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ABSTRACT

CENTRALIZED AND DECENTRALIZED
MANAGEMENT OF WATER RESOURCES WITH
MULTIPLE USERS

Yahya Saleh
Ph.D. in Industrial Engineering
Supervisor: Prof. Dr. Ulkii Giirler
Supervisor: Assoc. Prof. Dr. Emre Berk
June, 2011

In this study, we investigate two water inventory management schemes with mul-
tiple users in a dynamic game-theoretic structure over a two-period planning
horizon. We first investigate the groundwater inventory management problem
(7) under the decentralized management scheme, where each user is allowed to
pump water from a common aquifer making usage decisions individually in a non-
cooperative fashion, and (i7) under the centralized management scheme, where
users are allowed to pump water from a common aquifer with the supervision
of a social planner. We consider the case of n non-identical users distributed
over a common aquifer region. Furthermore, we consider different geometric
configurations overlying the aquifer, namely, the strip, ring, double-layer ring,
multi-layer ring and grid configurations. In each configuration, general analytical
results of the optimal groundwater usage are obtained and numerical examples
are discussed. We then consider the surface and groundwater conjunctive use
management problem with two non-identical users in a dynamic game-theoretic
structure over a planning horizon of two periods. Optimal water allocation and
usage policies are obtained for each user in each period under the decentralized
and centralized settings. Some pertinent hypothetical numerical examples are
also provided.

Keywords: Groundwater, Surface Water, Centralized and Decentralized Manage-

ment, Conjunctive Water Use, Darcy’s Law, Nash Equilibrium.
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OZET

MERKEZI VE MERKEZI OLMAYAN SU
KAYNAKLARININ COK KULLANICILI YONETIMI

Yahya Saleh
Endiistri Miithendisligi, Doktora
Tez Yoneticisi: Prof. Dr. Ulkii Giirler
Tez Yoneticisi: Assoc. Prof. Dr. Emre Berk
Haziran, 2011

Bu caligmada iki periyotluk dinamik oyun teorisi yapisinda ¢ok kullanicili suyun
envanter yonetimini iki farkll durum icin gozlemledik. Ozellikle, ilk olarak her
bir kullanicili ortak bir akiferden su pompalayabildigi, kararlarini bireysel olarak
kooperatif olmayacak gekilde aldiklar1 () merkezi olmayan yeralt1 suyu yonetimi
problemini, (i) merkezi bir planla bir sosyal plancinin 6nerisiyle kullanicilarin
su pompaladiklar1 durumlar: inceledik ve n tane birbirinden farkl kullanicinin
ortak bir akifer alanina dagitildigi durumu gozlemledik. Ayrica, akiferin {izerini
orten gerit, halka, iki katmanl halka, ¢ok katmanli halka ve 1zgara gibi degisik
geometrik konfigiirasyonlar1 inceledik. Her bir konfigiirasyonda, optimal yer-
alt1 suyu kullanimiyla ilgili analitik sonuglar elde edildi ve merkezi ve merkezi
olmayan durumlar igin sayisal ornekler verildi. Sonrasinda, yiizey ve yeralti
sular1 yonetimini birlikte degerlendirdigimiz birbirinden farkli iki kullanici igin
dinamik oyun teorisi yapisinda iki periyotluk problemi goéz oniinde bulundur-
duk. Yani, merkezi olmayan yonetim planlamasi i¢in, her bir kullanici her iki
su kaynagindan da kooperatif olmayan sekilde su kullanabilmektedir. Ote yan-
dan, merkezi yonetim planlamasinda ise, iki kullanic1 da her iki su kaynagini bir
sosyal planlamacinin gozetimi altinda kullanabilmektedir. Optimal su paylagin
ve kullanim politikalari her bir kullanici i¢in merkezi ve merkezi olmayan durum-
larda elde edilmigtir. Bazi konuyla alakali varsayimlh sayisal ornekler de ayrica

verilmigtir.

Anahtar sozciikler: Yeralt1 Suyu, Yiizey Suyu, Merkezi ve Merkezi Olmayan
Yonetim, Birbirine Bagh Su Kullanimi, Darcy Yasasi, Nash Dengesi.
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Chapter 1

Introduction

Effective management of limited resources shared by multiple users is becoming of
more importance due to increasing pressures resulting from demographic and/or
economic growth and ecological deterioration. Such resources include fisheries,
water and clean air. These resources suffer from either lack of enforceable private
property rights or their designation of common/public property. Furthermore,
they exhibit an interesting property; they tend to move from one location to an-
other depending on the extent of usage. Water is a vital source for sustainability
and efficient use of it is essential for life on earth. Underground water laterally
flows within an aquifer along with the hydrological gradient (difference between
low and high water levels) as governed by Darcy’s Law; schools of fish travel to
other locations to run away from heavy fishing in one location; pollution at a
point is dissipated degrading the overall quality over a larger area. This property
permits gaming behavior among users upon using of these resources. In spite of
the fact that about two-thirds of the earth’s surface is covered by ocean water,
fresh water supplies are becoming more limited and scarce due to the continuous
growth of population, particularly in developing countries. Fresh water supplies
may come from surface water bodies like rivers and lakes or from groundwater.
The availability of surface water depends on the annual quantities of rainfalls and
water harvesting collected and stored in main reservoirs. Groundwater is the wa-

ter that has percolated to a usable aquifer that provides water storage. Scarcity
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of water - for personal and industrial /agricultural use - is increasing in both ab-
solute and relative terms. Shortages observed in rainfall, adverse micro-climatic
changes, contamination of groundwater reservoirs (aquifers) due to increasing in-
dustrial and human pollution result in a decrease in the amount of water of certain
quality fit for use. Increases in demand for water due to growth in the overall
populations and changes in consumption patterns result in the relative scarcity
of this precious resource. In arid and semi-arid regions of the globe, the scarcity
is reaching critical levels. The gaming behavior of users may be detrimental for
many communities for some generations to come. In the context of fresh water
resources usage management, users represent water users in the macro as well
as in the micro levels of real-life applications. In the macro level, users might
represent two neighbor countries, each has its own sources of surface water (main
and local reservoirs), and simultaneously shares the stock of a transboundary
groundwater aquifer (basin) with its neighbor. Each country aims at determin-
ing the optimal polices of water usage from both sources taking into account the
commonality of groundwater stock with the other country in order to maximize
its water usage profits realized over time. This fierce competition on common
groundwater stocks might result in unfair allocation of this valuable resource be-
tween these countries and sometimes it might result in serious political crises and
conflicts. Another real application arises in two neighboring cities, where one city
has its own surface water sources and uses water chiefly for industrial purposes
and, simultaneously, shares a common groundwater stock with an adjacent city
having its own surface water sources as well but mainly consumes water for resi-
dential purposes (drinking). Industrial consumers accelerate the depletion of the
common stock of groundwater on the account of urban users who might suffer
frequent deprivation of drinking water as a result of that. Many applications
might be visible in many micro level in reality. One application of that is when
users represent different industries, each having its own stock of surface water
stored in its own reservoirs and shares the common groundwater stock with an
adjacent industry. Industries might be non-identical because their water usage
cost and their water usage revenue structures might be different. In the sequence,
one industry might face several water shortages due to the unfair usage of the

common groundwater stock of its rival. Another application, like the one of this
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study, where fresh water supplies are used for agricultural purposes to irrigate
different crops. In this case, users represent adjacent farms in which different
crops with different yields are irrigated by farm owners (farmers) under different

water usage (holding and pumping) technologies .

In this study, we investigate the management problem of water usage and
allocation among multiple users under dynamic game-theoretic structures. More
formally, in the first part of this study, we investigate two groundwater inventory
management schemes with multiple users in a dynamic game-theoretic structure:
(i) under the decentralized management scheme (decentralized problem), each
user is allowed to pump water from a common aquifer making usage decisions
individually in a non-cooperative fashion. Under this setting, each user’s objec-
tive is to choose the water usage quantity that maximizes her own profit realized
from water usage taking into account the usage quantities (responses) of her
neighbors. On the other hand, (%) under the centralized management scheme
(centralized problem), users are allowed to pump water from a common aquifer
with the supervision of a social planner, who is interested in determining the
water usage quantities of all users which maximize the total water usage realized
profits. This work is motivated by the work of Saak and Peterson [52], which
considers a model with two identical users sharing a common aquifer over a two-
period planning horizon. Groundwater is pumped from the aquifer and used for
agricultural purposes to satisfy the irrigation demands of some growing crops in
some agricultural areas. In this work, the model and results of Saak and Peter-
son [52] are generalized in several directions. Specifically, we first build on and
extend their work to the case of n non-identical users distributed over a common
aquifer region. Furthermore, we consider different geometric configurations of
users overlying the aquifer, namely, strip, ring, double-layer ring, multi-layer ring
and grid configurations. In each configuration, general analytical results of the
optimal Nash equilibria of groundwater usage are obtained in decentralized prob-
lems. Besides, the optimal equilibrium water usage quantities are obtained in the
centralized problem. We also show that the coordination of the decentralized and

centralized solutions can not be achieved through a simple pricing mechanism.

In order to restrict the withdrawal of the limited quantities of groundwater,
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water authorities allow conjunctive use of surface and groundwater to meet users
demands with the aim of minimizing the undesirable physical, environmental
and economical effects of individual source usage and optimizing the water de-
mand /supply balance. Conjunctive use is usually considered as a reservoir man-
agement program, where both surface water reservoirs and groundwater aquifer
belong to the same basin. In reality, users receive surface water from an external
source (main reservoir) and keep their stocks in their own reservoirs while, at
the same time, they overlay and share common groundwater stocks stored in un-
derground aquifers. Users who might differ in their water demand requirements
as well as in their water usage revenue-cost structures, apply the conjunctive
use of surface and groundwater over time in order to maximize their water us-
age benefits. The term users represents water users on the macro as well as on
the micro levels of real-life applications. In one application, like the one of our
work, conjunctive use is practiced for agricultural purposes to irrigate different
crops, where users represent adjacent farmers who plant and irrigate different
crops under different revenue (crop yield) and water usage cost (holding and
pumpage) structures. In the second part of this study, we investigate the con-
junctive water use management problem with two non-identical adjacent users in
a dynamic game-theoretic setting under two management schemes. Namely, (i)
Decentralized management scheme (decentralized problem): In this setting, each
user is allowed to use surface and groundwater, respectively, from her reservoir
and from the common aquifer making water usage decisions individually in a non-
cooperative fashion. For a given response (usage quantities) of her neighbor, each
user is interested in determining her optimal operating policy that maximizes her
total discounted profit realized from water use over a two-period planning hori-
zon. As users share a common groundwater aquifer, upon pumpage of groundwa-
ter, water starts to transmit laterally between them in accordance with Darcy’s
Law. In the sequel, users compete and behave greedily in order to use as much
groundwater as possible. This greedy behavior creates a non-cooperative form-
game between users. (i) Centralized management scheme (centralized problem):
Here, users are allowed to use surface and groundwater from their own reservoirs

and from the groundwater aquifer, respectively, with the supervision of a social
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planner (water authorities). The social planner is interested in the efficient uti-
lization and allocation of the limited quantities of surface and groundwater among
users. The problem is to determine an optimal operating policy of the water sys-
tem that maximizes the total discounted profits realized from both surface and
groundwater usage in a two-period planning horizon. Such an operating policy
identifies, at each period, for each user, the quantity of surface water released as
well as the quantity of groundwater pumped, both quantities are consumed to

satisfy irrigation demands.

This work is motivated by the work of Saak and Peterson [52] as well as by
earlier works on conjunctive use management (Noel et al. [47], Azaiez and Hariga
[7], Azaiez [6] and Azaiez et al.[8]) to consider a more comprehensive and more
realistic model in reality. Our model incorporates the conjunctive use of ground
and surface water in one setting that permits the sharing of groundwater aquifer.
This commonality of groundwater results in a game-theoretic dynamic structure
among users who use surface water in conjunction with groundwater to satisfy
their irrigation demands. Users acquire their private surface water stocks from
an external supplier (external reservoir) and keep them at their own local reser-
voirs to be used conjunctively with groundwater. We study the above-mentioned
conjunctive water use management problems with two non-identical users in a
dynamic game-theoretic structure over a planning horizon of two periods. Under
the decentralized problem, optimal water allocation policies and general Nash
equilibria are obtained for each user in each period. Additionally, for the special
case of identical users, Nash equilibria are found to be symmetric. Optimal water
allocation polices as well as equilibrium water usage, for each user in each period,
are also obtained under the centralized problem. Besides, for the special case
of identical users, unique, symmetric and groundwater aquifer’s transmissivity-
independent solutions are found. Our analytical results also reveal the possibility
of coordinating the two solutions through achieving the centralized solution in

the decentralized problem when users are identical.

We begin with a review on the relevant literature of this study in Chapter 2.
We first present the literature pertinent to the first part of this study; centralized

and decentralized management of groundwater with multiple users. Then, we
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present the literature related to the second part of the study; the centralized and

decentralized management of conjunctive use of surface and groundwater.

In Chapter 3, we define the problem of the centralized and decentralized man-
agement of groundwater with multiple users. We present the preliminaries and
the specifics of the model and the analytical results of the two water manage-
ment schemes for different geometric configurations. We show the existence of
a unique Nash equilibrium and provide the solution structure for the decentral-
ized problems with n non-identical users. For identical users, we also manage to
derive explicit solutions for the optimal water usage. It is shown that in strip
configuration with n identical users, the optimal Nash equilibrium usage quan-
tities oscillate about the optimal Nash equilibrium usage quantities of the ring
configuration. The analysis for the centralized problem reveals that the optimal
solution of groundwater usage is symmetric, unique across users and independent
of the characteristics of the groundwater aquifer. This generalizes one of the
important findings of Saak and Peterson [52] regarding the optimal equilibrium
water usage. An important question that might be raised by a policy maker is
about the possibility of coordinating the groundwater system by achieving the
centralized solution in the decentralized game theoretic setting via a single pric-
ing mechanism. Our results show that this is not possible to be realized. We
also consider a general extension to our work. Namely, for both strip and ring
configurations, we investigate the water management problems for a model with
a salvage value function, where part of water stock in the second period is allowed
to partially satisfy crops’ irrigation demands. The related analytical results for

the new model are also presented

Chapter 4 presents the results of a numerical study which has been conducted
for various number of users to compare water usages and the resulting profits
under the decentralized and centralized problems. The results are presented and
compared for all configurations considered. In our numerical results with time-
invariant parameters, we observe that, in both strip and ring configurations,
as the underground water transmission coefficient increases, users become more
greedy and use more water in the decentralized problem. This greedy behavior

however adversely affects the system’s total discounted profit. For time-variant
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parameters, we study the effect of changing the crop unit price and yield function
parameters on the optimal solution as well as on the realized total profits in the
centralized and decentralized problems. In all settings (variant and invariant),
as expected, the centralized solutions always dominate the decentralized ones by
achieving more profits. We note that although the optimal solutions of the strip
structure do not converge to that of the ring structure as the number of users
increase, they are observed to become very close in our numerical examples for
the non-extreme users of the strip. We also provide and discuss some illustrative
numerical examples for the other geometric configurations; namely, double-layer,

multi-layer and grid ones.

In Chapter 5, we introduce the problem of conjunctive use management of sur-
face and groundwater for the centralized and decentralized settings. We present
a detailed description of the model, the main assumptions and some structural
properties of water usage profit function. We also discuss the analytical solutions
of the decentralized and centralized problems. Optimal water allocation poli-
cies and general Nash equilibria are obtained under the decentralized problem.
Under the centralized problem, optimal water allocation polices as well as equilib-
rium water usage are also obtained. We also provide some illustrative numerical
examples to assess the effect of the discount rate on the optimal solution for
both problems for identical users having the same, but time-variant parameters,
with finite and infinite transmissivity coefficients. We observe that under certain
parameters setting, it is possible to coordinate the conjunctive use system by
achieving the centralized solution in the decentralized problem. It is also noted
that total decentralized and centralized profits turn out to increase exponentially

with the discount rate.

In the last chapter, some concluding remarks about the study and future

research directions are provided.



Chapter 2

Literature Review

In this chapter, we provide a review of the literature relevant to this study. In
Section 2.1, a general literature on water reservoir management is introduced.
Section 2.2 presents the literature on the groundwater management. In this sec-
tion, the literature which is closely-pertinent to the first part of our study is
provided and then the literature on general groundwater management is intro-
duced. Section 2.3 presents the literature related to management of conjunctive

use of surface and groundwater.

2.1 Literature on Water Reservoir Management

In this section, we introduce a general review of the literature concerning the
operation, management, optimization and design of water reservoir system. A
large part of the literature has discussed the optimization models of operations
and management of single and multi-surface water reservoirs. The reader can
find a full state-of-the-art review of water reservoir management and optimiza-
tion models used for single- and multi- reservoir systems in Labadie [34], Lund
and Gumzan [38], Yakowitz [74], and Yeh [75]. In particular, these review studies

present surveys on various optimization and mathematical models and algorithms
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developed for reservoir operation, namely, linear and nonlinear programming, dy-
namic programming, simulation, stochastic programming, optimal control theory,

multi-objective programming, network and heuristic programming models.

On the other hand, many studies have been devoted to the operation of water
reservoir systems in drought periods utilizing hedging policies on water demand.
To name only a few, we encourage the reader to refer to Lund and Reed [39)],
Shiau [58], Shih and Revelle [60], Shih and Revelle [61] Neelakantan and Pun-
deadikanthan [44], Shiau and Lee [59], Tu et al. [65], and Vasiliadis and Karamouz
[67] for more details. Another part of literature is concerned with the design of
single- and multiple- reservoir systems and water distribution networks, as well
as with optimal expansion and installation polices of additional supply facilities.
For more details about this part of literature, the reader can refer to Armstrong
and Wills [4], Arunkumar and Chon [5], Babayan et al. [9], Cervellera et al.
[14], Firoozi and Merrfiled [21], Lamond and Sobel [35], and Sharma et al. [57].
Many works have been devoted to study the ability of existing and proposed
water supply systems to operate satisfactorily under the wide range of possible
future demands. Researchers have been developing system performance criteria
to capture particular aspects of possible system performance which are especially
important during drought periods, peak demands or extreme weather. Important
references dealing with water supply system performance criteria include Bayazit
and Unal [11], Hashimoto et al. [29], Mondal and Wasimi [42], Moy et al. [43],
Srinivasan et al. [62], Srinivasan [63] and Wang et al. [71].

