) = 91 and buyer b, offers
—1. However, buyer by has an incentive to offer —1 since at time ¢t = 1 the seller
will offer RPy = 40, which is better since (40)., = 52 < 2§ (0) = 91. Therefore,
there is no sequential equilibrium for this bargaining game.

To evaluate the percentage of games with at least one pure strategy sequential
equilibrium, we performed a series of experiments in a variety of test environments
and the parameters are given in Table 6.2. In the experiments, the negotiation
deadline is randomly selected from [2,14], the number of buyer types is randomly
selected from [2, 9] and the initial probability of each buyer type is set randomly. The

reserve price of each buyer type is randomly selected from [40,100] and the reserve
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Table 3.2. Average number of sequential equilibria and percentage of games with
sequential equilibria

T| [Apl=2 | [AR1=3 | |AR[=4 | [AQ[=5 ARl =6 |ARl =7 |ARl =8 |AD] =9

2 [1.64 (95.1%)| 1.72 (95.4%) | 1.78 (96.5%) | 1.81 (96.4%) | 1.84 (964%) | 1.87 (97.3%) | 1.89 (97.9%) | 1.90 (97.8%)
311.99 (100%) | 2.07 (100%) | 2.17 (100%) | 2.24 (100%) | 2.30 (100%) | 2.37 (100%) | 2.39 (100%) | 2.48 (99.9%)
412,37 (99.9%)| 2.83 (100%) | 3.23 (100%) | 3.58 (100%) | 3.87 (100%) | 4.24 (100%) | 4.38 (100%) | 4.58 (100%)
5 [2.49 (100%) | 3.11 (100%) | 3.67 (100%) | 4.18 (100%) | 4.70 (100%) | 5.15 (100%) | 5.53 (100%) | 5.93 (100%)
6 2.87 (99.8%)| 3.79 (100%) | 4.69 (100%) | 5.52 (100%) | 6.34 (100%) | 6.97 (100%) | 7.66 (100%) | 8.46 (100%)
7 3.06 (100%) | 4.24 (100%) | 5.25 (100%) | 6.21 (100%) | 7.16 (100%) | 8.12 (100%) | 9.16 (100%) | 9.99 (100%)
8 [3.54 (99.9%)| 5.18 (100%) | 6.59 (100%) | 8.04 (100%) | 9.67 (100%) | 10.99 (100%) | 12.55 (100%) | 13.66 (100%)
9 3.82 (100%) | 5.85 (100%) | 7.38 (100%) | 8.89 (100%) [10.62 (100%)| 11.91 (100%) | 13.95 (100%) | 16.61 (100%)
10|4.55 (100%) | 7.21 (100%) | 9.92 (100%) [12.60 (100%)|15.48 (100%)| 18.49 (100%) | 20.71 (100%) | 22.58 (100%)
11|5.04 (100%) | 8.17 (100%) {11.11 (100%)|13.48 (100%)|17.22 (100%)| 19.83 (100%) | 25.15 (100%) | 28.86 (100%)
1216.36 (99.9%)|10.22 (100%){16.54 (100%)|21.28 (100%)|27.57 (100%)| 36.55 (100%) | 38.05 (100%) | 54.30 (100%)
13]6.89 (100%) |12.42 (100%){16.79 (100%)|21.34 (100%)|28.57 (100%)| 43.98 (100%) | 48.35 (100%) | 70.04 (100%)
14/8.90 (100%) |16.88 (100%)(26.10 (100%)|44.12 (100%)|70.63 (100%)[103.28 (100%)[125.86 (100%)|155.49 (100%)

price of the seller is randomly selected from [5,20]. Therefore, the reserve price of

each buyer is always higher than the reserve price of the seller and the two agents

have a negotiation space. Agents’ discounting factors model how agents’ utilities

decrease with time. When discounting factors are smaller than 0.5, agents’ utilities

drastically decrease with time. In order to make our setting more realistic, agents’

discounting factors are randomly selected from [0.5,1). The agent making the first

offer is randomly determined. The above setting represents a wide range of scenarios.

Experimental results show that there is at least one sequential equilibrium in

~ 99.7% of the bargaining games. Table 3.2 shows the average number of sequential

equilibria (including both games with sequential equilibria and without sequential

equilibria) and percentage of games with sequential equilibria in negotiation games

with different deadlines and number of buyer types. For each combination of dead-

lines and number of buyer types, we randomly generated over 10000 scenarios and
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computed the average values. We can see that the average number of sequential
equilibria or the percentage of games with sequential equilibria increases with the
increase of deadlines. Similarly, the average number of sequential equilibria slightly
increase with the number of buyer types, which corresponds to our intuitions. It
can be observed from Table 3.2 that when the deadline is longer than 2 and the
number of buyer types is more than 3, all scenarios have at least one sequential
equilibrium. With more buyer types, there are more choice rules and reject update
rules and potentially, there will be more sequential equilibria. However, more buyer
types introduce more stringent equilibrium existence conditions since an equilibrium
requires that each buyer type has an incentive to choose a different strategy.

Our approach can find all sequential equilibria for each bargaining game. Based
on the computation reduction techniques, we just need to find sequential equilibria
for at most |AY | continuation games T'(¢, Ay,) at time ¢ where Ay, C A, Let W (¢, Ap)
be the maximum number of sequential equilibria for the continuation game I'(¢, Ap).
If t =T — 1, it follows that ¥(¢,Ap) = 1. Otherwise, we have the following: 1) If
t(t) =b, U(t,Ap) = O(|Ap|¥(t + 1, Ap)?) since buyer types can try different choice
rules and for each choice rule, we need to consider all the equilibrium combinations of
at most two continuation games. 2) If 4(t) =s, U(t, Ap) < O(|Ap|(¥(t + 1, Ap)!2e))
since we need to consider |Ap|+ 1 reject update rules and for each reject update rule,
we need to consider all the sequential equilibria for the corresponding continuation
game. We can see that the number of sequential equilibria may exponentially increase
with the number |AD| of buyer types and the deadline T and our algorithm has a

high computational complexity. In our backward induction approach, the equilibrium
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calculation for a continuation game with certain belief may be conducted multiple
times. To avoid the repetition of equilibrium calculation in our approach, one can
store known equilibrium strategies for each continuation game with certain belief. If
there is no calculation repetition, the computational complexity of our approach is
not higher than any other complete algorithm.

We experimentally evaluated the running time to our algorithm using the setting
specified in Table 6.2. All experiments run on a PC with a 2.16 Ghz Intel Pentium
Dual processor and 2 GB of memory. Experimental results show that the algorithm’s
running time increases with the deadlines and the number of buyer types. Table 3.3
shows the average time of computing all the sequential equilibria in a bargaining
game. The average running time is only about 12 seconds when the minimum dead-
line of the two agents is 14 and the number of buyer types is 9. We can find that
the computation time increases drastically with the increase of both the negotiation

deadline and the number of buyer types.

3.8 The Value of Equilibrium Strategies

This chapter provides a solution to compute pure strategy equilibria in bilateral
bargaining games with one-sided uncertainty. Given that the chapter deals with a
known negotiation setting, it would be very interesting to see how the pure strategy
sequential equilibrium solution would fare against heuristic based strategies. An
agent’s equilibrium strategy is optimal given the other agent’s equilibrium strategy.
Therefore, if one agent adopts the equilibrium strategy, the other agent cannot gain

a higher utility by switching to any other strategy (e.g., heuristic based strategies).
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Table 3.3. Average computation time (in seconds)

T ||AY] =2||AY] =3||AY| =4||AY| =5||AY| = 6[|A2| = 7||AY] =8||A2] =9
2 0.01 0.01 0.02 0.04 0.05 0.08 0.11 0.14
3 0.02 0.05 0.11 0.21 0.37 0.60 0.95 1.38
4 0.03 0.10 0.26 0.53 1.02 1.77 2.93 4.64
5 0.05 0.17 0.45 0.97 1.90 3.39 5.78 9.35
6 0.07 0.24 0.66 1.47 2.99 5.42 9.43 15.50
7 0.08 0.33 0.90 2.07 4.22 7.85 13.82 | 23.09
8 0.10 0.41 1.18 2.71 5.66 10.73 | 19.00 | 31.89
9 0.12 0.51 1.46 3.45 7.27 13.78 | 24.90 | 42.61
10 | 0.15 0.60 1.80 4.32 9.14 17.82 | 32.56 | 54.40
11 | 017 0.73 2.16 5.24 11.39 | 22.33 | 41.32 | 70.60
12 | 020 0.86 2.63 6.46 14.39 | 28.12 | 51.27 | 92.55
13 | 0.23 1.02 3.09 7.75 17.28 | 36.79 | 69.48 | 119.52
14 | 026 1.19 3.73 10.14 | 23.70 | 50.38 | 95.47 | 176.75

Even though, it is still interesting to investigate how close the performance is when an
agent uses different strategies, e.g., equilibrium strategy and a variety of heuristics.
Furthermore, it would also be interesting to compare the social welfare (the total

utility of all agents) when agents adopt different strategies.

3.8.1 Heuristic Based Strategies

While there have been a variety of heuristic based strategies in the literature,
the most widely used strategy is the time dependent strategy (e.g., [12, 48, 78, 124,
127]). In a time dependent strategy, an agent makes concessions in response to the

remaining negotiation time. Formally, an agent’s offer at time ¢ is given by:

t
[P + (RPy — 1Pa) (7 )°
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Figure 3.4. The buyer’s different rates of concession

where RP, is agent a’s reserve price, T' is the minimum of two agents’ deadline, and
IP, is agent a’s optimal (or initial) price. An agent’s optimal price is the agent’s
favorable price. In our bilateral bargaining game, an agent’s optimal price is the
reserve price of the other negotiation agent.

With infinitely many values of €, there are infinitely many possible strategies in
making concessions with respect to the remaining time. However, they can be classi-
fied into: 1) Linear: ¢ =1, 2) Conciliatory: 0 < e < 1, and 3) Conservative: ¢ > 1.
¢ reflects an agent’s mental state about its eagerness for finishing the negotiation

carlier [48, 78]. Figure 3.4 shows the buyer’s different rates of concession.
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3.8.2 Different Strategy Combination

In this section, we measure the value of equilibrium strategies against different
time dependent strategies. For the experiment, we choose three representative de-
pendent strategies (see Figure 3.4): 1) ¢ = 1: a liner concession making strategy; 2)
e = 0.25: a conciliatory concession making strategy; and 3) € = 4: a conservative
concession making strategy. When the seller is adopting a time dependent strategy,
it will use the buyer’s expected reserve price Z1§i§n wgiRPi as its optimal price.

Specifically, we consider the following 16 strategy combinations:

1. Both agents adopt the equilibrium strategies computed by using our algorithm.

This strategy combination is called EQ~EQ.

2. The seller adopts the equilibrium strategy together with its belief system, but
the buyer takes a time dependent strategy. There are totally 3 strategy com-
binations 0.25~EQ, 1~EQ, and 4~EQ, where 0.25~EQ indicates that the
buyer is using a conciliatory time dependent strategy (i.e., € = 0.25) but the

seller is adopting the equilibrium strategy.

3. The buyer adopts the equilibrium strategy but the seller takes a time depen-
dent strategy. In this case, the seller will not update its belief since it uses the
time dependent strategy. However, the buyer will assume that the seller will
update its belief using the belief system of its equilibrium strategy. EQ~0.25,
EQ~1, and EQ~4, where EQ~0.25 indicates that the buyer is adopting the

equilibrium strategy but the seller is using a conciliatory time dependent strat-

egy.
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Figure 3.5. Buyer’s average utility while using different strategies

4. Both agents adopt the time dependent strategy. Therefore, there are 9 combi-
nations: 0.25~0.25, 0.25~1, 0.25~4, 1~0.25, 1~1, 1~4, 4~0.25, 4~1, and
4~4 where 1~4 indicates that the buyer is adopting a time dependent strategy

e = 1 and the seller is adopting a time dependent strategy ¢ = 4.

3.8.3 Performance Measures and Results

We performed a series of experiments in a variety of test environments using the
parameters from Table 6.2. Over 10° bargaining games were randomly generated
that each had at least one sequential equilibrium. For each sequential equilibrium
of a bargaining game, we tried different strategy combinations and for each strategy

combination, we computed the equilibrium bargaining outcome for each buyer type.
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Figure 3.6. Buyer’s average utility and the negotiation deadline

Based on the equilibrium bargaining outcome for each buyer type, we also computed
the average utility of all buyer types and the seller. Given the average utilities of
both the buyer and the seller in each sequential equilibrium for a bargaining game, we
can compute the average utilities of both the buyer and the seller in the bargaining
game. The main performance measure is the average utility of the buyer or the seller
in each strategy combination. Another important performance measure is the social
welfare (i.e, the total utility of the buyer and the seller) in each strategy combination.

Extensive stochastic simulations were carried out for all the combinations of vari-
ables in Table 6.2. For each combination, we randomly generated over 10000 exper-
iments and tried all the strategy combinations and generated average performance

measures. Even though extensive stochastic simulations were carried out for all the
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Figure 3.7. Buyer’s average utility and agents’ discount factors

situations to compare the performance of different heuristic strategies and equilib-
rium strategies, due to space limitations, we only present the representative results
in the rest of this section. For most results, we did not report the confidence inter-
vals in our discussions since we found that the confidence interval for each average
value was very tight around the value (e.g., the confidence intervals in Figure 3.5,

Figure 3.8, and Figure 3.10).

3.8.4 The Value of Choosing Equilibrium strategies
The first question we investigated is what is an agent’s advantage of choosing an
equilibrium strategy over heuristic strategies given that the other agent is adopting

the equilibrium strategy. Figure 3.5 shows the buyer’s average utility (as well as
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the 99% confidence interval) while using different strategies given that the seller is
always using the equilibrium strategy. We can see that the equilibrium strategy (i.e.,
the EQ~EQ strategy combination) achieved a much higher utility than the other
three heuristic strategies, i.e., strategy combinations 0.25~EQ, 1~EQ, and 4~EQ.
Furthermore, the utility of using a conciliatory strategy (e.g., ¢ = 0.25) is higher
than that of using a conservative strategy (e.g., € = 4). This result is mainly due
to the existence of discount factor since an earlier agreement (even with the same
price) can bring the buyer a higher utility.

Figure 3.6 shows how the negotiation deadline affects the buyer’s utility when the
seller is using the equilibrium strategy. It can be observed that when both agents

adopt the equilibrium strategy, the negotiation deadline almost has no influence on
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Figure 3.9. Seller’s average utility and agents’ discount factors

the buyer’s utility, which is similar to the strategy combination 0.25~EQ where
the buyer adopts a conciliatory concession making approach. However, when the
buyer is adopting the linear or conservative strategy, its utility decreases with the
increase of deadline. This result corresponds to the intuition that, when an agent
uses a conservative (or linear) strategy, it will make an agreement later than using a
conciliatory strategy. Correspondingly, it will gain a lower utility due the existence
of the discount factor.

In addition to negotiation deadlines, agents’ discount factors also affect the
buyer’s utility. Figure 3.7 shows how the buyer’s utility changes with the sum
d = 0p + ds of both agents’ discount factors. Since J, is in the range of [0.5,1),

it follows that ¢ € [1,2). It can be seen from Figure 3.7 that for different strategy
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combinations, the buyer’s utility increases with the increase of §. Intuitively, with a
higher discount factor, the buyer gains a higher utility even for the same negotiation
negotiation result.

The other situation is that the buyer is adopting the equilibrium strategy but the
seller is using the equilibrium strategy or different heuristic strategies. Figure 3.8
shows the seller’s average utility while using different strategies given that the buyer is
always using the equilibrium strategy. It is easy to see that the equilibrium strategy
(i.e., the EQ~EQ strategy combination) achieved a much higher utility than the
other three heuristic strategies, i.e., strategy combinations EQ~0.25, EQ~1, and
EQ~4. Similar to the results in Figure 3.5, the utility of using a conciliatory strategy
is higher than that of using a conservative strategy. Figure 3.7 shows how the seller’s
utility changes with the sum 6 = dy, + ds of both agents’ discount factors. We can
see that for different strategy combinations, the seller’s utility increases with the

increase of ¢, which is again similar to the results in Figure 3.9.

3.8.5 Comparison of Social Welfare

We also compared the social welfare of different strategy combinations. From
Figure 3.10 we can see that the social welfare of the strategy combination EQ~EQ
is much higher than that of all other strategy combinations, which corresponds to
the results that agents achieved higher utilities while adopting equilibrium strate-
gies. We can also see that the social welfare increases when agents’ strategies are
more conciliatory. When agents adopt conciliatory strategies, they will make large
concessions at the beginning and it is more likely that they can make an agreement

earlier, which results in higher social welfare.
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Figure 3.10. Social welfare for different strategy combinations

Figure 3.11 shows that the social welfare of each strategy combination increases
with the increase of the sum of both agents’ discount factors, which corresponds to
the results in Figure 3.7 and Figure 3.9. The main reason is that an agent’s utility of
a negotiation outcome may increase with its discount factor. Note that even when the
sum of discount factor is close to 2, the strategy combination EQ~EQ still achieved
a higher social welfare than other strategy combinations.

From Figure 3.12, we can see that the negotiation deadline has almost no effect
on the social welfare when both agents adopt the equilibrium strategies. However, if
one agent is using a heuristic strategy, the social welfare decreases with the deadline,

which is mainly due to the delay of agreement making time. Especially, when agents’
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Figure 3.11. Social welfare and agents’ discount factors

strategies are more conservative, the advantage of the strategy combination EQ~EQ

increases with the increase of negotiation deadline.

3.9 Applications of the Approach
Our approach can be used to compute pure strategy sequential equilibria in other
games with continuous strategy space. This section briefly discusses two potential

application of our proposed approach.

3.9.1 Bilateral Negotiation with Uncertain Discount Factor
This chapter considers one-sided uncertainty regarding reserve prices and we as-

sume complete knowledge about agents’ discount factors. In other cases, one agent
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may have incomplete information about the other agent’s discount factors. For ex-
ample, we can assume that the buyer b can be of finitely many types {by,...,b,} in
which buyer b; has a discount factor d;. The initial belief of s on b is (0) = (A, PP)
where A) = {by,...,b,} and P) = {wyp ,...,wp } such that Y, wp = 1. wp is the
priori probability that b is of type b;. Let zj () be any agent optimal offer at time

¢t when b is of type b; in this case. It follows that zf, (¢) < zj (¢) if 5 > 6.
Lemma 8. 3, (t) <z}, (t) if o}, > &

Proof. Case 1 ((T) = s). It follows that = (T — 1) = zj, (I' — 1) = RPs. Then
14, (T —2) = RPy,— 8, (RPy — a1, (T—1)) < i}, (T—2) = RPy— & (RP, —a, (T—1)).

Similarly, we have z, (T — 3) = RPs(1 — &) + dsai,, (T — 2) and a3 (T — 3) =
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RPg(1 = ds) + dsaiy, (T'— 2). Thus we have a3, (T —3) < 2, (T — 3). Recursively, we
have zf, () < aj, (¢) for t <T —3.

Case 2 («(T') = b). It follows that a}, (T'— 1) = af, (T'—1) = RPp. Then at time
time 7" — 2, we have «, (T' — 2) = RPs(1 — &) + 05z, (T' — 1) =z, (T — 2). Thus,

oy, (T —2) > o, (T — 2). Asin case 1, we have xzj, (t) <z, (t) for ¢ <T' — 2. O

In this setting, it is easy to see that the weakest type is the buyer type with the
lowest discount factor. Accordingly, it the buyer acts off the equilibrium path, the
seller will update its belief to the buyer type with the lowest discount factor following
the optimistic conjecture.

One can directly apply our approach to solve the bargaining game with uncertain
discount factors. For the bargaining game with uncertain reserve prices, we use two
techniques to reduce the number of choice rules and reject update rules that need to
be considered. Fortunately, we can still only need to a small number of choice rules
and reject update rules for the bargaining game with uncertain discount factors.

First we consider the reject update rule such that the seller will update its belief
to Ay C Ay, if the seller’s offer is rejected by the buyer where Ay, is the seller’s belief

while making the offer.

Theorem 9. If there is a reject update rule with updated belief Ay, C Ay, such that
5> 5{, for b; € Ay \ Ay and b; € A}, agents’ strategies are not sequentially

rational.

Proof. The result can be proved by contradiction. Assume that there is a sequential

equilibrium with this reject update rule. Similar to Theorem 1, equilibrium existence
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iy : t+1| A/ < t+11 A/ t+1 A7 K e
conditions requires that (e, [Ay)eb, < (e}, |A})eb, Where e [A} is b;’s equiva

lent offer in the continuation game starting from ¢ 4 1 with belief A},. Since &}, > d7,

it follows that (ey!|A})en; > (e |A}) e, There is a contradiction. O

Accordingly, we just need to consider no more than |Ay| reject update rules
without sacrificing completeness of our approach. Similarly, we just need to consider

a small number of choice rules due to the following theorem.

Theorem 10. Assume that b behaves in different ways at a continuation game with
belief set Ay, where Ap = AY U A} at time t. If there is a buyer type b, € Ay and
a buyer b; € AL such that 6 > 5{), there is no sequential equilibrium for this choice

rule.

Proof. Similar to Theorem 6, this result can be proved by contradiction. If there is
a sequential equilibrium, the following two conditions are satisfied: 1) Buyer type
b; has no incentive to behave as b;, i.e., (ef™|A8). s < p(b;, t, EBO(b;, ©")); and
2) Buyer type b; has no incentive to behave as b;, ie., p(b;,t, EBO(b;,0")) <
(et AL) 5. Therefore, equilibrium existence requires that p(b;,t, EBO(b;, o")) <
p(b;,t, EBO(bj, ©")).

Assume that EBO(bj, ¢") = (z,t') where T > t' > t. From the definition of
equivalent offers, we have (RPy, — p(b;, ¢, EBO(bj, o)) - (6 = (RPp — ) - 0L,
which can be rewritten as p(b;,t, EBO(b;,¢")) = RPy, — (RPy — ) - (61)Y 1.
Similarly, we have p(b;, t, EBO(b;, ¢")) = RPy,—(RPp—x)-(6;)" 71, Since 6 > &7,
it follows that p(b;,t, EBO(b;, ¢")) < p(b;,t, EBO(bj, ¢")) which contradicts with

equilibrium existence conditions. O
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In summary, our approach can be directly applied to solve the bargaining game
with one-sided uncertain discount factor and we can use the similar techniques to

reduce computational cost.

3.9.2 Bilateral Multi-issue Negotiation with Uncertain Weights

Another potential application of our approach is bilateral multi-issue negotiation,
which is more complex and challenging than a single-issue negotiation since agents
need to make tradeoffs between multiple issues. The problem of bargaining efficiently
over multiple issues with complete information has been addressed in [50, 51, 52].
Agents’ equilibrium strategies can be easily computed by extending the backward
induction method in Section 3.2. Specifically, the acting agent ¢(¢) at time ¢ chooses
its best offer (consisting of values for each negotiation issue) that is acceptable to the
other agent. In presence of incomplete information, it is common to compute agents’
sequential equilibrium strategies. There are different sources of uncertainty. For
uncertainty about agents’ reserve prices, discount factors or negotiation deadlines,
the calculation of sequential equilibria in a multi-issue negotiation game is the same
as that in a single issue negotiation game. The only new source of uncertainty
introduced by having multiple issues is the uncertainty regarding the weights of
different issues.

In multi-issue negotiation, two agents are negotiating over multiple issues 1, ..., .
For each issue i, let RP! be agent a’s reserve price for the issue. A negotiation
outcome can be represented as o = (01,...,0;). An agent a’s utility of a negotiation
outcome o is defined as Ua(0) = >, ;;wiUa(0;) Where Ua(0;) is a’s utility given

the negotiation outcome o; for issue ¢, which is the same as the utility function in
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Figure 3.13. Failure of the approach in [52, 51] with 7' = 5, +(0) = s, RP} =
RP? = 0, RP}, = RP; = 90, 65 = 0.5, dp = 0.8, ws = (0.9,0.1), {wp, = (0.4,0.6),
wp, = (0.9,0.1)}, wp, = 0.9, and wp, = 0.1; agents’ offers in complete information
settings were also showed.

single issue negotiation (see Section 3.2). In the cumulative utility function, w? is

1

L ..., wl) be agent a’s weight vector. We

agent a’s weight for issue i. Let w, = (w
consider the one-sided uncertainty about the buyer’s weights of the issues and all
other parameters are complete information. There are n possible weight vectors
{wp,,...,wp, } for the buyer and the probability of the buyer being the type wy, is
wp,. The probability distribution is common knowledge.

Fatima et al. [51, 52] present an algorithm to produce equilibrium strategies

in multi-issue bargaining with uncertain weights but the strategies found by their
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algorithm are not necessarily sequentially rational given the designed system of beliefs
as we discussed previously.” Here we show a simple example (see Figure 3.13) where
buyer b and seller s are negotiating over two issues 1 and 2 with the following
parameters: T = 5, 1(0) = s, RP! = RP? = 0, RP}, = RP} = 90, §; = 0.5,
dp = 0.8, ws = (0.9,0.1). There are 2 possible weight vectors {wy, = (0.4,0.6), wp, =
(0.9,0.1)} for the buyer and the probability of the buyer being the type wp, and
Wp, are wp, = 0.9 and wp, = 0.1, respectively. At time ¢t = 4, seller s will offer
buyer’s reserve prices for both issues (90,90), which gives the seller a utility of
0.9-(90 —0)-0.5° +0.1-(90 — 0) - 0.5° = 2.8125. At time ¢ = 3, both buyer types’
optimal offer that is acceptable to the seller is (50,0). At time ¢ = 2, seller’s optimal
offer that is acceptable to buyer type by is (85,0) which can give seller an expected
utility of 8.8875. Seller’s optimal offer that is acceptable to buyer type by is (50, 90)
which can give seller an expected utility of 3.20625. Therefore, seller’s optimal offer
at time t = 2 is (85,0). In the same way, we can compute that both both buyer
types’ optimal offer at time ¢ = 1 is (39.5,0). Similarly, we can compute that seller’s
optimal offer at time ¢ = 0 is (76.6,0), which is only acceptable to the buyer type
b;. That is, if the buyer rejects the offer, the seller will update is belief to {bs}.
However, buyer type b; has an incentive to reject the offer and to make buyer type by
complete information offer (30,0) which can give by a higher utility than accepting

seller’s offer (76.6,0).

5The multi-issue negotiation model here is slightly different from the multi-issue negotiation
model in [51, 52] where two negotiation agents are splitting pies and the size of each pie shrinks
over time due to the discount factors. In contrast, the utility of each agent shrinks over time. Our
formulation of multi-issue negotiation has been widely used, e.g., [65, 50], just to name a few.
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We can apply our approach to solve the multi-issue bargaining game with uncer-
tain issue weights in Figure 3.13. At time ¢t = 0, we need to try different reject update
rules and for each reject update rule, we first compute the sequential equilibria for
its continuation game starting from time ¢ = 1. To compute all the sequential equi-
libria for a continuation game starting from time ¢ = 1, we need to consider different
choice rules. While computing agents’ equilibrium offers, one important optimization
problem is computing one buyer type’s (or a seller’s) optimal offer which can give
the seller (or a buyer type) certain utility. For instance, seller’s expected utility is
y > 0 and buyer type b; with weights wy,, = <w%,j, e ,w{,j) is finding a package offer
x = (2%, ..., 2') at time ¢ to maximize its utility. The optimization problem can be

formulated as

maximise Z wy, - (RP, — ) - (8)

1<i<l

such that Z wh - (2" = RPY) - (&) >y

1<i<l

RP,, <2’ <RPj for 1 <i <1

As implied in [51, 52], the optimal solution can be generated using a greedy approach
by considering w/wj, for 1 < i < I where wj, /wy is the utility that b; needs to
give up in order increase s’s utility by (dy)""!/(ds)""!. Thus, b; begins by making
concessions to seller s on the issue with the lowest w{)j Jw? value. Accordingly, the

complexity of solving the optimization problem is polynomial.
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The weakness of different buyer types at any continuation game can be computed
by solving the bargaining game with complete information about weights of negoti-
ation issues. Recall that that the weakest type gives the seller the highest utility in
the complete information bargaining setting. Rather than only considering a small
set of reject update rules and choice rules, here we may need to consider all reject
update rules and choice rules since the two computation reduction techniques are
not necessarily valid here. However, this only increases the number of computations
and does not affect the applicability of our approach. One sequential equilibrium
for the multi-issue bargaining game in Figure 3.13 is that at time ¢ = 0, seller s
makes an offer (69,0) that is only acceptable to buyer type b;. It follows that 1)
offer (69,0) is the seller’s optimal offer for this reject update rule; 2) buyer type by
gains a utility of 49.92 and it has no incentive to reject the offer; and 3) by rejecting
the offer, buyer type by will gain a utility of 40.32, which is higher than the utility

22.32 by accepting the offer (69, 0).