Game-theoretical models have been developed and solved in reservoir opti-
mization/operation to take into consideration the potential interactions, behav-
ior preferences of water users, reservoir operator and their associated modeling
procedures within the stochastic modeling framework as shown in Ganji et al.
[22] and Ganji et al. [23]. More specifically, they utilize game theory to present
the associated conflicts among different consumers due to limited water through
developing stochastic dynamic game-theoretical models with perfect information
about the associated randomness of reservoir operation parameters. Different so-
lution methods including simulated-annealing approach are utilized to solve the

models and the results are compared with alternative reservoir operation models,
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like Bayesian stochastic dynamic programming, sequential genetic algorithm and
classical dynamic programming regression. Another study by Ganji et al. [24]
employed a fuzzy dynamic game-theoretical models to handle the water allocation
management problem in a reservoir system. A recent study by Homayoun-far et
al. [30] developed and solved a continuous model of dynamic game for reservoir
operation, where two solution methods are used to solve the model of continuous

dynamic game.

2.2 Literature on Groundwater Management

Closely-related to this study, several studies have been devoted to the ground-
water usage and allocation over time. In an early work, Burt [13] discussed the
optimal allocation over time of a single resource (mineral deposits, groundwater,
petroleum, wildlife and fish) utilized by a single user which is either of fixed sup-
ply or only partially renewable at a point in time. The allocation problem was
formulated as a dynamic program and approximate decision rules for resource
use were derived as a function of current supply, using first and second degree
Taylor’s series approximation. Gisser and Sanchez [25] argued that applying dif-
ferent groundwater management strategies result in a negligible welfare gain for
practical policy considerations. More specifically, they conducted an analytical
comparison between two distinct groundwater management strategies; the no
control (decentralized) strategy and the optimal control (centralized) strategy. It
was shown that if the aquifer’s storage capacity is large enough, then the two
strategies perform equally well in terms of the welfare gain from groundwater
usage. Allen and Gisser [3] extended the work in [25] by considering a non linear
demand function for water use. They confirmed that if water rights are properly
defined and if the aquifer’s storage capacity is relatively large, then the difference
between no control strategy and optimal control strategy is small and thus can

be ignored for practical considerations.

However, Negri [45] pointed that the assumption of openly accessed ground-

water aquifer adopted in [25] and [3] is not valid for all aquifers since access to
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groundwater is usually limited due to the need for users to acquire the overly-
ing land as well as the water right. Negri [45] developed a differential dynamic
game-theoretic models of groundwater in a restricted access setting assuming an
infinite groundwater aquifer’s transmissivity. The dynamic interactions among
the aquifer users are addressed by modeling the common property aquifer as a
dynamic game in a continuous time. The open-loop and feedback equilibria were
compared. More specifically, open-loop equilibria assume that groundwater users
commit themselves in the initial time to a complete time path of water pumpage
that maximizes the present value of their stream profits given the pumpage paths
of their competitors. The solutions resulted from open-loop equilibria are an op-
timal set of path strategies (pumpage policies) for each user, where the rate of
usage over time depends only on time and not on the actions of other users or
on the observed water stock level. On the other hand, in the feedback equilibria,
instead of selecting path strategies, usage decisions depend on time and the water
stock level taking into account the actions of other users. The results showed the
superiority of the feedback solution because it handles both the pumpage cost
externality and the strategic externality resulting from the competition between
users on groundwater stock, whereas the open-loop solution considers only the

pumpage cost externality.

The previous studies by Burt [13], Gisser and Sanchez [25], Allen and Gisser
[3] and Negri [45] represent a line of research in which the precise individual in-
centives leading to welfare losses are identified, [52]. However, Saak and Peterson
[52] pointed to another line of research in which the single cell aquifer in Gisser
and Sanchez’s [25] model is replaced by another model which accurately depicts
the groundwater hydrology. Specifically, the single cell aquifer model assumes in-
stantaneous (infinite) lateral flow of groundwater and, hence, the water pumpage
by one user has an immediate and equal impact on the water availability to other
users in the system. However, in reality, this is not the case. In particular, the
speed of aquifer transmissivity (lateral flow) of groundwater among users on the
aquifer is slow on average and depends on a number of spatially aquifer prop-
erties, [52]. For a model with spatially distributed users over an aquifer with

finite transmissivity, a general social planner’s problem is studied by Brozovic et
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al. [12]. They found that the dynamic optimal pumpage rates change spatially
across the aquifer, a result which could not be shown in Gisser and Sanchez’s [25]
model. Nevertheless, Brozovic et al. [12] did not study the common property

equilibrium in their setting.

Saak and Peterson [52] built on the game-theoretic and spatial groundwater
aquifer models to investigate the the effect of incomplete information about the
aquifer transmissivity on the common property equilibrium. They argue that
although users know the dependence of their water stock availability on the ex-
traction activities of their neighbors on the aquifer, they do not know the degree
of these activities accurately. Furthermore, aquifer transmissivity data at certain
locations on the aquifer are limited and difficult to be inferred from the water
stock levels and extraction rates at neighboring locations as these rates are pri-
vate information, [52]. To study the effect of this information issue, Saak and
Peterson [52] developed a game-theoretic model with restricted aquifer access,
where water usage at one location impacts the future water stocks at neighboring
locations depending on the unknown aquifer transmissivity. Infinite transmis-
sivity of the aquifer represents an extreme case in which the aquifer consists of
independent cells with zero lateral flows. Saak and Peterson [52] considers the
simplest setting in their model composed of two identical users sharing and us-
ing the groundwater aquifer over a finite planning horizon of two periods. Their
contribution is two-fold: they model underground hydrological behavior more re-
alistically and they incorporate the possibility of lack of information about the
ground transmissivity by users. Their analysis revealed that better information
may lead to either increase or decease in the equilibrium extraction rate, which
in turn may lead to either increase or decrease in equilibrium welfare. Also, they
showed that with better information about the aquifer transmissivity, the extrac-
tion rate gets closer to the centralized (social planner’s) solution, however, the
welfare decreases. Furthermore, they pointed that the curvature property (con-
cavity) of users’ water usage net benefit functions has a crucial role in determining

the direction (increase/decrease) of impact realized from better information.

The model of Saak and Peterson [52] is restricted to two identical users and

two periods. They argued that the extension of their model to a multi-cell (user)
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aquifer may result in different usage quantities even when users are identical. The
multi-period setting, as argued by Saak and Peterson [52], is more complicated to
be addressed since information about the aquifer transmissivity impacts both the
speed of extraction and the lifetime of the aquifer, even for rechargeable aquifers.
More specifically, when users are better informed about the aquifer transmissivity,
the lifetime of the aquifer may increase or decrease depending on the properties of
the water benefit function and the periodic discount rate. In the next chapter, we
discuss the analysis of the extension of Saak and Peterson’s [52] model to the case
of multiple non-identical users for a two-period planning horizon. In particular,
we study the groundwater aquifer’s management problem under the centralized
(social planner) and the decentralized management schemes for different geomet-
rical configurations of user overlaying the aquifer. Nevertheless, our scope is not
on the transmissivity’s information issue, we develop and analyze our model over
a finite planning horizon of two periods due to the justification adopted by Saak
and Peterson [52].

The literature on general groundwater management is considerably rich. One
important bulk of the literature has been devoted to developing and solving op-
timization models of groundwater management, including but not limited to
Aguado and Remson [2], Remson and Gorelick [50], Wanakule and Mays [70],
Willis and Liu [72], Willis and Newman [73], Haouari and Azaiez [28], Qureshi et
al. [49], Stoecker et al. [64]. Simulation combined with optimization has been ex-
tensively used in groundwater management resulting in the so-called simulation-
management models (see Wanakule and Mays [70], Mc Phee and Yeh [41], and
Usul and Balkaya [66]). The study by Gorelick [26] presents a review of the
literature of such models. Due to commonality of groundwater, another line of
research employs game-theoretical models to handle the water usage and alloca-
tion conflicts among parties involved in the system. To name but a few, we have
Negri [45], Saak and Peterson [52], Chermak et al. [15] and Eleftheriadou and
Mylopoulos [20].
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2.3 Literature on Conjunctive Use Management

This section presents the literature including the studies pertinent to the con-
junctive use management of surface and groundwater. In a recent work, Roberts
[51] summarized the chronological development of conjunctive use from various
aspects. She pointed that conjunctive use as a water strategy was discussed
in early studies in fifties and sixties of the last century, while the positive and
negative economic analysis of conjunctive use was discussed in some hydrology
texts. Besides, she mentioned the works considering the application of optimiza-
tion techniques utilized in the allocation models of agricultural areas as well as
the models of design and operation of dams and groundwater aquifers in agricul-
tural applications. Several works have been devoted to the optimization models
of managing the conjunctive use of surface and groundwater under deterministic
and stochastic settings. Afshar et al. [1] developed and implemented a hybrid
two-stage genetic algorithm and a linear programming algorithm to optimize the
design and operation of a large-scale surface water and groundwater irrigation
system. They derived a set of optimal operating rules for the joint utilization of
water storage capacities to meet irrigation demand requirements. Another work
by Vedulaa et al. [68] is concerned with the derivation of an optimal conjunc-
tive use policy for irrigation of multiple crops in a reservoir-canal-aquifer system.
Through the objective of maximizing the total yields of crops over a year, the
integration of the reservoir operation for canal release, groundwater pumpage and

crop water allocations for each season was achieved.

Lu et al. [36] developed an inexact rough-interval two-stage stochastic pro-
gramming (IRT'SP) method for conjunctive water allocation problems. Through
introducing rough intervals to the modeling framework, a conjunctive water-
allocation system was structured for characterizing the proposed model. Compar-
isons of the proposed model to a conventional and an interval two-stage stochastic
programming model implied the reliability of IRTSP method. Diaoa et al. [17]
analyzed groundwater regulation in a general equilibrium setting by considering
the stabilization value of groundwater under drought and rural-urban surface wa-

ter transfer shocks. They evaluated the direct and indirect effects of groundwater
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regulation on agriculture and non agriculture sectors. Specifically, the studied the
effects of an increase in groundwater pumpage cost, a transfer of surface water
from rural to urban use and a reduction of water availability due to severe drought.
Marques et al. [40] applied a two-stage stochastic quadratic programming to op-
timize conjunctive use operation of groundwater pumpage and artificial recharge
with farmer’s expected revenue and cropping patterns. Their results showed po-
tential gains in expected net benefits and reduction in income variability from
conjunctive use, with increase in high value permanent crops along with more

efficient irrigation technology.

Other works utilized simulation models accompanied with optimization mod-
els for handling conjunctive use management. Safavi et al. [53] developed an
artificial network model as simulator of surface water and groundwater interac-
tion and a genetic algorithm as the optimization model. Their main goal was
to minimize shortages in meeting irrigation demands for three irrigation systems
subject to constraints on the control of the underlying water table and maximum
capacity of surface water irrigations systems. Sarwar and Eggers [56] developed
a conjunctive use model to evaluate alternative management options for surface
and groundwater resources. The groundwater model takes net recharge as an
input from the water balance calculation and simulates flow in the groundwa-
ter under all boundary stresses. A geographical information system was used to
assemble various types spatial data. Ejaz and Peralta [18] developed a simulation-
optimization model to address the common conflicts between water quantity and
quality objectives. The quantity objective is to maximize steady conjunctive use
of groundwater and surface water resources, whereas the quality objective is to
maximize waste loading from a sewage treatment plant to the stream without
violating some quality limits. Velazquez et al. [69] developed and integrated
hydrologic-economic modeling framework for optimizing conjunctive use of sur-
face and groundwater at the river basin scale. They simulated the dynamic
stream-aquifer interaction to get a more realistic representation of conjunctive
use. The associated economic results were obtained through maximizing the net
value of water use. Bagagaoglu et al. [10] formulated a nonlinear coupled simula-

tion and optimization model to determine the optimal operating policies with a
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minimal cost for the conjunctive management of hydraulically integrating surface
and groundwater supplies. To eliminate nonlinearity, an approximating problem
was formulated as linear mixed integer program and the solution was found to be

in good agreement with the simulation results of the original nonlinear problem.

Knapp and Olson [32] have concentrated on the economic analysis and effi-
ciency of conjunctive use in agricultural applications. Several studies have been
focused on the optimization of conjunctive use of groundwater and surface water
under different settings. Noel et al. [47] addressed an optimal control model
to determine the socially optimal spatial and temporal allocation of ground and
surface water between agricultural and urban uses. Another work by Azaiez [6],
considered the ground and surface water conjunctive usage model for a single
user over a multi-period (not more than 5 years) planning horizon, allowing for
aquifer artificial recharge. The model resulted in an operating policy that de-
termines the total amount of surface water to import and rations of that total
amount to be allocated to irrigation demands and that to artificial recharge as
well as the groundwater pumpage quantity at each period. The work by Azaiez
and Hariga [7] considered a model with main reservoir receiving a stochastic sup-
ply of water and feeds n local reservoirs, each faces a stochastic demand over a
time horizon of one period (season). In case of supply shortages, the water supply
from the main reservoir to local ones is supplemented with emergency withdrawals
from a groundwater aquifer. The model identifies the optimal release policy of
surface water form the main reservoir and of groundwater (if any) and from local
reservoirs to irrigation areas in one season such that the total profit of the region
is maximized. The work by Azaiez et al. [8] extended the work by Azaiez and

Hariga [7] to incorporate the case of multi-periods model.

2.4 Summary

We observe that the first part of literature on groundwater in Section 2.2 focuses
on the optimization and management of a single water source (groundwater) usage

and allocation among non-identical users (single and multiple) with (finite and
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infinite) aquifer transmissivity over discrete and continuous time horizons under
dynamic game-theoretic structures. Also, we observe that the second part of
literature in Section 2.3 focuses on the conjunctive use of surface and groundwater
under different deterministic and stochastic settings. But, the conjunctive use
models discussed in in Section 2.3 lack taking into consideration the commonality
property of groundwater aquifer among users. For example, in the works by Noel
et al. [47], Azaiez and Hariga [7], Azaiez [6], Azaiez et al. [§]), the groundwater
aquifer is utilized by a single user and its stock is not shared with other users. In
other words, there is no commonality of groundwater among multiple users. Also,
the works of Azaiez et al. [8] and Azaiez and Hariga [7], considered groundwater
as a standby source of water supply to supplement any water supply shortages
from the main reservoir to the local ones. Therefore, being utilized by a single
user, lateral transmissivity of groundwater does not exist in these works’ models
and, hence, non of them includes any dynamic game-theoretic setting in their
structure. Furthermore, the game-theoretical models presented in Ganji et al.
[22], Ganji et al. [23], Ganji et al. [24] and Homayoun-far et al. [30] in Section 2.1
addressed the optimization/operation models of a single water resource (surface
water) in reservoir system within the framework of dynamic game-theoretical
models. We also observe that these works lack the inclusion of another source
of water supply (groundwater) in addition to the main source (surface water) in

their models.

Earlier works on groundwater management and conjunctive use management
and the above-mentioned observations about the two main parts of literature mo-
tivate us to consider a more comprehensive and more realistic model in reality
with two non-identical users over a planning horizon of two periods. Our model
incorporates the conjunctive use of ground and surface water in a setting that
permits the sharing of groundwater aquifer possessing a finite transmissivity co-
efficient. This commonality of groundwater results in a game-theoretic dynamic
structure among users who use their own private sources of surface water in con-
junction with the common groundwater aquifer in order to satisfy their irrigation
demands. Users acquire their private surface water stocks from an external sup-

plier (external reservoir) and keep them at their own local reservoirs to be used
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conjunctively with groundwater.

In Chapter 5, we discuss the analysis of the conjunctive water use model.
We study the conjunctive use management problem under the centralized (social
planner) and the decentralized management schemes. In our analysis, we provide
the optimal solutions of the problem under both management settings. The case

of multi-non-identical users will be considered as a future research direction.



Chapter 3

Centralized and Decentralized

Management of Groundwater
With Multiple Users

In this chapter, we consider the model of multi-non-identical users, with time-
variant parameters, overlying and sharing a common groundwater aquifer under
a dynamic game-theoretic setting over a planning horizon of two periods. The
groundwater management problem corresponding to this model is investigated
from the decentralized and centralized management perspectives for different ge-

ometrical configurations of users occupying the aquifer region.

The main assumptions and basic properties of the model will be explained in
Section 3.1. Section 3.2 presents the analysis of the decentralized and centralized
management problems of the first geometrical configuration; the strip configu-
ration. In Section 3.3, we present the analysis of both management problems
corresponding to the second geometrical configuration; the ring configuration.
Sections 3.4 and 3.5, respectively, present the analysis of both management prob-
lems in the double-layer and multi-layer ring configurations. In Section 3.6, we
provide the analysis of the grid configuration. In the last section, Section 3.7,

we revisit the results of the strip and ring configurations through augmenting an
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appropriate salvage value function in the second period of the model.

3.1 Preliminaries and Basic Model Properties

In this section, we lay out some common assumptions and model properties in our
analysis. We consider a system of n non-identical users using a common ground-
water aquifer, where users aim to maximize their discounted profits over a finite
planning horizon of T' periods. We consider both centralized and decentralized

settings. Next, we introduce the notation pertinent to this chapter.

Notation

Strip and Ring Configurations
x; 4 groundwater stock level at the beginning of period ¢ for user ¢

x;o: initial groundwater stock level at the beginning of the planning horizon for

user ; (x;0 = 41, Vi)
w; 1: aquifer recharge amount at the beginning of period two for user %
u;4: groundwater pumpage (and usage) quantity by user 7 in period ¢
u;,: groundwater optimal pumpage (and usage) quantity by user 4 in period ¢
a: groundwater aquifer’s transmissivity (lateral flow) coefficient; « € [0, 0.5]
Bi: discount rate for user ¢ in period ¢
By: discount rate for all users in period ¢
v; ¢ utility-of-income function for user ¢ in period ¢
Yi+(ui¢): crop’s yield function for user i in period ¢

Tit(Uig, T ¢): groundwater extracting (pumping) cost function for user ¢ in period

t
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k;: fixed cost function of infra-structural (farming) inputs for user ¢ in period ¢

a;;: output price of the crop when the crop production quantity is zero for user

1 in period ¢t

b; +: rate of decrease in crop’s output price with respect to the crop’s production

for user ¢ in period ¢
;o unit cost of groundwater extraction (pumpage) for user 7 in period ¢
Git(uip, x;y): groundwater usage profit function for user 7 in period ¢
Qi ;: lateral flow of groundwater in period one between users ¢ and j; ¢ # j
t;: groundwater usage vector for all users in period ¢
Z;: groundwater stock vector for all users in period ¢
[y +(ty, 44): total discounted profit from groundwater usage for user ¢ in period ¢

[} (1@, ¥;): maximum total discounted profit from groundwater usage for user
in period t

[y (i, Zy): total discounted profit from groundwater usage for all users in period
t

I} (ty, 7;): maximum total discounted profit from groundwater usage for all users

in period t
Double and Multi-Layer Ring Configurations
T k) groundwater stock level at the beginning of period ¢ for user (i, k)

T(ik)0: initial groundwater stock level at the beginning of the planning horizon

for user (4,k); (@0 = T(ix)1, 7 i, k)
W ky,1: aquifer recharge amount at the beginning of period two for user (i, k)

u(; k) groundwater pumpage (and usage) quantity by user (i, k) in period ¢

*

U(; .+ groundwater optimal pumpage (and usage) quantity by user (i, k) in

period t
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ok aquifer’s lateral transmissivity coefficient between identical adjacent users

(i —1,7,%+ 1) within layer k; (o) = o,V 4, k)
Qi k), i,k lateral flow of groundwater in period ¢ among users (i, k) and (j, k)
Q(ij), (k)4 lateral flow of groundwater in period ¢ among users (i, j) and (7, k)

a;: output price of the crop when the crop production quantity is zero in period

t for all users

b;: rate of decrease in crop’s output price with respect to the crop’s production

in period ¢ for all users
¢, unit cost of groundwater extraction (pumpage) in period ¢ for all users

9i,k),¢ (Ui ) 5 T p),): groundwater usage profit function for user (7, k) in period

t

Ui g),¢ (U, Z): total discounted profit from groundwater usage for user (i,k) in

period ¢

I“(ki ) . (U, Z4): maximum total discounted profit from groundwater usage for user

(i, k) in period ¢
Grid Configuration

T(i k)¢ groundwater stock level at the beginning of period ¢ for user (i, j, k) on
the grid

T(ijk),0° initial groundwater stock level at the beginning of the planning horizon

for user (7,7, k) on the grid; (z(jr,0 =1,V 4,7, k)

Ui gk ¢ groundwater pumpage (and usage) quantity by user (i, j, k) on the grid

in period t

Ul jpye eroundwater optimal pumpage (and usage) quantity by user (i, 7, k) on

the grid in period ¢
Salvage Value Function

sv; 2(U; 2, i 2): salvage value function for user ¢ in period two
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i1, Ti2: respectively, liner and quadratic coefficients of sv; o(u; 9, Ti2)

Gi2(ui2, x;2): sum of the profit realized from groundwater usage in period two

and from the salvage value; (g;2(wi2, Ti2) = gia(Ui2, Ti2) + Vi 2(Ui2, Ti2))

User ¢ has access to an underground water stock of x;; at the beginning of
period t,7=1,--- ,nand t =1,---,T. There is also an aquifer recharge w;; =
wy for all ¢ at the beginning of period 2; we assume that recharge does not alleviate
the underground water level above the base level ;5. We allow the cost and
revenue parameters to vary over time among users. Let u;; denote the amount of
groundwater pumped (and used) by user ¢, =1,--- ,n, in period t, t =1,--- | T.
It is assumed that w;; < z;;, which implies that groundwater is essentially a
private resource within each period and a user can not access groundwater lying
beneath another user. In our analysis, we take (7" = 2) unless stated otherwise.
That is, like Saak and Peterson [52], we focus on the case of two successive
periods in which multiple users make groundwater usage decisions under both
centralized and decentralized settings. Saak and Peterson [52] justify the two-
period framework by showing, for an infinite-time horizon, the useful life of the
groundwater aquifer may increase or decrease when users are better informed
about the hydrology of the region depending on the water usage profit function
and the discount rate. Therefore, for the sake of exposition of comparing users’
usage behavior under the centralized and decentralized management schemes of
the groundwater aquifer, we restrict our time horizon to two successive periods.
In the context of water usage for agricultural (irrigation) purposes, a period is
defined as an irrigation season, where the initial period (first irrigation season)
is designated period 1 and the terminal period (terminal irrigation season) is

designated period 2.

As water levels change locally due to consumption by each user, water in the
aquifer may flow laterally between adjacent users (between the adjacent areas
corresponding to the users’ plots). The inter-period lateral flow of groundwater
between adjacent users is governed by Darcy’s Law. This natural law states that
the rate of flow of groundwater through a certain medium (soil) is proportionally

related to the hydrologic gradient (i.e. the driving force acting on water) and the
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aquifer’s lateral flow (transmissivity) coefficient (i.e. the measure of the ability
of medium to transmit water), «, as stated in Hornberger et al. [31]. Between
two different columns of groundwater, lateral flow of groundwater starts from the
column of higher head towards that of shorter head, where o equals the hydrologic
conductivity of the medium (soil) multiplied by the cross-sectional area of the two
columns’ heads (cross-sectional area of the hydrologic gradient) and divided by
the distance between the centers of the two water columns. The water stock level
of a user in a period will be expressed as a function of the previous period’s stock
level of the user, the groundwater usage of the user and the neighbors, as well
as the aquifer’s hydrological properties. In the analysis below, we assume that
initial water stocks z; ;, are identical for all users ¢ = 1,...,n. Furthermore, the
soil properties are assumed similar so that all users’ water stocks are subject to the
same «, which means that the groundwater aquifer is homogenous, isotropic (i.e.
hydrologic conductivity is the same in all directions) and the groundwater basin
has parallel sides with a flat bottom. Information about the lateral transmissivity
coefficient, «, of the common aquifer is assumed to be symmetric across users in
period 1 (i.e. users know with certainty the lateral flow (transmissivity) coefficient
a in period 1). The interaction in the availabilities of groundwater stocks among

users makes their decentralized and centralized problems non-separable.

In the context of agricultural water usage, it is assumed that the pumped
underground water is used for irrigation of crops. The general profit function of
agricultural water usage is given by v; +(p;+¥i+(wit) — Tit(Uir, Tit) — kit), which
has an empirical estimated specification in Peterson and Ding [48], where v;; is
utility-of-income function, p; ; is the price per unit of the crop, y;, is the yield of
the crop which is dependent on the amount of water used, 7; ;(u;+, ;) is the cost
of pumped groundwater (a joint function of water usage and groundwater stock
level) and k;; is the fixed cost of infra-structural (farming) inputs. We assume
a linear utility-of-income function, (v;:(z) = 2), a quadratic yield function with
parameters a;; and b;; given by vy;(u;:) = (ait — 0.5b; 4u; ¢ )u; e, where (a;; —
0.5b; 4u;+) is the output price of one unit of a crop irrigated by groundwater
quantity wu;,. This price is linearly decreasing with wu;;, where the parameter

a;; is the output price of the crop when the crop production quantity is zero
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(i.e. when w;; = 0) and parameter b;; represents the rate of decrease in crop’s
output price with respect to the crop’s production (i.e. when wu,;,; increases).
Hence, the periodic revenue (yield) that could be achieved from irrigating crops
is the crop’s unit price multiplied by the groundwater quantity, wu;,;, pumped
(and used) in irrigation in period ¢. Also, we assume a quadratic groundwater
extraction cost, with unit extraction (pumpage) cost ¢;;, given by 7; ;(w; s, i) =
Jo " (wio—wig+2)dz = ¢y (20— i )ui+0.5u7 ], which increases with the initial
depth from the land surface to the water table, (z;o — x;:), and the quantity of
water pumped, u;;. We omit the fixed costs (k;; = 0). In the sequel, similar to
Saak and Peterson [52], the profit function of groundwater usage realized by user

1 for time period t is given by

Git (Wi, Tip) = [Pigiy — Ciy(w50 — Tig)|tiy — 0.5(pigbiy + Ci,t)uit (3.1)

where the cost-revenue parameters p; ¢, a;, b, iy > 0 and satisfy the follow-

ing condition

(Pinbis + cit)xio < pir@ir < (2pisbis + cit)Tip (3.2)

The condition in Eqn (3.2) on the parameters follows from the models in Saak
and Peterson [52] and is needed for some of our structural results herein as for
theirs. Eqn (3.2) can be rewritten as p; 0,120 < (pit@ir — Cit%io) < 2pitbi i,
which gives the upper and lower bounds on the marginal profit for producing one
additional unit of a crop, (p;+a;+ — ¢;+%i0), when the entire initial stock of water
is exhausted. The lower and upper bounds represent, respectively, the marginal
revenue (yield) and its double both realized from producing one additional unit
of a crop when the entire initial stock of water is pumped. Notice that The
condition in Eqn (3.2) is given in terms of the periodic cost-revenue parameters
as well as in terms of the initial stock level of groundwater; x; ¢, which are known

in advance.

For this profit expression in Eqn (3.1), we have the following key property.
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Lemma 3.1 (Positivity, Continuity, Concavity)

(1) For u;y < xip < x;0, the function g;¢(uit, ;) is strictly increasing in u;y,
i=1,-,m, t=1,02.

(11) The function g;(u; s, T;1) is continuous and concave inu; ¢, i =1,--- ,n, t =
1,2.

Proof See Appendiz.

We construct our models with non-identical users in the general case. The dif-
ferences among users may be due to differences in the yield and cost parameters of
the users. The differences in the yield parameters (p;, a;; and b; ;) among users
represent different cropping and irrigation patterns adopted by users, whereas
the difference in the cost parameters (c;; and k;;) represents different technolo-
gies and machinery utilized in pumpage groundwater from the common aquifer
and in irrigating the grown crops. The geography of the aquifer region and the
soil properties (hydrology) of the land being planted and irrigated characterize
possible different transmission structures for the users configured over the com-
mon aquifer. Additionally, the specific configuration of the users over this aquifer
contribute to the water dynamics over time among users. In this work, we con-
sider two configurations - the strip and ring configurations - within the general

framework as outlined above.

3.2 Strip Configuration

We consider the system of n non-identical users distributed adjacently in a strip
over the common groundwater aquifer. The setting may be envisioned as an
abstraction of a more complex geographic configuration with the only restriction
that each user has at most two neighbors. Figure 3.1 depicts the hydrology of

the aquifer in the strip configuration.
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Figure 3.1: Hydrology of the aquifer in the strip configuration

For one dimensional flow of groundwater, there will be lateral flow of ground-
water among adjacently located users. Then, the extreme users on the strip
(the first and the last) will receive groundwater flow only from one neighbor,
whereas for all other (non-extreme) users, flow will be from the two neighbors
on both sides. Hence, for 2 = 1 and j = 2 and, : = n and j = n — 1, as de-
picted in Figure 3.2a, the lateral flow of groundwater in period 1, @);;, is given
by Qji = —af(xig —uin +wi1) — (1 —uj1 +wj1)] = a(u;; —uj), where, from
Saak and Peterson [52], a € [0,0.5] is the lateral flow (aquifer transmissivity) co-
efficient, summarizing the hydrologic dynamics of the groundwater aquifer, and
(i1 —u;n +wi1) — (21 —uj1 +w; 1) is the hydrologic gradient (the difference in
hydrologic head between the wells). The minimum value of « corresponds to the
purely private resource of groundwater, while the maximum value corresponds
to the inter-seasonally common property resource of groundwater (i.e. infinite
transmissivity). Similarly, by applying Darcy’s Law in period 1, a non-extreme
user ¢, ¢ = 1,---,n — 1, would have lateral inflows Q;_1; and @;;1;, where

Qi—l,i = oz(ui,l — Uz‘—l,l) and Q’H—Li = oz(uz-,l - UH—LI)? as shown in Figure 3.2b.

In this configuration, we consider below the two kinds of decision making -

decentralized and centralized problems.
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Figure 3.2: Lateral flow of groundwater among users in the strip configuration

3.2.1 The Decentralized Problem

In the decentralized problem, each user has the objective of maximizing his/her
own total discounted profit over the horizon of two periods by choosing the water
usage quantity in each period. But, at the same time, each user has to take into
account usages of all other users due to the commonality of the underground
aquifer. This generates an n—player normal-form game, where the water usage
quantity in each period is the strategy of a player (a user), and the payoff func-
tion is given by a user’s expected total discounted profit over the horizon. The
strategy space of any user is constructed from the other users’ decisions of water
usage and the available (and finite) underground water stocks in any period. In
this section, we consider this game-theoretic model and investigate its proper-
ties. The decentralized problem above can be stated as a dynamic program as
follows. Let '}, (i, 7;) denote the maximum expected total profit under an op-

timal water usage schedule for user ¢ for periods ¢ through the end of horizon,

where @, = (u1y, -+ ,un)" is the water usage vector for all users in period ¢ and
Ty = (X1, ,l’n,t)T is the water stock vector for all users at the beginning of
period t. For t = 1,2, the decentralized problem of user i, ¢ = 1,--- ,n, is solved

by the following dynamic program

F;t(ﬁt, ft) = IBaX Fi,t(ﬁt; ft) = HiaX[gz',t(Uz‘,t, xi,t) + ﬁi,tF;tJrl(ﬁt—i—la ft+1)] (3-3)
it i,t
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s.t.
N O (1 — @)uiy — auyy, (4,5) € {(1,2),(n,n — 1)}
il = ,
Tip + Wi — (1 —20)u;p — a(ujmr e + Uigrt), 1=2,---,n—1
(3.4
0< Uiy < Lit (3 i)

In the above problem, the decision variables, w;;, are the water usage quan-
tities of user ¢ in period ¢, i = 1,--- ,n, t = 1,2. Eqn (3.4) corresponds to the
recursive temporal relationship among the water stocks of the users as dictated
by Darcy’s Law. More specifically, the water stock level of user ¢ at the beginning
of period t + 1; z;44+1, equals to that at the beginning of period ¢; x;,, plus the
aquifer recharge; w; ;, plus the lateral flows of groundwater from adjacent users to
user i; @ (dedicated by Darcy’s Law), minus the water usage (pumpage) quantity
u; ¢ in period ¢, for : = 1,--- ,n and ¢ = 1,2. The first part of Eqn (3.4) gives the
water stock balance equation for the extreme users while the second one gives
that for the non-extreme users in the strip. Eqn (3.5) gives the constraint for each
user’s water usage, that is, in any period no user in the system can pump more
than her available water stock at the beginning of that period. For i =1,--- n,
t = 1,2, we assume that the discount rate ;; = 8 with 0 < 8 < 1, z;; = 2y,
w;1 = w; and Fzg(’ljg,fg) = 0 for all 73, u3. We later relax the condition on
I';(.,.) in Section 3.7.

We are now ready to examine some properties of the optimal solution to
the above formulation. We first provide the structural results for the objective

function, I'; (4, 7). From Lemma 3.1 (i), immediately we have the following.

Corollary 3.1 The within-period profit function g;(u;s, ;i) attains its mawi-

* _ ;o _
mum at uj, = Tig, 0 =1,--- n, t=1,2.

This result has two implications. (i) The myopic solution of the problem
is trivial; that is, all water resources are depleted in the first period for any
length of the horizon. (7)) In the optimal solution, all users deplete their water

resources in the very last period, (i.e., ujy, = x;2, Vi). Therefore, we have
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Liq(t, 1) = [gi1(win, in) + Bgio(Ti2, Ti2)]. Furthermore, ;5 is a function of
1; and, hence, the n—user problem given in (3.3)-(3.5) reduces to a single period
problem which is only a function of #; and ¥;. We can use these implications
to obtain below a tighter formulation of the original problem and to establish

additional properties.
Proposition 3.1 (Positivity, Continuity, Concavity)

(1) Ui (ty, &) is strictly increasing in u;q at u;p = 0 if pirain > B(pizaias +

Ci72w1>7 1, = 1, ,n.

(11) T 1 (U, @1) is continuous and jointly concave in @y if and only if ¢;2 < p;2bis,

i=1,-n.
Proof See Appendizx.

The first part of the above result establishes the positivity of the optimal
solution, that is uj, > 0 for all¢, 7 =1,--- ,n. Therefore, it suffices for our setting
to consider a tighter search space (0 < u;1 < xy Vi). Positivity of I'; 1 (uy, Z1) is
guaranteed when the output price of the irrigated crop in the initial irrigation
season (period 1) is at least greater than the discounted output price and the
pumping cost in the terminal irrigation season (period 2). This is intuitive because
at the beginning of the season, crop’s output (yield) is lower than its output during
the second season, the reason that makes its price greater at the beginning of crop
production as, in the first season, the supply is smaller than the market demand.
The latter part guarantees a well-behaving objective function for optimization.
Concavity of I'; ; (@1, 71 ) is guaranteed when the concavity of g; 2(2; 2, x;2) exists.
Now, as stated in the latter part of the above result, the concavity of g; o(;2, ;2)
is ensured when the marginal pumping cost of groundwater in the second period
is lower than the marginal revenue (crop yield) in the same period. We can now

re-state the two-period decentralized problem as follows. For ¢ =1,--- ,n,

max Fi,1(ﬁ1, fl) = nlax[gi,l(ui,h xi,l) + 59@2(%,2, %2)] (3-6)
Ui, 1 Uj,1
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st. 0< ;.1 < (37)

where the water stock in the last period ;5 is given by Eqn (3.4).

We note that the problem stated in Equs (3.4), (3.6) and (3.7) corresponds
to a single period strategic form game given by the payoff function I'; 1 (i1, 71)
and the strategy set u; ;. We observe that the strategy set; 0 < w;; < @y, is
nonempty, continuous, convex and compact (closed and bounded) and that the
payoff function is continuous and jointly concave in the players’ strategies as
implied by Proposition 3.1. Then, from Theorem 1 in Dasgubta and Maskin [16],

we have the following result.

Proposition 3.2 (Existence of Nash Equilibrium) The n—player game
which corresponds to the decentralized problem in the strip configuration has (at

least one) Nash equilibrium.

A Nash equilibrium corresponds to the simultaneous solution of n constrained
optimization problems given above. If the Nash equilibrium occurs such that
no user depletes his initial water stock in the first period (u;, < x1, Vi), then
we have the unconstrained solution. Although it cannot be guaranteed in gen-
eral, this result appears to us as the most common, real-life solution. We are
able to obtain further structural results and elegant solutions for the uncon-
strained optimization problem, which we shall present shortly. For completeness,
we need also to consider the case of constrained solutions where u;; = x;. To this
end, we construct the Lagrange function L(u;1,9;) = 'y 1 (@, 1) + 0i(x1 — 1),
where 6; > 0 is the Lagrange multiplier corresponding to the constraint u;; <

w1, Let uf = (ujy,--,u )T be the vector of optimal water usage in pe-

» Up, 1
riod 1, 5 = (67,-+-,05)T be the optimal vector of the Lagrange multipliers,
71 = (x1, -+ ,71)T be an n x 1 vector of initial water stock in period 1 and
0 = (0,---,0)T be an n x 1 zero vector. Then, as shown in the Appendix
for Proposition 3.3, the Karush-Kuhn-Tucker (KKT) conditions of the Lagrange

function give the following.