3.10 Summary

Studying rational agents’ strategic behavior is currently one of the most inter-
esting issue in the field of automated negotiation. However, the bargaining the-
ory literature lacks of general solutions for bargaining game with the presence of
deadlines and incomplete information. In this chapter we go beyond state of the
art by providing an algorithm that can find all sequential equilibria in incomplete
information bargaining games with deadline constraints. Specifically, this chapter

analyzes agents’ rational strategic behavior in alternating-offers bilateral bargaining
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with deadline constraints and one-sided uncertainty on reserve prices. Our approach
computes sequential equilibrium employing a Bayesian extension of backward induc-
tion. To guarantee the completeness of our approach, we enumerate all choice rules
and belief reject update rules. To guarantee the soundness of our approach, we con-
struct equilibrium existence conditions along the backward induction process. Our
approach can also be applied to other uncertainty settings, e.g., bilateral multi-issue
negotiation with uncertain weight functions [51, 52|, and bilateral bargaining with
uncertain discount factors. We also compared the performance of the equilibrium
strategies and representative heuristic based strategies. Empirical results show that
agents with equilibrium strategies achieved higher utilities than agents with heuristic
based strategies. Furthermore, when both agents adopt the equilibrium strategies,
the agents achieved much higher social welfare than that in all other strategy com-
binations.

Our study shows that there exists at least one sequential equilibrium in more
than 99.7% of scenarios we have tried in which there are deadline constraints and in-
complete information. There are two future research directions for this equilibrium
nonexistence problem. On one hand, we can develop algorithm for finding mixed
equilibrium strategies for bargaining scenarios in which there is no pure strategy
equilibrium. On the other hand, we can slightly modify the alternating-offers pro-
tocol that would allow the existence of the equilibrium in pure strategies, e.g., the
introduction of agents’ strategic delay option [41].

While this chapter only considers one-sided uncertainty, we think our approach

can be extended to handle two-sided uncertainty. Assume that the buyer is also
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uncertain about the seller’s reserve price. When it is the buyer’s turn to make an
offer, rather than considering whether a buyer type’s offer will be accepted be the
seller, we need to consider the set of seller types that will accept the buyer’s offer.
That is, we need to combine choice rules and reject update rules. Similar to the
buyer types, all seller types need to not only consider different reject update rules
but also different choice rules. In addition to two-sided uncertainty regarding reserve
prices, our algorithm can also handle two-sided uncertainty about discount factors.

One major motivation of the study of bargaining theory is designing successful
bargaining agents in practical markets where there are more uncertainty and more
agents. Although constraints, complexity, and uncertainty make it impractical to
develop optimal negotiation strategies, our analysis can still give us some insights
into the bargaining problems. Consider that a buyer is acquiring multiple resources in
a dynamic market with multiple sellers. We can first use our approach to generate the
strategy for each single seller and then use heuristics to combine the set of strategies
for all sellers to generate the overall negotiation strategy. The next chapter will look

at concurrent negotiation between multiple buyers and sellers.
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CHAPTER 4

EXTENDING ALTERNATING-OFFERS BARGAINING
IN ONE-TO-MANY AND MANY-TO-MANY SETTINGS

The focus of this chapter is on analyzing agents’ strategic behavior in one-to-
many and many-to-many negotiations in which agents are negotiating with multiple
trading partners and, at the same time, are facing competition from trading competi-
tors. The subgame perfect equilibrium for complete information setting is presented
and equilibrium properties, such us uniqueness, are discussed. We also analyze the
reduction of computation to find sequential equilibria in one-to-many settings and
many-to-many settings. Furthermore, we provide an algorithm to compute the se-
quential equilibrium in the incomplete information setting where there is uncertainty
regarding the reserve price of an agent. This latter work will build on techniques
developed in the previous chapter. The main goal of this chapter is to begin to
understand which factors are affecting agents’ bargaining position relative to others
when each agent is negotiating with multiple trading partners simultaneously. This
chapter is the first work to provide a game theoretical analysis of agents’ strategic

interactions in concurrent negotiations.
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4.1 One-to-Many Alternating-Offers Negotiation
4.1.1 Negotiation Mechanism

In this section, we extend the alternating-offers protocol to capture the situation
wherein there is one buyer agent b and a set S = {s1,...,s,} of n seller agents such
that: 1) the items sold by the sellers are the same, 2) all the sellers have exactly one
item to sell, and 3) the buyer is interested in buying exactly one item.

Our mechanism extends the alternating-offers protocol allowing the buyer to carry
on more simultaneous negotiations, each one with a different seller. Asin [97, 125],
a buyer synchronously negotiates with multiple sellers in discrete time. We use the
term “negotiation thread” for the single bargaining between b and a seller s; and we
denote it by Sps,. Furthermore, we denote by ¢(Sps,, t) the agent that acts at ¢ in
the negotiation thread S5, We assume that if +(Sps,,t) = b then «(Sps,,t) = b
for all j. That is, b simultaneously acts in all the negotiation threads. Therefore, if
b is proposing at time ¢, ¢(t) = b. Otherwise, ¢(t) = S.

We modify the alternating-offers mechanism by introducing an action confirm
to avoid agents’ non-reasonable behaviors. In the following we show an example
of non-reasonable behavior in absence of such action. The sellers’ action space is
A = {offer(z], accept, exit, confirm}, whereas the buyer’s action space is the Carte-
sian product x' ;A. Legal actions for the buyer are all the pure strategies op =
(Obsys -« -5 0bs,) such that: if o5, (t—1) # accept, then oy 5, (t) € {offer{z], accept, exit}
except when ¢ = 0, accept is not available, otherwise oy, (t) € {confirm, exit}. Le-
gal actions for the sellers are defined analogously: if on,(t — 1) # accept, then

os,(t) € {offer|z], accept, exit} except when ¢ = 0, accept is not available, otherwise
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os,(t) € {confirm, exit}. The action confirm is allowed only after making the action
accept.

The outcome of a single negotiation thread Sy, s, is NoAgreement if either b or
s; made exit, whereas it is an agreement (,?) if o, 1 () = confirm, where x is
such that oy, . 1-2)(t —2) = offer[x]. Notice that, in absence of the action confirm,
if b makes offers to multiple sellers and all these accept, b must buy multiple items.
In presence of the action confirm, b is in the position to choose only one contract.
Summarily, in our mechanism the following process is needed for implementing an
agreement: one agent proposes a price, the other agent accepts the offer, then the first
agent confirms the contract made by the second agent. Without loss of generality,
we assume that each seller’s deadline is no less than 2, i.e., Tg, > 2.

The utility functions of the seller agents are exactly those defined in the previous
section. However, we need to refine the utility function of b. This is because b
can potentially buy more items, but is interested in only one item. We redefine
b’s utility as follows. If b has reached more than one agreement, let (z first, trirst)
be the agreement such that, for any other agreement (x;,t;), (1) tsirse < t; and (2)
Tpirst < T if tpipe = tj. Let ig;q be the seller involved in the agreement (& fise, ¢ first)-

Agent b’s utility is defined over the set of agreements it reached:

trirs .
(RPb — T pirst) Oy ™" = 000, % i tpirst < T

—€ otherwise

Ub({(zi, t:)}) = {

That is, b receives a positive utility from the first agreement, whereas all the
other agreements reduce b’s utility. This will induce a rational buyer to reach at

most one agreement.
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4.1.2 Agents’ Equilibrium Strategies

Let S—; be the set of sellers whose deadline is t, i.e., Sy = {s;|Ts, = t}. Let
S; be the set of sellers which have no shorter deadline than t, i.e., & = {s;|Ts, >
t} = Up>:S—y. Without loss of generality, we assume that the sellers S; are ranked
according to their reserve prices. We denote by S¢ (S.,) the seller with the i
lowest reserve price in &; (S=;). Let x}, (t) be b’s optimal offer to s; at time ¢ if
U(Shs;,t) = b and z7, (1) be s;’s optimal offer to agent b at time ¢ if +(Sy5,,t) = s;.

The negotiation deadline for the negotiation thread between b and s; is Ty s, =
min(Ty, Ts,). After Ty s,, at least one agent will have no interest in reaching agree-
ments. Obviously, the negotiation deadline for b is T = maxs,cs{Tbs,}. We state

the following lemma that allows us to reduce the complexity of the problem.

Lemma 11. [t is b’s weakly dominant strategy to make the same offer to all the

sellers in Syyo at each time t.

Proof. At t we consider only S, since all the other sellers will not be interested in
reaching agreements at ¢ + 2 and later. Consider the time point ¢t wherein ¢(t) = b.
On the equilibrium path, at ¢ agent b will expect to reach exactly one agreement,
say (zp(t+2),t+2), with a specific seller, say s*. Obviously, s* is the seller that will
accept the lowest offer. If b makes offers higher than zj (¢) to the other sellers, then
these sellers will not accept such offers and therefore b cannot improve its utility.
Analogously, if b makes offers lower than zj () to the other sellers, it cannot improve

its utility. O
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According to Lemma 11 we can assume, without loss of generality, that zj , (t) =

s, (¢) for all s;,s;. For simplicity, we denote such offer by zj(¢). We state the

following theorem.

Theorem 12. In the one-to-many negotiation, the sequences of equilibrium offers

* * .
Ty, and xg, are:

R,Psl t:T—20rt:Tsl -2
:ci(t) _ t+2 t+2

rr1in{(gvf9t1Jr2 (t+ 1))<—3§+2’RP3§+2} t<T—-2andt#Ts  —2 )

. max{RPs,,RP g2 } t=T-2

7,1 = {max{RPsi,min{RPSEH, (23t +1)ep}} t<T -2

Agent’s equilibrium strategies are similar to those discussed in bilateral negotiation

in Chapter 3, but oy, prescribes that:

e b accepts the offer x made by s; at t if: x < (x}(t))p and x is the lowest
received offer. If more than one seller has offered x, than b accepts the offer

made by the seller with the lowest reserve price;

e b confirms an accept of s; at t if: on(t — 2) = offer[x] with x < (xF(t))«2p)
and, among all the sellers that have accepted on(t — 2), s; is the one with the

lowest reserve price;
and oy s, prescribes that:
e s; confirms the accept of b att if: o5 (t—2) = offer[x] with x > max{(x} (1)) 2,

RP,,}.
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Proof. First compute agents’ optimal offers using backward induction. Let z%(t) =
ming,es,,, 25, (t) be &’s highest optimal offer at ¢. It follows that z3 (t) = max{RPs,,
x%(t)}. At time point T, the game for the buyer b rationally stops. The equilibrium
outcome of every subgame starting from ¢t > T is NoAgreement. Therefore, at t =T
agent g, . (T') would only confirm the best agreement proposed by agent tg,, . (T'—1).
At time ¢t =T — 1, 1g,,, (T'— 1) will accept the best offer by agent ig,, (T — 2), if
LSy, (T — 1) can get a utility not worse than NoAgreement by accepting the best
offer. Note that at time T'— 1 and T', no agent will propose a price as it takes at
least three time points to implement a final contract.

Assume that g, (1) =b. Ift =T —2ort =Ts — 2, b’s optimal price is
RP Shy and seller S}, will accept it as its deadline is approaching. At t < T — 2,
ming,es,,, (2% (t +1))s,) is surely acceptable to some sellers in S;;3. We also need
to consider sellers Sy — S;3 with deadline ¢ + 2, who are willing to accept any offer
which is no less than their reserve prices. Therefore, b’s optimal offer at time  is

oy (t)=min{ min ((z} (t+1))cs,), min_ RPg} (4.1)

$i€St+3 S;€St42—St43

It is easy to see that x5, (t+1) <zl (t+1)= RP‘*SE+3 (t+1). It follows that
t+3 t+3

ming,es,,, (25t +1))cs,) = (xj;tl” (t+1))esy,, Ast#Ts —2 equation (4.1) can
be rewritten as min{(zg, (t+1)). s ,,RPsz }. Therefore, 23 (t) = min{(z3 (¢ +
t+2 t42

1>)<;81£1+2’RPSt2+2} lft < T -2 and t 7£ ng+2 — 2.

Assume that tg,
S

(t) = s;. At time ¢t = T — 2, the acceptable offer to buyer b
is RPs2 as all sellers in 82 compete with each other to get a contract. Thus, s;’s

optimal offer is max{RPs,, RPgz}. At time ¢ < T' — 2, the acceptable offer to buyer
i sz
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b is (z1(t + 1))p. However, s; needs to consider the competition among sellers
then s;’s winning price should be no higher than RP 52,y Then s;’s optimal offer is
max{RPs,, min{RPs2 . (23 (¢t +1))cn}}.

Finally, agents’ optimal actions can be easily defined on the basis of zj (t) and

*

x% (t). When an agent decides to make an offer, it always proposes it optimal offer
(zp(t) or xf (t)). Buyer b will accept an offer oy, (t — 1) if o, (t — 1) < (2(2)) b
and og,(t — 1) is no higher than other sellers’ offers at time ¢ — 1. It is possible that
several sellers propose a same acceptable offer. The tie can be broken by choosing
the lowest offer from the seller with the lowest reserve price (note that we assume
that sellers have different reserve prices). If at time ¢ — 1, seller s; agrees with b’s
offer oy, ,(t —2), b will confirm the agreement if oy, (t —2) < op g, (t — 2) if s; also
agrees with b’s offer at time ¢ — 1. Again, there could be more than one agreement
with the same lowest price. To make sure that b only makes one final agreement,
b confirms the agreement from the seller with the lowest reserve price. The optimal

actions of all the sellers can be defined analogously. For simplicity, we consider just

agents’ strategies on the equilibrium path. O

The computational complexity of the backward induction is O(nT') as the back-
ward induction will go through all the time points and at each time point, each agent
has at most three possible optimal actions. The equilibrium agreement is reached at
t = 2 between b and 8] and it is (z7(0),2) if (0) = b and (yc:;21 (0),2) otherwise. It
can be easily observed that RPg1 < 27(0), ZL‘:;%(O) < RPsz. The result about agree-
ment price is intuitive in the following sense: obviously, the agreement price cannot

be lower than each seller’s reserve price. But it also cannot be higher than the second
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lowest price as, if so, there is at least another seller who is willing to sell for less and
make an agreement with the buyer. Therefore, market competition guarantees that
the buyer can make an agreement by paying no more than RPsz. The lower bound
of agreement is due to the proposing ordering and agents’ deadlines. For example, if
T = 2 and the buyer proposes at time ¢ = 0, the buyer will propose RPs1 and the
agent Si will accept the offer at time ¢ = 1. We can see that the market competition
plays an important role in affecting negotiation results. The buyer can make an
agreement with price at most RPsz. With more sellers, the buyer can get better (at
least not worse) negotiation result.

Let us remark an observation. Consider the situation wherein ¢(0) = S and
v = RPg;. Although both S; and S5 have the same equilibrium offer, i.e., RPg;,
the equilibrium strategy of b prescribes that b must accept only the offer made by
S5. In the case b accepts the offer by 83 or randomizes over accepting those offers,
S)’s optimal action at ¢t = 0 does not exist, being lim, ,¢(S7 — &) with & # 0. We can
state the following theorem which is a direct consequence of the above observation

and of the equilibrium uniqueness in bilateral alternating-offers.

Theorem 13. Agents’ strategies on the equilibrium path are unique except when

RPsi = RPs, for more than one i.

Notice that, when the reserve price of more sellers is equal to RPg;, all these
sellers will offer their reserve price and b can accept any single offer among these.
However, it can be easily observed that all the equilibria are equivalent in terms of
agents’ payoffs, b receiving the same utility in all the equilibria. As we assume that

agents have different reserve prices, the equilibrium is unique.
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Figure 4.1. Backward induction construction with RPy, = 1, RPg, = 0, RPs, = 0.2,
op = 0.8, ds, = 0.7, 05, = 0.8, T, = 10, T5, = 11, Ty, = 7; at each time point ¢ the
optimal offer 2% (¢) that +(¢) can make is marked; the dashed lines are sellers’ optimal
offer if there is only one seller.

Figure 4.1 shows an example of backward induction construction with RPy, =1,
RPs, = 0, RPs, = 0.2, 6, = 0.8, s, = 0.7, ds, = 0.8, Ty, = 10, Ty, = 11, Ty, = 7.
We report in the figure for any time point ¢ the optimal offer z}(¢) that «(¢) can
make; the dashed lines are sellers’ optimal offers if there is only one seller. The
time point from which we can apply the backward induction method is T = 10

at which b will confirm the agreement made at ¢ = 9. At t = 9 agent s; will
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accept any offer equal to or higher than its reserve price RPs, = 0. The optimal
offer 73 (8) of b at t = 8 is thus RP;, = 0. s;’s optimal offer 2} (7) at t = 7 is
(25(8)) b = RPp, — (RPp — 21,(8) )0 = 0.2. b’s optimal offer at time ¢ = 6 is then
2y(6) = (23,(7)) s, = 0.14. At time ¢ = 5, another seller s, can make an offer (note
that ¢ = 5 is the last time s, can make an offer as it needs another two rounds to
accept and confirm an agreement). s; and sy will compete with each other and their
optimal offers aren’t (x}(6)).p» = 0.312 as one seller has an incentive to choose a
lower price if the other seller choose (xf(6))p = 0.312. The equilibrium optimal
price for the two sellers is a7 (5) = 25, (5) = RPs2 _ , = RPg, = 0.2. The process
continues to the initial time point ¢ = 0 where b’s optimal offer is zj (0) = 0.14.
There are some other mechanisms which can be used to implement contracts

between buyer b and sellers S. Here we compare our model with the following

mechanisms:

e Bilateral bargaining without outside option: Rubinstein’s bilateral bargaining
does not offer any mechanism to capture competition between sellers. In order
to compare outcomes from bilateral bargaining with respect to outcomes from
our mechanism, suppose that b is able to choose the seller with which to nego-
tiate. In our mechanism the buyer b gains as in bilateral bargaining without
outside option when the sequence of optimal offers z*(¢) in the bilateral nego-
tiation between b and S is such that z}(t) < RP sz, otherwise the buyer b

gains more in our mechanism.

e Bilateral bargaining with outside option: In our mechanism the buyer gains

no less than in bilateral bargaining with outside option in which an agent can
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leave the bilateral negotiation it is currently carrying on and negotiate with a
different opponent [24]. We report an example. Consider the situation where
there are two sellers with the same reservation price RPs and any deadline
no smaller than 2. In bilateral bargaining with outside option the agreement
price is strictly larger than RPjg, instead in our protocol the agreement price is

exactly RPs.

VCG auction: Since VCG auction does not take into account any temporal
issues (no deadline and no discount factor), we limit our comparison to the
agreement price. In VOG mechanism the agreement price is exactly RPgz,
whereas in our bargaining model the buyer’s agreement price falls between
[RPs1,RPgz]. That is, the buyer achieved higher utility within our model

which is also efficient.

4.1.3 Equilibrium Outcome Computation and Uncertain Information

We initially focus on the computation of the equilibrium outcome with complete

information. Although agents’ equilibrium strategies depend on the values of the

parameters of all the agents, for a large subset of the space of the parameters the

equilibrium outcome depends on the values of a narrow number of parameters. We

have the following theorem.

Theorem 14. When 1) Tsz > 2 if 1(0) = b and 2) (RPs)_s1p > RPs for any seller

s € S, the equilibrium outcome depends only on the parameters of b (i.e., RPy,

ob, Tv), S (i-e., RPgsy, 01, Ts1), and on the reserve price RPgz of S5. In these

situations the equilibrium outcome can be produced as follows:
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1. finding the sequence of the optimal offers (say y(t)) under the assumption that

S; is the unique seller, and

2. assigning xy,(0) = min{y(0), (RPsz)_s1} if t(0) = b and assigning xj;%(()) =
min{y(0), RPsz} if 1(0) = S.

Proof. Case 1 (¢«(min{Tss, Tp}) = b). Let ¢’ +2 = min{Ts;, Tp,}. It’s easy to see
that 23 (t') = RPs1 = y(?'). Then we have x3(#' — 1) = min{(RPs1) s, RPSt2/+1} =
min{y (¢t — 1),RP33/+1}.1 At time ¢ — 2, we have xy (' — 2) = min{(RPg1) ss1,
(RPSEH-I)%SQI’ RPSit/} = mln{y(t/ —2), (RPSE/J,-I)%SQI’ R,Psit/}. At time ¢/ — 3, we have
z5(t'—3) = min{(y(t' —2)) p, (RP33,+1)<_321b, (Rpsit,)eba RPSful}‘ It’s obvious that
(RPsit/L_b > (RPsit,) > RPg> . Inaddition, as we assume that (RPs)csip > RPs,
it follows that (RPSE,H)es;b > RPS?/H > RPg> . Then we have 25t — 3) =
min{y (¢t — 3), RPgs2 1}. Following this procedure, we have 1) if +(0) = S, 2%,(0) =
o — 2

min{y(0), RPsz}; 2) if +(0) = b, 3,(0) = min{y(0), (RPsz)s3} as (RPsz)esy =
(R‘PSQQ)%SQI S (R‘P322> S RP3:23 S RPSLQ given that T322 > 2.

Case 2 (¢«(min{Ts1, Tp}) = S). Let ¢' +2 = min{Ts;, T, }. At time ', there are two
situations: 1) |Syia| < 2, which implies that 2%(t') = RPy, = y(t'); 2) Otherwise,
z5(t) = RPss . Therefore, % (t") = min{y(¢'), RP33+2}' At time t' — 1, it follows
that af (t' — 1) = min{y(t' — 1), (RP33/+2)<_321, RPsit/H}. Then at time ¢’ — 2, we have
r5(t' — 2) = min{y(t' — 2), (R,PStQ/_FQ)(;‘gQIb, (RPS;/H)HD,RPSL/,RPStzl}. It easy to
see that RPsi > RPg. It’s obvious that (RPSit/H)HO > (RPS;,H) > RPs2. As

we assume that (RPs)_sip > RPs, it follows that (RPSE,JrQ)eSle > RPS?/H > RPs>.

'For convenience, RPg> = 00 if |Spry1] < 2.
t'+1
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Then we have x5(t'—2) = min{y('~2), RPs: }. Following this procedure, we have 1)
if 1(0) = S, ZL‘:;%(O) = min{y(0), RPs:}; 2) if 1(0) = b, 23,(0) = min{y(0), (RPsz)s1 }

given that Tz > 2. O

This is to say that the equilibrium outcome does not depend on the values of 02,
T’sz, and on the parameters of all the other sellers. This is of paramount importance
since complex settings with a high degree of uncertainty can be easily solved when
1) Tsz > 2 if 1(0) = b and 2) (RPs)_s1, > RPs for any seller s € S. Indeed,
the above algorithm produces the equilibrium outcome even when ¢ sp with ¢ > 1,
Ts; with ¢ > 1, and RPg; with ¢ > 2 are uncertain. We can write the condition

(RPsz)cs1b = RPsz as
1
(RPp — RPs;) 2 (RPsz — RPgy)——+—

It can be easily observed that, in common real-world settings where RP,>>RPs2 and
ds3 1s close to 1, the above condition is satisfied.

Now, we focus on the uncertainty over b’s and S;’s parameters. The values of
these parameters affect the equilibrium outcome and therefore in presence of un-
certainty over them we need to compute agents’ equilibrium strategies to derive
the equilibrium outcome. Currently, the literature provides algorithms to compute
agents’ equilibrium strategies only in bilateral settings without outside option with
one-sided uncertainty over deadlines [61]. We recall that, since the number of avail-
able actions is infinite, no algorithms such as Lemke-Howson [135] can be employed

to compute a sequential equilibrium.
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When RPsz < (RPsz) s1p, the algorithm presented in [61] can be easily extended

to capture uncertainty in one-to-many bargaining. More precisely, we have that:

e when Ty, is uncertain, whereas T, is certain, then agents’ equilibrium strategies
can be produced by employing the algorithm presented in [61] where the buyer
is b and the seller is S and upper bounding the optimal offers to RP sz if
1(0) = b and to (RPsz) g1 if () = S;

e when T§; is uncertain, whereas Ty, is certain, then agents’ equilibrium strategies

can be computed.

Settings with a higher degree of uncertainty, such as when both Ty, and Tg; are
uncertain, need further exploration.

The results discussed above show that the analytical complexity of one-to-many
bargaining is drastically less complicated than that of bilateral bargaining with out-
side option. This allows one to drastically reduce the search space and makes the
computation easy. Therefore, one-to-many bargaining seems more appropriate for

real-world settings when computational issues should be considered.

4.2 Many-to-Many Alternating-Offers Negotiation
4.2.1 Negotiation Mechanism

In this section, we propose a bargaining model for many-to-many negotiation
where m buyer agents B = {by,...,b,,} negotiate n seller agents S = {s1,...,s,}.

In this case, both buyers and sellers face competition and multiple contracting op-
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portunities. Again, we assume that the items sold by the sellers or bought by buyers
are equal, and each agent has only one item to buy or sell.

In the many-to-many negotiation case, each agent concurrently negotiates with
many trading partners. Agent b;’s concurrent negotiation includes at most n threads
Sb,.s = {Sb,.si/8i € S}, where Qy,, ¢, represents the negotiation thread between by
and seller s;. We still assume that, at each time, either the buyers propose to all the
sellers (.(t) = B) or the sellers propose to all the buyers (.(t) = §). Similarly, let
B_; be the set of buyers than ¢, i.e., B, = {b;|T}, = t}. Let B, be the set of buyers
whose deadlines are not shorter deadline than ¢ and B (B-,) is the buyer with the
it" highest reserve price in B; (B—;).

We still use action confirm to avoid one agent’s making more than one final
agreement. Buyers and sellers’ action space and agents’ legal actions at each time
are the same as that in one-to-many negotiation. The utility functions of the buyer
agents are exactly those defined in the previous section. However, we need to refine
the utility function of s; as it can potentially sell more items, but it has only one
item to sell. We redefine s;’s utility as follows. If s; has reached more than one final
agreement, it gets a utility of —oco. Otherwise, it’s utility is the same as that in

bilateral negotiation. Therefore, s; will make at most one final agreement.

4.2.2 Agents’ Equilibrium Strategies

The negotiation deadline for the negotiation between agent b; and seller s;
is Ty, s, = min(Ty,,Ts;). The negotiation deadline for the agent b; is Ty, s =
maxs,es Th,s;- Let xf,jvsi(t) be b;’s optimal offer to agent s; at ¢ if «(t) = B and

3, b, () be s;’s optimal offer to agent b; at time ¢ if () = S.
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Lemma 15. It is each agent’s dominant strategy to propose the same price to all the

trading partners at each time t.
Proof. The proof is the same as the proof of Lemma 11. O

Then we use zj, (¢) for short to represent b;’s optimal offer at ¢ if «(¢) = B and

use 3 (t) to represent s;’s optimal offer at time ¢ if 1(t) = S.

Lemma 16. In equilibrium, agents of the same type should have the same equilibrium

winning price (a price acceptable to agents of the different type).

Proof. Let’s prove this by contradiction. Assume two buyers have different winning
prices at some time t, i.e., the lowest price acceptable to any seller. Then the seller
who is willing to accept the lower winning price should change to accept the higher

winning price. Therefore, the two winning prices are not in equilibrium. U
We state the following theorem.

Theorem 17. In the many-to-many negotiation, the sequences of optimal offers
in equilibrium are:  Buyer b;’s optimal offer at time t < Ty, — 2 1is xf,j(t) =
min(RPy,, 25(t)). Seller s;’s optimal offer at t < T, — 2 is x} (t) = max(RPs,,
75(1)).

xi(t) is given by: 1) Att =T -2, zx(t) = RPSﬁt;Q\ if | Bisa| < [Sira|; otherwise,
ri(t) = RPBﬁt;Q\H. 2) Att < T—2, x3(t) = max {Rpsﬁt;?‘“’ {{(az,(t+ 1)) s]si €
Siys} U {RPg,[s; € Siyo — St+3}}‘s +2‘} if |Stre| < |Biga|.  Otherwise, zj(t) =
{{ (t41))slsi € Sips} U{RPg,Js; € Spp0 — St+3}}|8 . In the above equations,

Vi (V') denotes the i" smallest (largest) value in the value set ).
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x5 (t) is given by: 1) Att =T — 2, x%(t) = RPB\I:sHQ\ if |Sr| < |Brl|, z5(t) =
Rpsf_t;zHl if [Sival > [Bryal- 2) Att < T —2, a5(t) = {{(2f,(t +1))en,|bj € Brys}
U {RPy, |b; € BZHQ}}\&M if |Sey2] < |Biya|. Otherwise, x%(t) = min{RPSﬁt;Qm,
{{(2,(t + 1)) b, [b; € Biys} U{RPy, by € Boyo} } 71}

Based on xy, (t) and x5 (1), we can get agents’ optimal actions in the same way
as that in Theorem 12 except that an agent needs to use the following rule while
accepting offers or confirming accepts: a buyer b; accepts the offer x made by s;
at t if: x < (a3, (t))en, and x is the lowest received offer. If more than one seller
has offered x and buyer b; has the ¢ highest reserve price in Byya, b; accepts the
offer made by the seller with the ¢'* lowest reserve price in sellers Sy49.2 Similarly,
if buyer b; intends to confirm an agreement with price x and multiple sellers have
made the same agreement, b; will confirm the agreement made by the seller with the
g™ lowest reserve price in sellers S, o. To save space, the details of sellers’ optimal

actions are omitted here.

Proof. Given Lemma 15 and Lemma 16, we just need to find out the agents’ equilib-
rium winning price at each time point. Let x3(t) (x5(¢)) be B’s lowest (S’s highest)

offer which is acceptable to & (B) at time ¢ if «(t) = B («(t) = S). It follows that

*

r5(t) = maxp,ep, ., ¥y, (1), r5(t) = minges, ,, 3, (1).
Following the idea of backward induction, at T = maxy, ¢p Th,,s, the game for

all agents rationally stops. The equilibrium outcome of every subgame starting from

2Note that in equilibrium, when a buyer b; with g*" highest reserve price is accepting an offer
with price z, the number of sellers proposing x at ¢ — 1 should be no less than ¢q. The proof is
omitted as it can be easily derived from the process of calculating agents’ optimal prices.
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t > T is NoAgreement. Therefore, at t = T', agents +(T") would only confirm the best
agreement proposed by agents ¢(7T'—1). At time t = T'—1, agents ¢(T'— 1) will accept
the best offer by agents «(T" — 2) if the best offer is no worse than NoAgreement by
accepting the best offer. At time T'— 1 and T, no agent will propose a price as it
takes at least three time points to implement a final contract.

At time t = T — 2, agents «(t) will strive to make the best offer. There are two
situations: «(t) = B or «(t) = S. First consider the case ¢(t) = B and there are two
cases: Case 1 (|Br| < |S7|): In this case, the supply is no less than demand and
buyers have more bargaining power as compared with sellers. It is easy to see that
each buyer’s optimal price is RP slBrl as, by doing so, | Br| sellers will agree to sell their
good and each buyer can get a good. If one buyer pays less than RP slBrls the sellers
will choose another buyers paying RP sler!- It doesn’t make sense that a rational
agent will pay more than RP slBr- If each buyer pays a price less than RP slerls each
buyer will face a risk of losing an agreement as the number of sellers who are willing to
accept the price is less than the number of buyers. Case 2 (|Br| > |Sz|): In this case,
the supply is less than demand and buyers need to compete with each other to get
agreements. It is easy to say that each buyer’s optimal price is RP plSTIH- In the same
way, we can get the optimal offer of buyers Sy at time 7" — 2: 25(T — 2) = RPB\{?T\
if |Sr| < |Br|, 25(T —2) = RPS\TBT\H if |Sr| > |Br|.

Then we move to the calculation for computing x3(¢) and z5(t) given zj3(t + 1)
and z5(t + 1). First consider the situation that «(¢) = B. There are two situa-
tions depending on whether there are agents with deadline ¢ + 2. If there is no

agent with deadline t + 2, (2} (t+ 1)), is surely acceptable to seller s; at time
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t. Here we consider two cases: 1) |Sii3] > [Biys|. It is easy to see that, the
price ming,es,,, ((z (¢ + 1))s,) is surely acceptable to sellers in ;3 whose optimal
price is x%(t + 1) at time ¢ + 1. However, we also need to consider the competi-
tion among buyers. Therefore, z3(t) = {(2} (t +1))cs,[8i € Siy3}iB,,5 Where )
(V") is the i smallest (largest) value in the value set V. 2) |Sii3| < |Biys|. As
(w3 (t+1))s, < 2} (t+1), z5(t) should be no less than RP Bl Therefore, it
follows that x3(t) = max {RPBt‘i??"H’ {(22,(t + 1) cs,l8i € Sivs}isisl }-

Now we move to the general case that there are some buyers or sellers with
deadline ¢ 4+ 2. For a buyer with deadline ¢ + 2, it is willing to propose its reserve
price. For a seller with deadline t+2, it is willing to accept an offer of its reserve price.
Assume that there are only some sellers with deadline ¢t +2. We consider three cases:
1) |St+3| > |Biys|, which implies that |Siio| > |Biia|. It is easy to see that, xj(t) =
{{(zz,(t+1))s,lsi € Sirs} U{RPgls; € Spin — 3t+3}}\5t+2|‘ 2) [Sits| < |Biys|
and |Sip2| < |Biyz2|. In this case, z3(t) = maX{RPBﬁt;Q\H, {{(z,(t+ 1)),

S, €
Stra} U {RPsi|Sz‘ € Stio —5t+3}}|3 2|}- 3) [Stral < |Bers| and [Spya| = |Biro|. In

this case, xj(t) = {{(2Z (t + 1)),

S; € St+3} U {RPSZ

Si € Spyo — 8t+3}}|3t+2‘

We can easily extend the above analysis to more general cases where there are
both buyers and sellers with deadline t+2. We can get B’s optimal price at time ¢ <
T —2 as follows: 1) if [Siya| < [Biya|, z5(t) = max {RP IStyal+1, {5, (t+ 1)),

S; €
Sii3} U{RPg,|s; € Spya — St+3}}|$t+2\}; 2) otherwise, zj(t {{ (1)) eslsi €
Stis}t U{RPy,Isi € Sia — Siiatl s, 1

In the same way, we can get S’s optimal price at time ¢ < T — 2 as follows: 1)

if |St+2| < |Bt+2|a xg(t) = {{xf)j(t—f_ 1)<—b]-|bj S Bt+3} U {Rij|bj € B:t+2}}‘8t+2|;
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2) otherwise, x%(t) = min {RPS\Bt+2\+1, {{(x?;] (t+1))eb,|b; € Biys} U{RPy,|b; €
t42
Bt
B:t—}—Q}}‘ +2|}. 0

The computational complexity of the backward induction is O((n +m)T) as the
backward induction will go through all the time points and at each time point, each
agent has at most n+m possible optimal actions. It is easy to see that the bargaining
agreement in the many-to-many negotiation is (23(0),2) if .(0) = B and is (23(0), 2)
if 4(0) = S. In addition, when the number of buyers is not equal to the number of
sellers, the market competition affects the equilibrium price in the following way:
if the number of buyers is less than the number of sellers, the buyers have larger
bargaining power which increases with the number of sellers and decreases with the
number of buyers. In contrast, if the number of buyers is larger than the number of
sellers, the buyers have less bargaining power. The proposing order also affects the
equilibrium price.

Figure 4.2 shows an example of backward induction construction in many-to-
many negotiation. The setting in Figure 4.2 is the same as that in Figure 4.1 except
that there is another buyer b’ with parameters RPy = 0.9, §,y = 0.7, and T,y = 6.
We report in the figure for any time ¢ the optimal offer zj;(¢) or z%(t). At time
t = 4, b’ can make an offer to compete with buyer b. Thus we have zj3(4) =
{(2%,(5)) 1> (%,(5)) sp 2 = {0.14,0.2}5 = 0.2. The process continues to the initial
time point ¢t = 0 where z3(0) = 0.40992.

While there is two-sided competition in the market, market mechanisms like
double auction can be used for resource allocation. The double auction is one of

the most common exchange institutions where both sellers and buyers submit bids
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Figure 4.2. Backward induction construction. At each time t the optimal offer
xi(t) or x%5(t) is marked.

which are then ranked highest to lowest to generate demand and supply profiles.
Double auctions permit multiple buyers and sellers to bid to exchange a designated
commodity. Some double auction mechanisms (e.g., BBDA [56]) have been applied
to trading in markets. A market mechanism is efficient if the goods are transferred

to agents that value them most.
Theorem 18. The many-to-many negotiation is efficient.

Proof. This result is straightforward. Assume there are sellers s; and s; such that

RPg, > RPs;. It is impossible that seller s; makes an agreement but seller s; fails as
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seller s; can make an offer lower than RP, and thus gains a contract with positive

revenue. O

In a market consisting of two sets of agents, matching algorithms can also be
used to solve agents’ conflicts of resource requirements. Then we require a matching
to be stable, i.e., it left no pair of agents on opposite sides of the market who were
not matched to each other but would both prefer to be. Many-to-many negotiation
allows one to avoid studying matching mechanisms since each agent is implicitly

matched with all its trading partners.

4.2.3 Considerations on Settings with Uncertain Information

In this section we provide some considerations on the preliminary analysis of
many-to-many bargaining with uncertainty over agents’ parameters. The result dis-
cussed in Section 4.1.3 can be treated as a special case for many-to-many bargaining.
With more buyers, the agreement price will increase due to the increasing compe-
tition between buyers. For the bargaining between buyers B and sellers S, it can
be found from Theorem 17 that the agreement price depends on the reserve price
of at least min{|B|,|S|} buyers and min{|B|,|S|} sellers. Although the many-to-
many bargaining setting is intrinsically very complicated, the problem of finding the

equilibrium outcome can be drastically simplified in some special cases.

Theorem 19. In the following many-to-many bargaining scenarios in which |B| <
|S|, the negotiation outcome only depends on the parameters of B and at most |B|+1

sellers:
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1. The sellers having a reserve price no higher than the RP gsi+1 have the same
2

deadline T" such that 1(T") = S.

2. At each time t, the seller set Siio includes all the sellers with a reserve price

no higher than RPS\Bt+2\+1.
2

Proof. Case 1: At time T" — 2, the value of 25(7" — 2) should be no higher than
RP SlE and is independent of the reserve prices of sellers having a reserve price
higher than RPS‘QB‘“' At time t = T" — 3, the value of z3(¢) will also be no higher
than RP sl Recursively, we can find that the value of 2j(t) at time ¢t < 7" —3 will
be no higher than RP sl and is independent of the reserve prices of sellers having
a reserve price higher than RP SiBI+-

Case 2: We can prove the result in the same way as in the proof of Case 1. O

Thus, the negotiation outcome only depends on a small number of parameters in
some special cases. The complexity of solving complete information bargaining and

incomplete information bargaining can be reduced.

4.3 Uncertainty about Reserve Prices

In this section we analyze agents’ rational strategies in concurrent negotiation
with incomplete information. More specifically, we focus on the situation that one
buyer b is negotiating with a number of sellers S and there is uncertainty about the
buyer’s reserve price. We extend our algorithm for bilateral bargaining to handle

concurrent negotiation.
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4.3.1 Introducing Uncertainty

We assume the one-sided uncertainty regarding the type of the buyer b (the case
of having uncertainty with the type of a seller s € S can be analyzed analogously).
The buyer b can be of finitely many types {by, ..., b, } in which buyer b, has a reserve
price RP;. The initial belief of s on b is u(0) = (A), P?) where A? = {by,...,b,}
and P) = {wyp ,...,wp } such that Y wp = 1. wp is the priori probability that
b is of type b;. During bargaining, seller s’s belief will evolve using the Bayes rule.
The belief of s on the type of b at time ¢ is u(t). It’s easy to see that in incomplete
information bargaining, it’s still a weekly dominant strategy for the buyer b to make
the same offer to all the sellers. Therefore, different sellers’ beliefs about the type
of buyer b will always be the same at any time ¢. The belief of s on the type of b
at time ¢ is u(t). The probability assigned by s to b = b; at time ¢ is denoted w]’;i.
Given an assessment a = (u, o), there are multiple possible bargaining outcomes:
outcome op, if b =b;. We denote bargaining outcome as 0 = (0p,, ..., 0p, )-

With pure strategies, buyer types’ possible behaviors regarding whether they
behave in the same way on the equilibrium path at each decision making node are
finite. We use the term “choice rule” to characterize buyer types’ strategies regarding
whether they behave in the same way at a specific decision making point. Easily,
at a decision making node b, and b, can make the same offer (in this case, choice
rules are said pooling) or can make different offers (in this case, choice rules are said
separating). On the basis of this consideration, we can make some assumptions over
the belief system without loosing generality. On the equilibrium path p(t) = (A}, P)

of s on b at any time ¢ is one the following. After a time point ¢ where buyer types’
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choice rule is pooling, u(t + 1) = u(t), ie, At = Al and P*' = Pf. As is
customary in economic studies [112], we consider only stationary systems of beliefs,
i.e., if a seller s believes a b’s type with zero probability at time point ¢ , then it
will continue to believe such a type with zero probability at any time point ¢’ > ¢.
We need also specify the belief system off the equilibrium path, i.e., when an agent
makes an action that is not optimal. We use the optimistic conjectures [112]. That
is, when b acts off the equilibrium strategy, agent s will believe that agent b is of its
“weakest” type, i.e., the type against which each seller would gain the most. In our
case, the weakest type is the buyer type with the highest reserve price (we prove it
in the following section). We can therefore specify p(t) by specifying A}. That is, if
p(t —1) = Ayt and b acts off the equilibrium strategy at time ¢ — 1, it follows that
Al = by, (AL ) where b, (AL!) is the buyer type with the highest reserve price in

t—1
buyer types Ay .

4.3.2 Off the Equilibrium Path Optimal Strategies

Before analyzing equilibrium strategies when the buyer can be of many types,
we provide the optimal strategies in the situations s believes the buyer of one single
type. There are two cases: 1) Seller s has the right belief about the type of the
buyer b. In this case, agents’ equilibrium strategies are the equilibrium strategies
of the corresponding complete information bargaining discussed in Section 4.1. Let
zf, (t) be agents’ optimal offer at time ¢ when b is of type b; in this case. That
is, if «(t) = b, 2 (t) is b’s optimal offer zj,(¢) at time ¢ in complete information
bargaining when it is of type b;. 2) Seller s has the wrong belief about the type of

the buyer b, i.e., b; is believed to be b; and b, is believed to be b;.
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Lemma 20. zj, (1) > =y, () if RP; > RP;.

Proof. We can proof the results from the proof of Theorem 12:

Case 1 ((T') = s). It follows that z}, (T'—2) =z}, (T'—2) = RPs2. Then we have
(T = 3) = min{ (s, (T~ 2)) g, RPg; |} = min{(af, (T~ 2))._s; . RPs; ,} =
zp, (T —3). At time ¢ = T — 4, we have af, (t) = min{RPs2 , (2}, (t + 1))cb} =
min{RPgs2 . RP;(1—0dp)+dpay, (t+1)} > min{RPgs2 , RP;(1—0dp)+dpay, (t+1)} =
xf, (1) Recursively, we have zf, (¢) > af, (¢) for t <T — 4.

Case 2 (¢(T') = b). It follows that zf, (T'—2) = RPs1 =z, (I'—2). Then at time
T — 3, we have zf (T' — 3) = min{RPsz_, (},(T — 2))cp} = min{RPsz ,RP;(1 -
ob) + by, (T — 2)} > min{RPsz ,RP;i(1 — 0p) + dpzy, (T — 2)} = af, (T — 3).

Recursively, we have zf, (t) > i, (¢) for t <T — 3. O

We can see that b; is weaker than b; in terms of its offering price at each time
point in complete information bargaining. Furthermore, we can get RP; — zf (t) >
RP; — af, (1) following the same procedure in the proof of Lemma 20. RP; — zf, (0)
is the gain (utility) of b; in complete information bargaining and RP; — xf)j(O) is the

gain (utility) of b; in complete information bargaining.

Lemma 21. If RP; > RP;, it follows that zf, (1) < (2}, (¢t + 1))en, and xf, (1) <
(5, (1)),

Proof. We can get this result by following the same procedure in the proof of
Lemma 20. This result indicates that the buyer will accept sellers’ lowest equilibrium

price in complete information bargaining, i.e., agents will reach a final agreement at

time ¢t — 2 in complete information bargaining. 0
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Agents’ optimal strategies when any seller s has the wrong belief about the type

of the buyer b are shown in the following theorem:

Theorem 22. [f seller s has the wrong belief about the type of b, the optimal strate-
gies of any seller s are those in complete information bargaining. The optimal strate-

gies oy, (t)|{b;} of buyer b; when it’s believed to be b; are:

accept y if y < (a,(t)) b,
offer xy, (t) otherwise

b, () [{bj} = {

The optimal strategies oy, (t)|{b;} of the buyer b; when it’s believed to be b; are:

accept y if y < min{(z§ (1)) b, RP;}
offer min{zy, (t),RP;}  otherwise

o, (1) [{bi} = {
Proof. Case 1 (b; is believed to be b;). If sellers’ lowest offer at time ¢ — 2 is
Ty, (t — 1), buyer b;’s optimal strategy is to accept it as the minimum price that the
seller would accept at time ¢ + 1, i.e., af, (t), gives b; a utility lesser than zf, (t —1)
since (zt,, (1))eb, > (2, (1)) b, = @, (¢ — 1). If the seller acts off the equilibrium
path and offers a price y lower than Ty, (t—1), the optimal strategy of b; is obviously
to accept y. If the seller offers a price y higher than xf)j(t — 1), the optimal strategy
of b; is to accept y only if y < ($ij(t))<—bia otherwise b;’s optimal strategy is to
reject y and to offer a1, (¢). Note that zf, (1) < RP; and af, (¢) < RP;.
Case 2 (b; is believed to be b;). This case is more complicated as sellers’ lowest
offer zf, (t—1) at time ¢ on its equilibrium path may be not acceptable to b, as when
b; offers zf, () at time ¢, it follows that (z}, (f))cb, < (2§, (t))b, and (2§, (1)) b, >

zy, (t — 1) (Lemma 21). In addition, b; may not offer f () if oy (f) is higher than
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RP;. Therefore, b;’s optimal offer at time ¢ is min{x{, (), RP;}. Thus, b; will accept

an offer y at time ¢ such that y < min{(xf, (f))cn,;, RP;}. O

4.3.3 Our Approach

While having multiple buyers increases the complexity of computing sequential
equilibria, we can extend our approach for bilateral bargaining with uncertainty
in Chapter 3 to handle one-to-many bargaining with uncertainty. When it is the
buyer’s turn to make an offer, we consider different choice rules. Note that the
number of choice rules does not depend on the number of sellers since when buyer
types are making an acceptable offer, they only need to consider the offer that is
acceptable to the seller with the lowest reserve price due to the market competition
between different sellers. When it is the seller’s turn to make an offer, we consider
different reject update rules. Due to competition between different sellers, we only
need to consider the reject update rule of the seller with the lowest reserve price.
However, when we compute the optimal offer for the seller or a buyer type, market
competition should be taken into account. In what follows we briefly discuss how to

compute agents’ equilibrium offers while using the algorithm presented in Chapter 3.

4.3.4 The Buyer’s Equilibrium Offer

Now we consider the buyer’s equilibrium offer at a continuation game I'(¢, Ap)
such that «(t) = b. If ¢t = T — 1, it is the buyer agent’s dominant strategy to
accept any offer which is not worse than its reserve price. At time t = T — 2,
different buyer types’ optimal offer is RPs1 since seller 81 will accept the offer at

time T'— 1. If |Ap| = 1, agents’ equilibrium strategies are the equilibrium strategies
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of the corresponding complete information bargaining. When |Ap| > 1 at time
t < T — 2, buyer types have multiple choice rules and we need to consider the

equilibrium strategies for each choice rule.

4.3.4.1 Pooling Choice Rule

When b employs a pooling choice rule at a continuation game I'(¢, Ap), seller
s will not change its belief after observing the buyer’s equilibrium offer since all
buyer types will behave in the same way. Thus, we need to consider all sequential
equilibria SE(Ap,t + 1) of the continuation game with belief Ay at time ¢ + 1. If
SE(Ap, ¢t + 1) = (), there is no sequential equilibrium for this choice rule. Otherwise,
for each sequential equilibrium p € SE(Ap, ¢+ 1), we compute buyer types’ optimal

offer and check the satisfaction of equilibrium existence conditions.

t+1

First we consider the accepting pooling choice rule. Let e S, |Ap, be S}, 5s equiv-

alent offer at time ¢ 4+ 1 given the belief Ap in the sequential equilibrium @. At
time ¢ 4 1, the equilibrium strategy of S}, is that S} 5 will accept any offer y if
y > (engAb)%Shs' Note that if Ty, = ¢ + 2, seller S}, is willing to accept any
offer which is no worse than its reserve price. Therefore, the equilibrium offer of

buyer b; € Ay, at time ¢ is

p

Rpsl

t+2

T3g+2 — t + 2
oy, (1)|Ap = min{(eg;mb)%hy RPsz ,} Tsi, #t+2and [Spaf > 1

T3g+2 7£ t + 2 and |St+2| =1

t+3

L (efs—gig |Ab)<—81
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The corresponding offer update rule is the following: wu(t + 1) = Ay if op(t) =
offer oy, (t)|Ap; pu(t +1) = {bn(Ap)}, otherwise. If buyer b; € Ay deviates from
offering zf, (t)|Ap, it will be believed to be of type by(Ap). Following Theorem 22,
when a buyer b; is believed to be of type b, (Ap) which has a reserve price no less
than RP;, by’s optimal offer at time ¢ is aj (¢)|{bn(Ap)}. Thus, the condition of
equilibrium existence needed to be checked is zj (t)|Ap < @, ()[{bn(Ap)} for all
b; € Ayp. If the equilibrium existence conditions are satisfied, there is a sequential
equilibrium with buyer types’ offer xy (¢)|Ap and g as the sequential equilibrium for
the continuation game from time ¢ + 1. Buyer b;’s equilibrium bargaining outcome
in this equilibrium is EBO(b;, 23, (1)|Ap,t) = (x5, (t)|Ap,t + 1) since zy, (t)|Ay is
acceptable to the seller. Thus buyer b;’s equivalent offer is e}, |Ap, = f, ()| Ap.

Next we consider the rejecting pooling choice rule where all buyer types Ay
will make an offer (i.e., —1) that will be rejected by the seller. Buyer b;’s equi-
librium bargaining outcome is the bargaining outcome in the sequential equilib-
rium g, i.e., EBO(b;,—1,t) = EBO(b;,p). Thus buyer b;’s equivalent offer is
ep,|Ap = p(by,t, EBO(by, p)) where function p(b;, ¢, EBO(b;, p)) which satisfies
Up,(p(b;, t, EBO(b;, 0)),t + 1) = Uy, (EBO(b;, p)). The corresponding offer update
rule is the following: u(t + 1) = Ap if op(t) = offer — 1; u(t + 1) = {bp(Ap)},
otherwise. If buyer b deviates from offering —1 at time ¢, it will be treated as buyer
type b(Ap) and the equilibrium existence condition is ej, |Ay, < 2 (¢)|{bn(Ap)}
for all b; € Ag.
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4.3.4.2 Separating Choice Rule

Now we consider agents’ equilibrium strategies at a continuation game ['(t, Ap)
when buyer b employs the separating choice rule where buyer types Af make an
acceptable offer while buyer types A} make a rejectable offer —1. For this choice
rule, the reasonable beliefs of its continuation game are Ay and Aj. If one of the
continuation games has no sequential equilibrium, there is no sequential equilibrium
for this choice rule. In what follows we show how to compute agents’ equilibrium
strategies at time ¢ given a sequential equilibrium p* € SE(A{, t+1) and a sequential
equilibrium " € SE(A},t+ 1).

Let eg{; |A¢ be s’s equivalent offer at time ¢+1 in the equilibrium ©®. Let eg{; |AL
(2" A}, respectively) be S}, 3’s equivalent offer (equilibrium offer, respectively) at
time ¢ + 1 in the equilibrium @". By convention, the equilibrium offer of buyer type
b, € A} at time ¢ is —1. Buyer b;’s equilibrium bargaining outcome is the bargaining
outcome EBO(bj, ") in the sequential equilibrium p". Thus buyer b; € Al’s
equivalent offer is ef)j |Ap, = p(b;,t, EBO(bj, ©")). Similar to the pooling acceptance

choice rule, the optimal offer of buyer types Af, at time ¢ is as follows

(

Rpsl

t+2

7-151&1_"_2 == t —|— 2

p, (1) Ap = min{(e5! [Af) sy, RPsz, b Ty, # 142 and [Sppa| > 1

(es |A%)esg+3 Ts,, #t+2and |Spa| =1

1
\ St+3

Accordingly, buyer b; € A}’s equivalent offer is e}, |Ap = zj (t)|Ap since its

equilibrium bargaining outcome is (z, (t)|Ap,t+1). Seller s will update its belief to
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A}, when it receives an offer zj, (t)|Ap. If it receives an offer —1, it will update its
belief to A}. Otherwise, it will update its belief to b,(Ap). The existence of such

an equilibrium depends on the following conditions:

e Any buyer type b; € Af has no incentive to behave as any buyer type b; € Aj.
If b; pretends to be b, it will offer —1 at time ¢ and its equilibrium bargaining
outcome will be EBO(b;, —1,t) = EBO(bj, ¢"). Therefore, this condition
requires that Uy, (EBO(b;, zf, (t)|Ap, 1)) > Up,(EBO(bj, ")) or equivalently,
15, (1) A < p(by, 1, EBO(by, 7).

e Any buyer type b; € Ap must have no incentive to behave as b; € Ag. If b; be-
haves as by, it will offer z, (¢)|Ay, at time ¢ and the offer will be accepted. b; will
not choose to behave as b; if Uy, (EBO(bj, 9") > Uy, (EBO(bj, xy, (t)|Ap, t)))
or equivalently, p(b;,t, EBO(b;, ")) <y, (1)|Ap.

e No buyer type has an incentive to offer a price different from the above two equi-
librium offers. If a buyer type b; € Ay, offers a price different from zy (£)[Ay
and —1, it will be treated as buyer type by, (Ap) and its optimal offer at time ¢ is
then zf (t)|{bn(Ap)}. Buyer type b; will not choose to act off the equilibrium
path if e}, |Ap < xp (t)[{ba(Ap)}.

If all the three conditions are satisfied, buyer types’ optimal offers, the belief update
rule, and the sequential equilibria p* and " for the continuation game starting from

time ¢ + 1 consists of a sequential equilibrium for the continuation game I'(t, Ap).
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4.3.5 The Seller’s Equilibrium Offer

Now we show how to compute the seller’s equilibrium offer at a continuation game
I'(t, Ap) such that «(t) = S. If t =T —1, it is the seller’s dominant strategy to accept
any offer which is not worse than its reserve price. At time t =T — 2, there are two
cases. If [Sio| = 1, seller S}, , has multiple choices, each for one buyer type in Ap,.
The optimal offer of seller S}, for buyer type b; € Ay, is RP;, which gives seller S},
an expected utility EUsy  (RPi,t +2) = 32, A, rp,>rp, Wb, (Ab)Ust, (RP;, ¢+ 2)
since RP; is only acceptable to a buyer type with a reserve price no less than RP;.

! (yat)

The optimal offer of S}, , at time ¢t = T — 2 is y = arg maxye(rp;|bicAy} EUs; ,

and its equivalent offer is egg+2|Ab such that U3g+2(efst1+2|Ab,t +2) = EUsy,(y,1).
If |Spi2| > 1, seller S}’ optimal offer at time ¢ is RPs; , due to the competition
between sellers. Thus, the equivalent price of the optimal offer of agent S/, in
this case is RP33+2' If |Ap| = 1, agents’ equilibrium strategies are the equilibrium
strategies of the corresponding complete information bargaining.

Now we show how to compute the seller S},,’s equilibrium offer given a belief Ay,
(|Ap| > 1) at time t < T — 2. We consider a reject update rule in which buyer types
A} will reject the seller S},,’s offer and buyer types Ay, — A} will accept the seller
S},,’s offer such that such that RP; > RP; for any b; € A, — A} and b; € AL.
We first compute all the sequential equilibria SE(A},t + 1) for the continuation
game with belief A} starting from time ¢ 4+ 1. If there is no sequential equilibrium
for the continuation game I'(t 4+ 1, A}), there is no sequential equilibrium for this
reject update rule. Otherwise, for each sequential equilibrium p € SE(A},t+1), we

check whether there exists a price x such that the price, the reject update rule, and

149



the sequential equilibrium @ constitute a sequential equilibrium for the continuation
game I'(¢, Ay). Such a price z exists if and only if the following three conditions are

satisfied:

1. b, is willing to accept the offer  and does not want to behave as b;. That is,
for any b, € A, — A} and b; € Ay, Up,(z,t +2) > Uy, (EBO(bj, p)) where
EBO(bj, p) is the b;’s equilibrium bargaining outcome when it behaves as b,.
This condition can be reformulated as < minp,ea,-a; bea; p(bi, t, EBO(by, 0)),

which provides an upper bound for seller’s offering price .