AT — 8T =w (3.8)
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ST (F — @) =0 (3.9)
i < i (3.10)
5 >0 (3.11)
v o 0 0
€1 72 02

where A,,x, =

0 <o €n—2 Yn-1 Op—1
0 €n—1 Tn
Wn><1 = <)\1 >\2 o )\nfl An)T ’

p(1— 04)2(01',2 — pigbio) — (pinbii+ci1), i=1n
(1 —2a)*(cia — pigbi2) — (pinbiy +cin), o.w.

)

=

)

(1 —2a)[pi2(a;a — biax1) + (cia — pigbia)wi] — pinaii, o.w.

ﬁoz(l - Oé)(Ci,z - pi,2bi,2)7 i1=1
60&(1 — 20[) (Ci,2 — pz"gbig), O0.W.

o; = and

A — { 5(1 - a)[pi,Q(ai,Q - bi,2$1) + (Ci,z - pi,?bi,Q)wl] — Pi1Gi1, 1=1,n
R

€ = 6&(1 - a)(CN,Q - pn,?bn,Q)7 1=n—1
Z Ba(l —2a)(ci2 — piabiz), 0.W.

Proposition 3.1 implies that the Hessian of I'; ; is negative semi-definite, and,
hence, the two-period decentralized problem is a concave quadratic program.
Therefore, the KKT conditions in (3.8)-(3.11) are, in fact, sufficient for @} to be a
global optimal solution as mentioned in Nocedal and Wright [46]. Several classes
of algorithms have been used for solving concave quadratic problems that contain
both inequality and equality constraints. Active-set methods have for long been
used and are proved to be effective for small- and medium-sized problems. How-
ever, a special type of active-set methods called the gradient projection method
has recently been shown most effective for solving concave quadratic problems

having only upper and lower bounds as constraints on the decision variables, as
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discussed in Nocedal and Wright [46]. Hence, any one of these methods may be
employed for solving the KKT conditions above since we have only the upper
bound on decision variables. Clearly, if 67 = 0 in the solution for the above
Lagrange function for all 7, then, the optimal solution is the unconstrained solu-
tion (global maximizer of I'; ; (@, #1) in R"), which we consider next. First, we

establish the uniqueness of the unconstrained optimal solution.

Proposition 3.3 (Uniqueness of the global maximizer and optimality)

2

: . Lo : e T e
(i) The global mazimizer of T 1 (i1, Z1) is unique and given by uy = =, uz’ = 2

and Upoq = 5\k+2 + Er2,) Ul €tz Jor k= 1,--- ,n —2, where
1= M[Y o Cnin—in—sd)] = 01l = Y10 €mn—i) An—j)s

o =71 [An — Yo €nn—ipAnmi] = MY j_g Cnmn—i)€in—sn));

K = N[0 €onn- €32 — 1[0 €mn—i)€n—sn):

Mgz = [Akt1 — Z?:l 6(k+1,k+2fj)5‘k+2—j]/[e(k+1,k+2)]7

~

€(k+2,m) = —[232':1 e(k+1,k+27j)é(k+2fj,m)]/[e(k+1,k+2)]; Jor m = 1,2; 5\1 =
Ao =0, en) =¢€p2 =1, en2) = €p21) =0 and epni) = €m,1) = €mza2) = 0,
for {i,m} <1 and {i,m} >n; fori=1,--- . n, e,y = v and

oi, (i,7)=(0,i+1),i=1,--- n—1
6(1‘7]‘): €is (17]):(172_1% Z.:2""7n

0, ow.

(i4) If 0 < wiy <@y, for all 4, then ujy, given above, is the optimal solution for

the decentralized problem.
Proof See Appendiz.

When all users are identical, we have
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A\ = { nor=Lon , where v = B(1 — a)?(ca — pabs) — (p1b1 + 1),
A, O.W.

e = B(1 —2a)*(cz — p2bs) — (p1b1 + 1), w = Ba(l — a)(ca — paba),

o = fa(l —2a)(ca — pabz), n = B(1 — a)[p2(az — baw1) + (c2 + pab2)wi] — pray

and A = (1 — 2a)[p2(ag — baxy) 4 (c2 — pabo)wy| — pra;.

In this case, we have a closed form result for the optimal solution to the

unconstrained problem.

Corollary 3.2 (Unique global maximizer for identical wusers) For
n—identical users on a strip, let k = n/2 if n is even and (n + 1)/2 otherwise.

Then, the system Auy* = W has a unique solution given by ui} = uy*; 1, =
h'() + hl(rl)i + h2<r2)i> 1= ]-7 o 7k;

where hg = N/ (20 +¢€), r1 = (—e —Ve2 — 402) /20, ro = (—e+ Ve — 40?) /20

and
for k=mn/2,
= hnw(mﬂ—hrjz;ivi{%[);]igg:;g}(;;)(k1> e =~
and for k= (n+1)/2,
= hm+w(r1)2]—hzjri{{i"’)])[égijg](:;)(k—l) s hy = = [FZEEr] (1) 0.

Proof See Appendiz.

We note that Saak and Peterson [52] find the Nash equilibrium for n = 2,
which gives water usages for both users that are symmetric, unique and dependent
on lateral flow coefficient o. Corollary 3.2 also implies that the unconstrained
optimal solution is symmetric around the mid-point(s) of the strip and generalizes
their findings to the case where n > 2. Besides, since € and ¢ are negative, we

have r{,r7y < 0 and ry > ry. This implies that the unconstrained optimal solution
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has a fluctuating structure across the users from the extremes toward the center.
Thus, for the unconstrained optimal solution, we have established theoretically
Saak and Peterson’s [52| conjecture (p. 226) that water usage would not be
monotone for multiple users (n > 2) even when they are all identical. We think
that this has significance for policy makers in the design of payment schemes
(cost structures) for underground water usage for multiple users (n > 2). In our
numerical study that will be presented in the next chapter, we have observed
that, typically, the second most extreme users at both ends of the strip have the
highest water consumption in the unconstrained solutions. If this observation
always holds, then it may be possible to obtain the cost-revenue parameter space

so that the Nash equilibrium always occurs as the unconstrained optimal.

In the above formulation of the decentralized problem, we have assumed that
users have complete (perfect) information about other players’ parameters and
the hydrological properties of the aquifer expressed through a. An interesting
variant of the problem analyzed by Saak and Peterson [52] for n = 2 is the case
where users have incomplete information about « considered to be a random
variable. In the case of identical users, it turns out that, also for n > 2, the
problem can be stated as the expected total discounted profits and all of the
results provided so far involving o would still hold in the expectation sense; that
is, E[a] in place of a, E[(1 — «)?] in place of (1 — a)? etc. For non-identical
users, incorporation of asymmetry of information seems not so straightforward.
We examine further properties of the optimal solutions in our numerical study in

the next chapter.

3.2.2 The Centralized Problem

In this problem, we envision a central decision maker (social planner in the public
policy parlance) aiming at determining the optimal water usage for each user
so that the total joint discounted profit of all users throughout the planning
horizon of two periods is maximized. The problem can be stated as a dynamic

programming problem as follows. For t = 1,2,
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Iy (d, ©) = max f‘t<ﬁt7ft): max {{Zgi,t(ui,tawi,t)}"i_ﬁtf;_l(ﬁﬂrlaft+1)}

ULty Un,t ULty Un,t 1
1=

(3.12)
st. (3.4) and (3.7)

where T';(i;, @) is the joint profit-to-go function from period ¢ until the end
of the problem horizon. All of the other conventions and notations of the de-
centralized problem are retained. Since ft(ﬁt, 7;) is a positive linear combination
of individual discounted profit-to-go functions in the decentralized problem, we

immediately have the following.

Corollary 3.3 (Myopic optimality, Positivity, Continuity, Concavity)

(i) The myopically optimal water usage in period t is to deplete all stock

[gzt(ui,ta Jiz‘,t) = gz',t(l’z‘,t, xzt)]

(11) For a given ¥y, 'y (U, 2) is strictly increasing in w;1 at w;n = 0 if p;1a;1 >

ﬁ(ﬂi,2az‘,2 + C@zwl), for all i.

(111) For a given &y, I'y(d1, 1) is continuous and jointly concave in dy if and

OTlly Zf Ci2 S pi’gbi,g, fO’I” all 7.

The above result implies that the centralized problem also reduces to an equiv-
alent single period concave quadratic optimization problem subject to the con-
straint set 0 < wu;; < x4, for all i. Constructing the Lagrange function for
this problem L(u;1,6;) = fi(ﬁt, Zy) + 0;i(x1 — w;1), the KKT conditions result in
At — 5*T = W, together with (3.9)-(3.11). The unconstrained solution of the
centralized problem corresponding to the general case of non-identical users is

given in the following result.
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Proposition 3.4 (Uniqueness of the global maximizer and optimality)

o ; o T = g o - - kk o 5\1 kk o ~2
(i) The global mazimizer of I'y(tiy, 1) is unique and given by uy = 34, uz | = 2
and Uplhgy = Opio + Ek+2,1)UT T T Ekt2,2) U5, fork=1,---.n—2, where

N 2 . 3 5 3 .

AL = ijo €(nn—j)€(n—j.2) [‘gn—l_zg':o e(n—l,n—j)en—j]_zg':o €(n—1,n—7)€(n—3,2) [n—
) .

D=0 Enn—i)bn—j),

3 3 ~ 2 N 2 ~
/\2 = =0 €(n—1,n—5)€(n—j,1) [en_zj‘zo e(n,n—j)en—j]_ijo €(n,n—7)€(n—j1) [en—l_

~ 3 . 2 .
@ =3 50 €m—1n-5)Cn—141) D j=0 E(nn—i)E(n—52)

> LRy BT
— 22j=0 €(n—1,n—35)€(n—32) 2sj=0 €(n,n—j)€(n—j1);

D>

A A
k2 = [0k — D51 e rra—jl/ ek i)

~

E(k+2,m) = —[2?21 €k k+2—7) E(k+2—jom)) / [€(kkt2)), for m = 1,2; 6, =0, =0,
ey = €2 = 1, €ua) = €p1) = 0 and ems) = €m,1) = €ma) = 0, for
{m,i} <1 and {m,i} > n; €(ii) = (piabin+cia)+5(1 —04)2(01',2[%,2 —¢ia)+
5042<Pj,25j2 - Cj,2)7 (17.]) € {(17 2)7 (TL, n— 1)};

€(ii) = (piabin+ecin)+p(1— 204)2(%,251‘,2 — i) +5042[(Pz‘—1,25i—1,2 —ci_12)+
(Pz’+1,2bz'+1,2 - Cz’+172)]} 1=2,-,n—1,

e(im) = B2 (pjabja—cia), (i,5,m) € {(1,2,3), (n,n—1,n—2),(2,3,4), (n—
Ln—2,n—3),0kk—1,k—2),(kk+1k+2),

ety = Ba(l — a)(pizbiz — ciz) + Ba(l — 2a)(pj2bjz — ¢j2), (i,5) €
{(17 2)7 <n7 n— 1)}7

e(ig) = Ba(1=2a)(pi2bia—ci2)+Ba(l—a)(pj2bj2—cj2), (4,7) € {(2,1), (n—
1,n)},

e(ij) = Ba(l—20)[(pi2biz—ci2) +(pj2bj2—cj2)], (4,7) € {(2,3),(n—1,n—
2), (k,k—1),(k,k+1)},

e,y = 0, elsewhere;

0, = pirain — Bl — a@)(pi2aiz + ciowi) — Ba(pjea;2 + ¢cjawr) + B(1 —
Oé)ﬂi,zbi,Q(ﬂﬁ +wp) + 506ﬂj,2bj,2(1'1 +w1), (,5) € {(1,2),(n,n — 1)} and
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0, = pina;ix — B(1 — 2a)(pigaiz + cigwi) — Baf(pim120i—12 + Cim12w1) +
(Pit120i+12 + ciprwr)] + B(1 — 2a)piobia(z1 + wi) + Bafpi—12bi—12(x1 +

wy) + piy12biv1o(z1 +wh)], i =2,--- ,n—1.

(i4) If 0 < wiy <@y, for all i, then ujy, given above, is the optimal solution for

the centralized problem.

Proof See Appendizx.

For identical users, we establish that the global maximizer of I'; in R is
unique, independent of the hydrological properties of the aquifer () and it is
the same for all users unlike the decentralized solution. Furthermore, the un-
constrained solution is optimal for the centralized problem for certain cost and

revenue parameter values. We state this result below.

Corollary 3.4 (Uniqueness of the global maximizer and optimality for

identical users)

(1) Suppose that users are identical and cy < pabe. Then, the global mazximizer
of Ty (i1, &) is unique and given by

uly = u" = [pra1—PB(paas+cowr )+LBpaba(x1+wy)]/[(p1b1+c1)+B(p2ba—c2)], Vi

)

(i) If 0 < wy < a1, for all i, then the optimal solution for the centralized

problem s given by u** above.

Proof See Appendiz.

Saak and Peterson [52] have shown for n = 2 that the optimal solution is
independent of the characteristics of the aquifer expressed through «. Hence,
Corollary 3.4 generalizes this finding. However, Saak and Peterson [52] make an

implicit assumption that the Nash equilibrium will be the unconstrained solution
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throughout their analysis. In our result, we establish the conditions for the op-
timality of the global maximizer to be within the constraint set. The conditions
for the optimal solution above imply that, under the cost-revenue assumptions of
Saak and Peterson [52], the centralized problem results in an optimal usage which
does not deplete the initial stock when 0.5 < 8 < 1 - giving a realistic hurdle rate
between 0% and 100% per period. Hence, we think that the above optimal result
would be observed in most realistic cases. From a policy maker’s perspective, it is
important to know if the centralized solution can be achieved in the decentralized
game- theoretic setting through a pricing mechanism. Under the stated condition
above, the optimal solution dictates the same usage for all users. However, in the
decentralized solution for the unconstrained case, we established that water usage
fluctuates from the ends toward the midpoint(s) of the strip. As these constitute

instances of counter examples, we establish by contradiction the following.

Corollary 3.5 (No coordination) In a strip configuration with n identical
users, for (pby + c1)xo < prar < (2piby + ¢1)xo, there does not exist a periodic
unit pumpage cost ¢; that equates the Nash equilibrium with the centralized opti-

mal solution, fort =1,2.

We present further observations about the optimal solution in our numerical

section in the next chapter.

3.3 Ring Configuration

In this section, we consider the setting where all n users are connected to each
other in a ring or circular configuration, as depicted in Figure 3.3. By definition
of a ring, we have n > 2. Unlike the strip configuration examined above, there are
no locational extremes (ends) and each user has exactly two neighbors. Hence, the
lateral flows in the aquifer makes all users communicate with each other; and, one
particular user’s water consumption affects all users in the system either directly
or indirectly. The more even nature of the structure brings a similar evenness

to the solution as well, as shall be discussed below. Users are numbered in a
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clockwise fashion where each user has lateral flow from one preceding and one
succeeding adjacent user in the ring. In this configuration, we consider below the

decentralized and centralized decision making environments.

User User
(n) (1)
41 < ----- ---> F\
4 \\
I' \\

User ¥ *y User
(n-1) 4 roR)
1 1
i g
User v \:, User
(n-2) W (3)

AJ '1’
\‘\'l <
S R > ¥
Lateral
flows

Figure 3.3: Hydrology of the aquifer in the ring configuration

3.3.1 The Decentralized Problem

The decentralized problem for the ring configuration is similar to that for the
strip configuration except that the recursive relation between water stocks over
time is different owing to the non-existence of any ends of a ring. For t = 1,2,
the decentralized problem for user i, ¢ = 1,--- | n, is formally stated as a dynamic

program given by

U (0, %) = max Ty 4 (i, T1) = max(g; ¢ (wis, Tip) + Bitls 1 (Urgr, Tegn)]  (3.13)

Uit Ut
S.t.
Lit + wi,t - (1 - 2a>ui,t - a(uj,t + um,t)u (7:7j7 m) - (17 n, 2)
Tit+1 = Tit + Wit — (1 - 2a)ui,t - a(uj,t + um,t)a (Z.mj) m) = (na n— ]-a ]-)
Tig+wip — (1 —200)up — oy + uigrs), 0 =2,---,n—1
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0 S Usj ¢ S Lit (315)

In the above, we retain the previous notations. Note that Eqn (3.14) de-
scribes the recursive temporal relationship among the water stocks of the users
under Darcy’s Law; unlike the strip, the ring configuration allows for each user
to communicate with its immediate neighbors. As before, we have the same «
for all users and all ¢; 3;; = 8 with 0 < 8 < 1; we set x;1 = 21, w;1 = w; and
['%(ids, 23) = 0 for all Z3, i3 and for i = 1,--- ;n. We later relax the condition on
I';(.,.) in Section 3.7.

The properties of the within period profit function in Corollary 3.1 also imply
that the decentralized problem in the ring configuration can be written as a single
period problem, and that its objective function is also a well-behaving function

as stated in the following result.
Proposition 3.5 (Positivity, Continuity, Concavity)

(1) Ui (th, 71) (= [gi1(wir, xin) + BGi2(Ti2, xi2)]) is strictly increasing in ;1 at

Ui = 0 Zf Pi1Qi1 = 5(/)1,2%2 + Ci,2w1); t=1,---,n.

(11) T 1 (U, @1) is continuous and jointly concave in @y if and only if ¢;2 < p;2bis,

i=1,,m.

The proof of the first part of the above result is as that Proposition 3.1. Also,
the proof of the second part is identical to that in Proposition 3.1 for the non-
extreme users. Hence, we omit the proof of the above result. Proposition 3.5
enables a tighter reformulation of the n—user problem given by Eqn (3.6) as
the objective function subject to Eqn (3.7) where the water stock in the last
period z; - is given by Eqn (3.14). As the properties of the problem satisfy those
of Theorem 1 in Dasgubta and Maskin [16], we have the existence of a Nash

equilibrium as stated below.