2. b; will reject the offer . That is, each buyer type b; € A} has no incentive
to behave as by, i.e., Up,(7,t + 2) < Uy, (EBO(bj, p)). This condition can be
rewritten as x > maxy, ea; p(bj, t, EBO(by, p)), which provides a lower bound

for the offering price x.

3. Seller s has no incentive to choose a price other than x given the reject update

rule and the sequential equilibrium g of the continuation game I'(t 4 1, A} );

The third equilibrium existence condition requires that the price x is seller S}, ,’s
optimal offer given the reject update rule and the sequential equilibrium g for the
continuation game. Any buyer type can either accept the seller St1+2’s offer = or
reject it and receive a bargaining outcome in the sequential equilibrium p for the
continuation game. Formally, buyer type b; € Ay will accept a price z if and only if
z < p(bj,t, EBO(b;, p)). Buyer type b; € A, —A} will accept a price z if and only if
z < mingea; p(bs, t, EBO(by, p)). We can define the acceptance price ¢(b;, Ay, )

of each buyer type b; € Ay, as follows:
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¢(bza A;;)a @) = min{¢,(bi> A;:n p)) RPSEJFQ}

where ¢'(b;, A}, ©) is the acceptance price of each buyer type b; € Ay given the

sequential equilibrium g:

ming,en; p(bi, t, EBO(bj, p))  otherwise

Seller S},,’s expected utility of making an offer z given the sequential equilibrium

¢ is defined as

EUg(x,t) = Z wh, (Ap)EUs(z, 1, b;)

bi€Ab

where EUs(z,t,b;) is seller S}, ,’s utility if the buyer is of type b;, which is defined

as

e

Us(z,t +1) if v < é(by, Ay, )

Us(EBO(b;, 9)) if x > ¢(b;, A}, ) and b; € Ap

Us(ming,ea; p(bi t, EBO(bj, 0)),t + 1)  otherwise

\

It is easy to see that the optimal offer the seller S}, should be either one buyer
type’s acceptance price or a price that will be rejected by all buyer types (i.e., w). If
the seller S}, ,’s optimal offer x satisfies the first two equilibrium existence conditions,

there is a sequential equilibrium in which the seller S}, offers price x and buyer
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types A} will reject the offer with the sequential equilibrium p. Otherwise there is
no sequential equilibrium given this reject update rule and the continuation game
equilibrium p.

In addition to the above reject update rules under which at least one buyer
type will choose to reject the offer, the seller S}, can also make an offer such that
it is all buyer types’ equilibrium strategies to accept the offer. It is easy to see
that the highest offer that will be accepted by all buyer types in equilibrium is
z =min{RPgs2  , minp,ea, (2}, (t+1)[br(Ab)) b, } since if a seller offers a price larger
than z, at least one buyer type has an incentive to deviate from accepting the offer. If
the buyer rejects z, the seller will update its belief to by, (Ap). The acceptance price of
buyer type b; for this reject update rule is thus (a3, (t+1)[bs(Ap))cp,. If the optimal
offer of the seller in this case is not acceptable to all the buyer types (i.e., the optimal
offer is not minp,ea, (7§, (t + 1)|br(Ab))b,), there is no sequential equilibrium for
this null reject update rule. Otherwise, there is a sequential equilibrium in which the

seller will make an offer which will be accepted by all buyer types.

4.4 Summary

This chapter analyzes agents’ strategic behavior in concurrent one-to-many ne-
gotiation and many-to-many negotiation when agents follow the alternating-offers
protocol. The analysis can provide insights and suggestions for designing negoti-
ation agents in practical electronic marketplaces in which agents are involved in
many-to-many negotiations. The contributions of this chapter can be summarized

as follows:
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e We extend the alternating-offers protocol to handle multiple trading opportu-
nities and market competition. We provide an algorithm based on backward
induction to compute the subgame perfect equilibrium of concurrent one-to-
many negotiation and many-to-many negotiation. We observe that agents’
bargaining power are affected by the proposing ordering and market competi-

tion.

e For the complete information setting, we show that the computational com-
plexity when there are many buyers and many sellers in our protocol lineally
increases with the number of buyers and sellers. We find that for a large subset
of the space of the parameters, agents’ equilibrium strategies depend on the
values of a narrow number of parameters. The computation of the equilibrium
for realistic ranges of the parameters in one-to-many settings reduces to the
computation of the equilibrium either in one-to-one settings with uncertainty
or in one-to-many settings without uncertainty. We also compare the efficiency
of the negotiation mechanism with that of some other mechanisms like VCG

auction.

e We provide an algorithm to find a pure strategy sequential equilibrium in one-
to-many negotiation where there is uncertainty regarding the reserve price of
one agent. Our algorithm combines together game theoretic analysis with state

space search techniques and it is sound and complete.

The assumptions made in this chapter are not more restrictive than related work

in the literature. The assumption of the existence of deadline and reserve price
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in bargaining is widely used in the literature (e.g., [57, 61, 102, 112]). Computing
agents’ equilibrium strategies in incomplete information bargaining is extremely dif-
ficult and most related work only considers one type of uncertainty. For instance,
Rubinstein [112] considered bilateral bargaining with uncertainty over two possible
discount factors. Gatti et al. [61] analyzed bilateral bargaining with one-sided un-
certain deadlines. In this chapter, we consider the uncertain information about the
reserve price of an agent while assuming complete information about other negotia-
tion parameters. As in most related work, we consider the negotiation over a single
issue, price of a good. However, our analysis can be easily extended to the multi-
attribute negotiations in which the attributes are negotiated simultaneously [61].
The next chapters of this thesis will consider more realistic negotiation problems

and will present heuristic based negotiation strategies and also protocols.
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CHAPTER 5

STRATEGIC AGENTS FOR MULTI-RESOURCE
NEGOTIATION

This chapter investigates automated negotiation in resource allocation among
resource providers (sellers) and consumers (buyers), where consumer agents may re-
quire multiple resources to successfully complete their tasks. Therefore, consumer
agents may need to engage in multiple negotiations. If the multiple negotiations are
not all successful, consumers gain nothing. This is a simple form of multi-linked
negotiation where the resources are interrelated in the sense that, from the perspec-
tive of the overall negotiation, resources are dependent as an agent’s utility from
the overall negotiation depends on obtaining overall agreements on all the resources.
This chapter presents the design and implementation of agents that concurrently

negotiate with other entities for acquiring multiple resources.

5.1 Background

In electronic commerce markets where selfish agents behave individually, agents
often have to acquire multiple resources in order to accomplish a high level task with
each resource acquisition requiring negotiations with multiple resource providers.

Such scenarios widely exist in practical applications. For example, a complex task
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may need several robots to work together and the absence of any robot results in
the failure of the task. This is a simple form of multi-linked negotiation where the
resources are independent but are interrelated. Resources are independent in the
sense that there is no dependence between different resources, i.e., acquiring one
resource doesn’t constrain how the other resources are acquired. However, from
the perspective of the overall negotiation, resources are dependent as an agent’s
utility from the overall negotiation depends on obtaining overall agreements on all the

resources. The negotiation problem in this chapter has the following three features:

1. When acquiring multiple resources, a consumer agent only knows the reserve
price available for the entire set of resources, i.e., the highest price the agent
can pay for all the resources, rather than the reserve price of each separate
resource. In practice, given a plan and its resource requirements, an agent
can easily decide the reserve price for all the resources in that plan based on
the overall worth of the task. However, it is difficult (even impossible) for a
resource consumer to understand how to set the reserve price for each separate
resource. In fact, we show experimentally that it is undesirable to set a fixed

reserve price for an individual resource prior to beginning negotiations.

2. Agents can decommit from tentative agreements at the cost of paying a penalty.
Decommitment allows agents to profitably accommodate new tasks arriving
or new negotiation events. If these events make some existing contracts less
profitable or infeasible for an agent, that agent can decommit from those con-

tracts [121].
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3. Negotiation agents are assumed to have incomplete information about other
agents, for example, a buyer agent knows the distribution of the reserve price
of a seller agent and the number of trading competitors. However, an agent’s
negotiation status (the set of proposals it has received) and negotiation strategy
are its private information. For strategic reasons, a negotiation agent won’t
disclose such information during negotiation. During negotiation, negotiation
agents can quit negotiation at any time, even without notifying their trading
partners. When a buyer acquires multiple resources, it concurrently negotiates

with sellers to reach agreements for all the resources.

Currently, there are limited techniques based on auctions or independent negotia-
tions over single resources for performing the assembly of multiple resources required
by a task. A centralized approach such as reverse combinatorial auctions [42, 99]
requires a controlling agent (the auctioneer) for determining which agents receive
which resources based on the bids submitted by individual agents. However, the
auctioneer may face significant computational overload due to a large number of
bids with complex structure. Assume that each buyer runs a reverse combinatorial
auction, each seller may participate in multiple auctions as there are multiple buyers
requiring its resource. It’s difficult for each seller to derive its optimal bids for all
the concurrent auctions. An alternative approach is that each buyer (seller) submits
its resource requirement (supply) to a super agent and the super agent runs auctions
for all the buyers (sellers). However, it may be difficult to find such an auctioneer
agent that selfish agents can trust and can comply with the decisions made by the

auctioneer. Moreover, in dynamic environments that resource supply and demand
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arrive randomly, it is very difficult for the auctioneer to decide optimally when to run
auctions. In our distributed approach, allocations emerge as the result of a sequence
of distributed negotiations and each selfish agent acts on behalf of itself. An agent
can negotiate with other agents when needed. The distributed model is also more
suitable for the situation when the needed resources are from multiple electronic mar-
ketplaces (i.e., no centralized auction is possible), and more natural in cases where
resources belong to different selfish agents and finding optimal allocations may be
(computationally) infeasible. We feel it is key that the acquisition of multiple re-
sources necessary is seen as an integrated process in which the results/status of any
one negotiation affects all other negotiations.

Because resource providers and consumers may have different goals, preferences,
interests, and policies, the problem of negotiating an optimal allocation of resources
within a group of agents has been found to be intractable both in terms of the
amount of computation [45] and communication needed [47]. The multi-resource ne-
gotiation studied in this chapter is even more complex due to the possibility of agents’
decommiting from previously made agreements. An agent’s bargaining position in
each round is determined by many factors such as market competition, negotiation
deadlines, current agreement set, trading partners’ proposals, and market dynamics.
During each round of negotiation, an agent has to make decisions on how to proceed
with each negotiation thread and there are many possible choices for each decision
based on a variety of factors. Thus, it is difficult to construct an integrated framework
in which all these factors are optimized concurrently. Rather than explicitly modeling

these inter-dependent factors and then determining each agent’s best decisions by an
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intractable combined optimization, this work tries to connect those inter-dependent
factors indirectly and develops a set of heuristics to approximate agents’ decision
making during negotiation. The distinguishing feature of negotiation agents in this
chapter is their flexibility; they can adjust 1) the number of tentative agreements for
each resource and 2) the amount of concession by reacting to i) changing market con-
ditions, and ii) the current negotiation status of all concurrently negotiating threads.
In our approach, agents utilize a time-dependent negotiation strategy in which the
reserve price of each resource is dynamically determined by 1) the likelihood that
negotiation will not be successful (conflict probability), 2) the expected agreement
price of the resource, and 3) the expected number of final agreements given the set
of tentative agreements made so far. The negotiation deadline of each resource is
determined by both its scarcity and the overall deadline for the entire negotiation. A
buyer agent can make more than one tentative agreement for each resource and the
maximum number of tentative agreements is constrained by the market situation in
order to avoid the agent’s making more agreements than necessary.

Our work here is connected to several lines of research in agent-mediated ne-
gotiation including multi-issue negotiation (e.g., [49, 50, 51, 80, 81, 82, 130, 133]),
one-to-many negotiation [13, 14, 28, 96, 97, 106], negotiation strategies (e.g., [48, 78,
124, 125, 127]), and decommitment (e.g., [5, 98, 121]). This chapter presents the
first design of negotiation agents in dynamic and uncertain environments in which
1) a consumer negotiates for multiple resources and its negotiation fails if it fails to
get some resources, and 2) agents can choose to decommit from existing agreements

within a fixed period. This research is intellectually challenging because of both the

159



complex interactions among concurrent negotiations for multiple resources and the
uncertainty associated with the outcome of these negotiations. This research pro-
vides a deep understanding of the influence of sophisticated negotiation mechanisms
on individual agents’ performance in dynamic environments, and hence contributes
to the construction of effective problem-solving approaches in open environments.
The proposed approach can be used for designing negotiation agents in many practi-
cal applications like service composition [105], grid resource management [126], and

supply chain [138].

5.2 Negotiation mechanism
5.2.1 Assumptions

We make the following assumptions about agents’ knowledge and strategies:

1) Agents have incomplete information about each other. The assumption of
incomplete information is intuitive because in practice, agents have private informa-
tion, and for strategic reasons, they do not reveal their strategies, constraints, or
preferences. In [109, p.54], it was noted that the strategy of a trading agent cor-
responds to its internal program, and extracting the true internal decision process
would be difficult. Moreover, when selfish agents have competing interests, they may
have incentive to deviate from protocols or to lie to other agents about their pref-
erences. This chapter assumes that 1) agents know the number of trading partners
and competitors and 2) the distributions of trading partners’ reserve price. The as-
sumption that the number of trading partners is known is less restrictive or similar

to the assumptions in most related work (e.g., [50, 87, 96, 97, 98]). We consider both
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assumptions are realistic in practice. For example, consider the streaming process-
ing system CLASP [27], in which each resource provider (consumer) always posts
its resource supply (requirement). Further, the distribution of trading partners’ re-
serve prices can be learned as a result of repeated interaction with agents in the
marketplace. We explored the sensitivity of these assumptions in the experiment
section.

2) A consumer agent negotiates over multiple resources in parallel and, for each
resource, the agent concurrently negotiates with its trading partners. Given that the
buyer doesn’t know how to appropriately set the reserve price of each of its resources,
one approach that requires no prior knowledge of the marketplace about current re-
source scarcity and expected competition of a specific resource is for a consumer to
negotiate over all the resources in parallel. For each resource, there are multiple
trading partners and the agent concurrently negotiates with all the trading partners.
Therefore, each negotiation thread of one resource has multiple concurrently exist-
ing outside options. Generally, a buyer obtains more desirable negotiation outcomes
when it negotiates concurrently with all the sellers in competitive situations in which
there is information uncertainty and there is a deadline for the negotiation to com-
plete [96, 97]. Additionally, inefficiency may arise in sequential negotiation when

considering the overall time cost to complete all the necessary negotiations [51].

5.2.2 The Negotiation Problem
All the analysis in this chapter is from the perspective of a randomly selected
buyer a (see Figure 5.1). Let Z = {I1, I5, ..., [;} be the set of resources needed by

a and 7 be a’s negotiation deadline. Let a negotiation period of a be denoted by t,
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Figure 5.1. Buyer a’s multi-resource negotiation problem

t € {0,1,...,7 — 1}. For resource I;, a has a set TP? of trading partners (sellers)
at round t. Also, a has a set CP; of trading competitors (buyers) for resource I; at
round ¢. ¢! . is the proposal of a to its trading partner s € ’7'73; at round ¢. ¢ ,,
is the proposal of seller agent s to a at round ¢. RP and [P are respectively, the
reserve price (maximum amount of money a can spend) and the desirable price of a
before negotiation begins, respectively. IF; is a’s initial proposal price for resource
I;, e, ¢2_, and it follows that Zj IP; = IP. RP'is a’s reserve price for all

negotiating resources Z' at round ¢. Once a tentative agreement (defined below) for

I; becomes a final agreement, a doesn’t need further negotiation about /;. Therefore,

ITtCIl CT.
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An agent can decommit from an agreement within A rounds after the agreement
has been made. Assume a makes an agreement Ag about resource I; with agent s
at round Tm(Ag) = ¢ and the agreement price is Prc(Ag). Assume a decommits
from the agreement Ag at round ¢ where ' — Tm(Ag) < A. The penalty of the
decommitment is defined by p(Prc(Ag),t,t', A). This chapter assumes that 1) penalty
functions are nonnegative, continuous, and nondecreasing with time and agreement
price, and 2) the maximum penalty is less than the agreement price. Therefore, if
an agent makes unnecessary agreements for a resource, it will decommit from these
unnecessary agreements. An example of such a penalty function is 0.1 x Prc(Ag) x
((¢ —t)/A)* where ¢ > 0.

Penalties could be different from one resource to another resource. If the two
parties decommit at the same time, they don’t need to pay a penalty to each other.
An agreement made in the bargaining process is called a tentative agreement and
it becomes a final agreement if neither party decommits from the agreement in
the A rounds after the agreement was made. Agent a needs to fulfill all its final
agreements, i.e., a needs to pay for all final agreements, even through it needs only
one final agreement for each resource. a tries to make agreements for all its resources
and a gains nothing if it fails to make an agreement for any resource in I/, no matter
how many and how good the agreements for other resources are. In other words,
a requires a set of resources and only receives a positive utility if it acquires all of
them, and zero otherwise. This assumption makes sense in some practical domains
like some supply chain or Grid applications where the failure of one step (or one

sub-task) will result in the failure of the whole task. The utility function of a when
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a makes at least one final agreement for each resource is defined as:

T+A
Uqg = RP — Z Z PI"C(Ag) + Z (pfn - pf)ut)
;€T AgeFAGT™ t=0

where 7 4+ A is the maximum period that a was involved in negotiation and decom-
mitment, F Ag;“ is the set of final agreements for resource I; at 7 + A, p!, is the
penalty a pays to other agents at ¢ when it decommits, and p, is the payment of
penalty a receives from other agents at t if they decommit.

If a fails to make a final agreement for at least one resource, a gains nothing and

its utility is defined as:

T+A
Uq = — Z Z PI'C(Ag) + Z (pfn - pf)ut)
LET AgeFAGT™ t=0

In this case, a does not get the value RP since its task cannot be completed and
thus its utility may be negative. Its only “income” in this case is the penalty received

from its trading partners.

5.2.3 The Negotiation Protocol

As agents can choose to decommit from agreements, negotiation consists of a
bargaining stage and a decommitment stage for each negotiation thread. This work
adopts the well known alternating offers protocol (see [111, p.100]) so that a pair of
buyer and seller agents in a negotiation thread bargain by making proposals to each

other. At each round, one agent makes a proposal first, then the other agent has
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three choices in the bargaining stage: 1) accept the proposal, 2) reject the proposal,
or 3) make a counter proposal. For ease of analysis, this work assumes that buyers
always propose first to sellers during negotiation. Many buyer-seller pairs can bargain
simultaneously since each pair is in a negotiation thread. If the seller accepts the
proposal of the buyer, negotiation terminates with a tentative agreement. If the
seller rejects the proposal of the buyer, negotiation terminates with no agreement.
If the seller makes a counter proposal, bargaining proceeds to another round and
the buyer can accept the proposal, reject the proposal, or make a counter proposal.
Bargaining between two agents terminates 1) when an agreement is reached or 2)
with a conflict (i.e., no agreement is made) when one of the two agents’ deadline is
reached or one agent quits the negotiation. After a tentative agreement is made, an
agent has the opportunity to decommit from the agreement and the decommiting

agent pays the penalty to the other party involved in the decommited agreement.

5.2.4 The Negotiation Strategy

An agent’s negotiation strategy is a function from the negotiation history to its
actions at each negotiation round [109]. An agent a’s negotiation strategy can be
represented as a sequence of functions f, = {f!}5°,, where f! is a’s strategy at
round ¢t. As the agent is negotiating for multiple resources and there are multiple
negotiation threads for each resource, the agent’s negotiation strategy f! specifies
for the agent what to do at round ¢ for each of the active negotiation thread. For
each trading partner s, the agent a has four choices: 1) accept the proposal by s, 2)
reject the proposal by s, 3) make a counter proposal to s in the bargaining stage, or

4) decommit from the agreement between a and s in the decommitment stage.
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A strategy profile F = (fa, f7p, fep) is a collection of strategies, one for each
agent, where frp and fep are the strategies for a’s trading partners and trading
competitors, respectively. Let & : F — O be a social choice function which de-
termines the negotiation result given the negotiation strategies F of all the agents.
Given the strategy profile of all the agents, game theory has been widely applied in
analyzing the equilibria of bargaining models (e.g., Nash equilibria, Sub-game perfect
equilibria, Sequential equilibria) [100]. The analytic complexity of equilibrium anal-
ysis increases rapidly when more elements (e.g., deadline, outside options, bargaining
costs, market competition) and more agents are included in the model. As a result,
in most models, only one or two elements are considered. For example, Rubinstein
[111] studies a two-player sequential bargaining game in which bargaining cost is
considered. The latest advance in computing sequential equilibrium strategies only
considers a bilateral bargaining model in which one agent has incomplete information
about the deadline of the other agent [61]. We take a set of elements into account,
for example, deadline, outside option, market competition, multiple resources, and
decommitment. In addition, we are not assuming that agents have complete informa-
tion about the factors considered in our framework, which makes agents’ reasoning
even more difficult. Therefore, we feel that it is impractical to formally model the
complex interaction that occurs between the bargaining and decommitment nor the
interaction among multiple resources in the framework.

If we assume that each agent has information, which could be a probabilistic
distribution, about other agents’s strategies (i.e., frp and fep), the optimization

problem of agent a is to find the optimal negotiation strategy f from the set F, of
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possible negotiation strategies:

Jo = argmax; . r Uq (%(fa, fre, fCP))

where uo(S(fa, f7p, fep)) is a’s utility of the negotiation result (f,, frp, for).
Agent a’s optimization problem at each negotiation round ¢ can be formulated as
a Markov Decision Process (MDP) < S, A, P, R > where the state set S can be
characterized by the market situation (e.g., the number of buyers or sellers, the
agreement set of each buyer or seller), action set A consists of all the actions each
agent can choose (e.g., a counter-proposal including the price, or decommitment de-
cision), transition function P is determined by agents’ negotiation strategies and the
change of market with time, reward function R is based on the utility each agent
can gain from a specific state. As the action space A is infinite, solving the MDP
problem could be computationally intractable [22]. Moreover, as stated before, it’s
impractical to assume that agents have information about other agents’ negotiation
strategies. For strategy or privacy reasons, an agent is unwilling to broadcast its
decisions.

Given that 1) it’s hard (even impossible) to compute agents’ equilibrium strate-
gies, and 2) it’s not appropriate to assume that a knows other agents’ negotiation
strategies, this chapter presents a set of heuristics for agents to make negotiation de-
cisions at each negotiation round. The set of heuristics consider many relevant issues
such as the risk that their negotiation partners may decommit (and therefore the fact
that ideally a buyer needs to secure more than one agreement for any given resource),

the competition that buyers face from other buyers, uncertainty about the reserve
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prices of their trading partners, multiple opportunities of reaching an agreement, the

set of available tentative agreements, deadline, and negotiation history.

5.3 Heuristics based Strategies

Agent a has [ resources to acquire, and for each resource, a conducts multi-
threaded negotiation with a set of trading partners. For each negotiation thread
associated with the acquisition of a resource, a needs to decide 1) what is its proposal
during the bargaining stage and 2) when and whether to decommit from an agreement

in the decommitment stage.

5.3.1 An overview of negotiation strategies

Algorithm 3 gives an overview of a’s strategy during the bargaining stage and
the decommitment stage.

At round ¢ = 0, a needs to make an initial proposal I P; to each trading partner s.
During each later round (¢ > 0), a will always first update its information structures
(see Algorithm 4). First, if another agent decommits from an agreement, then remove
the agreement from the tentative agreement set. Second, if another agent sends a
message indicating rejection of the current proposal, the corresponding negotiation
thread terminates. If another agent accepts a proposal, then add the agreement to
the tentative agreement set. If one tentative agreement becomes a final agreement (no

decommitment allowed) for the resource /; as the negotiation moves to a new round,
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Table 5.1. Symbols used in this chapter

a—S

RP?
RP}
TAG;
FAG;
Prc(Ag)
Tm(Ag)
Pout

t
pz’n

deadline of agent a

resource 7}

reserve price for all resources

desirable price for all resources

initial proposal for resource I;

deadline of agent a for resource I; at round ¢

the set of resources at round ¢

the set of partners (sellers) about I; at round ¢

the set of competitors (buyers) about I, at round ¢

a’s proposal to s at round ¢

a’s trading partners’ proposals about /; at round ¢

a’s reserve price for all negotiating resources at round ¢
a’s reserve price for resource I; at round ¢

a’s set of tentative agreements for resource /; at round ¢
a’s set of final agreements for resource /; at round ¢
price of the agreement Ag

time when the agreement Ag was made

the penalty a pays to other agents at round ¢

the payment of penalty a receives at round ¢

the scarcity of resource /; at t

the relative scarcity of resource I; at ¢

the concession rate with respect to resource I; at round ¢
the conflict probability of the negotiation for I; at ¢
the expected agreement price of resource I; at ¢

the probability of s’s decommiting from Ag at ¢

t

the expected number of final agreements given T.AG

model how ¢(TAG}) affects the offering price
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then a will decommit from all tentative agreements about I;, stop all negotiation
threads for I;, and remove I; from Z*.!

Next a computes the negotiation deadline 7!

+ for each resource I; € I' (Sec-

tion 5.3.2) and generates a proposal ¢! . to each trading partner s € TP§ (Sec-

tion 5.3.3). If ¢! ,, < ¢!~} (i.e., s’s last proposal is not acceptable), then a sends the

s—a

proposal ¢! .. to s directly. Otherwise, it adds < ¢

set TAQ?.

t—1

oy, b > into tentative agreement

For resource I;, a checks whether the current set of agreements are sufficient. If
the current set of agreements is more than needed, a recursively removes agreements
from the tentative agreement set (Section 5.3.4). Assume that Ag needs to be re-
moved and the trading partner in the agreement Ag is seller s. If Ag € 'TAg;_l,
then a decommits from the agreement. If Ag is not in TAg§—1, the agreement Ag
has been just added to TAQ; by a at time ¢ but the seller involved in the agreement
hasn’t received the “accept” message from a. Although a doesn’t intend to make
the agreement Ag and a can quit the negotiation with s, it’s better for a to continue
the negotiation with s and try to get better agreements than an agreement in the

current tentative agreement set T.AQ;. Therefore, a removes Ag from T.AQ;- and

!The only additional value that can be achieved by keeping alive any future negotiation is the
possibility that a trading partner is likely to decommit. In this case, it would be profitable to delay
decommitment and thus the agent does not need to pay the decommitment penalty but receives
the penalty from its trading partner. However, since each buyer does not know whether a seller
will decommit from an agreement and the penalty increases with time, the buyer may have to
pay a higher penalty if it has to decommit before the unnecessary tentative agreement becomes
a final agreement. We evaluated the benefit of delaying decommitment through experimentation
and found that delaying decommitment did not increase the buyer’s average utility. In the current
implementation, we do not take this into account.
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sends s a proposal with lower price than the price in the agreement Ag. Finally, if
an agreement Ag is contained in TAQ§ but is not in T.Angl, then a sends an accept
proposal to the corresponding seller involved in the agreement Ag.

The overall negotiation process will terminate if 1) the deadline is reached, or 2) a
makes a final agreement for each resource I, or 3) |T.AG}| = 0 for some I; at ¢t > 7/,
which means it no longer makes any sense for a to make any other agreements.

This work assumes that a buyer agent always offers the same price to all trading
partners of one resource. Formal analysis of concurrent negotiation [7] suggests that
it is an agent’s dominant strategy to make the same offer to all trading partners.
While this chapter considers more complex negotiation, it is still intuitive to not
make price discrimination proposals for the same resource. While making an offer, a
buyer hopes that the offer would be accepted. If there are two offers which have the
same probability of being accepted, the buyer will choose the offer with the lower

price.

5.3.2 Different deadlines for different resources

The number of buyers and sellers for different resources varies. A resource is
easy to obtain if the number of sellers is much larger than the number of buyers.
In contrast, if there are more buyers and less sellers, the resource is relatively dif-
ficult to obtain since the resource seems “scarce” in terms of the ratio of supply
to demand. The intuition behind using different negotiation deadlines for different
resources is based on the following scenario: a makes an agreement about a scarce
resource [; before the deadline approaches. However, the other party involved in the

agreement later decommits from the agreement. Then, the overall negotiation fails
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Algorithm 3: Negotiation Strategy of Agent a

Data Structure: Tentative agreement set ’TAQ;, final agreement set F. AQ;,
sellers’ proposal set for each resource I; at round t.
Output: Final agreement set .7:.,49; for each I

1: Initial proposing: Let ¢ = 0 and propose I P; to every trading partner s about

I;.

2: repeat

3 t+ +;

4 It — Itfl;

5. TAG, = T.AQE_l, FAG, = .FAQ;_l for I; € T

6: Step 1: initialization (Algorithm 2)

7. Step 2: deadline calculation (Section 5.3.2)

8:  Step 3: proposal generation (Section 5.3.3)

9:  Step 4: meet the agreement number constraint (Section 5.3.4)

10: Step 5: send left proposals

11: until 1) £ > 7+ A, or 2) [F.AG| > 0 for each I, or 3)|T.AG}| = 0 for some I;
at t > T;

as it’s difficult for agent a to get another agreement for the scarce resource I; in the
remaining time and thus a needs to pay the penalty for its other agreements. To
decrease the possibility of this situation happening, we can reduce the deadlines of
scarce resources to increase the likelihood that we have a final agreement for those
resources in place before the overall negotiation deadline. In other words, we would
like to quickly secure one final agreement for a scarce resource. On one hand, by
decreasing one resource’s artificial deadline, a is inclined to make larger concessions
to its trading partners and thus its probability of making a final agreement for the
resource increases. On the other hand, if it’s difficult for a to make a final agree-
ment for one resource, a can know this earlier. Thus a can pay less decommitment

penalties by decommiting from agreements earlier as penalties increase with time.
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Algorithm 4: Initialization

1: for each I; € ' do

2:  for each s € T77§-_1 do

3: if ¢!, ,=“decommit from Ag” then

4: remove Ag from TAQ;-

5: else

6: if ¢! =“reject” then

7: remove s from 7'732

8: end if

9: else

10: if ¢! =“accept” then

11: add < ¢.7),,t > into T.AG

12: end if

13: end if

14:  end for

15:  for each Ag € TAg§ do

16: if t — Tm(Ag) > A then

17: remove Ag from TAG’ and add it to F.AG]

18: end if

19:  end for

20 if |FAG}| > 0 then

21: decommit from all agreements in ’TAQ?, stop all negotiation threads for [,
and remove [; from Z°.

22:  end if

23: end for

However, the determination of this virtual deadline for scarce resources is a dynamic

process which can either decrease or increase the deadline as conditions change in

the future.

The scarcity of a resource I; is evaluated based on the competition situation of

the negotiation over resource /;. A negotiator’s bargaining “power” is affected by the

number of competitors and trading alternatives. Multiple options give a negotiator

more “power” since the negotiating party needs not pursue the negotiation with
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any sense of urgency. The competition situation of an agent is determined by the
probability that it is considered as the most preferred trading partner [127]. An
agent’s preferred trading partner refers to the one who makes the best proposal to
the agent. a has CP; competitors and TP;- partners. While it’s impossible for a to
compute exactly the probability that it is considered as the most preferred trading
partner since a doesn’t know other agents’ negotiation strategies, the probability
can be approximated in the following way. The probability that a is not the most
preferred trading partner of any trading partner is CPj/(CP%+1). The probability of
the agent a not being the most preferred trading partner of all the trading partners

is approximated by
CP; )7’73;-

t__
C'_(CP§+1

J

C’;f measures the scarcity of resource I; at t. With more trading partners, it
is relatively less difficult to acquire the resource and C’; will decrease. With more
trading competitors, it is relatively more difficult to acquire the resource and C}? will
increase.

If resource I; is scarce and the other resources are not scarce, it’s reasonable to
decrease I;’s deadline in order to decrease the probability that the overall negotiation
fails due to the failure of the negotiation about resource I;. However, if all the
desired resources are scarce, it may not be necessary to decrease the deadline of all
the resources. In other words, whether to decrease the deadline of the resource I;
may not depend on the absolute scarcity of the resource, but rather its “relative

scarcity”. The relative scarcity of the resource I; is defined as the ratio of the I;’s

scarcity measure to the harmonic mean of the scarcity measure of all the resources:
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RC} =

Using harmonic mean, the scarcer resource dominates the deadline calculation,
which is close to the practice. Given the relative scarcity of each resource I; € I,

the deadline of resource I; at time ¢ is given as follows

T if RC’; <1
(RC;-)QT if RC’; >1

where ¢ < 0. If the resource I; is not scarce as compared with most resources, the
deadline for resource I; will be the deadline of the overall negotiation. Otherwise,
i.e., RC} > 1, its deadline 7} is smaller than 7 as (RC})? < 1, and it can be found
that T; will decrease with the increase of RC’;. That is, a relatively scarcer resource

will have a shorter deadline.

5.3.3 Generating proposals
Since bargaining is fundamentally time-dependent [78, 48], agents utilize a time-
dependent strategy when making concessions. Assume that a is negotiating with s
about resource /;. Then, a’s proposal to s at round ¢ is given by:
L= P+ (RPL — 1P,

where RP]’-‘/ is agent a’s current reserve price of resource /; at round ¢ and 5;1 is agent

a’s concession rate with respect to resource I; at round ¢, which is given by
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5; = T(t,T;,E) = (15/7'})5

With infinitely many values of €, there are infinitely many possible strategies
in making concessions with respect to the remaining time. However, they can be
classified into: 1) Linear: ¢ = 1, 2) Conciliatory: 0 < ¢ < 1, and 3) Conservative:
e > 1 [127]. e reflects an agent’s mental state about its eagerness for finishing the
negotiation earlier [78, 48]. Before making proposals, a needs to decide its reserve
price RPJ’?. To calculate RP]?, we consider three factors: 1) the conflict probability X§
which measures the aspiration level of the current negotiation for resource I;, 2) the
expected agreement price @} of resource I;, and 3) the expected number go(T.AQ;)
of final agreements based on the estimation of the decommitment probabilities of the
current tentative agreement set. Function v(7.4G%) is used to model the effect of
the expected number ¢(T.AGj) of final agreements.

RP} is defined as:

= (TAG))

RP! = RP'
’ > ezt X4 @i (TAGY)

where RP'= RP — 37, 1 ZAgeng§- Pre(Ag) + (0, — pL.) is agent a’s reserve
price for all resources at round ¢, i.e., the maximum amount of money that it can
spend to acquire all the remaining resources. We can see that the reserve price RPJ’?
increases with the increase of the conflict probability X; and expected agreement
price wj». If the current negotiation for resource I; seems difficult, a needs to set a
higher reserve price for resource /;. Similarly, a needs to set a higher reserve price for

resource /; if the expected agreement price for resource I; is high. Later we will show
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that 7(7T.AGj) decreases with the increase of (T .AG}). Thus, the reserve price RP
decreases with the increase of the expected number (7T .AG;) of final agreements,
which is intuitive as buyers don’t need to set a higher reserve price for a resource I;
when a has already made enough tentative agreements for /;.

Conflict probability X;i Suppose that at round ¢, a’s last proposal ¢.~1 gen-

t—1

erates a utility of v, for itself and vy for s, and its trading partner s’s proposal ¢;_,,

generates a utility of w; for itself and w, for a. Since a and s are utility maximizing
agents, v, > w, and v, < w,. If a accepts s’s last proposal, then it will obtain w,
with certainty. If a insists on its last proposal and 1) s accepts it, a obtains v, and
2) s does not accept it, @ may be subjected to a conflict utility ¢,. ¢, is the worst
possible utility for a (i.e., a’s utility in the absence of an agreement with s). If s does
not accept a’s last proposal, a may ultimately have to settle with lower utilities (the
lowest possible being the conflict utility), if there are changes in the market situation
in subsequent cycles. For instance, a may face more competitions in the next or
subsequent cycles and may have to ultimately accept a utility that is lower than w,
(even ¢,). If the subjective probability of obtaining ¢, is p. (conflict probability)
and the probability that a achieving v, is 1 — p., and if @ insists on holding its last
proposal, a will obtain a utility of (1 — p.)v, + p.cs. Hence, a will find that it is

advantageous to insist on its last proposal only if

(]- - pc)va + PcCa Z Wq

Le, pe < (Vg — wa)/(ve — cq) [124, 125, 127]. The maximum value of p. = (v, —

W)/ (Ve — ¢4) is the highest probability of a conflict that a may encounter in which
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= RP! —¢}~}, and w, = RP} — ¢’} p.is a ratio of two utility differences. While
v, — w, measures the cost of accepting the trading agent’s last proposal, v, — ¢,
measures the cost of provoking a conflict. v, — ¢, represents the range of possible
values of utilities between the best case utility and the worst case (conflict) utility.
If there is no tentative agreement for resource /j, i.e., |TAg§.| = 0, the worst case

utility ¢, is 0. If \T.AQ;| > 0, a can use one of its tentative agreements as the finally

agreement and ¢, is defined as

RP! — Prc(Ag) — Pat(TAGE — Ag, t, A
sty (T — Pre(Ag) = Pui(TAG; = 49,1, )

where Pnt(7.AG,t, \) is an estimation of the penalty a needs to pay while decom-
miting from the set of agreements T.AG. Pnt(7T .AG,t, \) is defined as

5 5T ) pre( Ag), Tm(Ag), ¢/, \)

=it Tm(Ag) + A —t+1

in which any agreement Ag € T.AG can be decommited at any time before the
decommitment stage expires.

Aggregated Probability of Conflict: Let p’ be the conflict probability of a with
any of its trading partner s and w! be a’s utility if it accepts s’s proposal, then the
aggregated conflict probability of a with all of its trading partners about I; is given
as follows [124, 125, 127]:

\T’Pt| \T’Pt| . ‘Trpt‘ )
Hp_H o —wy Ly (va — wp)
‘ i—1 Vo~ Ca (Va — Ca>|TP;|



Expected agreement price w';-: Different resources have different ranges of
agreement prices. For example, you may need to spend $20,000 for a car but only need
$500 for a bike. Therefore, it’s necessary to consider a resource’s expected agreement
price wj» while determining the reserve price of the resource. w;i is computed based on
agent a’s estimation of the reservation price of a trading partner. The estimation is
characterized by a probability distribution Fs(.), where F;(y) denotes the probability
that the reservation price of a trading partner s is no greater than y. Fi(y) is
identical and independent across all sellers.? This probability distribution is the
prior belief of the buyer. For simplicity, let F;(y) = Fs(y) denote the probability
that the reservation price of any trading partner s € T73§ is no greater than y. The
probability density function of F};(y) is denoted by f;(y). The desirable price I P; for
resource I; is simply computed by considering sellers’ reserve price for resource I;:
1Py = % fi(y)ydy.

Let F f (y) be the probability distributions of the k* highest maximum reserve
price. The probability density function of Ff(y) is denoted by ff(y). F jl(y) is equal
to the product of the probabilities that the maximum reserve price is less than or
equal to y in each thread. F7?(y) is equal to F}(y) plus the probability that the
highest maximum reserve price is greater than y, and the second highest maximum
reserve price is less than or equal to y. These probabilities can be calculated by the

following formulas:

20ur model can also be extended to allow Fy(y) to be different for different trading partners.
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Fiw) = ()™
FJQ(y> = ( ) + C|T73t ( _ Fj(y))Qil(Fj(y))‘T’Pﬂfl
Ff(y) = Ff ' y) + Clypy (1 - F

b (1= ()7 (Fy(w) T

The corresponding probability density functions are:

1) = TP (Fy() ™™
) = £0) ~ Clpay ) (B0) ™ Cly
(TP = D) (1 - Fw) (B) 7
i) =" y) - O‘kTPlt (k- 1)f)
(1- F}'(y))kfz(Fj(x))‘TP%kH

O ) (1= B)* (B ) T

We provide a heuristic approach to estimate the expected agreement price for
resource I;. When the number of trading partners is less than the number of trading
competitors, the agreement price follows the highest maximum reserve price distribu-
tion. Otherwise, the agreement price follows a lower reserve price distribution. This
is also the case with less trading competitors. The intuition behind the heuristic is
as follows. Consider the single-shot negotiation between buyers and sellers in which
buyers make offers first and then sellers decide whether to accept or not. If there is
no competitors, the equilibrium offer of the buyer a is sellers’ lowest reserve price.

If there is one competitor, the equilibrium offer of the buyer a is the second lowest
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reserve price. In the same way, if there are \CP?\ competitors, the equilibrium offer
is the (|CP| 4 1)™ lowest reserve price, i.e., (|TP% — [CPj|)" highest reserve price.
Since in our model buyers don’t know sellers’ exact reserve prices, distributions are

used instead. Formally, w;i is given as follows:

o fj“m"f‘cp;'(y)ydy if [TPY| > |CP}]
S W)ydy if |TP| < |CP)|

where ¢ is the upper bound of the possible reserve price for resource I;. The above
estimation is “conservative” in the sense that we assume that agent a is less com-
petitive than its trading competitors.

7(7349?) models how the current set TAQ§ of agreements will affect agent a’s
reserve price for resource I; at round ¢. a will set a lower reserve price if it has
made more agreements. Since current agreements may be decommited in the future.
Rather than considering the number |TAQ§.| of agreements having already made,
it’s more prudent to use the expected number of final agreements, which can be
computed based on the decommitment probabilities of agreement set 'TAQ;. The
decommitment probability of an agreement Ag € TAQ; between a and s is approx-
imated by considering the competition situation of negotiation over resource /; and
s’s satisfaction about the agreement Ag.

The competition situation of negotiation over resource I; is evaluated by the
probability that the agent s is not the most preferred trading partner is [(TP;- —
1)/773;-]6733'+1 [124, 125, 127]. s’s satisfaction about the agreement Ag is estimated

by the probability that the agreement is no worse than the trading partner’s reserve
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price. The price of the agreement Ag € TAQ§» is Prc(Ag), s’s satisfaction about the
agreement Ag is Fj(Prc(Ag)).
Hence, the approximation of the probability of s’s decommiting from agreement

Ag € TAQ§ is defined as:

TP —1
TP

For the tentative agreement set ’TAQ?, the expected number of final agreements

is p(TAGS) = ZAQGTA%O — w!(Ag)). Given (T AGj), buyer a can determine how

wi(Ag) =9 x (1— ( )P (1 = Fy(Pre(Ag)))

it will affect the reserve price about resource I; at round ¢. V(TAgj) decreases with

the increase of (7 .AG5) and can be defined as:

1
(14 (TAGY))?

Y(TAG;) =

5.3.4 Maximum number of final agreements

Since trading partners may decommit from agreements, a may need to make
more than one tentative agreement for resource I;. Then, how many agreements are
enough for the resource I;?7 For an agreement Ag between a and a trading partner s,
s may be inclined to decommit if there are many buyers requesting the resource. On
the other hand, s may be inclined to decommit if the agreement price is not favorable
from s’s perspective. Here we provide an approach to decide the maximum number
of agreements a can make on resource /; at round ¢ based on the expected number

of final agreements. Given the expected number go(TAQ?) of final agreements about
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resource I; at ¢, a needs to decide whether the tentative agreements is enough or
insufficient. If TAQ§ is more than needed, a may decommit from some agreements.
If the agreement set is insufficient, a will make more agreements if the negotiation
deadline hasn’t approached. This work assumes that a only needs to make one final
agreement for each resource. Therefore, by intuition, the most favorable result for
agent a is that a makes exactly one final agreement for each resource.

As a only needs one final agreement about resource I;, if cp(TAg;) > 1, only
part of the final agreements will be used by a, which corresponds to the tentative
agreement set T.AG C TAG.. Maintaining the tentative agreement set T.AG is
better than maintaining the tentative agreement set ’TAQ; as in the later case, a
needs to pay more for redundant agreements. Therefore, it’s better for a to decommit
from some agreements in TAQ;.

Let goz- be the satisfactory number of final agreements about resource I; at t
which represents the upper bound of the number of final agreements needed. Before
the deadline is reached, a has the opportunity to make more agreements and thus
reach one final agreement. Thus, the satisfactory number of final agreements about
resource [; at ¢ < 7 is 1, <p§- = 1. After the negotiation deadline, a will determine
whether to decommit from any agreement ’TAQ; for resource I; at round 7 <t <
t + A\. Is it the best option for a to set the satisfactory number of final agreements
about resource I; at t be 17 Consider the following scenario, at ¢, the expected
number of final agreements for resource I; is 1 and the expected number of final
agreements about any other resource is close to 0, which implies that the negotiation

about other resources has a very high failure probability. If a sets goz» to be 1, it’s
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with very high probability that a would need to decommit from all its agreements.
Therefore, a will not set a high ¢! value if p(T.AGy) is small for another resource
I;. On the other hand, a will try to increase the probability of making one final
agreement for each resource as it’s desirable for a to make one final agreement for

each resource. Concerning above, cpz. is defined as:

1 ift<r
) =
ming, et gp(TAg’,;) fr<t<t+ A
I 4perag (1 —wi(Ag)) < ¢, a needs to make more agreements as the expected
J
number of agreements is less than ¢f. If ZAgeTAgj-(l — wi(Ag)) > ¢}, a needs

to decommit from some agreements. Let the set of tentative agreement set after

removing unnecessary agreements be 7.4G. The optimization problem of computing

T AG is given by

min > p(Pre(Ag), Tm(Ag), 1, \)
AgETAGL—T AG

where T .AG satisfies ZAgETAQ(l — wl(Ag)) < @;-

Theorem 23. The optimization problem of removing redundant tentative agreements

is N'P-complete.

Proof. We show that the problem is N'P-complete by formulating the problem as a

0-1 Knapsack problem, which is well known to be N'P-complete.
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Formal definition of 0-1 Knapsack problem: There is a knapsack of capacity ¢ > 0
and N items. Each item has value v; > 0 and weight w; > 0. Find the selection
of items (0; = 1 if selected, 0 if not) that fit, Zf;l o;w; < ¢, and the total value,
Zi]\il 0;v;, 18 maximized.

The set of tentative agreements ’TAQ; ={Ag1, ..., Agy} can be treated as items.
The value of each item Ag; is defined as the penalty if a decommits from the agree-
ment, i.e., v; = p(Prc(Ag;), Tm(Ag;),t, ). The weight of each item Ag; is defined
as the probability that Ag; will not be decommited by a’s trading partner, i.e.,
w; = 1 —wi(Ag;). The capacity of the knapsack is defined as ¢ = ¢%. ¢; = 1 implies
that Ag; will be not decommited by agent a.

The constraint of the optimization problem can be rewritten as the exact con-
straint sz\il 0;w; < c of the 0-1 Knapsack problem. The optimization formula can

be rewritten as
N N N
min Z(l — 51)1)@ = Z v; + min Z —5i’lji
i=1 i=1 i=1
which is equivalent to
N
max Z 0;V;
i=1

Thus, the optimization problem can be formulated as a 0-1 Knapsack problem

and it’s NP-complete. O

A simple greedy approximation algorithm is used to compute the set of agree-
ments which will not be decommited by a (Algorithm 5) [44]: first sort all the ten-
tative agreements ’T.AQ§» by decreasing ratio of penalty to probability that an agree-

ment will not be decommited by a’s trading partners, then greedily pick agreements
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Algorithm 5: Decommit from unnecessary agreements

Input: Tentative agreement set ’TAQ;.
Output: Tentative agreement set T.AQ; satisfying the constraint of the
maximum number of final agreements.

1: Sort all the tentative agreements ’T.AQ;- by decreasing ratio of p(Prc(Ag;),
Tm(Ag),t,\) to 1 — wi(Ag).

2: Set TAG =0, 7 =1, and Ag be the i agreement in T AG".
3: while 3, ic(ragiag) (1 —wi(Ag')) < ¢f do

4:  Add Ag into TAG;

5: i+ 4, and let Ag be the i agreement in T.AGY;

6: end while

7. return TAG

in this order (starting from the first agreement) until when adding a new agreement
will violate the constraint of the maximum expected number of final agreements. For

a removed agreement Ag € 'TAQ;, a decommits from the agreement; otherwise, a

t

sends the agent s a proposal worse than ¢ _, ..

5.4 Empirical evaluation and analysis

In this section, we first detail the methodology for analyzing the performance of
the developed negotiation strategies. We then proceed to the actual empirical study
of the proposed strategies. Finally, some properties of our negotiation strategies are

analyzed.

5.4.1 The methodology
To evaluate the performance of negotiation agents, a simulation testbed consist-
ing of a virtual e-Marketplace, a society of trading agents and a controller was im-

plemented using JAVA. The controller generates agents, randomly determines their
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parameters (e.g., their roles as buyers or sellers, set of resources they provide or
acquire, initial prices, reserve prices, deadlines), simulates the entrance of agents to

the virtual e-Marketplace, and handles message passing and payment transfer.

5.4.1.1 Agent design

While there has been a lot of research in agent-mediated negotiation [70, 81, 90],
most work focuses either on bilateral multi-issue negotiation (e.g., [49, 50, 51, 80, 81,
82, 133]) or single issue one-to-many negotiation (e.g., [13, 14, 28, 96, 97, 106]). One
exception is [130] which studies concurrent one-to-many negotiations for multiple re-
sources. But in [130], an agent is assumed to know the reserve price of each resource.
Given that there is no existing negotiation agents dealing with our multi-resource
negotiation problem, for comparison reason, we implemented three other types of
buyers based on existing techniques for single resource negotiation and negotiation
with decommitment: 1) T'DAs using a time-dependent strategy, 2) MTDAs using a
market based time-dependent strategy, and 3) ACMAs using an adaptive commit-
ment management strategy detailed in [130]. Experiments were carried out to study
and compare the performance of our buyer agents (HBAs, heuristic-based buyer
agents) with TDAs, MTDAs, and ACMAs.

TDAs, MTDAs and ACMAs adopt the strategy suggested by Nguyen and Jen-
nings [98] and make at most one tentative agreement for each resource. TDAs,
MTDAs and ACMAs use the same approach to determine the reserve price of each
resource and use existing single resource negotiation strategies for the negotiation
for each resource. The reserve price of resource I; of each TDA (or MTDA and

ACMA) is determined by considering the distribution of the reserve price of resource
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I;. Specifically, the reserve price of resource I; is proportional to its average reserve

price. That is,
S i)

Zi:l ffooo fi(y)

where [ is the number of resources (i.e., issues) to acquire.

RP! = RP'

Similar to HBAs, TDAs, MTDAs and ACMAs generate proposals using a time-
dependent negotiation decision function [48], which is widely used for designing ne-
gotiation agents (e.g., [13, 14, 48, 51, 97, 98, 124, 125, 127, 130]). However TDAs,
MTDAs and ACMAs adopts different concession making strategies, i.e., they take
different ¢ values. As HBAs, TDAs adopt the linear concession strategy, i.e., ¢ = 1.
In contrast, MTDAs take market competition into account when making proposals.
An MTDA’s parameter € for concession making is adjusted in the following way:
while the number of sellers are less than the number of buyers, an MTDA chooses
the conciliatory concession strategy by setting ¢ < 1. Otherwise, an MTDA uses
the conservative or linear concession strategy by setting ¢ > 1. MTDAs’ adaptive
concession making strategy based on market competition has been shown to make
minimally sufficient concessions in single resource negotiation [125]. ACMAs use the
adaptive commitment management strategy used in [130] for each single resource
negotiation. Specifically, ACMAs use a fuzzy decision making approach for deriving
adaptive commitment management strategy profiles of buyers. The value of ¢ of a
resource is determined dynamically at each round using fuzzy rules.

Each seller agent in the market randomly chooses a negotiation strategy from the
set of alternations outlined in [48]: the time-dependent function (linear, conceder,

conservative) and the behavior-dependent function (e.g., tit-for-tat). Each seller
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Table 5.2. Experimental settings

Input Data Possible Values
Market Type Favorable Balanced unfavorable
supply/demand | 10:1, 5:1, 2:1 1:1 1:2, 1:5, 1:10
Market Density Sparse Moderate Dense
No. of agents 6 — 35 36 — 65 66 — 95
Deadline Short Moderate Long
Tz 10 — 30 35— 55 60 — 80
Resources/job | Lower range | Mid-range High range
[ 1-3 4—-6 7—9

agent can only make at most one tentative agreement and it will decommit from an

agreement if and only if it can benefit from the decommitment.

5.4.1.2 Experimental settings

In the experiments, agents were subjected to different market densities, market
types, deadlines, number of resources to acquire or sell, and supply/demand ratio
of each resource (see Table 5.2). Both market density and market type depend
on the probability of generating an agent in each round and the probability of the
agent being a buyer (or a seller). When the number of agents are in the range
of 6 — 35 (respectively, 36 — 65 and 66 — 95), the market is sparse (respectively,
moderate and dense). The lifespan of an agent in the e-market, i.e., its deadline, is
randomly selected from [10, 80]. The range of [10, 80] for deadline was adopted based
on experimental tuning and agents’ behaviors. In our experimental setting, we found

that: 1) for a very short deadline (< 10), very few agents could complete deals, and
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2) for a deadlines longer than 80, there was little or no difference in the performance
of agents. Hence, for the purpose of experimentation, a deadline between the range
of 10 — 30 (respectively, 35 — 55 and 60 — 80) is considered as short (respectively,
moderate and long). Each buyer may have different number of resources to acquire
through negotiation. The number of resources each job (or task) needs is randomly
selected from 1 to 9, where 1 — 3 (respectively, 4 — 6 and 7 — 9) is considered as
lower range (respectively, mid-range and upper range). The value of ¢ (eagerness)
is randomly generated from [0.1,8] as it was found that when ¢ > 8 (respectively,
e < 0.1), there was little or no difference in performance of agents.

Each resource’s demand (i.e., the number of buyers who want to buy the re-
source) may not be equal to its supply (i.e., the number of sellers who want to sell
the resource). If one buyer is negotiating for multiple resources, there are two sit-
uations: 1) All the resources have the same supply/demand ratio. From a buyer
agent’s perspective, for a favorable (respectively, an unfavorable) market, the supply
is much higher (respectively, lower) than the demand. 2) The resources have different
supply/demand ratios. Then the range and variance of resources’ supply/demand
ratios will affect agents’ performance. All our discussions of supply/demand ratio
implicitly assume that the supply/demand ratio of each resource is randomly chosen.

There are four kinds of buyers (i.e., HBA, TDA, and MTDA, ACMA) and different
kinds of sellers. The number of buyers (or sellers) of each kind is decided in a random
way. Without loss of generality, we assume that, there is at least one agent for each

kind of agent.
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Table 5.3. Performance Measure

Success Rate Rsuc = Nsuccess/Ntotal
FExpected Utility Uewp = (N1 U3) [ Niotar

ST
e 15,

Rate of Recovery fromRRqper = SDD#O“;Z

Decommitment .

Agreement per Resource|AG gper =

N IS; i
Z':total Z ':7, M7
Message per Resource |Myye, = = =—1—+

Zf_\;t?tal ISZ

Niotal Total number of runs

Novccess No. of runs that reached consensus

U; Utility of the i*™" run

IS; The number of resources in the i*" run

Al The number of tentative agreement for resource j in
the i*" run

M The number of messages for resource j in the i'" run

Diotar The number of runs in which one resource’s tentative
agreements were all decommited

SDiotal The number of runs in which negotiation is success-
ful after one resource’s tentative agreements were all
decommited

5.4.1.3 Performance measure

We use a number of performance measures in the experiments (Table 5.3). An-
alyzing agents’ utility can provide insights into how effective a strategy is. Since
negotiation outcomes of each agent are uncertain (i.e., there are two possibilities:
eventually reaching a consensus or not reaching a consensus), it seems more pru-
dent to use expected utility for all runs (rather than expected utility for all suc-

cessful runs) as a performance measure. For ease of analysis, agent a’s utility wu,
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(defined in Section 5.2.2) is normalized in each experiment in the following way:
ul, = u,/|RP, — IP,|, which implies that u/, < 1 if not considering the penalty
a received from sellers. This normalization is the same for agents with different
strategies. It was pointed out in [70, 129] that in addition to optimizing agents’
overall utility, enhancing the success rate is also an important evaluation criterion
for designing negotiation agents.

In addition to the expected utility and success rate, it’s necessary to compare
the number of messages sent and received by each buyer during negotiation. As
the number of resources each buyer is acquiring may be different at each time, it’s
intuitive to compare the number of messages sent or accepted for each resource. As
an agent may make more than one tentative agreement for each resource, measuring
the average number of tentative agreements for each resource is also important.
During negotiation, it’s possible that all of one agent’s tentative agreements for one
resource are decommited by its trading partners and thus an agent’s ability to recover
from such situation is extremely important. Therefore, we also record and compare

the number of cases where an agent makes a final agreement after all its tentative

agreements for one resource are decommited by its trading partners.