Proposition 3.6 (Existence of Nash Equilibrium) The n—player game
which corresponds to the decentralized problem in the ring configuration has (at

least one) Nash equilibrium.
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The Nash equilibrium corresponds to the simultaneous solution of n con-
strained optimization problems with a single constraint u,; < zy, ¢ =1,--- ,n.
As shown in the Appendix for Proposition 3.7, the KKT conditions of the La-
grange function L(u;1,0;) = I';(t1, 1) + 6;(x1 — u,1), together with (3.9)-(3.11),

give Biit — 0*T = Z where
€1 01 0 0 ce 01
09 €9 02 0
0 03 €3 03 oo 0

Brxn = . . . ) . . y Znx1 = (/\1 A2 Anoa )‘n)T

O 0 O-n—]_ 6Tl,f]_ O—T'Lf].
O 0 o, €n,

and

€ = B(1 = 2a)*(ci2 — pizbiz) — (pinbix + ci1), 0i = Ba(l — 2a)(cia — piabis)
and \; = 5(1 - 204)[01,2((%,2 - bi,ﬂl) + (Ci,2 - pi,2b1,2)w1] — Pi10;1-

Proposition 3.5 implies that the Hessian matrix of I';; is negative semi-
definite, and, hence, the problem is a concave quadratic program. Therefore,
the KKT conditions above are, again, sufficient for @] to be a global optimal
solution; and, the above mentioned methods available in Nocedal and Wright

[46] and may be used to find it. Next, we focus on the unconstrained solution
(07 =0,Vi).

Proposition 3.7 (Uniqueness of the global maximizer and optimality

for non-identical users)

(i) Suppose that users are non-identical.  Then, the global mazimizer of
D1 (ty, @1) ds unique and given by ui’, = s uyy, = 2 and Uhoy =
Mess + Egera Ui’y + Eppanyushy, for k=1, ,n =2, where
- 3 1 . . 1 3
= [/\1 _0-1)\71] [Zj:() 6(n,n—j)e(n—j,2)] - [Ul +Ule(n,2)] [)\n - Z]‘:() e(n,n—j))\n—j];

T2 - [61 + Ulé(n,l)”)\n - Zjl‘:()e(n,n—j)j\n—j] - [)\1 - Ulj\n][gn +

1 ~
> j0 E(min—i)€(n—j,1))
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~

~ N 1 ~ 1 ~
K= [€1+016(n,1)][2j:0 e(n,n—j)e(n—j,Q)]_[01+016(n,2)][0n+2j:0 €(nn—j)€(n—jn)],

5\k+2 and €(y2.m) are as defined before in Proposition 3.5. In addition, we

have, fori=1,---,n, e;; = ¢ and

oi, (i,7)e{(i,i+1),(L,n)}, i=1,--- ,n—1
ey =94 0i (4,)) €{(,i—1),(n, 1)}, i=2,---,n

0, o.w.

(i5) If 0 < wiy <@y, for all i, then ujy, given above, is the optimal solution for

the decentralized problem.
Proof See Appendiz.

When all users are identical (i.e. €; = €, 0; = 0 and A\; = A, where €, 0, A < 0),

it is possible to obtain a compact expression for the Nash equilibrium.

Corollary 3.6 (Unique Nash equilibrium for identical users) The
n—nplayer game corresponding to the decentralized problem in a ring configura-

tion has a unique Nash equilibrium given by, for all 1,

1, 0..

{ A2 +e€), N> (2046

Proof See Appendiz.

In a ring configuration with identical users, all users consume the same amount
from the aquifer in each period. So long as the cost-revenue structure is such that
the condition A > (20 + €)z; is satisfied, the water stock is not depleted; oth-
erwise, all users deplete the initial stock in the first period leaving nothing for
the next period. We think that this observation may have significant implica-
tions for policy makers in setting the unit costs for underground water usage if
decentralized decision making is to be employed. Since users’ optimal decisions
are identical, it may be possible to convince the users either (i) into a coopera-

tive game rather than the competitive one they are playing, or (ii) into enforcing
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a centralized decision. In the next section, we take up this important issue of
possible coordination through unit prices; that is, whether or not single price
mechanisms exist through which the decentralized solution may converge to the
centralized optimal decision. Similar to the strip configuration, it is possible to
construct the above game with imperfect information about the parameter o by

replacing the expressions involving o with their expectation for identical users.

3.3.2 The Centralized Problem

Analogous to the strip configuration, the centralized problem for the ring config-
uration envisions that a social planner aims at determining the optimal under-
ground water usage for each user so as to maximize the total discounted profit
for the entire system stated in Eqn (3.12) subject to Eqn (3.15) where ;5 is
characterized by Eqn (3.14). Since the objective function of the optimization is a
positive linear combination of the individual profit-to-go functions, we have the

following result.
Corollary 3.7 (Myopic optimality, Positivity, Continuity, Concavity)

(i) The myopically optimal water usage in period t is to deplete all stock

197+ Wity Tit) = Git(Tie, Tit)]-

(it) For a given &y, I'1(ty, 1) is strictly increasing in w;q at u;qx =0 if p;j1a;1 >

B(pigaiz + ciowr), for alli.

(i1i) For a given ¥y, I'1(uy, 1) is continuous and jointly concave in uy if and

only if c;a < piabig, for alli.

The above result once again implies that the centralized problem in the ring
configuration reduces to an equivalent single period concave quadratic optimiza-
tion problem subject to the initial constraint set u;; < x; for all <. Constructing
the Lagrange function for this problem in a similar fashion, we observe that the
KKT conditions are given by Bii} —6*T = W, together with (3.9)-(3.11). Similar
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to the strip configuration, the method of finding the unconstrained solution for

the general case of non-identical users is given below.

Proposition 3.8 (Uniqueness of the global maximizer and optimality

for non-identical users)

(1) Suppose that users are non-identical. Then, the global mazimizer of I'y(uy, Z1)
o €2_d2a1ui*1_d2a2u§,*l o

_ _ _
; Uzl = s 5 » %41 —

is unique and given by ui = I, uyy =

and

S~

e1—dy1ul’ —diguz’ —di,3ug’
di,a

k% B n jay kk Ay k% s *k I k% _
o1 = Qkr2 T EranUTY t €22 U5y + Era3) U3 + Eaauyy, for k=

3,---,n— 2, where

dipdo — digdsa) — (dogés — duséa)(dsodas — dyada),
o = (da3és — dusés)(dsadas — dszdar) — (dosés — dsséo)(daadas — dasday),
G = (ds3idas — d33don)(dipdes — disdag) — (dzadas — dsdao)(diidas —
dysda,y),

& = dye; — diaer, dij = dyad;j — diadyy, fori=2,3,4 and j =1,2,3,

:71 = (552,363 - CZ3,3€2)

(
(

1 A~
. = { e(tm) + D j—o €(1n—j)€(n—jm), M =1,2,3
m T 1 ~
Z]ZO e(lvn_j)e(n_jv4)’ m= 4
d2,m = €(2,m) + e(2,n)é(n,m)7 m = 17 27 37 4;

)

3 R
d3 . { e(n71,1) + ijo 6(%71,117]’)6(71,7]',1), m=1
,T)’L - 3 N ,
ijo €(n—1,n—j)€(n—j,m); m=2,3,4
2 R
A { €(n,m) + Zj:o Cnn—j)C(n—jm), mM=1,2
m 2 R
Zj:() €(n,n—7)€(n—jm), m = 3, 4
1 ~
¢1 = ijo 6(1,n*j)¢n—ja =
— €2,n)Pn,
and €,, = & @m®

3 ~
(bn—l - ijo e(n—l,n—j)(bn—jy
3 ~

an - Zj:() e(n,n—j)qbn—j)

In addition, we have

3 3 3 3
I

1
2
.
4

Pz = [k — iy ko) Pria—j)/ [erria)],
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Clkt2,m) = —[Z§:1 E(hktr2—)E(kr2—jm)]/ [€kkr2)], for m =1,2,3,4, with the
conventions Qg]‘ =0, ey =1, for j = 1,2,3,4, ¢u; = 0, for i,j =
1,2,3,4, i # 7, and e(my) = €my) = 0, for {i,m} <1 and {i,m} > n and
j=1,2,3,4, where, fori=1,--- n,

ey = (pinbin+cin)+ B(1—2a)*(piabio— cio) + Ba?[(pic12bim12 — cim12) +
(pi+1,2bi+1,2 - Ci+1,2)]7

€(ii—2) = ﬂQQ(Pi—1,2b¢—1,2—C¢—1,2)7 €(ii—1) = 504(1—204)[(Pi—l,zbi—1,2—61—1,2)+
(pi,Qbi,Q - 01,2)],

€i,i+1) = 504(1 - 204)[(&‘,251‘,2 - Ci,2) + (pi+1,2bi+1,2 - Ci+1,2)]; €,i+2) =
5042(Pi+1,2bi+1,2 - Ci+1,2)7

e = 0, elsewhere and ¢; = p;1a;1 — Bla(pi—12ai-12 + cim1pw) + (1 —
2a)(pinaiz + c12w1) + apis12ait1.2 + Civrwr)] + Blapi—12bi—1 2(x1 + w1) +
(1 — 206)/%,2171',2(351 + UJ1> + api+1,gbi+172($1 -+ wl)]

(i4) If 0 < wy <@y, for all i, then ujy, given above, is the optimal solution for

the centralized problem.
Proof See Appendiz.

For identical users, we find that the results for the optimal solution of the
centralized ring configuration are exactly the same as those for the strip configu-

ration, as stated below.

Corollary 3.8 (Uniqueness of the global maximizer and optimality for

identical users)

(1) Suppose that users are identical and cy < pabe. Then, the global mazximizer
of Ty (11, &) is unique and given by

11 =u" = [prar—B(p2az+cawr ) +Bpaba(x1+w1)]/[(p1bi+c1)+B(p2ba—ca)], Vi

(i4) If 0 < w < a1, for all i, then the optimal solution for the centralized

problem is given by u** above.
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Proof See Appendiz.

Corollaries 3.4 and 3.8 indicate that the configuration of the users does not
change the optimal allocation of water among users when the system is managed
centrally. In the strip configuration, we have shown that it is not possible to
coordinate the system through a centrally set unit cost (¢;). This was due to the
finding that decentralized decisions of users are non-identical even for identical
users due to their differing locations over the common aquifer. For the ring config-
uration, the decentralized optimal solution is the same for all identical users. The

next question is: Is it possible to coordinate the system in the ring configuration?

Corollary 3.9 (No coordination) In a ring configuration with n identical
users, for (piby + c1)xg < pray < (2piby + ¢i)xo, there does not exist a periodic
unit pumpage cost ¢; that equates the Nash equilibrium with the centralized opti-

mal solution, fort=1,2.

Proof See Appendizx.

According to the above corollary, under the cost structure adopted herein and
by Saak and Peterson [52], the social planner can not entice multiple (n > 2)
users to behave in accordance with the centralized optimal decision. If the to-
tal profits realized from the central allocation of usage are greater than those
realized decentrally, then the centralized solution will dominate the decentral-
ized one. Unfortunately, no analytical comparison could be obtained for the
total discounted profits realized from the optimal usage quantities under both
management systems. However, in the following chapter, we will provide some
numerical illustrations and comparisons between the solutions in both strip and

ring configurations.
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3.4 Double-Layer Ring Configuration

We consider a two-layer ring configuration where each layer (ring) contains n iden-
tical users distributed in a circular fashion as in the ring configuration. Figure
3.4 illustrates the hydrology of the aquifer in the double-layer ring configuration.
Under this setting, water lateral flows to user ¢ in layer k£ come from three neigh-
bors. Namely, from users ¢ — 1 and ¢ + 1 within layer £ and from user i in the
other layer, for : = 1,--- ,n and k = 1,2. Since users are identical, the lateral
transmissivity coefficients between adjacent users (i — 1,4,7 + 1) within layer k
are the same for all users. More specifically, a(x) = ay, for all i and k. Also,
the lateral transmissivity coefficient between adjacent users indexed by index ¢

across the two layers is given by «, fori =1,---  n.

User
() —_—

User User

@ W @

User

n-1)

T User User T
-1 2
@-1) $ N @
\L User \l/ User \L
®-2) @
User User

@) N\ T )

Figure 3.4: Hydrology of the aquifer in the two-layer ring configuration

The water stock level of user (i, k) at the beginning of period ¢ + 1 is given by

T(ig) 1 = Tige)t T W k)t — Ui k)t T Q=101 k)t T Qi 1,8, (1.k),t +Qig), (i)t (3-16)

where x(; ), is the water stock level of user (4, k) at the beginning of period ¢,
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W k)¢ s the water recharge at user (4, k) in period ¢, u( )+ is the water pumpage
by user (2, k) in period ¢, Q(i—1.x),(i,k)t a0d Q(i+1,1),(i,k),t A€, respectively, the lateral
flows from users (i — 1, k) and (¢ + 1, k) to user (¢, k) in period ¢ and Q(; ;) (ik)¢ 1S
the lateral flow from user ¢ in layer j to user ¢ in layer k in period ¢, i =1,--- ,n,
j,k=1,2, 7 # k and t = 1,2. Similar to the previous two configurations, we
assume an aquifer recharge w; ), for all ¢ and k at the beginning of period 2.
Using Darcy’s Law and substituting the respective lateral flows in the Eqn (3.16),

we obtain

T(i k) t+1 = T(ik)t + Wi k)t — Uik)t — Ok [(T(ik)e + Wikt — Uiy t) — (Ta—1,k)¢ +
W(i—1,k) 6= U(i—1,),0)] =k [(T(a.) 2 FW () =i ko) ) — (T (i1 ) FW (1 )t — Uit 1,00 ,) | —

(i)t + Wikt — Wik)t) — (Tt + Wege — W)l

In the analysis below, we assume that initial water stocks x(; ) and aquifer
recharges w; 1)1 are identical for all users ¢ = 1,...,n within the same layer; i.e.
T(iky1 = Tr1 and wry,1 = wgi. Hence, with identical users within layer k,
we have x(; ) = oy and wgry, = wi,;. Eventually, in the last equation, for

i=1---,nand j,k=1,2, j#k, 44+ reduces to

gy a1 = (L=0) (Wi e) F (25 4Wj ) = QU k) 2 — Ok [U (=11 2 F U4 1,0) 8] — QUG ) 1
(3.17)

where & = 1 —a—2a;, and (a+2ay) € [0,0.5], for k = 1,2. Furthermore, with
identical users within layer k, the profit function of groundwater usage realized

by user (i, k) for time period ¢ is given

g(i,k),t(“(i,k),tv Qf(i,k),t) = [ptat - Ct(@"k,o - $k7t)]u(i,k),t - 0-5(Ptbt + Ct)u%@k%t (3-18)

where o0 = ()0, Vi and k, is the initial water stock at each user in
layer k and the cost-revenue parameters p;, a;, by, ¢; > 0 and satisfy the following
condition, for k = 1,2 and t = 1, 2,
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(pib + ct) i < prae < (2pby + i) xpp (3.19)
Lemma 3.2 (Positivity, Continuity, Concavity)

(i) For ugpye < Tapye < Tro, the function gy (Uer.e, Tak,e) 15 strictly in-

creasing m Ug gy, ¢ =1,-+-,n, k=12, t =1,2.

(ii) The function g kye(Wek).e Tiig),e) 5 continuous and concave in g ¢, i =
1o om, t=1,2.

Proof See Appendiz.

Below, we present the solution of the decentralized problem corresponding to

the this configuration.

3.4.1 The Decentralized Problem

Similar to the decentralized problems of the strip and ring configurations, for
t = 1,2, the decentralized problem of the double-layer ring configuration, for

t1=1,---,nand k = 1,2, is as follows

Lo (U, @) = max U gy (e, T1) = max [gi (e k)e Tik)e) + il g1 (Urgn, Tean)]

U(i,k),t U(i,k),t
(3.20)
st (317) and 0 < ugry: < T (3.21)
where @ = (U@ ), -+ U1y U(1,2) 000 5 Un,2).0) " 1S & 2n X 1 vector of water
usage of all users in period ¢ and &y = (T(1,1)4 " s T(n,1)6> T1,2)8> " " ,x(n,z)jt)T is

a 2n x 1 vector of initial water stock of all users in period . We retain all conven-

tions and notations of the decentralized problems of the previous configurations.
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Corollary 3.1 holds for this configuration as well and, hence, the within-period
profit function g k(Ui k)¢, Tik),e) attains its maximum at Ui jy e = T(ik)ts fori =
1,---,n, k=1,2and t = 1,2. Hence, in the optimal solution, all users deplete
water resources in the very last period (i.e., U .2 = Tik)2, Viand k). Therefore,
we have I'¢py 1 (U1, 1) = [96.0),1 (Wak),1, Takr)a) + B9k 2(T6 k)2, T(ik),2)], where

T(;k),2 is obtained from Eqn (3.17) when ¢ = 1.

Proposition 3.9 (Positivity, Continuity, Concavity)

(i) Tipy1 (1, Z1) is strictly increasing in w gy at uirya = 0 if prar > B(p2as +

CoWg1 — OéCQ[(ZEkJ + wk,l) - (xj,l + wj,l)])) L= 17 e, N, jak = 172a .] 7£ k.

(i) T (i,1),1 (U1, £1) 4s continuous and jointly concave in iy if and only if c; < paby,
Z:]-a , 1, jak:]-aQ’ j?ék

Proof See Appendiz.

In the sequel, the decentralized problem of this configuration is written as

single period problem given by

max ;)1 (U, £1) = max (g6 )1 (Ui k)1 k) 1) F096.8)2 (T k)2, Tiky2) (3.22)

U(i,k),1 U(i,k),1

st 0 <ugma < T (3.23)

As the properties of the above problem satisfy those of Theorem 1 in Dasgubta

and Maskin [16], we have the existence of a Nash equilibrium as stated below.

Proposition 3.10 (Existence of Nash Equilibrium) The 2n—player game
which corresponds to the decentralized problem in the double-layer ring configura-

tion has (at least one) Nash equilibrium.
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The Nash equilibrium corresponds to the simultaneous solution of 2n con-
strained optimization problems with the constraints wugpy: < xp1, @ =
1....

, ,n, k= 1,2. Similar to the analysis in the strip and ring configurations,

firstly, we investigate the unconstrained solution of the decentralized problem.
The FOC corresponding to the objective function of the decentralized problem can

be written in a matrix form Buj* = Z, where B is a 2 x 2 symmetric block matrix

B, B,
defined by Ba,xon =
By, B;

In matrix B, B; is an n X n matrix given by

) and ZZnXl == ()\1 )\1 )\2 )\Q)T .

v € 0
e v € 0
0 e ~v € ...
Bi= | and By is an n X n diagonal matrix given by
0 0 ... ¢ v €
e 0 ... 0 € ~

By = ol, where [ is the n x n identity matrix. The matrix B; elements are as
follows v = B(1—a—2ay)*(co— paba) — (p1bi+c1), € = Bag(1—a—2ay)(ca— pabs),
o= pBa(l —a—2a;)(ca — pabg) and for i =1,--- mand j,k=1,2, j £k, \p =
B(1—a—2ay)[paas —catpo — (P22 +c2) (1 — ) (Th,1 +wp,1) + (w1 +w;sn)]] — pra.