5.4.1.4 Results

A “matched-pair” study was conducted to evaluate the performance of HBAs, as
compared with T'DAs, MTDAs, and ACMAs. At the beginning of each run (experi-
ment), the controller of the testbed will generate all the agents and set the parameters
of all the agents according to the experimental setting, e.g., the number of agents,

the supply/demand ratio of each resource, etc. Among all the buyers, there are some
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Table 5.4. Experimental results for 10° runs (performance measures are defined in

Table 5.3)

Strategy | Ueep | Roue | AGaver | RRaver | Maver
HBA 0206|059 | 1.34 | &% =035 | 86
HBA-1 |0.153 | 058 | 127 | 2% =025 | 91
HBA-2 | 0.111 | 050 | 1.33 | $5 =027 | 89
HBA-3 | 0.144 | 043 | 0.63 | 32 =034 | 88
HBA-12 | 0.135 | 047 | 1.23 | 22 =031 | 92
HBA-13 | 0.144 | 042 | 0.63 | 2022 =0.29 | 88
HBA-23 | 0.087 | 0.35 | 0.59 | 2L =0.30| 84
ACMA |0.033]0.27 | 059 |28L =028 &5
MTDA |0.021 | 0.25 | 0.57 | 222 =0.28 | 84
TDA 0.019 | 025 | 0.72 | 2L =0.27| 86

target buyers, one for each negotiation strategy we want to compare. All the target
agents at each run have the same properties. For example, when we want to compare
the performance of HBAs with TDAs, MTDAs, and ACMAs, we create one target
HBA, one target TDA, one target MTDA and one target ACMA, which have the
same properties (e.g., the set of resources to acquire, the reserve price, the initial
price) except that they use different negotiation strategies. Then all the agents ne-
gotiate and compete with each other. At the end of this experiment, the controller
will record the experimental results for each target agent, which will be averaged and
analyzed on a large number of runs.

Extensive stochastic simulations were carried out for all the combinations of mar-
ket density, market type and other agents’ characterizations. All the values of differ-

ent performance measures were averaged based on more than 10° runs. In addition,
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we tried different decommitment deadlines and penalties functions. Even though
experiments were carried out for all the situations, due to space limitations, only
representative results are presented in this section. For the empirical results pre-
sented in this section, the market is of moderate density, A = 4 is chosen as the
decommitment period and the penalty function is 0.06 x Prc(Ag) x ((t' — t)/\)Y/2,
A = 4 is chosen based on the value of negotiation deadline. The shortest negotia-
tion deadline is 10 in our experiments and setting a decommitment period shorter
than negotiation deadline is reasonable. As in [5, 98], we choose a penalty func-
tion in which the penalty increases with the contract price and the period between
agreement making and decommiting. The multiplier 0.06 in the penalty function is
chosen to make the decommitment penalty smaller than the contracting price. In
the sensitivity analysis section (Section 5.4.2.6), we discussed the effect of changing
the decommitment period and the penalty function. We also found that the confi-
dence interval for each reported value is not wider than 0.001, which is negligible as

compared with each value. Therefore, the experimental results can be trusted, which

is mainly due to the large sample size.

5.4.2 Observations
5.4.2.1 Observation 1

HBA agents use three heuristics: Heuristic 1 (Section 5.3.2) is used to decide the
deadline for each resource; Heuristic 2 (Section 5.3.3) is used to make a proposal
for each resource in which the reserve price of each resource is dynamically chosen
based on current market dynamics; Heuristic 3 (Section 5.3.4) is used to decide the

number of tentative agreements to be made for each resource. Is it possible that
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a buyer in fact can get better negotiation performance by just using one or two
heuristics? To verify that agents can get better negotiation performance by using
all three heuristics simultaneously, we also compare the performance of HBAs with
a special kind of buyers (called HBA-s here) which only use part of the heuristics
used by HBAs. When a HBA doesn’t use heuristic 2, it will use MTDAs’ strategy
to make proposals. When a HBA doesn’t use heuristic 3, it makes at most one
tentative agreement for each resource. HBA-1s are HBAs which don’t use heuristic
1 and HBA-12s are HBAs which don’t use heuristic 1 and heuristic 2. HBA-123s are
equivalent to MTDAs. Table 5.4 shows the performance of TDAs, MTDAs, ACMAs,
HBAs, and different types of HBA-s which only use part of HBAs’s three heuristics.

From column 2 of Table 5.4, we can find that HBAs gain a higher expected utility
Uep than agents using other strategies. We also found that HBA-s get higher utilities
than ACMAs, MTDAs, and TDAs. In addition, heuristic 2 seems more important
than the other two heuristics. HBA-2s’ expected utility is lower than that of HBA-
1s and HBA-3s. The average utility of HBA-s when HBA-s don’t use heuristic 2 is
(0.111 +0.135+ 0.087) /3 = 0.111. The average utility of HBA-s when HBA-s don’t
use heuristic 1 is (0.153 + 0.135 + 0.144)/3 = 0.144. The average utility of HBA-s
when HBA-s don’t use heuristic 3 is (0.144 + 0.144 + 0.087)/3 = 0.125. Therefore,
HBA-s will get lower utility when they don’t use heuristic 2, as compared with not
using either heuristic 1 or heuristic 3. In the same way, we can conclude that heuristic
3 is more important than heuristic 1. However, the above observations are based on
the averaged results in all scenarios and they don’t suggest that the heuristic 1 is

more important than the other two heuristics in every specific scenario. When the
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supply/demand ratio of all the resources has a large variance, the average utility
of HBA-s when HBA-s don’t use heuristic 1 (respectively, heuristic 2 and heuristic
3) is 0.101 (respectively, 0.107 and 0.114 ), which implies that heuristic 1 is more
important than the other two heuristics in this specific context. For all the values in
columns 2 and 3, a t-test analysis with confidence level 95% was carried out and the
difference between every two different values for the same performance is significant.
Column 3 of Table 5.4 shows that HBAs have higher success rates R,,. than agents
using other strategies and HBA-s have higher success rates than ACMAs, MTDAs,
and TDAs. In addition, heuristic 3 is more important than the other two heuristics
from the perspective of achieving a higher success rate. This observation is intuitive
since without using heuristic 3, each buyer makes only one tentative agreement and
its probability of making a final agreement will be low if one or more trading partner
decommits from an agreement. For the same reason, from column 4 of Table 5.4, we
can see that HBAs have the highest number AG,,., of tentative agreements for each
resource. HBA-s using heuristic 3 have more tentative agreements than HBA-s not
using heuristic 3 which make at most one tentative agreement for each resource.
HBAs’ number of runs in which all tentative agreements are decommited is lower
than all other kinds of buyers (see column 5 of Table 5.4). The recovery rate RRgyer
of HBAs is also higher than the recovery rate of other kinds of buyers. For example,
the recovery rate RRge. of HBASs is % = 0.35 indicating that there were 1356
situations in which all the tentative agreements for one resource were decommited
and 476 of the situations in which the agent made a final agreement. This observa-

tion corresponds with the intuition that HBAs are good at organizing and balancing
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the multi-resource negotiation. It’s not surprising that HBAs will send more mes-
sages during negotiation as it may make more than one tentative agreement for each
resource, which is mainly due to the use of heuristic 3. However, HBAs  average
number M,,., of messages transferred for each resource is less than 3% higher than

that of all other kinds of agents.

5.4.2.2 QObservation 2

Our negotiation strategy uses the estimation of sellers’ probability of decommit-
ment. The decommitment probability is an approximation of the real probability,
which is unknown to the buyer. It’s impossible to justify our estimated “probabili-
ties” with theory without making strong assumptions about knowing other agents’
private information. Moreover, a seller’s probability of decommiting from a tenta-
tive agreement is determined by many factors, e.g., its deadline, reserve price, its
negotiation situation, which is unknown to a buyer.

Here we use an empirical approach to verify the accuracy of HBAs’ estimation of
decommitment probabilities. More specifically, HBAs’ estimation of decommitment
probabilities are compared with their trading partners’ real decommiting actions dur-
ing negotiation. Assume HBAs made n predictions <w!(Ag;),...,wt(Ag,)> for ten-
tative agreements <Agy, ..., Ag,> throughout all the experiments in which w’(Ag;)
is a HBA’s predicted probability that its trading partner s will decommit from the
agreement Ag;. Then HBAs’ accuracy of predicting decommiting probabilities is

given by:

_ Zlgign AP(wi(Agi))

AP

197



Accuracy of prediction

Accuracy of prediction

Accuracy of prediction

0.9~

0.7~

ogg s
0.4

0.3

o L L L L L L

30 40 50 60 70
Negotiation deadline

(a) Prediction accuracy and deadline

80

0.9+ : ~,

0.7 ‘~,
0.6
0.5 N,

0.4

0.1+

. . . . . . . . . I
10:1 8:11 6:1  4:1 2:1 1.5:1 1:1 1:5 1:2 1:4 1:6 1:8 1:10

Supply/demand ratio

(b) Prediction accuracy and market competition

1
O.QL

O0.8F 'S, e e e e e

DRI B Er it e lE

0.7
0.6
0.5
0.4
0.3
0.2

0.1

o) I I I I I I

1 2 3 4 5 6 7 8
Number of resources to acquire

(c) Prediction accuracy and the number of resources

Figure 5.2. Prediction accuracy of HBAs

198



where

AP (Ag)) = wi(Ag;) if s decommits from Ag;
1 —w!(Ag;) otherwise

The average prediction accuracy in more than 10° runs is 0.774. Figure 5.2
shows the factors affecting the prediction accuracy. First, the prediction accuracy
increases with the increase of HBAs’ deadlines (Figure 5.2(a)). This result is intuitive
as, with the increase of deadline, negotiation agents have longer time to interact
with other agents. Then agents have a better understanding of the market and
thus agents can make more precise predictions. Second, the prediction accuracy
decreases with the increase of supply/demand ratio when all resources have the
same supply/demand ratio (Figure 5.2(b)). When the supply/demand ratio is low,
HBAs face high pressure of competition and decommitment is more likely to happen
for each tentative agreement. As a consequence, it’s more difficult to make a precise
prediction. Finally, the prediction accuracy changes little with the change of the
number of resources (Figure 5.2(c)). This observation is also intuitive as, a seller’s
decommitment decision is only affected by the agreement price, its reserve price
and market competition. It has nothing to do with the negotiation status of other
resources.

Our function of decommitment probability is based on our intuitions about which
factors affect agents’ decision to decommitment. The parameter ¥ = 0.68 is a pa-
rameter of the function for computing trading partners’ decommitment probabilities,
which is based on experimental tuning. With the experimental tuning, we were able

to get 77.4% accuracy averaged over all environments. However, it is unclear to
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us whether we can get a better result considering that HBAs do not know other
agents’ strategies nor their exact reserve prices. On a more positive note, our heuris-
tic function performs in ways that would be expected. For instance, when a HBA’s
uncertainty reduces (e.g., change the distribution of sellers’ reserve prices), it gains
higher prediction accuracy. A reasonable prediction approach should have the prop-
erty that the prediction accuracy increases with the decrease of uncertainty which
our approach does. Although we can reduce uncertainty in the market and thus
get higher prediction accuracy, our experiments will become less interesting. In ad-
dition, it’s impractical to assume that agents have (almost) complete information
about others.

Sim et al. [128, 130] also proposed a function for evaluating a trading partner’s
decommiting probability, which are used by ACMAs and achieved an average 38%
accuracy in all the scenarios. Although the function in [130] appears to be simpler as
it only considers the prices of the proposals it has received, it is noted that [130] did
not make the assumption that an agent has knowledge of the number of competitors.
In contrast, our function takes both market competition and the trading partner’s
satisfaction of agreements based on each agent’s knowledge about 1) the number of

trading competitors and 2) the reserve price of each trading partner.

5.4.2.3 Observation 3

The experimental results in Figure 5.3 show that: 1) Negotiation results become
more favorable with the increase of the deadline for all kinds of buyers. With short
(respectively, long) deadlines, different kinds of agents have equally insufficient (re-

spectively, sufficient) time to optimize their agreements. 2) Given the same deadline,
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HBAs achieved higher utilities than ACMAs, MTDAs, and TDAs. 3) The advan-
tages of HBAs over MTDAs and TDAs decreases when the market becomes more
favorable.

Experimental results in Figure 5.4 indicate that the success rate of HBAs are
always higher than that of ACMAs, MTDAs, and TDAs. However, this advantage
decreases when the market become more favorable. In addition, with the increase
of deadline, agents’ success rates have a large increase at the beginning and slightly
decrease when the deadlines are long. When agents have long deadlines, agents
have more time to bargain with other agents and seek good agreements with the
increase of deadlines. Since agents use time-dependent strategies, buyers with longer
deadlines are inclined to make less concessions at each time as agents will prefer
to propose their reserve prices when their deadlines approach. Thus, buyers will
become more patient and will not accept proposals which are not favorable enough
while considering their future opportunities to make better agreements. Therefore,
buyers with longer deadlines will fail to make agreements with some sellers, especially
sellers with shorter deadlines. Although buyers’ success rates decrease with the
increase of deadlines when deadlines are relatively long, buyers’ utilities increase
with the increase of deadlines. This is because buyers will set higher expectation
about the agreements with the increase of deadlines. Thus, the agreements made by
buyers with longer deadlines are more favorable as compared with agreements made

by buyers with shorter deadlines.
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5.4.2.4 Observation 4

From Figure 5.5 we can see that, as the number of resources to be acquired
increases, the utilities of all kinds of agents decrease. That is because, with the
increase of the number of resources each agent acquires, it’s harder to manage all the
negotiations and the probability that the overall negotiation fails increases, which
directly correlates with the decreased success rates in the strategies explored here.
HBAs always achieved higher utilities than ACMAs, MTDAs, and TDAs.

Experimental results in Figure 5.6 indicate that the success rate of HBAs are
always higher than that of ACMAs, MTDAs, and TDAs. However, this advantage
decreases when agents have longer deadlines as in this case, all agents have enough
time to negotiate for agreements. Agents’ success rate decreases significantly as a
small number of resources (e.g., 1 or 2). With more resources, it’s more difficult for
buyers to manage and establish agreements for all resources because of the difficulties

of managing all the negotiation threads.

5.4.2.5 Observation 5

It can be observed from Figure 5.7 and Figure 5.8 that HBAs always get higher
utilities (respectively, success rates) than ACMAs, MTDAs, and TDAs when all re-
sources have the same supply/demand ratios. Additionally, when the supply/demand
ratio is high (e.g., 10), the average utilities of the three types of agents are close espe-
cially in the long deadline case since agents have many choices and can easily switch
from one agreement to another agreement, i.e., there is limited space to optimize
the agreements. The advantage of HBAs in success rate decreases when agents have

longer deadlines. Since buyer agents with different strategies compete with each
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other, it is possible that one strategy achieved much better negotiation results than
another strategy in a specific market. Due the strategic interaction among agents,
one strategy may achieve a good performance in only certain markets. In Figure 7
we can see that when the ratio is in the range 0.5-0.7, MTDAs achieved very low
utilities as compared with the utilities when the ratio less than 0.5 or higher than
0.7. When the ratio is in the range 0.5-0.7, HBAs achieved higher utility than that
when the ratio less than 0.5 or higher than 0.7. When the supply/demand ratio is
very low (e.g., 0.2-0.4), it is difficult for an agent to get agreements, thus all dif-
ferent strategies achieved low utilities. When the supply/demand ratio are slightly
low (e.g., 0.5-0.7), some HBAs may make agreements for all required resources. An
MTDA can also make agreements for some of its resources using its market-driven
concession strategy. However, since MTDAs are lacking of the ability of coordinat-
ing their negotiation for multiple resources. They often can only satisfy part of their
resources. Therefore, when the whole negotiation failes, an MTDA either pays a
lot of penalties to decommit from its agreements or pays for some final agreements
which have not been decommited. Accordingly, MTDAs often get negative utili-
ties. When MTDAs decommit from agreements, HBAs have a better chance to make
new agreements in this situation. The experimental results also show that when the
supply/demand is in the range 0.5-0.7, MTDAs made more agreements (including
both tentative and final) than TDAs and ACMAs but the success rate of MTDAs is
not higher than that of TDAs and ACMAs. When the market is almost balanced

(e.g., the supply/demand is in the range of 0.8-1), it is easier for MTDAs to make
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agreements which can satisfy their resource requirements and their utilities are much

higher than that when the supply/demand is in the range 0.5-0.7.

5.4.2.6 Sensitivity analysis

We also did additional experiments to explore how sensitive are our experimental
results to changes of the parameters of our experimental environments or assumptions
about our negotiation model.

1) With the increase of penalty, the average utility of agents including HBAs
decreases. For example, when we double the penalty fee, the average utility of HBAs
is decreased by 7%. The main reason is that with a higher penalty, a buyer is more
likely to commit to an early agreement, which may have a low utility value. When
the penalty fee is low, a buyer will decommit from an early agreement and make a
new agreement with a higher utility value. Similarly, each seller is also more likely
to stick to an early agreement when the penalty is high. HBAs always have better
performance than other types of buyers when using different penalty functions.

2) With the increase of decommitment period A, the average utility of agents
including HBAs decreases. For instance, when we set a decommitment period A = 6
instead of 4, the average utility of HBAs is decreased by 8%. With a longer decom-
mitment period, the probability that an agreement will be decommited will increase,
and thus the probability that a buyer will get a final agreement decreases. However,
the advantage of HBAs over other types of buyers increases with the increase of the
decommitment period A as buyers like ACMAs, MTDAs, and TDAs make at most

one tentative agreement for each resource.
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3) When agents have more accurate information about other agents, agents in-
cluding HBAs achieved better performance. This chapter assume that a buyer knows
the probability distribution of sellers’ reserve prices and the number of competitors.
We find that that the accuracy of this information does have an effect on agents’ ne-
gotiation performance. When a buyer’s knowledge becomes less accurate, its utility
decreases. For example, when the believed number of competitors is less than half
of the actual number of competitors, the average utility of HBAs is 7% lower than
that of HBAs knowing the actual number of competitors. However, even with this
level incorrect information, HBAs still achieved better performance than other types
of agents.

4) While keeping the supply/demand ratio of each resource constant, market
density has little effect on agents’ performance. In a moderate density market, agents’
average utilities are 2% lower than that in a market of dense density and are 1%

higher than that in a market of sparse density.

5.4.3 Analysis of properties

Typically, agents use a monotonic concession protocol by insisting on their previ-
ous proposals or raising/reducing their proposals monotonically until an agreement
is reached. In a dynamic negotiation environment, market competition and agents’
evaluation may change over time, protocols that are not monotonic may achieve
higher average utilities. Negotiation agents in this chapter make a proposal based
on market situation and the negotiation situations of other threads. Therefore, the

proposed negotiation protocol is not monotonic.
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In a favorable market, there are fewer competitors and more trading partners.
Hence, an agent has stronger bargaining power and doesn’t need to make large
concessions. In an unfavorable market, an agent experiences more competition, and
it may attempt to make more concessions. With respect to competition, an agent
strives to avoid making large concessions in favorable markets or making too large
concessions in unfavorable markets. Additionally, when the expected number of final
agreements is high, an agent is inclined to make less concession as it only needs one

final agreement.

Property 24. Agents will make less concession with the increase of the expected

number of final agreements when the worst possible utility doesn’t increase.

Take the resource I; for example. The number of agreements has no effect on
the expected agreement price w}. As the worst possible utility doesn’t increase, the
conflict probability x4 will not increase. W(TAQE) will decrease with the expected
number of final agreements go(’T.AQ;). Therefore, the reserve price of resource /; will

decrease and thus agents will make less concession.

Property 25. Agents will make less (respectively, more) concession with the increase

of the number of trading partners (respectively, competitors).

Take resource [; for example. The number of trading partners has no effect on
v(T'AG5). With the increase of trading partners, x} will not increase and =} will
also not increase. Thus, the reserve price of resource I; will not increase and thus
agents make less concessions. Similarly, with the increase of trading competitors, w;i
will decrease. Thus, the reserve price of resource I; will increase and thus agents will

make more concession.
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Property 26. When competition is high and penalty is very low, agents may make

agreements with all the trading partners.

Take resource I; for example. The decommitment probability increases with the
increase of competition. As the penalty is very low, an agent with more tentative
agreements won’t pay too much penalty when it has to decommit from some tentative
agreements. An extreme situation is that the agent can even make agreements with
all the trading partners.

From Properties 2 and 3 we can learn that the market competition places an
important role on deciding the amount of concessions and the number of tentative
agreements. With respect to competition, a negotiation agent decides the maximum
number of agreements. In a favorable market, there are fewer competitors and more
trading partners. Hence, an agent doesn’t need to make many agreements (conces-
sions, respectively). In an unfavorable market, an agent’s bargaining power decreases
as it experiences more competition, and it may attempt to make more agreements
(concessions, respectively) as its trading partners are more likely to decommit from
agreements.

One possible strategy is to make agreements later and thus potentially a buyer
will pay less decommitment penalties given that the penalty will increase with time.
However, “delaying” agreements will also increase the probability that the whole
negotiation fails. In addition, generally a buyer will increase its offering price grad-
ually and it is possible that it can get some resources with a cheap price in the early
negotiation stages. While taking the “delaying” strategy, the buyer will miss those

cheap resources and buy expensive resources in a later time. Another disadvantage
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of delaying agreements is that the buyer may fail to get all resources when one seller
decommits from agreements when the deadline is approaching. In our model, no
agent can decommit from an agreement after a fixed time period based on when the
agreement was made. Accordingly, making agreements earlier can potentially avoid
negotiation’s “collapsing” at the last minute. We examined agents’ performance
when they choose delaying agreements and found that such strategic “delaying” do
not improve agents’ performance.

As a result of this extensive empirical analysis, we have verified that the negoti-
ation strategy for multi-resource acquisitions is both very effective in comparison to
existing approaches and behaves in a consistent and appropriate manner as impor-

tant characteristics of the marketplace are varied.

5.5 Summary

This chapter presents the design and implementation of negotiation agents that
negotiate for multiple resources where agents don’t know the reserve price of each
resource and are allowed to decommit from existing agreements. The contributions
of this chapter include: 1) To avoid the risk of the “collapse” of the overall nego-
tiation due to failing to acquire some scarce resources, negotiation agents have the
flexibility to adjust the deadline for different resources based on market competition,
which allows agents to response to uncertainties in resource planning. 2) Each agent
utilizes a time-dependent strategy in which the reserve price of each resource is dy-
namically determined by considering (conflict probability), expected agreement price,

and ezpected number of final agreements. 3) As agents are permitted to decommit
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from agreements, an agent can make more than one agreement for each resource and
the maximum number of agreements is constrained by the market situation. 4) An
extensive set of experiments were carried out and the experiments results show that
each of the proposed heuristics contributes to improve agents’ performance and our
proposed approach achieved better negotiation results than representative samples
of existing negotiation strategies.

The experimental results showed that HBAs achieved better negotiation results
(higher expected utilities and higher success rates) than ACMAs, MTDAs, and TDAs.
Moreover, it’s better for HBAs to use all the three heuristics together as each heuris-
tic has different features. The heuristic for proposal creation seems more important
than the other two heuristics. From our experimental results we can see that, when
the negotiation environment is either very “tough” (i.e., short deadline, high compe-
tition, and more resource to negotiate) or very “favorable” (i.e., long deadline, less
competition, and less resource to negotiate), HBAs did not significantly outperform
MTDAs and TDAs. That is because in a “tough” market, all the agents have little
opportunity for making individual agreements, and thus it’s very hard to find a good
set of agreements that satisfy all the resource requirements. In contrast, in a very
“favorable” market, agents can easily make good agreement set. It is in the middle

ground that you see the significant advantage of our approach.
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CHAPTER 6

NEGOTIATION WITH DECOMMITMENT FOR
DYNAMIC RESOURCE ALLOCATION IN CLOUD
COMPUTING

We consider the problem of allocating networked resources in dynamic environ-
ment, such as cloud computing platforms, where providers strategically price re-
sources to maximize their utility. Resource allocation in these environments, where
both providers and consumers are selfish agents, presents numerous challenges since
the number of consumers and their resource demand is highly dynamic. While nu-
merous auction-based approaches have been proposed in the literature, this work
explores an alternative approach where providers and consumers automatically ne-
gotiate resource leasing contracts. Since resource demand and supply can be dynamic
and uncertain, we propose a distributed negotiation mechanism where agents nego-
tiate over both a contract price and a decommitment penalty, which allows agents
to decommit from contracts at a cost. We compare our approach experimentally,
using representative scenarios and workloads, to both combinatorial auctions and
the fixed-price model used by Amazon’s Elastic Compute Cloud, and show that the
negotiation model achieves a higher social welfare. Different from designing nego-
tiation strategies to maximize an agent’s utility in the previous chapter, the focus

in this chapter is designing a mechanism to maximize the social welfare (i.e., the
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sum of all agents’ utilities). The cloud computing resource allocation problem in this
chapter is different from the resource allocation problem in the previous chapter in
a number of aspects. For instance, a seller can sell multiple resources to a buyer and
thus the buyer needs to consider different “plans” (each plan specifies the set of re-
sources to buy from different sellers) to satisfy its resource requirement. In addition,
sellers need to provide resources during a fixed time period. These differences lead
to the need for new approaches that were not considered in the Chapter 5. Before
introducing the cloud computing problem and our resource allocation mechanism,

we first discuss the idea of negotiating over penalty and its advantages.

6.1 Negotiation Over Decommitment Penalty

In automated negotiation systems for self-interested agents, contracts have tra-
ditionally been binding and do not allow agents to efficiently deal with future events
in the environment. Sandholm and Lesser [121] proposed leveled-commitment con-
tracts which allow an agent to be freed from an existing contract at the cost of
simply paying a penalty to the other contract party. A self-interested agent will be
reluctant to decommit because the other contract party might decommit, in which
case the former agent gets freed from the contract, does not incur a penalty, and
collects a penalty from the other party. Despite such strategic decommiting, leveled-
commitment increases the expected payoffs of all contract parties and can enable
deals that are impossible under full commitment [121]. This approach has been

applied in a number of different applications [5, 11, 97, 98].
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In leveled-commitment contracting, both contract parties strategically choose
their level of commitment based on the contract price and decommitment penalty
which are determined prior to the start of the decommiting game. The efficiency of
leveled-commitment contracting depends on how the contract price and decommit-
ment penalty are set. In Sandholm et al.’s model of leveled-commitment contracts
[116, 121, 122], both the contract prices and decommitment penalties are assumed
to be known to the contract parties before the decommiting game. Although algo-
rithms are provided to optimize the social welfare of the equilibrium outcome [116],
the optimization is not for the favor of each contract party. In existing applications
(e.g., [, 11, 97, 98]) of automated negotiation with decommitment, decommitment
penalties are set by third parties (e.g., system designers) and are either fixed or a
function of contract prices.

Negotiating simultaneously over contract prices and decommitment penalties is
appropriate for several reasons. First, it is difficult for system designers to decide
optimal contract prices and decommitment penalties to maximize the social welfare,
especially when there are multiple agents and agents have incomplete information.
It is also intractable to compute agents’ rational equilibrium strategies in many
practical sequential games. Furthermore, it is not appropriate to assume that system
designers have complete knowledge about agents in the system. Finally, a selfish
agent may feel it is advantageous for it to decide the contract price and penalty by
itself. When agents are allowed to negotiate over penalties, each agent has a larger

strategy space which gives it more options for how to react to the current situation

218



and it may be able to achieve a utility which cannot be achieved when it is not
allowed to negotiate over penalty.

This section analyzes agents’ strategic behavior in the bilateral contracting game
prior to the decommiting game to make agreements on a contract and a decommit-
ing penalty. One selfish contract party may prefer another pair of contract price and
decommiting penalty to the contract price and decommitment penalty which max-
imize the social welfare. The leveled-commitment contracting we propose includes
two games: a contracting game where the two parties bargain over contract price
and decommitment penalty and a decommiting game in which the two agents make
strategically decommiting decisions. During the decommiting game, agents will make
optimal decommiting decisions while taking into account the contract price and de-
commitment penalty previously agreed upon. Therefore, in the contracting game,
each agent will try to make the best contract price and penalty which will maximize
its utility in the decommiting game.

As in [116, 121, 122], we consider a contracting setting with two risk neutral
agents who attempt to maximize their own expected payoff: contractor b who pays
to get a task done, and contractee s who gets paid for handling the task. The setting
can be interpreted as modeling a variety of scenarios, for example bargaining between
a buyer and a seller in e-commerce. In our model, b and s negotiate over contract
price and decommitment penalty before additional offers (outside offers) from other
agents become available. Then they strategically choose to decommit or not when

their outside offers are available.
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6.1.1 Leveled-commitment contracting

We study a setting where the future of agents involves uncertainty. We model
this as agents’ potentially receiving outside offers as in [116, 121, 122]. The contrac-
tor’s outside offers could come from some other contractees which can provide the
service requested by the contractor. The contractor can make agreements with those
contractees in the future. The contractor’s best (lowest) outside offer v is character-
ized by a probability density function f(v). The contractee’s best (highest) outside
offer w is characterized by a probability density function g(w). f(v) and g(w) are
assumed statistically independent and are common knowledge [116, 121, 122]. That
is, both agents have symmetric information as they both don’t know the value of v
and w.