The system Bu}* = Z has a unique solution given by #}* = B~'Z, where B~}
can be found using Theorem 2.1 in Lu and Shiou [37]. Moreover, we observe that
the solution “?:k)g = uy’, for all ¢ and k, satisfies the system Buj* = Z and,

%ok

hence, it is the unique solution of Buj* = Z. The following results gives the Nash

equilibrium solution of the decentralized problem.

Proposition 3.11 (Unique Nash equilibrium for identical users within
each layer) The 2n—player game corresponding to the decentralized problem in
a double-layer ring configuration has a unique Nash equilibrium given as follows,
fori=1,--- nandj k=12 j#k,

(2e+7)%=0? 7

. BAM—odi 0 < (26 +7) Ak — 0N < [(2¢ +7)2 — 02z
U, - =
(i-k).1 Th,1, 0.W.



CHAPTER 3. CENT. & DECENT. MGMT. OF GW 53

Proof See Appendiz.

If we assume that all users in the two layers are identical, which means that
they have the same initial stock levels as well as the same recharge values in period

1, then the unique solution in the previous result becomes as shown below.

Corollary 3.10 (Unique Nash equilibrium for identical users within the
system) Suppose x1 = 1 and wy; = wy, V k. Then, the 2n—player game
corresponding to the decentralized problem in a double-layer ring configuration
has a unique Nash equilibrium given as follows, fori=1,--- ,2n,

ul, =

2y

. _{ T 0> 2> [2e+9) + ol

1, 0..

Proof See Appendiz.

In the next section, we present the solution of the centralized problem corre-

sponding to the double-layer ring configuration.

3.4.2 The Centralized Problem

Analogous to the ring configuration, the centralized problem for this configuration
envisions that a social planner aims at determining the optimal underground
water usage for each user so as to maximize the total discounted profit for the

entire system. For ¢t = 1,2, the centralized problem is given as follows

2 n
T} (i, ) = max Ty(t, 7) = max{{)_{>_ gie(un e 2x.0) BT 11 (1, Trin)}
e B

(3.24)

st (3.21)
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Since the objective function of the optimization is a positive linear combina-

tion of the individual profit-to-go functions, we have the following result.

Corollary 3.11 (Myopic optimality, Positivity, Continuity, Concavity)

(i) The myopically optimal water usage in period t is to deplete all stock

*

(90 1y £ (W)t T t) = GGkt (T i)t i), for alld, k and t.

(i1) For a given Iy, fl(ﬁl,fl) is strictly increasing in ug gy, ot UG, = 0 if
prar > B(paas+cowp —acs[(xp1+w) — (zj1+w;q)]), i =1,--- ,n, j, k=
1,2 j#k.

(i1i) For a given ¥y, I'1(uy, 1) is continuous and jointly concave in u, if and

Only ifCQSPZbQ;izla”' y Ty ]ak:1a27 j?ék

According to parts (i) and (i) of the above result, the centralized problem

stated above becomes

2 n
max I'y (41, 71) = HLaX{Z Z[g(i,k),l(u(i,k),h T(ik)1) + Bk 2(Tr).2 Tk 2)] b
“ R —
(3.25)

st. 0< U(4,k),1 < Tr1 (326)
Again, we start with the unconstrained solution of the centralized problem.

It is found that the FOC corresponding to the centralized problem can be given
by the system Bﬁ”{* — Z, where B is a 2 x 2 symmetric block matrix defined by

N B, B .
Bopxon = ~1 ~2 and Zs, 1 = (91 cee B Oy - 92)T .
By B

In matrix B, B; is an n X n matrix given by
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¢ o1 92 0 0 0 ... ¢ ¢
b 0 ¢ da 0 0 ... 0 ¢
G2 1 ¢ 1 P2 O

B1(nxn) = R S and B, is an n X n
0 0 ... ¢3 wy wy wy o3 0

P2 01 O 1 P
¢ 0 ... 0 0 ¢ &1 & ¢
¢1 92 ... 0 0 0 ¢ &1 ¢

n m 0 0 ... m
m n m 0 ... 0
- 0 ... 0
matrix given by By (,xpn) = _ 71 77 71 |, where
0O 0 ....mi n m
m 0 ... 0 m n

¢ = Bl(1 — a = 2a3)* + 203 + &®|(paba — c2) + (P11 + 1), 1 = 2Bau(1 —
a — 2a)(p2ba — c2), 2 = Bai(pabs — ca), n = 2Ba(l — a — oy — ag)(p2bs — ¢2),
m = Ba(ar+ag)(pabe—co) and O, = p1a; — B(p2a2+cowy 1) + Ba(1—2a) co[ (g 1 +
wi,1) = (g1 +win)] + Bp2ba[(1 — ) + o) (g1 +wr1) + 201 — a) ()0 + wjia)),
fori=1,--- ,nand j,k=1,2, j #k.

Similar to the decentralized problem, the system Bﬁf* — Z has a unique
solution given by u;* = B~'Z, where B~! can be found using Theorem 2.1 in
Lu and Shiou [37]. We observe that the solution u{,) , = up’, for all i and £,
satisfies the system Bu}* = Z and, hence, it is the unique solution of Buj* = Z.

To facilitate the presentation of the following result, we define

0 = (262 + 201 + )0, — (201 +1)0; and ¢ = (265 + 261 + ¢)> — (2n1 + ).

The following result gives the unique optimal solution of the centralized prob-

lem.
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Proposition 3.12 (Uniqueness of the global maximizer and optimality
for identical users within each layer) The global mazimizer of Ty is unique

and given by, fori=1,--- ,n and j,k =1,2, j #k,

Uiiky,1 =

. {é/gg, 0<§<¢~)5L’k’1

T, O.W.

Proof See Appendiz.

When all users in the two layers are identical, which means that they have
the same initial stock levels as well as the same recharge values in period 1, then

the unique solution in the previous result is as follows.

Corollary 3.12 (Uniqueness of the global maximizer and optimality for
identical users within the system) If x;; = 21 and wy; = wy, V k. Then,

the global mazimizer of Ty is unique and given by, fori=1,--- ,n,

0
* { 2(p1+g2+m)+o+n’ 0>6> [2(¢1 + ¢2 + 771) + ¢ + 77]x1

1, 0.W.

Proof See Appendiz.

3.5 Generalization to Multi-Layer Ring Config-

uration

In the last two sections, we discussed the analysis of the decentralized and cen-
tralized problems corresponding to the double-layer ring configuration. We found
that with identical users, the solutions of both problems are unique. Herein, we
aim to generalize the previous analysis to the case of multi-layer ring configura-
tion, where each layer includes n identical users. Consider a setting of m layers

each contains n identical users, where the hydrology of the aquifer under this
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configuration is depicted in Figure 3.5. As illustrated in Figure 3.5, groundwa-
ter at user ¢ in layer k has hydrologic interactions with four adjacent users; two
neighbors within the same layer (user ¢ — 1 and user ¢ + 1), one user in a lower
layer (user i in layer k — 1) and one user in an upper layer (user i in layer k + 1).
The groundwater lateral transmissivity coefficient between users ¢ — 1, ¢ and i+ 1
within layer £ is the same since users are identical and is denoted by «4. Likewise,
the transmissivity coefficient between user ¢ in layer k and user ¢ in layer k — 1 is
denoted by ajx—1) while that between user 7 in layer k£ and user ¢ in layer k + 1

is denoted by ok k+1)-

Figure 3.5: Hydrology of the aquifer in the multi-layer ring configuration

The water stock level of user (7, k) at the beginning of period ¢ + 1 is given by

T (k)1 = (i)t T Wkt — Ui k)t T Qi—1,k),6,k) ¢ T Qi+1,k),(6,k) st T Qi k—1),(1,k),¢ T
Qi k+1),(i,k) ¢
(3.27)

where x¢; )¢, Wi k)t Uik, and the groundwater lateral flows are as defined
before in the double-layer ring configuration. Similar to the double-layer ring
configuration, in the analysis below, we assume that the initial water stocks
T(ik),1 = Tk, and the aquifer recharges w; x)1 = wy,1 for all 4 and k. Hence, with
identical users within layer k, we have x( ), = %p; and wgg), = wy,. Using

Darcy’s Law and substituting the respective lateral flows in the Eqn (3.27), we
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have

Tk = (L= Qp—1) = Qkit1) (Tt + Wie) + Q1) (Tro14 + Wr—14) +
A1) (@1 + Wipre) — (1 — 200 — Qe—1) — Ok 1)) Ui k)t — OkUgi—1,0),¢ +

u(z‘—l—l,k),t] — Ok k—1) UG k—1)t — Ok, k+1)U(i k+1),¢

(3.28)

where (20 + ok g—1) + @ p11)) € [0,0.5], for k=1,--- ,m. As a convention,
we set a1 = ag = 0. Notice that for m = 2, the stock level at the beginning of
period 2 in Eqn (3.17) is obtained from Eqn (3.28) when we substitute o x—1) =
ap) =0, k+1=jand o r41) = a. The profit function of groundwater usage
realized by user (i,k) for time period ¢ is as given before in Eqn (3.18) in the

double-layer ring configuration.

Below, we discuss the analysis of the decentralized and centralized problems

separately.

3.5.1 The Decentralized Problem

Similar to the decentralized problem of the double-layer ring configuration,
the multi-layer ring configuration possesses the same decentralized problem as
stated in Eqn (3.20) subject to the constraint 0 < wgr: < @r: and Eqn
(3.28), for t = 1,2, ¢ = 1,--- ,n and k& = 1,---,m. All other notations
and conventions of the decentralized problem in the double-layer ring config-
uration are retained. Again, Corollary 3.1 holds for this configuration and,
hence, the within-period profit function g x):(w@ k), Tk e) attains its maxi-

mum at ug ), = Tkt fori =1,---,n, k=1,--- mand ¢t = 1,2. Hence,

)t
in the optimal solution, all users deplete water resources in the very last pe-
riod (i.e., “Z,km = T(ik)2, Vi and k). Therefore, we have I'¢ ) 1(t1,71) =
[g(i,k),l (u(i,k),la x(i,k),l) +Bg(i,k),2 (:L'(i,k),% 1’(1'7]{)72)], where 1’(1&)32 1S Obtained fl"OHl Eqn
(3.28) when t = 1.
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Proposition 3.13 (Positivity, Continuity, Concavity)

(1) Tipy1 (1, 71) is strictly increasing in u gy at uiry,1 = 0 if prar > B(peas +
CoWg,1 — Oé(k,k—l)Cz[(Im +wi1) — (Tp—11 +Wk—11)] — Oé(k,k+1)02[($k,1 +wp 1) —

(ZEk—&-l,l +wk+171):|>, '[/: ]_7--. 7”7 k — ]_’-.. 7m'

(ii) Ty (U, @1) is continuous and jointly concave in iy if and only if the
characteristic polynomial f(X\) = Z?:o d;jN has non-positive eigenvalues,

i=1,.n k=1,---,m.
Proof See Appendiz.

Similar to the double-layer ring configuration, the decentralized problem of
this configuration can be written as single period problem as shown before in
Eqn (3.22) and Eqn (3.23), where x(; 1 is obtained from Eqn (3.28) when ¢ = 1.
If the properties of the above problem (specifically, the joint concavity property
in Proposition (ii)) satisfy those of Theorem 1 in Dasgubta and Maskin [16], we

have the existence of a Nash equilibrium as stated below.

Proposition 3.14 (Existence of Nash Equilibrium) The mn—player game
which corresponds to the decentralized problem in the multi-layer ring configura-

tion has (at least one) Nash equilibrium.

The Nash equilibrium corresponds to the simultaneous solution of mn con-
strained optimization problems with a single constraint w1 < @1, @ =
1,---,n, k=1,---  m. Similar to the analysis in the previous configurations, we
start with the unconstrained solution of the decentralized problem. To this end,
the FOC of the decentralized problem can be written in a matrix form Buj* = Z,

where B is an mn x mn tridiagonal block matrix defined by



CHAPTER 3. CENT. & DECENT. MGMT. OF GW 60

A B 0 0 0
Cy Ay By
0 (O35 Aj Bs
Brnxmn = L : : : f and
0 0 Cuno Ans Bnao 0
0 0 Cm—1 Am—1 By
0 O e 0 Cnm A,
Y € 0 0 ... €

e Y € 0

0 & "% e

A = , By and Cj are n x n diagonal matrices
0 0o ... €L Yk €k
€k 0 ... 0 €k Tk
given, respectively, by By = wil and Cy = oI, where [ is the n X n identity
matrix and Zmnxl = [()\1 e )\1) ()\2 cee )\2) cee ()\m e )\m)]T .

In the above, v, = B(1 — 20, — o p—1) — Qki+1)) > (C2 — paba) — (p1b1 + 1),
€ = Pag(l — 200, — A p—1) — At1)) (C2 — paba),

0k = B -1 (1 — 20 — O —1) — Ak k+1))(C2 — p2ba),

Wi = Bage sy (1 — 200 — Qe p—1) — Orgt1))(C2 — p2be) and

Me = B(1 =20k — Q(p—1) — Q(,kt1)) [P2a2 — C2Tr0 — (p2b2 — c2)[(1 — i p—1) —
Ak k1)) (Tr1 + We1) + O h—1) (Th—1,1 + Wk—1,1) + Qe fr1) (Tt 11 + We11)]] — praq,

fork=1,---,m.

Similar to the double-layer configuration, we observe that the solution
Uiy = Upts for all ¢ and k, satisfies the system Buj* = Z. Therefore, if B
is invertible, then the solution wu;* will be the unique solution of the system
Buy* = Z. In the sequel, it is sufficient to solve the system Bu;* = Z, where B

and Z become
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m W 0 0
oy M2 we 0

0 o3 13 w3

Brism = s Zmx1 = (>\1 A2 /\m)T
0O ... 0 Om—1 MNm—-1 Wm—1
0O ... 0 0 Om, N
where np = 2¢; + Y, for £ = 1,--- ;m. We notice that this configuration re-

duces to the non-identical users strip configuration. The solution of the system

Buy* = Z has the same structure of that in Proposition 3.3 in the strip configu-

ration. However, in this case, we have, m = n, e;; = n;, for e = 1,--- ,m, and
wi, (4,§)=0,i+1),i=1,---,n—1

ey =194 oi, (i,7)=(,i—1),i=2,---,n
0, ow.

The above implies that an m-layer ring configuration, where each layer con-
tains n identical users, reduces to the strip configuration of size m non-identical
users along the strip. This is an expected result since within each layer, users
pump water equally since they are identical and, hence, the pumpage profile in
each layer is only represented by that of one user in the same layer. However,
as we move across the layers, starting from layer 1 (which is equivalent to one
extreme user of a strip), users pump water in accordance with water usage be-
havior in the strip configuration of non-identical users, where the second extreme
user of the strip is layer m, and the layers between the extremes (indexed from

m=2,---,m — 1) represent the non-extreme users along the strip.

In the following section, we see that the solution of the centralized problem of
the multi-layer ring configuration also reduces to the solution of the centralized

problem of the strip configuration with non-identical users.
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3.5.2 The Centralized Problem

The centralized problem of this configuration is the same as that given in Eqn
(3.24) for the double-layer configuration, but for k£ = 1,--- ,m. Similar to Corol-

lary 3.11 in the double-ring configuration, we have the following result.

Corollary 3.13 (Myopic optimality, Positivity, Continuity, Concavity)

(i) The myopically optimal water usage in period t is to deplete all stock
(90 1y 4 (W)t Tl t) = Gkt (T iyt Ta)], Sor alld, k and t.

(ii) For a given @y, I'y(uy, @) is strictly increasing in w1 ot UG, = 0 if
prar > B(pras+cowp 1 —ag_1c2[(Tp1+wp 1) —(Th—11+Wk—1,1)] —r1C2[(Tr 1+

wa) - (xk—i-l,l +wk+1,1)]), 1= 1, s n, k= 1’ ceem.

(iii) Ty(ty, ) is continuous and jointly concave in i, if and only if the
characteristic polynomial f(\) = Z?:o d;jN has non-positive eigenvalues,

i=1,m k=1--.,m.

In accordance with the first two parts of the above result, the corresponding
centralized problem of this configuration is as stated in Eqns (3.25)-(3.26), where
T(ik),2 is obtained from Eqn (3.28) when ¢t = 1. Analogous to our previous
analysis, we start with the unconstrained solution of the centralized problem.
Unfortunately, due to the large size of the system, we could not write the FOC
of the centralized problem in a neat matrix form. However, we write the FOC as

a general linear difference equation, for i =1,--- ;'nand k=1,--- ,m, given by

OLEUGk—2),1 T P2pU(ik—1),1 T P3pUGk)1 + QParliik+1)1 + Os5kU(ik+2)1 +
P61 [U(i—1,k),1 FU(ip1,0),1) + Pk [ UG —2,0),1 F Ugir2,0),1) + P8 [U(—1,8—1),10 FUG+1,8-1)1] +

Gok[U(i-1,k41)1 F+ Ugit1ht1),1) — O =0

(3.29)

where ¢ = Ba(i—1k—2)Q(kk—1)(p2b2 — c2),
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Ga = B(p2ba—ca)a(p—1)[(1 =200 — e p—1) — Ak 1)) + (1 — 20001 — Qe 1) —

Oé(kfl,k72))]a

P31 = B(p2bs — e2)[20 + (1 — 20 — pp—1) — Qro1))” Ay + 0 ] +
(p1b1 + 1),

Gage = B(p2ba—ca) o 1) [(1 =20, — 0 —1) — Qi o41)) + (1 — 200041 — Ok oy 1) —

a(k+1,k+2))]a
G5,k = B k1) Ot 1,642) (P2b2 — C2),
Pop = 2Bai(1 — 20 — Qi p—1) — Qe p+1)) (P2b2 — C2),
b7k = Bai(pabs — c2),
b3 = Ba(p—1)(ar—1 + ap)(p2b2 — c2),
Gk = BA( 1) (k4 apy1)(p2b2 — c2) and

Or = praq— B(1 — 0 k—1) — Akt 1)) [P202 + CowWp 1 — (O k1) + Qe k1)) C2( Tk +
Wi1) + Qe p—1)C2(Th—1,1 + We—1,1) + Qe k1) C2(Thg1,1 + Werr,1)] + B(L — agep—1) —
Ak st1)) P202[(1 — Qrp—1) — Q1) (Tr1 + We1) + pp—1) (Te—11 + We—1,1) +
Ok ot 1) (Thg1,1 + Whp1,1)] = BO(k—1) (202 + C2wi 1 — (e k—1) F QU k1 5—2) ) C2(Tp—1,1 +
Wr—1,1) + ke e—1)C2(Th,1 + Wi1) + Qr—1,k—2)C2(Th—2,1 + Wg—21)] — @a(k,k+1)[,02@2 +
CoWr1 — (U k+1) + Qler1kr2)) Co(Thp11 + Wht1) + Qepr)C2(Th1 + wea) +
Ah1,h42)C2 (Trr21 + Wigo1)] + Boer—1)p2b2[(1 — o r—1) — Qh—1,5—2)) (Tr-11 +
Wr—1,1) + Qe—1)(Tr1 + We1) + O—1,k-2)(Tr—21 + Wr—2,1)] + B ps1)p202[(1 —
Qi k1) = Ct1,54+2) ) (Thg1,1 + Wea1,1) + Qe er1) (T + Wi1) + O 1,k42) (Thga,1 +

Wii21)], for k=1,---  m, with the convention a1y = A(mm+1) = 0.

Similar to the double-layer configuration, we observe that the solution
Uiy = U, for all ¢+ and k, satisfies the FOC given above. Therefore, if the
parameters are carefully chosen such that the solution of the FOC is unique,
then u;* will be the unique solution. The corresponding FOC can be written
in a matrix form given by the system A@:* = W, similar to the strip configu-

ration’s FOC corresponding to its centralized problem with non-identical user.
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More specifically, A is an m x m matrix is defined by

9233,1 (/54,1 ®s5.1 0 0
¢~52,2 ¢~>3,2 §Z~54,2 ®5,2 0
b3 Gos P3a Gu3 ®s5.3
0 b4 oa P34 P14 G54
Apxm = S : : : :

0 Grm—s Gom—s Pzm—3 Pim—s Bsm_3
0 0 Grm—z Pom-2 P3m—2 Oum—2
0 0 0 Prm-1 Pom-1 Pzm-1
0 0 0 0 Grm  Dom

and

mel = (91 05
2061 + 207 and ¢y = Qg + 209 k.

o O O O

0
¢5,m72
¢2,m—1

¢3,m

64

Om—1 em)T , where €Z§2,k = Qo) + 208k, 953,k = @3 +

The solution of the system Aw#}* = W has the same structure of that in

Proposition 3.4 of the centralized problem of the strip configuration with non-

identical users. However, in this case, we have m =n, e ;) = ég,k, t=1,---,m,
and
(Guk, (i,4) € {(1,2), (mym —1),(2,3), (m — 1,m — 2)}
G5k (4,7) € {(1,3),(m,m —2),(2,4), (m — 1,m — 3)}
G2k (i.5) € {(2.1), (m —1,m)}
Pk (69) = (kb —2)
€(i.9) b .
P, (1,5) = (k, k= 1)
Ga, (i,5) = (k k+1)
G5y (1,5) = (k, kK +2)
\ 0, 0.W




CHAPTER 3. CENT. & DECENT. MGMT. OF GW 65

3.6 Grid Configuration

In this section, we consider the system of n—identical users, each having an equal
area (cell), distributed adjacently on a grid over the common groundwater aquifer.
The grid configuration might be considered a commonly used configuration from
a practical point of view. In particular, large acreage areas (farms) are usually
divided between users, lying on the common groundwater aquifer, into smaller
acreage areas to be utilized by those users. The main acreage area can be rep-
resented, up on division, by a grid having L-rows and K-columns, where L and
K are not necessarily equal. Therefore, the total number of users equals the
total number of cells in the grid; n = L x K. Figure 3.6 depicts the aquifer’s
hydrology among users in the grid configuration, where the pumpage quantity
of user (I, k) in period t is indicated by ugxy, | =1,---, L, k =1,--- K and
t = 1,2. Notice that for L = 1 and K > 2, we have n > 2, which corresponds
to the strip configuration of size n. Also, for L = 2 and K = 2, we have n = 4,
which corresponds to the ring configuration with four users. Grids having L > 3,
K > 2, and, hence, n > 6 users are considered in this analysis. In this sec-
tion, square grids having the same number of rows and columns are considered.
Therefore, the total number of users on the grid is (n = L?). All other notations
and conventions regarding the water usage profit function given in Eqn (3.1) and
its parameters given in Eqn (3.2) are retained. Notice here that users have the
same time-variant cost-revenue parameters. Also, we assume the equality of users
initial water stock values among users and we assume no aquifer recharge in this

configuration.

As will be shown in the next sections, we could write the FOC corresponding
to the decentralized problem in a matrix from. But, we could not obtain the
analytical solution from the FOC. As will be supported by our numerical study
in the next chapter, we could obtain some conjectures on the number of distinct
solutions of the FOC for both odd and even square grids. On the other hand,
unfortunately, we neither could write the FOC corresponding to the centralized
problem nor we could obtain an analytical centralized solution. Again, as will be

supported by the numerical study in the next chapter, we state, as a conjecture,
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that the centralized solution is independent of the transmissivity coefficient, «,

and it results in the same centralized solutions in the strip and ring configurations.

U1, Uy |- Uiy K -1)4 Uy k).t

U Uyt |- U9 K-1)4 U9 K.t

U—1004 | Yr=128 | = Ui, —1,K-1)1 | WL-1K)
Uir 1)t e - UL K-1)t U(LK)t

Figure 3.6: Hydrology of the aquifer in the grid configuration

The general grid structure depicted above demonstrates that the grid can be
divided into three disjoint sets of users according to their hydrologic dynamics
governed by Darcy’s Law. Namely, let S; be the set of the decision variables
of the pumpage quantities in period ¢ corresponding to all users who lie on the
grid corners, we call them the corner users, where each user in S; has two neigh-
bors. The second set is So, which contains the decision variables of the pumpage
quantities in period ¢ corresponding to all users lying on the grid outer edges, we
call them the edge users, where each user in S; has three neighbors. The third
set, S3, is the set of the decision variables of the pumpage quantities in period ¢
corresponding to the internal users on the grid, we call them the internal users,

where each user in S3 has four neighbors.

If L is even, the grid has L? identical users distributed equally into four quad-
rants (numbered in a clockwise fashion) with respect to the the center of the grid.
Namely, an even grid can be divided into four identical quadrants, ¢;, 1 = 1, 2, 3, 4,
each having LZQ identical users. Each cell in the grid represents a user having a
decision variable in period ¢ denoted by w ;) ¢, Where i = 1,2,3,4 denotes the
quadrant index, j denotes the horizontal coordinate (the horizontal distance from
the grid’s center) and k denotes the vertical coordinate (the vertical distance from

the grid’s center), for 7,k = 1,--- ,%, t = 1,2. Figure 3.7a illustrates the grid
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structure for L = 4. Obviously, the four quadrants are identical and symmetric
in terms of the number of users each has and the nature of hydrologic dynam-
ics among users within each quadrant (the number of adjacent users each user

interacts with).

On the other hand, if L is odd, the center of the grid is the user occupying the

grid’s central cell. Namely, by considering the general grid structure in Figure 3.6,
L2+1
2
sponding to that user. Also, let ;). denote the decision variables corresponding

that user has the cell number . Let uo,0),+ denote the decision variable corre-
to the users on the central horizontal strip of the grid, j = +1, - -- ,:I:%, where
(+7) is the user’s horizontal coordinate right to ) and (—7) is the user’s hor-
izontal coordinate left to ug,),. Similarly, the decision variables of users on the
central vertical strip are denoted by w )+, K = £1,-- -, i%, where (+k) is the
user’s vertical coordinate above w0, and (—k) is the user’s vertical coordinate
below w0+ Totally, the central strips’ users compose 2(L —1) of the total num-
ber of users on the grid. The remaining number of users, which is L? — 2L + 1,
will be distributed equally into the four identical and symmetric quadrants of the
grid as in the even case, where their corresponding decision variables are denoted
by ugijre @ = 1,2,3,4, and j k= 1,--- , 221 ¢ = 1,2, Figure 3.7b illustrates
the grid structure for L = 5.

Quadrant 4 Quadrant 1 Quadrant 4 Quadrant 1
Uig22,t | U4,1,2).4 " Ui1,1,2)¢ | ¥(1,2,2).0 Ug29)0 | Y120 || Y0.2)0 | "1.12)0 | Y1.22)0
Ug21)e | W41y " Wy g1y | W21 Ug,2,1),0 | Y410 || %0, || ¥, | Y1,21)0

(=200, | Y(=1,00t || %0,0).t (1,00t U(2,0).t
U2yt | W31 || Ua1.1)t | B2.2.1). - - - - -
(3210, | W(3.1,1).1 (0,~1).¢ 2100 | Y220t
Uig 5 o Wiaq - " Uea 1 9y g 9 9)
322 | Y302 || ¥212)0 | Y222 Uaa | Uaron || Uo—2 | Uaia | Upan
Quadrant 3 Quadrant 2 Quadrant 3 Quadrant 2
(a) A 4 x 4 grid structure (b) A 5 x 5 grid structure

Figure 3.7: Illustrative examples of even and odd grid structures

Now, we are ready to express the water stock level of each user in the grid at
the beginning of period ¢t + 1. We first consider even square grids. In period ¢,
for i = 1,2,3,4, we have S| = {u(i,%%),t}, where the groundwater stock level at

the beginning of period t + 1 is given by
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l‘(-7272)t+1 —x(17272)t (1_204) ( %%)7t_a[U(-’é,7L 2)t+U(

o] (330)

Also, we have Sy, = {u (i, 2,0 Ui, 2 k)t g k=1 ,%}, i=1,2,3,4 and
jg=1,- T’ where the groundwater stock level at the beginning of period ¢+ 1
is given by

i byt = T e — (L= 3ug, o, —alugs gy, + Uy 1520 + UG 1 2.0
(3.31)

if the three adjacent users to user (i, j, £) are in the same quadrant. However,
if user (i,7, %) has an adjacent user in another quadrant, Eqn (3.31) should be
corrected in its last term which is multiplied by « through adjusting the index of
i 2,/~c) €Sy, 1=1,2,3,4 and
k=1,--- ,%, the groundwater stock level at the beginning of period ¢ + 1 is

the user located in neighbor quadrant. For user (i

given by

k1), T U, L2 gy T UG L Ft1),t)

(3.32)

T, L kyi+1 = Lo, Lkt — (1- 3a)u(i,g,k),t —alu U, L, L

if the three adjacent users to user (i, £, k) are in the same quadrant. However,

19
if user (i,Z,k) has an adjacent user in another quadrant, Eqn (3.32) should
be corrected in its last term which is multiplied by a through adjusting the
index of the user located in neighbor quadrant. The last set is given by S3 =
{ugjme: Jok=1,- 12} i=1234and j k=1,

level at the beginning of period t + 1 is given by

2 , where the stock

T gkttt = T gkt~ (1=4Q) UG j k) = UG 1) H UG g1 e F UGG k1), H UGG 1) ]
(3.33)
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if the four adjacent users to user (i, j, k) are in the same quadrant. However,
if user (i, 7, k) has some adjacent users in other quadrants, Eqn (3.33) should be
corrected in its last term which is multiplied by a through adjusting the index of

user(s) located in neighbor quadrant(s).

In square odd grids, for i = 1,2, 3,4, in period ¢, we have S; = {u(i,% %),t}’
Sy = {U(o,i%),t»u(i%,o),ta“(i,j,%),tvu(i,%,k),t gk 1o 257} and S5 =
{wo06 o eLo2) 0 U Los o)1y Uge © Sk = 1,0 552 Eans (3.30)-(3.33)
apply for square odd grids as well. However, for the central (horizontal and
vertical) strip users and for the central user (0,0) in Sy and Ss, respectively, Eqns
(3.31)-(3.33) should be corrected according to their new indices.

In this configuration, we consider below the two kinds of decision making -

decentralized and centralized problems.

3.6.1 The Decentralized Problem

The decentralized problem of the grid configuration is formulated similar to the
previous configurations. For simplicity, we define a general decision variable w;,
to denote the pumpage quantity of water in period ¢ by user ¢ and a general state
variable z;; to denote the water stock level of user ¢ at the beginning of period ¢,
i1=1,---,nand t =1,2. For t = 1,2, the decentralized problem of of user ¢ in

the grid, : = 1,--- ,n, given by

th(ﬁt, ft) = max Fi,t(ﬁh ft) = maX[gz’,t(Ui,t, xi,t) + 6i,trzt+1(ﬁt+la ft+1)] (3-34)

st Ut
'Ti,t — (1 — 2oz)u,-7t — Oé[Uj’t -+ Ukﬂg], Zf ui,t - 51
s.t. Lit+1 = Tit — (1 — 3(1/)101‘7,5 — Q[Uj’t + Ukt + Uu], ’Lf Uj ¢ - SQ

Tip — (1 —4da)uy — afujs + Upe + Upe + Umy), 0f iz € Ss
(3.35)

0 S Uyt S Tit (336)

where the indices j, k, [, m are for users adjacent to user . In our formulation,
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the profit function g; ;(u; ¢, z;,) is assumed to have the form given in Eqn (3.18) in
the double-layer configuration. Also, we assume the same hydrological transmis-
sivity coefficient v across the grid for all users and all periods and, as a convention,
we have I} 3(u3, Z3) = 0 for all #3 and 43, foralli = 1,--- ,n. Also, we assume that
x;,1 is normalized to unity for all 7; i.e. ;; = 1, Vi. Corollary 3.1 holds for this
configuration and, hence, the within-period profit function g; ;(u; ., z;+) attains its
maximum at uj, = x;y, fori=1,--- ,nand ¢ = 1,2. Hence, in the optimal solu-
tion, all users deplete water resources in the very last period (i.e., ujy = 22, Vi).
Therefore, we have I'; 1 (¢, Z1) = [gi,1 (i1, Ti1) + BGi2(Ti2, Ti2)], where x g2 is
obtained from Eqn (3.35) when ¢ = 1.

Proposition 3.15 (Positivity, Continuity, Concavity)

(¢) Tyq1(th, 21) is strictly increasing in w1 at u;p = 0 if prag > B(paag + cawy)

1=1,--- n.

(¢7) For each corner user on the grid, I'; 1 (1, ¥1) is continuous and jointly con-

cave in Uy if and only if ca < poby, i =1,--- 4.

(1ii) For each edge user on the grid, I'; 1 (i1, Z1) is continuous and jointly concave
in uy if and only if co < pabs, © =1, ,n., where n. is the number of edge

users on the grid.

(tv) For each internal user on the grid, I';;(uy,2) is continuous and jointly
concave in iy if and only if the roots of the function N> + yoA* + 1 A3 +
VA2 + 3\ + v4 = 0 are all non-positive, i = 1,--- ,n;, where n; is the
number of internal users on the grid. The function parameters are given by

4 6,2

Yo = [ates — dlea, 11 = [abe3 — a?(a? + a?)ey + ad(3 — 4ad)]es,

Yo = [—(3a® + abat)el + (4a? + 12a'a?)ey — (6a* + 6a3a + 3aa?)]es,

73 = [6a%e3 +a’(a® + 3a2)e3 + a?(12a°a* — 4 — ab)ey + a®(3aa (2 — Ta) +
@%(2 — 24a) + 3a®)|e3 and vy = [@®a?(1 — €5) + aba?(—4 + 12a — 2602)e; +

a’@®(—3 + 16 — 3a?)edles, where ex = (cy — pabs) and & = (1 — 4a).

Proof See Appendiz.
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We can now re-state the n—user, two-period decentralized problem as follows.

For:=1,--- n,
max L1 (i1, Z1) = max(g;1(ui, 1) + Bgi2(wi2, 2i2)] (3.37)
i1 Ui 1

st. 0< Uj 1 <1 (338)

where ;5 is given in Eqn (3.35). Notice that the first part of Eqn (3.35) is
equivalent to Eqn (3.30) while its second part is equivalent to Eqns (3.31)-(3.32)
whereas its last part is equivalent to Eqn (3.33). At this point, we note that the
problem stated in Eqns (3.35), (3.37) and (3.38) corresponds to a single period
strategic form- game given by the payoff function I'; ; (w0, #1) and the strategy set
u; 1. The strategy set is nonempty, continuous, convex and compact (closed and
bounded) and that the payoff function is continuous and jointly concave in the
players’ strategies, as denoted by Proposition 3.15. Then, from Theorem 1 in

Dasgubta and Maskin [16], we have the following result.

Proposition 3.16 (Existence of Nash Equilibrium) The n—player game
which corresponds to the decentralized problem in the grid configuration has (at

least one) Nash equilibrium.

Analogous to the previous configurations, we first consider the unconstrained

solution of the decentralized problem. To facilitate our analysis, we define

zia(y) = 33729@2(%2; i,2)| (us.o=i2=y) T %9@2(%,27xi,2)|(ui,2:a:i,2:y)

as the sum of partial derivatives of g; 2(u; 2, z;2) with respect to u; 2 and z; 9,
respectively, evaluated at w;2 = x;2 = y. Then, the FOC of the decentralized
problem for user (i,7,k) € S, i =1,2,3,4, j,k=1,--- ,%(even), %(odd), and

m = 1,2,3 are given by

0

3—91,1(U(i,j,k:),1, m(i,j,k),l) - 5[(1 - (m + 1>a]zi<x(i,j,kz),2) =0 (3-39)
u(Z’J7k)71
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where u jr)1 = UG, L Ly 15 T(igk)2 = LG, L L) o , (Eqn (3.30)) if m = 1, whereas
2 =T 1), (Ean (3.31)) if m = 2, for j = 1, B2,
0L k)2 (Eqn (3.32)) if m = 2, for k =

1,.., %, and for m = 3, z(; jx) is as defined before in Eqn (3.33).

u(ivjvk)a]- = u(l,j, 2) 1 ( 7.7 k)

while w1 = UG L a2 = T

By evaluating the FOC in equation (3.39) for a square even L x L grid, we

have (L — 2)? equations for internal users having the form

gbu(i,j,k),l + O_Z(i/,j,7k/)65;’u(i,,j/,k"),l =\ (340)

where Sy is the set of users (i, , k') adjacent to internal user (i,j, k). We

have 4(L — 2) equations for edge users having the form

ou U(4,5,k),1 + 62(1 gk )ES;u(i/,j/,k/),l =n (341)

where S, is the set of users (i, , k') adjacent to edge user (i, 4, k). Finally,

we have four equations for corner users having the form

GU(i’%’%)71 +UJ[U( L’L 2y1 +U( L-2 %)71] = (342)

where ¢ = B(cy — pabo)(1 — 4a)? — (p1b1 +c1), & = Blea — pab2)(1 — 304)2 -
(prb1+c1), 0 = B(ca — paba) (1 —2)? — (p1b1 + ¢1), 0 = B(ca — paba)a(l —4a), € =
B(ca— pab2)a(1—3a), w = B(ca — paba)a(l1—2a), A = Bpa(az—be)(1—4a)* — pras,
n = Bpa(as — ba)(1 = 3a)? — pray and v = Bp(az — ba)(1 - 2a)* — pray.