The contractor’s options are either to make a contract with the contractee or to
wait for future option v. Similarly, the contractee’s options are either to make a
contract with the contractor or to wait for future option w. The two agents could
make a full commitment contract at some price. Alternatively, they can make a
leveled-commitment contract which is specified by a contract price, p, and a decom-
mitment penalty ¢. If one agent decommits from the agreement, it needs to pay the
penalty ¢ to the other agent.! When the decommitment penalty ¢ is very large, a

leveled-commitment contract is equivalent to a full contract as no agent will choose to

1Our analysis can be easily extended to handle the setting where the penalties for the contractor
and the contractee are different. Setting different penalties for contractor and contractee only makes
it difficult to solve the decommitment game, which has been thoroughly analyzed in the work by
Sandholm et al. [121]. For the contracting game, a new variable will be added but the analysis will
be the same.
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decommit. Therefore, full commitment contracts are a subset of leveled-commitment
contracts.

One implicit assumption is that during the contracting game, the contractor can
only bargain with one contractee and the contractee can also only negotiate with one
contractor. The other assumption is that the bargaining game finishes before outside
options become available. Bargaining protocols can be used to control the length of
negotiation. Moreover, even if agents are allowed to conduct infinite time negotiation,
negotiation often stops soon since bargaining agents usually have deadline constraints
and often face bargaining costs.

The leveled-commitment contracting consists of two stages. In the first stage,
which we call the contracting game, the agents make agreements on both a contract
price and a decommiting penalty. In the second stage, which we call the decommiting
game, the agents decide on whether to decommit or not. Clearly, the equilibrium
of the decommiting game affects the agents’ preferences over contract prices and
decommitment penalties in the contracting game. There is no decommiting game if

agents make a null contract (i.e., no agreement is made) in the contracting game.

6.1.1.1 Contracting game

We consider the widely used one-shot protocol [111]. Formally, agent a € {b, s}
makes an offer [p, q] where p is contract price and ¢ is decommitment penalty. The
other agent a can choose to 1) accept or 2) reject. If a accepts the offer | the
bargaining outcome is [p, q]. Otherwise, the bargaining fails and the outcome is null

contract.
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6.1.1.2 Decommiting game

The decommitting game happens only when the two agents make a leveled-
commitment contract [p,¢]. In the decommiting game, each agent has exactly one
chance to decommit and there are different decommiting mechanisms depending on
who decommits first [116, 121, 122]: 1) contractee has to reveal its decision first; 2)
contractor has to reveal its decision first; and 3) agents reveal their decisions simulta-
neously. We consider the first decommiting mechanism, i.e., contractee takes actions

first and contractor moves next. The other mechanisms can be analyzed analogously.

6.1.2 Optimal contracts

Agents’ bargaining strategies in the contracting game are affected by the outcome
of the decommiting game: each agent wants to make theoptimal contract that maxi-
mizes its expected utility in the decommiting game. There may be multiple optimal
contracts or theoptimal contract may be the null contract.

We follow the same analysis as in [121] to compute agents’ optimal contracts.
Assume that the contract made during the contracting game is [p, ¢]. In a sequential
decommiting game where the contractee has to decommit first, if the contractee
has decommited, the contractor’s best move is not to decommit as ¢ > 0. In the
subgame where the contractee has not decommited, the contractor’s best move is to
decommit if —v—q > —p, i.e., the contractor decommits if its outside offer, v, is below
a threshold v* = p — ¢. So, the probability that it decommits is py, = ffoo f(v)dv.

The contractee gets w — q if it decommits, w + ¢ if it does not but the contractor
does, and p if neither decommits. Thus the contractee decommits if w — ¢ > pp(w +

q)+(1—pp)p. When py, < 1 the inequality above shows that the contractee decommits
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if its outside offer exceeds a threshold w* = p+¢q(1+py)/(1—pp). So, the probability
that it decommits is ps = [*7 g(w)dw.
Given agents’ equilibrium strategies under contract ¢ = [p, ¢], b’s expected payoff

(e, f(v), g(w)) (mp(c, f, g) for short) is

o] (=)o (=)l o+ @pr)to— [ “prynd

—00 —00

The expected payoff 75(c, f, g) of contractee s is

[ stwiw—aau+ [ gl +0)+ (1= ool

If agents fail to make a contract, an agent can wait for its best outside of-
fer. Thus, agents’ expected utilities under the null contract are m,(null, f,g) =
2 —f(w)vdv = —E(v) and ms(null, f, ) = [7_ g(w)wdw = E(w).

Based on this analysis developed previously by Sandholm et al. [116, 121, 122],
we now extend it to a contracting game and discuss agents’ optimal contracts when
agents negotiate over contract prices and decommitment penalties. We assume that
agents are individually rational (IR), i.e., no agent will accept a contract worse than
the null contract. A contract ¢ is IR if it is individually rational for both agents.

Formally, the set C(f, g) of IR contracts based on agents’ beliefs f(v) and g(w) are

{clmo(c, [, 9) 2 =E(v),ms(c, f,9) = E(w)}
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We assume that C(f, g) is not empty. The contract ¢ (f, g) (cZ(f, g)) which maxi-
mizes the contractor’s (contractee’s) expected utility is the contractor’s (contractee’s)

optimal contract. Formally,

cy(f,g9) = argmax (¢, f, g)
ceC(f,9)

cs(f,9) = argmaxmy(c, f, g)
ceC(f,9)

Therefore, the utility a can get is in the range [ma(null, f, g), ma(ci(f, 9), [, 9)]-

6.1.3 Efficiency of Negotiating Over Penalty in Two-player Game

In this section, we experimentally evaluate the efficiency of negotiating over
penalty in the two-player game considered by Sandholm et al. [116, 121, 122]. Each
game is characterized by contractor’s best (lowest) outside offer v is characterized by
probability density functions f(v) and g(w). For each game, we compare the con-
tracting results when agents’ decommitment penalties are determined by negotiation
and results where decommitment penalties are determined exogenously. While there
are many methods to exogenously set decommitment penalties [5, 11, 15, 97, 98],
the following two approaches are the most widely used: 1) fixed penalty independent
of contract prices and 2) penalty as a percentage of contract prices. We compare
our negotiation based approach with the above two approaches. For fixed penalty,
the penalty is chosen from {0,10,20,40}. When the decommitment penalty is a
percentage of a contract price, the rate is chosen from {0.1,0.3,0.5}, i.e., ¢ = 0.1p,

q = 0.3p or ¢ = 0.5p. Thus, there are 8 approaches to set penalties: 4 fixed penalty
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values, 4 penalty functions in which a penalty is a fraction of contract price, and the
bargaining approach. For the bargaining approach, one agent is randomly chosen to
offer to the other agent.

When the penalty is set exogenously, it is possible that two agents fail to make
an agreement whereas they can make an agreement while negotiating over penalty.
For instance, when both v and w are uniformly distributed between 30 and 90, the
two agents can make an agreement when they are negotiating over penalty. However,
they cannot make any agreement when the penalty is ¢ = 40 or ¢ = 0.5p for the
special distributions, no matter which agent is the offering agent.

We extensively evaluated the average social welfare (i.e., the sum of both agents’
average utilities) of different mechanisms in a variety of settings. We found that the
negotiating over penalty achieved higher social welfare than other penalty setting
approaches. Figure 6.1 shows the performance of different mechanisms as well as
the maximum social welfare (which is achieved when the offering agent or a third
party chooses to maximize the social welfare rather than its utility) when f(v) and
g(w) are uniform distributions. f(v) is defined by [Umin, Vmaz] and g(w) is defined by
[Winin, Wimaz) Where 1) 0 < Umin, Umaz, Wimins Winaz < 100 and 2) Vpee > Wi, That
is, the outside offers v and w are in the range of (0, 100] with the constraint that the
contractor’s outside offer v is not always less than the contractee’s outside offer w.?
All values reported in Figure 6.1 is the average value in 10000 randomly generated

settings. We can see that negotiating over penalty achieved much higher utility than

2Note that if v < w, the two agents cannot make a contract.
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Figure 6.1. Efficiency comparison in two-player game (1)

other exogenous penalty setting mechanisms. It can also be seen from Figure 6.1
that, even when the offering agent always chooses the price and penalty to maximize
its utility, the social welfare is close to the maximum social welfare.

Figure 6.2 shows the performance of different mechanisms under the same setting
except 50 < Vmin, Umae < 100, 0 < Wpin, Wmaee < 50. That is, the contractor’s outside
offer v is always no less than the contractee’s outside offer w. In this situation, the
optimal offer of the offering agent is the pair so that no agent has an incentive to
deviate from the contract. Consider that the contractor is the offering agent as an
example. The optimal price the contractor is E(w) and its optimal penalty ¢ is
one value such that the contractee has no incentive to decommit. Obviously, the

contractor will also not decommit since E(w) < E(v). If the contractor offers a price
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Figure 6.2. Efficiency comparison in two-player game (2)

lower than E(w), the contractee will not accept it. The corresponding social welfare
is then 0. In this situation, the maximum social welfare which can be achieved by
exogenously setting the offer is always 0 when they make an agreement. We can find
that negotiating over penalty can always achieve the maximum social welfare. We
also noticed from Figure 6.2 that by exogenously setting a high penalty (40 in this
special case), agents can also achieve the maximum social welfare.

We have shown that in the canonical two player leveled decommitment games, ne-
gotiating over penalty achieved higher social welfare than exogenous penalty setting
mechanisms. In the two player games, agents have symmetric information and the
offering agent is able to compute its optimal offer by solving the contracting games

and decommitment games. In more realistic scenarios in which there are usually
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more than two agents and agents have more uncertainties (e.g., outside options), it
may be intractable to compute the optimal penalty to optimize the social welfare.
Strong assumptions in the two player games leads us to investigate the benefits of
negotiating over penalty in more realistic scenarios.

We have shown that in the canonical two player leveled decommitment games, ne-
gotiating over penalty achieved higher social welfare than exogenous penalty setting
mechanisms. In the two player games, agents have symmetric information and the
offering agent is able to compute its optimal offer by solving the contracting games
and decommitment games. In more realistic scenarios in which there are usually
more than two agents and agents have more uncertainties (e.g., outside options), it
may be intractable to compute the optimal penalty to optimize the social welfare.
Strong assumptions in the two player games leads us to investigate the benefits of

negotiating over penalty in more realistic scenarios such as the resource allocation

problem in GENI.

6.2 Resource Allocation in GENI

We explore our resource allocation problem in the context of NSF’s GENI ini-
tiative [1], which is building a prototype of a shared experimental infrastructure to
investigate next-generation Internet applications. GENI is similar to other cloud
platforms in that it exposes network-accessible APIs for consumers to lease virtu-
alized hardware components, although GENI offers a more diverse collection of re-
sources donated by many providers, such as universities and industry research labs.

The intent is for researchers to experiment with new Internet protocols and appli-
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cations by reserving collections of geographically distributed hardware components
and the network links connecting them, e.g., via Internet2 or NLR. A core concept
for GENI and other cloud computing platforms is resource leasing.

Since GENTI allocates resources from multiple providers, it uses one or more Clear-
inghouses to mediate the allocation. Providers delegate the right to allocate their
resources to these Clearinghouses, which aggregate the resources and allocate them
to researchers. As with Amazon’s EC2 and EBS, GENI allocates virtualized hard-
ware components to leverage statistical multiplexing and allow multiple researchers
to use one hardware component simultaneously.

GENI consists of multiple consumers that acquire resources from one or more
Clearinghouses that act as brokers for transactions between providers and consumers.
The initial intent is for the GENI Project Office to operate a small number of Clear-
inghouses, but, in general, there may be multiple Clearinghouses operated by gov-
ernments, companies, or university-led consortiums. While the initial prototype’s
scale does not warrant market-based allocation mechanisms, reaching GENI’s goal
for Internet-scale operation—allocating millions of components—motivates a market-
oriented approach. Further, decentralizing resource allocation among multiple Clear-
inghouses gives GENI the flexibility to introduce market-oriented approaches incre-
mentally in only a few Clearinghouses initially. We chose GENI as our motivation
because its decentralized design is amenable to incrementally introducing market-
oriented approaches and its structure is still open for debate. Further, we believe
GENTI’s goal as a platform for experimental research should also include research on

its own resource allocation mechanisms.
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In a market-oriented GENI, consumers increase their utility by purchasing re-
sources from Clearinghouses and satisfying their resource requirements. Clearing-
houses allocate resources to maximize their profit—the difference between their rev-
enue from consumers and their cost of providing resources. As motivation for a
market-oriented approach, we also assume that the demand for GENI’s resources
will exceed its supply, which has been the case for GENI’s primary predecessor Plan-
etLab [19, 55]. In general, the market mechanism to determine the resource allocation
could be either centralized, e.g., auction, or distributed, e.g., negotiation. Distributed
approaches like negotiation, where allocations emerge as the result of a sequence of
interactions between self-interested agents, are well-suited to GENI, since its scale

and dynamics preclude a once-and-for-all global optimization of resource usage [1].

6.3 The Negotiation Model
6.3.1 The Resource Allocation Problem

We treat each consumer as a buyer and each provider as a seller, where B denotes
the set of buyers and S denotes the set of sellers. Each buyer b € B has a high level

task 7, such as an experiment. The task 7 of buyer b has the following attributes:

e A resource set Ry, and the quantity of units 7 requires. For a resource r € Ry,

T requires ¢(Ryp, ) units of resource r.

e Task generation time tg(b) when the task is generated.
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e Earliest start time est(b) where task 7 cannot start before time est(b). Gener-
ally est(b) > tg(b) and b can use the time between est(b) and tg(b) to acquire

resources.

e The period pd(b) of resource usage, such that b must use resources R}, for a

period of length pd(b).

e Deadline dl(b) that indicates the latest start time of the task of a buyer b. Since
dl(b) > est(b). If di(b) > est(b), the buyer has the flexibility to determine
the start time of the experiment. Note that the task must finish before di(b) +

pd(b), and a rational buyer will not negotiate after di(b).

e Value vy (t) represents the value b attaches to task completion as a function of
completion time t. Following [86], b has its maximum value at time est(b) +

pd(b) and its minimum value at time dl(b) + pd(b).

Each seller s € S has different types of resources R in varying quantities, ¢(Rs, )
units of resource r € R, and suffers a cost ¢s(r) for providing each unit of resource
r € Rs for a unit time period. This model follows GENTI in that sellers have different
types of resources, although we simplify our problem by allowing only one “plan”
for each task. While we specify only a single set of resources to satisfy each task,
in general, multiple different types of resources may be able to satisfy a task. For
example, a researcher may either plan an experiment with a small number of resources
for a long duration, or a large number of resources and a short duration. In these

cases, we can extend our formulation to include multiple plans.
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Figure 6.3. Finite state machine for the negotiation protocol

We assume each buyer is able to discover the set of resources each seller provides.
This assumption is reasonable since each seller is willing to let others to know its
capability, and, from a single agent’s perspective, knowing other agents’ information
may help it to develop appropriate strategies. For example, if a buyer knows that the
resource competition is low, it may offer a lower price. We assume that 1) each buyer
knows each seller’s expected cost ¢, (r) of providing a resource r ; and 2) each agent
has knowledge about the demand/supply ratio 1 (r) of resource r over time. This
assumption is not more restrictive than related work [11, 98]. Further, in dynamic
markets, a buyer can estimate a seller’s cost and market competition by analyzing its

negotiation history. We explore the sensitivity of this assumption in our experiments.
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Table 6.1. Symbols used in this chapter

Rb the set of resources needed by buyer b
Rs the set of resources provided by seller s
¢(Rp,r)  the quantity of resource r needed by buyer b
q(Rs,7) the quantity of resource r provided by seller s

tg(b) b’s task generation time

est(b) earliest start time of b’s task

pd(b) resource usage period of b’s task

dl(b) deadline of b’s task

Up (1) b’s value of completing its task at time ¢

cs(r) s’s cost for providing one unit of r for a unit time period
() demand /supply ratio of resource r

Ap/ As b/s’s final agreements
TAp/TAs b/s’s tentative agreement set
Al JTA!L  the set of final/tentative full agreements

R(A) the set of resources provided by the agreement set A
RAs s’s running agreements

KA s’s set of final agreements not to decommit

KT As s’s set of tentative agreements to not to cancel

AOq s’s set of offers to accept

6.3.2 Negotiation Protocol
This work extends the alternating offers protocol [111], which has been widely
used for bilateral bargaining. Before we formally define the protocol, we first define

agents’ possible actions:

e offer[o], where o is buyer b’s offer to a seller s. An offer o is of the form

(pr,pe, R, est,pd,dl) where pr is the offering price, pe is the decommitment
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penalty, R specifies the set of required resources and their quantities, est is the
earliest start time of providing resources, pd is the duration, and dl is the latest
time for providing resources. Note that when dl > est, the buyer provides a
flexible schedule and the receiving seller is able to decide the exact start time

of providing resources.

accept[o]. When a seller s receives an offer o', s is able to accept the offer
resulting in the two agents reaching a tentative agreement. If dl(o’) > est(d),
s must decide the exact start time of providing R(0’) and di(0) should be equal

to est(o).

bid[Q]. When a seller s receives an offer o' and the offer is not acceptable, s
can send quotes Q for its available resources. Each quote (Q € Q describes the

quantity of resource r € R(0') and its asking price.

confirm[o]. When a seller s accepts an offer o, two agents reach a tentative
agreement and the buyer can confirm the tentative agreement. If b confirms

the tentative agreement, then the agreement becomes a final agreement.

cancello]. After two agents make a tentative agreement, any agent can cancel
the agreement without paying a penalty. Then, negotiation between the two

agents fails with no agreement.

decommitlo]. After a final agreement is made, an agent has the opportunity
to decommit from the agreement and the decommiting agent pays the penalty

to the other party. Note that after time est(0), no agent can decommit from
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the agreement. Furthermore, the decommiting agent pays the penalty after

decommitment happens.

Figure 6.3 shows the finite state machine for the negotiation between b and s.
The initial state is “buyer reasoning” in which b decides how to make the offer. After
b sends an offer to s, the state is “seller reasoning” in which s is deciding whether
to accept the offer or make a bid. If s accepts the offer, a tentative agreement is
made. Otherwise, s sends a bid to b and then it is b’s turn to decide its offer. If b
confirms a tentative agreement, the negotiation is in the “final agreement” state. If
one agent cancels a tentative agreement or decommits from a final agreement, their
negotiation fails and b can restart to make an offer.

An important feature of our negotiation model is that many buyer-seller pairs can
negotiate simultaneously. In addition to the decommiting action, we also introduce
another pair of actions “confirm” and “cancel”. With the two actions, if a seller
accepts an offer, a buyer can still have the chance to “decommit” from the agreement
without paying a penalty. Assume that b only needs one resource. In absence of
the action cancel, if b makes offers to multiple sellers that all accept, b must buy
multiple items or decommit from agreements by paying penalties. Accordingly, b
may only propose to one seller. In presence of actions cancel and confirm, b can
choose only one contract while negotiating with multiple sellers simultaneously.

Next we formalize the notion of utility. The utility of buyer b depends on its task
completion time and its payment, including 1) its payment for getting resources, and
2) penalties it pays to other agents and receives from other agents. b’s utility at

time ¢ is
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() = vp(t) + pp if b’s task is finished
Ublt) = b otherwise

where py, is the balance of the buyer b—the difference between the payment received
and the payment paid to other agents.

The total utility of each seller s € S from time 0 to time t is us(t) = ps — ¢s
where pg is the balance of the seller s at time ¢ and ¢ is seller s’s cost for providing

resources from the beginning to time ¢.

6.4 Buyers’ Negotiation Strategy
Before formally defining a buyer b’s negotiation strategy, we first discuss other

important factors we consider:

e Deadline Pressure. b must satisfy its resource requirements by the deadline

dl(b), which is a hard constraint.

e Sellers’ Cost. A rational seller will not accept a price lower than its cost. A
buyer needs to offer different prices for different resources which have different

costs.

e Single Provider. If R, C Rs, b can make a full agreement with a single
seller s which can satisfy b’s resource requirements. Otherwise, it must request
resources from different sellers and make a set of partial agreements, each of
which can only satisfy part of b’s resource requirements. The negotiation
for the latter case is more complex since b must have contracts with multiple

sellers, and making no agreement may be better than making agreements which
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cannot satisfy b’s requirements. Furthermore, if b’s resource requirements are
satisfied through a set of contracts, the set of contracts should be compatible

in that all contracts should provide resources during the same time frame.

In summary, a buyer agent’s optimal action at each time point is affected by
many factors and it is impossible to construct an integrated framework in which all
these factors are optimized concurrently. Instead, this work connects those inter-
dependent factors indirectly and develops a set of heuristics to approximate agents’
decision making. In what follows we first introduce buyer b’s strategy (Algorithm 6)

informally and then present it formally.
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Algorithm 6: Negotiation strategy of buyer b

Set A, =0, TAp =0, t is the real time (initially, ¢ = tg(b)).
Let estp = est(b), dlp = dl(b) be the earliest start time and deadline for negotiating partial contracts.
Let  (e.g., 4) be the total number of times to try different execution schedules of partial agreements. Let
Ty = (di(b) — tg(b))/r + tg(b).
while t < dl(b) and the task has not started to run do /* main loop */
foreach s € S such that Rs N Rp # 0 and b is not negotiating with s do

| send offer GENERATE_OFFER(Ay, T Ap,s) to seller s;
end
if seller s sends a bid Q then

| update the bid set;
end
if seller s accepts offer o then

| EVALUATE_ACCEPT(Ap, T Ap,o0,s);
end
if t > estp then
decommit (cancel) agreements Ay, — .A{) (T Ap — T.Ai);
set estp = max{t, est(b)}, dlp = dl(b);
end
if ¢ 2 Tbk then
k——, Tpr, = (dl(b) —t)/k + t;
if R(Ap + T Ap — Al — TA]) C Ry, then

decommit (cancel) agreements Ay, — A{) (TAp — T.A{));
set estp = max{t, est(b)}, dip = di(b);

end

end
if seller s decommits from agreement o then
|  remove o from Ay;
end
if seller s cancel tentative agreement o then
|  remove o from T Ap;
end
if seller s has not responded to b’s proposing o for a period € then
| send offer GENERATE_OFFER(Ay, T Ap,s) to seller s;
end
if seller s has not responded to b’s accepting offer o for a period € then
| cancel the tentative agreement o and remove o from T Ap;
end

end
cancel from all tentative agreements T Ay, ;
if the task has started to run then
| decommit from each agreement o € Ay, if o is useless and pr(o) > pe(0);
else
|  decommit from each agreement o € Ay, if pr(o) > pe(o);
end

One distinguishing feature of b’s negotiation strategy is that it always tries to
make two sets of agreements both of which can satisfy its resource requirements.
Therefore, if a set of agreements is decommited, b can use the other agreement set

to satisfy its resource requirements. If both set of agreements are not decommited,
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when one set of agreements starts execution, b can decommit from the other set of
agreements. If the start time of two sets of agreements are the same, b will choose
one set of agreements to decommit before the execution starts. Specifically, b is
always trying to make a final full agreement and a set of partial final agreements
both of which can satisfy its resource requirements. In case no single seller can
satisfy b’s resource requirements, b makes two sets of partial final agreements. In
addition, b sets a small penalty for each partial agreement and thus it only needs
to pay a small penalty for decommiting from any partial agreement. While a buyer
can make more agreements to increase the probability that its task can be finished,
it has to pay more for those agreements since for each unnecessary agreement, it
has to pay either the penalty or the agreement price. Alternatively, if a buyer only
makes one set of agreements, it may be difficult to find another set of agreements
to satisfy the buyer’s resource requirements when some agreements are decommited.
Experimental results show that making two sets of agreements is better than making
only one set of agreements and making more than two sets of agreements. While
the cloud resource allocation problem is different from the problem in the previous
chapter, our results correspond to our findings in the previous chapter that a buyer
making two or three tentative agreements always gained the highest utility.
Another distinguishing feature of b’s negotiation strategy is that while deciding
the offering price pr(R,est,dl,t) of requesting resources R at time ¢ with earliest
start time est and latest start time dl, the following factors are considered. First,
the pressure of deadline. The buyer makes more concessions when the deadline

approaches. Such time-dependent concession strategies have been widely used in the
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Algorithm 7. GENERATE OFFER(A;, T Ay, s)

if AL UTA]| =0 and Ry, C Rs then

Let price be pr = pr(Rp, max{¢, est(b)}, dl(b), ¢) using Eq. (6.1);
Let the penalty be pe = v, (max{t, est(b)} + pd(b)) — pr;
return offer o = (pr, pe, Rp,, max{t, est(b)}, pd(b), dl(b));

else
Let R = Rs N (Rp — R(Ap + TA, — Al — TAL));
if R =0 then
| return offer o = null;
end

if estp # dip then
If possible, set the value of estp = dip > t + o based on bids from sellers such that the available
resource from estp to estp + pd(b) can satisfy b’s resource requirements;

end

Let price be pr = pr(R, estp, dlp,t) using Eq. (6.2);

Let the penalty be pe = a - pr (e.g., a = 0.05);

return offer o = (pr, pe, R, estp, pd(b), dlp);

end

Algorithm 8: EVALUATE _ACCEPT(Ay, 7 Ap,0,8)

Let new offer o = GENERATE_OFFER(A, T Ap,s);
it 1) R(0) = R(o)) = Ry, | AL UTAL =0, and pr(o) < pr(o') or 2) R(o) = R(o")
est(o) = est(o') = estp = dlp, and pr(o) < pr(o’) then
| confirm agreement o and add it to Ap;
else
|  cancel agreement o;
end

literature [11, 48]. Second, the cost ¢y (r) of resource r. Intuitively, a buyer needs
to pay more for a resource with a higher cost. Third, the demand/supply ratio ¥ (r)
of a resource r. The higher the ratio, the higher the price for the resource. Market
(resource) competition has the largest effect on the equilibrium price [7]. Formally,
the offering price pr(Ry, est, dl, t) for all resources Ry, is defined as

t —tg(b)

¢(Rp) + (RP(est,dl) — C(Rb))(m)E

(6.1)

where ¢(Rp) = >, cr, @b(1)q(Rp, 7)pd(b) is the expected cost of resources Ry, and
RP(est,dl) is the expected value of finishing the task with earliest start time est and

latest start time dl. Formally,
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J& op(pd(b)+t)dt!
RP(est,dl) = et if dl # est
vp(pd(b) + est)  otherwise

When t = tg(b), pr(Rp, est,dl,t) = ¢(Ry), which is the lowest offer acceptable
to sellers. When t = dil(b), pr(Ryp,est,dl,t) = RP(est,dl), which is the highest
offering price of b since the buyer will get negative utility if it pays more than its
value of finishing the task. Parameter ¢ > 0 is used to model how the buyer b
increases its offering price with the increase of time . With infinitely many values
of , there are infinitely many possible strategies in making concessions with respect
to the remaining time. However, they can be classified into: 1) Linear: ¢ =1, 2)
Conciliatory: 0 < e < 1, and 3) Conservative: ¢ > 1 [48]. We adopt the linear
strategy for b.

By considering both resources’ costs and market competition, the buyer’s offering

price for R C Ry, is calculated in the following way:

pr(R,est,dl,t) = Z q(R,r)pd(b)pr(r,est,dl,t) (6.2)
reR

(pr(Rp, est,dl,t) — ¢(Rp)) ¥ (r)cp(r)

pr(r,est,dl,t) = cp(r) + pd(b) ngRb Y(r)ep(r)g(Ry, 1)

pr(r,est,dl, t) is the price for one unit of resource r and it increases with its cost
cp(r) and the demand/supply ratio i (r).
Let A be b’s final agreements and 7. A be b’s tentative agreement set. Let

Al C Ap (TAL C T Ay, respectively) be the set of final full (tentative, respectively)
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agreements. Let R(A) be the set of resources provided by the agreement set A. If
b has no full agreement, i.e., |A{: U TA{)| = 0, it will request for all resources Ry,
from sellers which can satisfy its full resource requirements and request for resources
RsN(Rp — R(Ap+T Ap — A{: — ’TA{:)) from each seller s which can only satisfy part
of its resource requirements. If b has a full agreement, it will request for resources
Rs N (R — R(Ap + T Ap — Al — TAL)) from each seller s € S.

When buyer b wants to acquire resources R from seller s at time ¢, in addition
to specifying the offering price, it also decides the decommitment penalty pe, and
the task execution period. First consider the case in which \A£ U ’T.Aﬁ\ = 0 and
R = Ryp. In this case, b simply requests its earliest execution start time est(b),
deadline di(b), and the execution period di(b). The seller will decide the exact
start time. We use a simple rule to decide the decommitment penalty: the lower
the price pr(Rp, est,dl, t), the higher the penalty. In other words, b does not want
a cheap full agreement to be decommited. One example rule to set the penalty is
pe = vp(max{t, est(b)} + pd(b)) — pr.

We also consider the case | AL UT.Al| > 0 or R # Rp. In this case, b must decide
what time period to request resources since different sellers need to provide resources
in the same time period and this decision making is difficult due to uncertainty and
agents’ selfishness. In this work, b decides the task execution schedule for partial
agreements based on its information about sellers’ available resources, which can be
obtained from the bid messages and acceptance messages from sellers. Note that
there is no guarantee that b can get part or all of s’s available resources due to

the market dynamics. Specifically, b searches from time max{t + o, est(b)} until
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dl(b) and sets the task start time est as the earliest time point from which sellers’
available resources from time est to est + pd(b) can satisfy the buyer’s resource
requirements. We use the parameter ¢ > 0 to allow the buyer the flexibility to
negotiate for resources. We choose this simple rule for two reasons. First, since a
buyer’s value of finishing a task generally decreases with the task start time, the
buyer can potentially achieve a higher utility if it negotiates for a set of agreements
with an early task start time. Second, due to market dynamics and agents’ strategic
interaction, it is impossible to determine the best start time. If there is no start time
for which the buyer’s resource requirements can be satisfied, the buyer simply sets
est = est(b) and dl = di(b) and it will not confirm any partial agreement. Using
our simple rule, we set the decommitment penalty in this case to pe = « - pr, where
0<a<0.2.

Once the task execution schedule of partial agreements is determined, buyer b
will request resources from sellers according to the task execution schedule. However,
the selected task execution schedule may cause buyer b to fail to find agreements
to satisfy its resource requirements. Therefore, it is important for buyer b to try
other task execution schedules if it fails to get agreements with the current schedule.
In other words, buyer b should have the “backtracking” ability of changing its task
execution schedule. In this work, a buyer agent will change its task execution schedule
if it fails to satisfy its resource requirements for a given time. When a buyer b changes

its task execution schedule, it will first decommit from its other partial agreements.
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6.5 Sellers’ Negotiation Strategy

Algorithm 9: Negotiation strategy of seller s
Set As =0, T As = 0;

if buyer b decommits from agreement o then
|  remove o from Ay;
end
if buyer b cancels tentative agreement o then
| remove o from T Ap;
end
if buyer b confirms tentative agreement o then
| remove o from T Ap and add o to Ap;
end
if buyer b sends an offer o then
| run the greedy algorithm for OPTs(RAs, As, T As, Os);
end
if buyer b has not responded to s’s proposing o for a period € then
|  send offer to buyer s with a price cs(r)¢(r, t) for each resource r;
end
if buyer b has not responded to s’s accepting offer o for a period € then
| cancel the tentative agreement o and remove o from T As;
end

Our negotiation strategy for the seller (Algorithm 9) has two features. First, the
seller adopts a “myopic” negotiation strategy in the sense that it accepts an offer if
and only if it can gain some immediate payoff by accepting the offer, and will not
consider the effect of its current action on the future utilities. Part of the reason
is that the seller has limited information about other agents in the market and it
is impractical to make assumptions about behavior of other selfish agents in the
market. In addition, when a seller receives an offer, it will first make acceptance
and decommitment decisions, and then generate bids to the buyer if the offer is not
acceptable. Second, the seller decides the acceptable price for a set of resources based
on resource competition and cost of resources.

If the competition of a resource is high, a seller has an expectation that it will
receive a high price for the resource. When a seller receives an offer o, it first generates
a threshold price ¢(0). If pr(o) < ¢(o0), it will not accept the offer. The threshold

price ¢(0) is defined as
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¢(0) = D a(R(0),r)es(r)(1+ ¢(r))pd(o)

re€R(0)

in which ¢(r)(1 + 9(r))pd(o) is seller s’s “asking” price for one unit of resource
r. Obviously, (o) > cost(o) = > cri @(R(0),r)es(r)pd(o). 1f an offer is not
acceptable, the seller will simply report its available resources in the buyer’s request,
as well as the unit price of each resource r as cs(r)(1 4 1(r)).

Since an agent can decommit from a final agreement, a seller can make more
agreements than its capacity. In this case, a seller can decommit from an unsatisfiable
agreement before the resource providing time. However, since an agent does not know
whether the other agent will decommit from an agreement and the seller may pay
a high penalty, we have chosen a seller’s strategy where the seller may not make
agreements beyond its capability. That is, without decommiting from any final
agreement or canceling any tentative agreement, the seller must be able to fulfill
its current running agreements R.Ag, final agreements Ag, and tentative agreements
T Ag [115]. This strategy also implies that when a seller receives a message indicating
confirmation of an agreement, it can fulfill the agreement without decommiting from
any final agreement or cancel any tentative agreement.

The most difficult decision problem for the seller is how to handle a set of accept-
able offers, which can be formulated as an optimization problem OPTs(RAs, As, T As, Os):
Given the running agreements R.Ag, final agreements Ay, tentative agreements T As,
and offers Og, compute the set KAg of final agreements not to decommit, the set
KT Ag of tentative agreements to not to cancel, and the set AQq of offers to accept

to maximize the following objective function
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Z pr(o) — cost(o) — Z pe(o)

0K AsUKT AsUAOs 0€As—KAs
with the constraint that s can fulfill final agreements KA and tentative agreements

TAs U AOs.
Theorem 27. The optimization problem OPTg(RAs, As, T As, O5) is N'P-complete.

The theorem’s proof is a straightforward reduction from the 0-1 Knapsack prob-
lem. Thus, we propose a greedy algorithm to handle this computationally costly opti-
mization problem. First, an agreement is treated as an offer and let Q0 = A;UT A;UOq

be the set of offers that must be considered. s’s revenue of accepting offer o € Q is

rv(0) = { pr(o) — cost(o) 4+ pe(o) if o € Ag
pr(o) — cost(o) otherwise

Next, all the offers €2 are sorted by decreasing revenue and offers are greedily
picked in this order, starting with the first offer, and until no offers remain. Let
Y = () be the set of accepted offers. When an offer o is picked, add o to € and
check whether the seller is able to fulfill all agreements 2. Note that if o € Og
and dl(o) > est(0), the seller must decide the schedule (the start time of providing
resources and end time of providing resources) for providing resources specified in the
offer. If the seller can fulfill all the agreements in €)' and o is an offer from a buyer,
the seller will send an acceptance message to the buyer. If the seller cannot fulfill
all the agreements in €2, remove o from €. If 0 € A, then send a decommitment
message to the buyer involved in the agreement and pay the penalty. If o € T A,

send a cancel message to the buyer involved in the agreement.

246



Table 6.2. Variables

Variables Values
Number of sellers [5,20]
No. of resource types per seller (2, 8]
Quantity of a resource per seller (2, 20]
Unit cost of a resource [10, 100]
No. of resource types per buyer (2, 6]
Quantity of a resource per buyer (2, 8]
Value/cost ratio [1.2,5]
pd(b) (10, 50]
di(b)-p dlgdb()g)m(b)“ (task execution flexibility) [0, 7]
W (negotiation time ratio) [1,8]
resource demand/supply ratio ¥ (r) [0.2,10]

6.6 Empirical evaluation

To evaluate the performance of our mechanism, we implement a simulation testbed
consisting of a discrete time virtual marketplace and a set of trading agents. We
generate all seller agents before the market opens and buyers dynamically enter the
market, which matches real-world environments with a fixed number of well-known

sellers.

6.6.1 Different Mechanisms

Negotiation mechanism (NG): When a buyer enters the market, it negotiates
with sellers following the protocol described in Section 6.3.2. At each time point,
first all buyers are triggered and then all sellers are triggered. All agents employ the

negotiation strategies described in Sections 6.4 and 6.5. A buyer quits the market
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when its task is finished or it fails to satisfy its resource requirements by its deadline.

For comparison, we also implemented two other widely used mechanisms:

e Combinatorial reverse auction (CRA): In combinatorial auctions [42], a large
number of items are auctioned concurrently. In combinatorial reverse auctions,
a buyer buys goods from many competing sellers. When a buyer enters the
market, it announces its resource requirements, and sellers submit bids indi-
cating the set of resources and their prices. Finally, the buyer determines the
set of contracts. The buyer uses the well-known strategy-proof Vickrey auction
mechanism. We assume that each seller has no knowledge of other buyers and,

thus, each seller truthfully reports its available resources and their costs.

e Fized price scheme (Amazon) [3]: Amazon EC2 is a web service that provides
resizable compute capacity. The primary pricing mechanism for Amazon is a
fixed price scheme with hourly charges per virtual machine. While using the
Amazon scheme, a seller sets its price for each resource in advance and sellers
constantly update their available resources. When a buyer enters the market,
it decides the set of resources to buy. In our experiments, we tried different
methods for setting price of each resource, where the price/cost ratio is 1, 2, 3,

or .

The Amazon scheme is similar to CRA, except that in the Amazon scheme, a
seller’s payment from buyers is decided by the seller. In contrast, a seller’s payment
in CRA is the opportunity cost that its presence introduces to all the other agents.

Note that when the price/cost in the Amazon scheme is 1, the Amazon scheme is
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Figure 6.4. Social welfare and resource competition

equivalent to CRA in terms of the allocation since each seller will only charge its
cost. Our negotiation model is also similar to CRA since sellers’ accepting offers in
the negotiation model are equivalent to submitting bids in the auction model. There
are two main differences between our negotiation model and the other two models.
First, in the negotiation model, agents are allowed to decommit from agreements.

Second, there is a dynamic bargaining process in the negotiation model.

6.6.2 Experimental Settings and Measures
We performed a series of experiments in a variety of test environments using the
parameters from Table 6.2. The parameters are inspired by the current design of the

GENTI infrastructure [1]. In the experiments, the number of sellers are in the range of
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Figure 6.5. Success rate and resource competition

[5, 20], where each seller can provide 4 to 8 different types of resources. The quantity
of a resource a seller can provide is in the range of [2,20]. The cost of a resource
per unit time is in the range of [10,100]. Each buyer needs 2 to 6 different types

of resources, and for each type of resource, a buyer needs 2 to 6 units. The length

of resource usage is in the range of [10,50]. The ratio &> dlgs()g)“t(b)ﬂ € [0,7]

describes a buyer’s flexibility of deciding when to start its task. Similarly, ratio
% € [1, 8] represents a buyer’s time to negotiate for resources. We assume
that each buyer has a linear value function in which the buyer gets the highest
value when the task starts from est(b) and the buyer gets the lowest value when the

task starts at di(b). Value/cost ratio is used to generate a buyer’s maximum value

and minimum value based on sellers’ cost of providing resources. ¢ (r) € [0.2,10] is
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Figure 6.6. Social welfare and number of resource to acquire

the ratio of total resource requirements to total resource supply through the whole
experiment horizon.

The main performance measure is the social welfare—the sum of all agents’ util-
ities. Since the social welfare of a mechanism in different settings could be signifi-
cantly different, we report the ratio of the social welfare of CRA and the Amazon
mechanism to the social welfare of NG. We also report the success rate of different
mechanisms—the percentage of buyers which successfully complete their tasks. Note

that a high success rate does not imply a high social welfare.
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Figure 6.7. Success rate and number of resource to acquire

6.6.3 Results

Extensive stochastic simulations were carried out for all the combinations of vari-
ables in Table 6.2. For each combination, we randomly generated over 5000 exper-
iments and for each experiment, and tried all the three mechanisms and generated
average performance measures. Even though extensive stochastic simulations were
carried out for all the situations, due to space limitations, we only present the repre-
sentative results. The length of each experiment is 1000 time units. We found that
the confidence interval for each average value is very tight around the value, so the

confidence intervals are not reported.
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6.6.3.1 Performance of the negotiation mechanism

Observation 1: NG achieved about 13% higher social welfare than any other eval-
uated mechanism. Figure 6.4 shows how the social welfare of different mechanisms
changes with resource demand/supply ratio ¥(r). We can observe that in all situa-
tions, NG’s social welfare is always higher than any other mechanism. Furthermore,
when (r) is small (e.g., 0.2), CRA or the Amazon scheme with lower prices (e.g.,
Amazon-1.5) achieved higher social welfare than with higher prices (e.g., Amazon-8).
In contrast, when (r) is large (e.g., 6), the Amazon scheme with higher prices (e.g.,
Amazon-8) achieved higher social welfare than CRA or Amazon scheme with lower
prices. This observation is intuitive: When the resource competition is low, there
are plenty of resources and each buyer can find them. However, when the resource
competition is high, a mechanism can achieve a high social welfare if tasks with high
revenues can be completed. If the price of each resource is low, a task with low
revenue may get resources and a task with high revenue may fail to get resources
since the resource were prematurely committed to the low revenue buyer and there
was no way to decommit from the decision. In contrast, if a high price is set for each
resource, only tasks with high revenues can get resources.

Figure 6.5 shows how the success rates of different mechanisms change with re-
source demand/supply ratio. First, a mechanism with a higher price has a lower
success rate than that of a mechanism with a lower price. NG’s success rate is lower
than some mechanisms with lower prices due to fact that in negotiation, each agent
will not accept or offer any offer worse than its expectation. However, NG’s suc-

cess rate is lower than that of any other mechanisms by no more than 10% when
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Figure 6.8. Social welfare and the flexibility of starting a task

the resource demand/supply ratio is low and is almost the highest when the re-
source demand/supply ratio is higher than 1. Second, with the increase of resource
competition, the success rate of each mechanism decreases, which corresponds to
the intuition that with higher resource competition, it is more difficult to acquire
resources.

Observation 2:  Figure 6.6 shows how the social welfare of different mecha-
nisms changes with the average number of resources acquired by buyers, which is
ZreRb ¢(Rp, 7). We can observe that the advantage of NG over other mechanisms
increases with the number of resources to acquire. Figure 6.7 shows that the success
rate decreases with the number of resources to acquire, which is intuitive since it is

difficult to acquire more resources which have to be provided during the same period.
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Figure 6.9. Success rate and the flexibility of starting a task

Observation 3: In some cases, the difference between a deadline and the earliest
start time is large and each buyer has more flexility of deciding when to start its task.
A buyer b can use the time between est(b) and dl(b) to negotiate for resources. As
shown in Figure 6.9, the success rate of NG increases when buyers have more flexi-
bility to decide when to start task execution. However, an agreement’s probability
of being decommited increases with more flexibility. Accordingly, a buyer may fail
to get resources due to the decommitment. Figure 6.8 shows that, with the increase
of the flexibility, the advantage of NG over the other mechanisms increases at the
beginning and slightly decreases when buyers have a lot of flexibility to decide when

to start task execution, which is mainly due to sellers’ decommitment.
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Figure 6.10. Social welfare and negotiation time

Observation 4: A buyer b can start negotiation at time tg(b) and its task cannot
start before est(b). Figure 6.11 shows that NG’s success rate increases with (est(b)—
tg(b))/pd(b) since a buyer has more time to negotiate for resources. However, as
shown in Figure 6.10, the advantage of NG does not strictly increase with negotiation
time: its advantage decreases when buyers have a long negotiation time. The reason
is that a buyer’s agreements made at an early stage may be decommited by sellers
when there is a long negotiation deadline.

Observation 5: In addition to a fully distributed auction (CRA), we also designed
a super buyer which receives requests from buyers and buys resources for buyers. The
super buyer runs the auction when it has received a certain number of requests or

one requesting buyer’s deadline is approaching, whichever occurs first. Experimental
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Figure 6.11. Success rate and negotiation time

results show that NG still beat the centralized CRA by 11%. The centralized CRA
beat the distributed CRA by no more than 2%.

One major difference between the distributed auction model and our negotiation
mechanism is that in the negotiation mechanism agents are allowed to decommit
from existing contracts at the cost of paying penalties. For comparison reason, we
also allow agents to decommit in the auction model where decommitment penalties
are set exogenously [11, 98], e.g., fixed penalties (e.g., {0, 10,20,40}) or penalty as a
percentage (e.g.,{0.1,0.3,0.5}) of a contract price. Experimental results show that
CRA with decommitment is better than CRA without decommitment by no more

than 3.5%.
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6.6.3.2 Evaluating agents’ negotiation strategies

Observation 6:  Since it is impossible to find out agents’ equilibrium strate-
gies in the complex bargaining game, we designed strategies for agents by taking
into account some important factors which are considered in the literature. While
negotiation agents with the strategies achieved higher social welfare than other mech-
anisms, one may ask whether agents have an incentive to switch to other strategies.
To answer this question, we tried some other strategies as follows: 1) each buyer
makes only one set of agreements, 2) each buyer makes three sets of agreements,
3) when an agent decide to decommit from an agreement o, it decommits before
est(o) rather than decommits immediately, 4) and a seller makes contracts beyond
its capability.

We found that making these changes did not improve either utilities of agents
with new strategies or NG’s performance. Always making two sets of contracts is
a good choice due to the tradeoff between failing to finish the task and paying too
much. While delaying decommitment does not “hurt” an agent directly, it hurts the
agent “indirectly” since resource competition will increase if each agent holds more
contracts. Further, it is better for a seller not to make contracts beyond its capability:
if the resource competition is low, generally a seller cannot make contracts beyond its
capability, and if the resource competition is high, a buyer is less likely to decommit
from a contract and a seller may have to pay more penalties for contracts beyond its

capability.
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6.6.3.3 Sensitivity analysis

We also did additional experiments to explore the sensitivity of our experimental
results to changes to the parameters of our experimental environments or assump-
tions about our negotiation model.

Observation 7: This work assumes that each agent knows the demand/supply
ratio of each resource. In reality, an agent may not know the demand/supply ratio.
We tested the negotiation model without this assumption and alternatively, each
agent predicts the demand/supply ratio through its interaction with buyers. Specifi-
cally, a seller can estimate the competition of a resource according to 1) the requests
for the resource from all the buyers in the last A time points and 2) the total number
of resources provided by other sellers. A buyer can estimate the competition of a
resource according to bids from sellers. In this case, we found that the social welfare
of NG is still 10% higher than other mechanisms.

Observation 8: This work also assumes that each agent knows each seller’s cost
of a resource. We found that that the accuracy of this information does have a slight
effect on agents’ negotiation performance. When the believed cost is less than half
of the actual cost, the average social welfare of NG is 6% lower than that of NG in
which each buyer knows the actual cost.

Observation 9:  Different from existing work on automated negotiation with
recommitment, in our framework agents negotiate over both price and decomitment
penalty. We compared setting penalties through negotiation with exogenous mech-
anisms for setting penalties [11, 98], e.g., fixed penalties (e.g., {0,10,20,40}) or

penalty as a percentage (e.g.,{0.1,0.3,0.5}) of a contract price. We found that set-
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ting penalties through negotiation achieved much higher social welfare than those
exogenous mechanisms for setting penalties. In fact, setting a decommitment penalty
(function) to maximize social welfare is a difficult problem for the system designer
due to lack of knowledge and agents’ strategic behavior. Accordingly, it may be a

good idea to give agents the flexibility to decide the decommitment penalty.

6.7 Summary

This chapter presents the design and implementation of a negotiation mechanism
for dynamic resource allocation problem in cloud computing. Our negotiation model
goes beyond the state of the art in the following aspects: 1) Multiple buyers and sell-
ers are allowed to negotiate with each other concurrently and an agent is allowed to
decommimt from an agreement at the cost of paying a penalty; 2) Agents are allowed
to negotiate over both price and penalty; 3) Negotiation strategies for both buyers
and sellers consider important factors widely studied in the literature. Experimental
results show that the proposed negotiation model outperforms different combinato-
rial auction mechanisms and Amazon’s fixed price model. In general, the proposed
mechanism can be applied in wide range of dynamic resource allocation problems.
This chapter also complements previous work on leveled-commitment contracting
by integrating a strategic contracting game with the leveled decommiting game and

analyzing agents’ equilibrium strategies in the contracting game.

260



CHAPTER 7
CONCLUSIONS AND FUTURE RESEARCH

This thesis set out to investigate the role of automated negotiation in various
aspects of complex multi-agent resource allocation problems. In this final chapter,
we will summarize the research contributions of this work, as well as discuss directions

for future research.

7.1 Contributions

The work described in this thesis makes a number of important contributions
to the state of the art in the area of agent mediated negotiation by extending both
theoretical and heuristic bargaining approaches to more realistic settings involving
uncertainty, market competition, decommitment, and acquirement of multiple re-

sources. The contributions of this work can be summarized as follows:

e We present a novel algorithm to find pure strategy sequential equilibria in bi-
lateral bargaining with multi-type uncertainty [6, 8]. Our algorithm combines
together game theoretic analysis with search techniques. Our algorithm goes
beyond existing algorithms dealing with complete information settings. Se-

quential games of incomplete information are ubiquitous and our approach is
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not specific to an application since it can be applied to other uncertainty set-
tings, e.g., multi-issue negotiation with uncertain weight functions [51]. Our
study shows that there exists at least one sequential equilibrium in more than
99.7% of scenarios we have tried in which there are deadline constraints and
incomplete information. We also compared the performance of the equilibrium
strategies and representative heuristic based strategies. Empirical results show
that agents with equilibrium strategies achieved higher utilities than agents
with heuristic based strategies. Furthermore, when both agents adopt the equi-
librium strategies, the agents achieved much higher social welfare than that in

all other strategy combinations.

We extend the alternating-offers protocol to handle multiple trading opportu-
nities and market competition [7]. We provide an algorithm based on backward
induction to compute the subgame perfect equilibrium of concurrent one-to-
many negotiation and many-to-many negotiation. This is the first work on
analyzing agents’ equilibrium strategies in concurrent negotiation in markets.
We observe that agents’ bargaining power are affected by the proposing order-
ing and market competition. We find that for a large subset of the space of the
parameters, agents’ equilibrium strategies depend on the values of a narrow
number of parameters. We also provide an algorithm to find a pure strategy
sequential equilibrium in one-to-many negotiation where there is uncertainty

regarding the reserve price of one agent.

We develop and experimentally evaluate negotiation agents that negotiate for

multiple resources where agents don’t know the reserve price of each resource
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and are allowed to decommit from existing agreements. Existing work only
considers single resource negotiation and often make unrealistic assumptions
about agents’ knowledge. The distinguishing feature of negotiation agents is
that they are designed with the flexibility to adjust 1) the number of tentative
agreements for each resource and 2) the amount of concession by reacting to i)
changing market conditions, and ii) the current negotiation status of all con-
currently negotiating threads. In addition, to avoid the risk of the “collapse”
of the overall negotiation due to failing to acquire some scarce resources, nego-
tiation agents have the flexibility to adjust the deadline for different resources
based on market competition, which allows agents to response to uncertainties
in resource planning. An extensive set of experiments were carried out and the
experiments results show that each of the proposed heuristics contributes to
improve agents’ performance and our proposed approach achieved better nego-

tiation results than representative samples of existing negotiation strategies.

We propose a distributed negotiation mechanism for the problem of allocating
networked resources in dynamic environment, such as cloud computing plat-
forms. In the negotiation model, multiple buyers and sellers are allowed to
negotiate with each other concurrently and an agent is allowed to decommimt
from an agreement at the cost of paying a penalty. Furthermore, agents nego-
tiate over both a contract price and a decommitment penalty. We also propose
negotiation strategies for both buyers and sellers considering important fac-
tors widely studied in the literature. Experimental results show the advantage

of the negotiation model over different combinatorial auction mechanisms and
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Amazon’s fixed price model. In general, the proposed mechanism can be ap-
plied in wide range of dynamic resource allocation problems. This is the first

work that shows the importance of negotiation over decommitment penalties.

7.2 Future Research

Future research in negotiation theory includes attacking some challenging open
negotiation problems concerning issue multiplicity, information incompleteness, and
negotiation involving multiple agents. The problem of efficient negotiation over mul-
tiple issues is more difficult than simple issue negotiation due to difficulties in finding
efficient mechanisms that produce Pareto optimal agreements. In presence of incom-
plete information, it is often difficult to compute agents’ (sequential) equilibrium
strategies. We have proposed a general algorithm dealing with bargaining with un-
certainty and there are several natural directions suggested by our research. The
first one concerns the extension of our results in bargaining situations where there
are two-sided uncertainty or other parameters are uncertain (e.g., discount factor).
Second, we have seen from experimental results that there are more than one pure
strategy sequential equilibrium in some scenarios. It would be useful to design coor-
dination mechanisms for choosing certain equilibrium strategies for agents to play. In
addition, characterizing bargaining games with no sequential equilibrium is also on
the agenda. Finally, our experiments about the performance of equilibrium strate-
gies thus far have focused on scenarios ranging from low to moderate complexity, but
we wish to investigate much larger problems where there are longer deadlines and

more buyer types. Regarding multiple agents, a central research topic in bargaining
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theory is understanding bargaining power, which is related to the relative abilities of
agents in a situation to exert influence over each other. In bilateral bargaining, each
agent’s bargaining power is affected by its reserve price, patience attitude, deadline,
etc. When many buyers and sellers are involved in negotiation, it is important to
investigate how the market competition will affect agents’ equilibrium bargaining
strategies. With a large number of buyers and sellers, a single agent is unlikely to
have much influence on the market equilibrium.

Another future research direction is looking at new applications of automated
negotiation for complex multi-agent resource allocation. In practical multi-agent
resource allocation problems (e.g., the two resource allocation problem discussed in
Chapter 1), information incompleteness and existence of market competition make it
intractable to compute agents’ equilibrium strategies. The community has explored
solutions which are alternative to the classic game theoretic solution by bounding
agents’ rationality. In such situations, designing heuristics that perform well is still
a challenging problem. First, an agent needs to learn knowledge from its negotiation
history. Second, market dynamics may require an agent to reason about future
trading opportunities. In addition, each agent needs to reason about other agents’
strategies. I will try to apply the distributed negotiation approach for resource
allocation in new applications I have not looked into before, e.g., electronic commerce,
supply chain, web/grid service composition, workflow, and enterprise integration.

In addition to designing negotiation strategies to maximizing an agent’s utility,
designing negotiation mechanisms that maximize some global performance measures

(e.g., social welfare) is also a future research direction. One line of research is in-
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vestigating some simplified bargaining games. For instance, Athey and Segal [16]
consider the bargaining mechanism design problem of allocating a good between two
players where the players’ valuations in each period are private information, and the
valuations change over time following a first-order Markov process. The other line
of research is considering more complex environment and evaluating different mech-
anisms through experimentation. The negotiation model in Chapter 6 falls into this
category and there are a number of future research directions. First, in the current
design, an agent will make its decision (e.g., accept, confirm) immediately after it
receives a message. As future work, we will consider the role of delaying making
decisions. Second, while it is impossible to derive agents’ equilibrium strategies in
such dynamic resource allocation game, it would be interesting to investigate agents’
rational strategies in some simplified scenarios [7]. Third, fully understanding the
role of decommitment in this resource allocation game deserves further analysis and
experimentation. Finally, studying and evaluating other auction models (e.g., par-
tially centralized auction models with different ways of determining when to run
auctions) are also necessary.

Another interesting future research direction is bargaining in trading networks.
Different from trading in markets, a buyer and a seller can negotiate for an agreement
if and only if they have a relationship, or “link”, to engage in exchange. This setting
is practical since individual buyers and sellers often trade through intermediaries,
not all buyers and sellers have access to the same intermediaries. One good example
of this setting is the trade of agricultural goods in developing countries [25]. Given

inadequate transportation networks, and poor farmers’ limited access to capital,

266



many farmers have no alternative to trading with middlemen in inefficient local
markets. Bargaining in trading networks has received a lot of attention in recent
years (e.g., [25, 103, 76, 32, 38]) and the focus is analyzing agents’ strategic behavior.
Future research should include analyzing agents’ strategies in incomplete information
settings and how network structure will agents’ strategies and bargaining outcome.
Bargaining theory so far assumes that agents are fully rational, which rarely holds
in real-world domains as is well known, such human beings may not be utility maxi-
mizers. Therefore, theoretic analysis may be not useful in practice. Future research
will include analyzing strategic behavior of agents with bounded rationality. Another
related future research direction is building systems to support human negotiation
(e.g., [88, 89]), which is difficult due to a number of reasons. First, we need to con-
sider much larger negotiation space and strategy space. For instance, human beings
often use body langues while doing negotiation. Second, we need to consider many
other factors such as emotion, trust, power, culture, belief, desire, and intention.
Future research should also include designing new business models for creating
virtual enterprises. A virtual enterprise is a temporary group of fully autonomous
agents that is formed to meet a special objective or to provide a special service.
Achieving this objective or service involves performing a series of tasks that require

repeated interactions among virtual enterprise members.
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