The FOC for a square even L x L grid can be written in a general ma-
trix form D°@¢ = Y°, where D¢ € RL**L? ¢ ¢ RL*>¥1 Ye e RL*1 and the

superscript (e) stands for the even case. The vector uf is the vector of wa-

ter pumpage by all users in period 1, given by u§ = [11'21 (TR TR T 4]T, where g,

is the vector of water pumpage in period 1 by all users in quadrant ¢;, given

e — . . o . . _ . T _‘e i -
by @, = [u@11)1U6,21) U(Z,LQZ’%)JU(Z’%’%)J . The vector Y* is the vec

tor of the right hand sides of the FOC, given by Y¢ = [Ye Yeye Ye] , where

417927437 44
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)7; is the right hand side of the FOC corresponding to users in quadrant g,

given by }7(5 = [A---An---my]T. The general structure of matrix D€ is given by

Q R O S
R P O
D¢ = @ , where Q) € %LTQX% is the sub matrix of the coefficients
O P @ R
S O R @

of the FOC of user
same quadrant, R € R T is the sub matrix of the coefficients of the FOC of

—~

i,7,k) in quadrant g¢;, related to her adjacent users in the

user (i, 7, k) in quadrant g;, related to her adjacent users in the adjacent quadrant
q, 1 # 1, for (i,1) = {(1,2),(2,1),(3,4),(4,3)}, O € §RLT2XLT2 is the sub matrix of
zeros, P € %LTQXL; is the sub matrix of the coefficients of the FOC of user (i, j, k)
in quadrant ¢q, related to her adjacent users in quadrant g3 and S € ERLTZXL; is the
sub matrix of the coefficients of the FOC of user (i, j, k) in quadrant ¢y, related
to her adjacent users in quadrant q4. Since quadrants are identical and symmet-
ric, the solution of the FOC implies that users within the same category (corner,
edge, internal) pump water equally and symmetrically across the four quadrants
in period 1. More specifically, the four corner users pump the same quantity of
water in period 1. Edge users having one corner neighbor, one edge neighbor and
one internal neighbor pump equally in period 1 and those having two edge neigh-
bors and one internal neighbor pump equally in period 1 as well. Internal users
having two edge neighbors and two internal neighbors pump equally in period 1,
while those having one edge neighbor and three internal neighbors pump equally
in period 1, whereas those having four internal neighbors pump equally in period
1. In the sequel, as will be shown numerically later in our numerical results in

the next chapter, we have the following conjecture.

Conjecture 1 (Number of distinct unconstrained solutions of square
even grids) The number of distinct solutions of the FOC for the decentral-
1zed problem corresponding to a square even L X L grid s LI+2) for L =

8 )
4,6,---,1 (even).

For a square odd L x L grid, by evaluating the FOC in equation (3.39), we

have one equation for the central user given by
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PU©,0),1 + O[w©1),1 + U0,-1)1 + U,0),1 F U-1,0)1] = A (3.43)

We have, for j = £1,--- ,i%,

Pu0)1 + olug-101 + U100 + X g wes Ui 5 w1 = A (3.44)

Z?]

where S is the set of users (i',j , k') adjacent to central horizontal internal

user (7,0). Similarly, we have, for k = +1,--- ,j:%,

AU k)1 + ol r-1)1 + U k1)1 F Z(i’7j’7k’)eséu(i/,j/,k'),l] = A (3.45)

where S; is the set of users (7', , k') adjacent to central vertical internal user
(0,k). We have two equations for UL g) and two equations for U +Lz1y1

having, respectively, the following forms

5“(1%,0),1 + 5[“(1%,0),1 + E(i’,j’,k’)esgu(i’,j’,k’),ﬂ =1 (3.46)

5U(O7i%)71 + E[U(O,i%),l ‘I— Z(i*,j*,k*)ES{,‘u(i*,j*,k*),l] = ’I’] (347)

where S,, S} are, respectively, the sets of users (i',5,k) and (%, j*, k*) ad-
jacent to the two central horizontal edge users (£%52,0) and to the two central
vertical edge users (0, =%1). Furthermore, we have (L? — 6L +9) equations hav-
ing the form given in equation (3.40), 4(L — 3) equations having the form given
in equation (3.41) and four equations having the form given in equation (3.42).
Notice that in both cases, even and odd, the total number of equations of the
FOC equals L% Similar to square even grids, the FOC for a square odd L x L
grid can be written in a general matrix form D°u{ = }7", where D° € RE**L?,

@ € RE*1 Yo € RL*L and the superscript (o) denotes the odd case.
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The vector 4 is the vector of water pumpage by all users in period 1, given by

g = [tpug e, i0,1,]", where @, € REL™D*1 is the vector of water pumpage of

the center’s user (0,0) and all the horizontal (4j,0) and vertical (0,+k) cen-
tral strips’ users, given by ., = [“(070),1@‘(0,1)71"'U(o,%)gu(o,—%),1“(1,0),1"‘

T =0
U(L;3,0)71U(_L;S’O)JU(O,Lgl)71U(07_L51)71U/(L;170)71U(_Lg170)71] . The VeCtOI‘ U(]i E

%(L11)2X1 is the vector of water pumpage of all users in period 1 of quadrant
G, given by @0 = [u(,1,1)Ui2,1) - -u(i7%7%)u(i7%7L 1)]T The vector Y? is the
vector of the right hand sides of the FOC, given by Y° = [Y, Yq‘i qu Y:]‘;Yqi] where
Y, € RCL-Dx1 ig the right hand side of the FOC corresponding to the users in
vector i, given by Y, = AN A= Anmnn] T and }7;10 is the right hand side of
the FOC corresponding to users in quadrant ¢;, given by }7; =\t
Qe Vi Vo V3V
vl Q O O O
The general structure of matrix D° is given by D°= | V,/ O Q@ O O |,
vi O O @ O
vl O O 0 Q
where Q, € RCL-D*CL=1) is the sub matrix of the coefficients of the FOC of

users on the central horizontal and vertical strips with their neighbors in the four

grid quadrants, ) € R X(539? ig the sub matrix of the coefficients of the
FOC of user (i, j, k;) in quadrant q;, related to her adjacent users within the same
quadrant, V; € R(“21)*x(2L-1) ig the sub matrix of the coefficients of the FOC of
user (4,7, k) in quadrant ¢;, related to her adjacent users Within the central hor-
izontal and Vertlcal strips in the grid and V7 € REL-Dx(551)? g Vi’s transpose
and O € RCZ)?¥(539)% ig the sub matrix of zeros. Based on similar symmetries
we have in even grids, we have the following conjecture, which is derived from

observations on our numerical results as will be shown later in the next chapter.

Conjecture 2 (Number of distinct unconstrained solutions of square
odd grids) The number of distinct solutions of the FOC' for the decentral-
1zed problem corresponding to a square odd L X L grid is M , for L =

3,5, 1 (odd).
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3.6.2 The Centralized Problem

The problem can be stated as a dynamic program as follows. For ¢ = 1,2, and

i=1.n,

I3 (dy, ) = ,, nax f‘t<ﬁta T;) = max {{Z gi,t(ui,hxi,t)}+ﬁi,tf:+1(ﬁt+1>ftJrl)}
ity s Unt Wity Un,t i—1
(3.48)
s.t. (3.35) and (3.38)

where f‘t(ﬁt, 7y) is the joint profit-to-go function from period ¢ until the end
of the horizon. All of the other conventions and notations of the decentralized
problem are retained. Since ft(ﬁt, Ty) is a positive linear combination of individual
discounted profit-to-go functions in the decentralized problem, we immediately

have the following.

Corollary 3.14 (Myopic optimality, Positivity, Continuity, Concavity)

(i) The myopically optimal water usage in period t is to deplete all stock

(g;t(ui,ta Tiy) = Git(Ti, Tiyg)).

(i1) For a given Ty, fl(ﬁl, T1) is strictly increasing at u;; = 0 if pray > B(paas+

cowy) for all i.

(iii) For a given &y, Ty (i, 1) is continuous and jointly concave in @y if and only
if ¢ < paby and the roots of the function N>+ A+ A3 +7 A2+ A+, = 0
are all non-positive, i = 1,--- ,n;, where n; is the number of internal users

on the grid. The function parameters are as given in Proposition 3.15 (iv).

The results above imply that the centralized problem also reduces to an equiv-
alent single period concave quadratic optimization problem subject to the con-
straint set 0 < u;; < 1 for all ¢. Constructing the FOC of the centralized

problem results in the system flﬂ”{ = W, where flnxn does not have a compact
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form amenable to obtain structural properties for the solution. However, since
users are identical, and by referring to the centralized problem results of the strip
configuration, we can determine the number of non-zero elements (coefficients
of decision variables) in each row of matrix A. More specifically, each row re-
lated to a corner user, which has two neighbors, contains 5 non-zero elements
under the user’s neighbors decision variables and those of their neighbors. For
an edge user having three neighbors, each row of the matrix corresponding to
that edge user contains 9 non-zero elements under the user’s neighbors decision
variables and those of their neighbors. For internal users, in which each user
has four neighbors, each row contains 13 non-zero elements corresponding to the
user’s neighbors decision variables and those of their neighbors and those of their
neighbors’ neighbors. Because of its complicated structure, its large size and the
lack of having a sequential indexing of users from 1 to n on the grid, we are
not able to derive and write a clear structure of matrix A. However, due to the
symmetry we have across users and across the grid quadrants, and based on the
results we have before for strip and ring configurations’ centralized problems, we
find that the unconstrained solution of the centralized problem with identical
users is unique, symmetric across user and independent of the hydrological prop-
erties of the aquifer, o. Furthermore, the unconstrained solution is the optimal
for the centralized problem for certain cost and revenue parameter values. We
state this result as a conjecture and it will be supported in our numerical results

in the next chapter.

Conjecture 3 (Uniqueness and optimality of the global maximizer) The
optimal unconstrained solution of an n—identical users grid’s centralized problem
18 unique, independent of the transmissivity coefficient; o, and is equal to those

of the strip and ring configurations.

3.7 A Model with a Salvage Value Function

So far, we have considered the scenario where all water stock is depleted by the

end of the problem’s time horizon. In this section, we extend our original model by
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allowing users to partially consume their available water stocks at the beginning
of period two for irrigation purposes and to salvage their remaining stocks for
other purposes according to a quadratic salvage value function. Salvage value
functions are frequently used to overcome some undesirable and unrepresentative
behavior at the end of the time horizon. By using salvage value functions, we can
modify that end-of-horizon behavior such that the distant future for reasonably
long time horizons has little effect on the actions in the preceding periods. Thus,
the addition of an appropriate salvage function may be viewed as a proxy for the
impact of extending the problem horizon. We discuss this variant of the model
below. We limit this extension to the the strip and ring configurations where
we investigate the changes that might happen to their main analytical results we
have before for their respective decentralized and centralized problems. However,
we will not consider the multi (double)-layer ring and the grid configurations
in this variant of the original model and we leave them as future extensions.
Generally, as will be shown below, we observe that the fundamental results hold
under certain conditions for this variant of the model under the strip and ring

configurations.

In the analysis below, we keep all the notations and conventions we have
before for the strip and ring configurations. However, we relax the condition on
[75(.,.) which assumes that I'; ;(u3,73) = 0 for all 3, 43 and for i = 1,--- ,n.
By relaxing such a condition, we incorporate into our model the possibility of
salvaging some of the water stocks available at the beginning of period two for
all users. We assume that it is not necessary for the available stock of water at
the beginning of period 2, z; 2, to be completely consumed in irrigation of crops.
More specifically, part of x; » which represents the pumpage quantity in period 2,
u; 2, is used to satisfy irrigation demands while the remaining part, (z;2 — u;2),
is salvaged by satisfying another source of demand. We assume a quadratic
salvage value function for the unused water quantity in period 2, (z;2 — u;2), for

1=1,---,n, given by

sv;2(Ui2, Tin) = Tia(Tig — Uin) — 0.5m2(Ti0 — ui2)? (3.49)
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where 7;; and ;9 are assumed to be positive, ¢ = 1,--- ,n. The advantage
of the quadratic salvage function over a linear one is the ease to allocate a partial
finite quantity of the water stock available in period 2; (z;2 —u;2), to be salvaged
through selling it out to different demand outlet other than the irrigation one.
However, with a linear salvage function with a steep positive linear slope, we
allocate all of the available stock in period to be salvaged and nothing would
remain for satisfying irrigation demands. Therefore, having a quadratic salvage
value in period 2 will allow us to study the behavior of users in water usage more
realistically by overcoming the undesirable behavior of them at the end of the
time horizon. Now, we define §; 2(w; 2, Zi2) = ¢i2(Wi 2, Ti2) + sV, 2(U; 2, T;2), as the
sum of the profit realized from water usage in period 2; u; 2, and that realized from
salvaging the remaining water stock in period 2; (z;2 — u;2), where g; 2(u; 2, ;2)
is as given in Eqn (3.1). To find the optimal water pumpage quantity in period 2,
u; 9, We optimize Gi2(ui2, T 2) with respect to u; 2. More specifically, we solve for
the unconstrained solution of §; »(u; 2, ; 2) and determine its feasibility conditions.

The unconstrained solution is found by solving the FOC of §; 9(u; 2, x;2). From

solving
99i,2
(‘;u( ) = Pinti2 — Cia(Tip — Ti2) — (pigbio + Cio)tip — M1+ Mio(Ti2 —ui2) =0
0,2
(3.50)
we get the unconstrained unique solution given by
ufz _ Pi20i2 + (Ci2 + Ti2)Tio — Cia%ip — Tin (3.51)

Pi2bio + Cio 4 o

To guarantee the feasibility of Eqn (3.51), the following condition should hold

CiaTi1 + i1 — (Cio + Ti2)Tia < Pi2io < Ciakiy + Ti1 + PiabiaTio (3.52)

By Lemma 3.1 (ii), we know that g; 1 (u; 1, ;1) is continuous concave in w; 1, for

= 1, e, N AlSO, we notice that 82@-’2(., .)/8(@6@2)2 = _(pi72bi72 -+ Ci2 —+ 7Ti72) <
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0, implying that §;2(u;2,;2) is continuous and concave in wu;2, @ = 1,--- ,n.
Therefore, ¢;1(u;1,%:1) and §;2(u; 2, x;2) are continuous and concave in their
respective decision variables, for all 7. To avoid repetition of writing similar
results we have before in the original model of strip and ring configurations, we
only present the changes that might appear on the respective results under this

new model variant in the decentralized and centralized problems.

Below, we start with the decentralized problem of the strip configuration with

salvage value function.

3.7.1 Strip Configuration: The Decentralized Problem-

Revisited
Fort=1,2,and i = 1,--- ,n, the decentralized problem of user 7 is stated as
le(ﬁl, fl) = max Fi,1<ﬁl, fl) = IHaX[ng(Uz‘,l, CEZ‘J) + ﬁgi,z(u;’;, :C/L'72)] (353)
Ui 1 Ui 1

st. (3.4) and (3.5)

The second period’s unique solution given above in Eqn (3.51) is a function of
the water stocks available at the beginning of period two; z; 2, which is, in turn,
a function of the first period’s decision variables; u;;. Hence, §i7g(uz"§, x;92) will
be a function of w;;. In the sequel, the objective function I'; i (u;, #1) will be a
function of ; since both g; 1 (w1, x51) and G;o(ujy, 72) are functions of ;. The
decentralized problem in Eqn (3.53) and Eqn (3.7.1) reduces to a single-period
optimization problem. The following result presents some structural properties

Of Fi,l(ﬁla fl)

Proposition 3.17 (Concavity) The function I'; (i1, 1) is continuous and

jointly concave in uy if and only if
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2¢;2(Cio+T;2) (pi2bio+Ciot i) — (piobio)*Tio—(Ciotmi2)*(pigbia+ciz) <O,

t=1,---,n.
Proof See Appendiz.

Proposition 3.2 (Existence of Nash equilibrium) of the original model holds for
this model since the properties of the decentralized problem satisfy the conditions
of existence of Nash equilibrium. Furthermore, Proposition 3.3 (Uniqueness of
the global maximizer and optimality) of the original model holds as well but with

the following new modifications of the parameters

B(1=20)? )

o2 ,
= ,8(1y_2)2 —(pinbi1 +cin), i=1n
Z g A (piabin +cin), o.w.

{ ﬁa(;Q_a)Z, Z — 1
g; =

y
Ba(ylg_a)z, i=n-—1 q
€ = an
' 5‘!(;;20‘)2, 0.W

y2
B(1-20)

N = P2 [wgy + v1] — pinaig, i=1nm
l =7 [voy + v1] — piaai1, oW,

where, for i =1,--- ,n, y = pi2bia + cio + T2,
2= (Cia+ mi2)[2¢i2y — (cia + i) (piabia+ ci2)] — (pizbi2)*mia,
Vo = (2¢52 + Mi2)pinia + 2¢;2(Cio + Tio)wy + ¢ o(mi 220 — 1) and

V1 = piobia[mi1(pi2bia+ i) — piabiomio(Tio+wi) + Pioti oMo — CioioTio] —

(pigbio + cio)(cio+ mi2)[piztia + TioTio + (Cia + mio)wy — miq).

Corollary 3.2 holds with

—a)? —20/)2 a(l—a
v =22 — (b 1), e = A — (bt o), w = 22U 6 =
W% n= %[on +vi] — prag, A = W[on +v1] — pray,
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Y = paby + ¢y + o,
z = (g + m2)[2c2y — (2 + m2)(p2ba + 2)] — (p2b2)ma,
Vo = (2¢9 + o) paag + 2¢a(co + m2)wy + co(mexy — 1) and

V] = ,0252[7T1(P252 + ¢9) — pabama(zo + w1) + poagms — 027T2$0] — (paby + ) (c2 +

T2)[paaa + maxo + (c2 + mo)wy — m].

3.7.2 Strip Configuration: The Centralized Problem-
Revisited

The centralized problem under this setting has the same form of that given in
Eqn (3.12) subject to the constraints in Eqns (3.4) and (3.7). Similar to the
decentralized problem, if the conditions stated in Proposition 3.17 hold, then the
objective function of the centralized problem, fl(ﬁl, Z1), is strictly increasing in

u;1 at u; 1 = 0, continuous and jointly concave in #;, for all <.

Fundamentally, Proposition 3.4 of the original model holds under this setting
as well. However, the derivation of the corresponding coefficients e(; ;) and the
right hand sides, 6;, for + = 1,--- n, is very messy, and, hence, we skip writing
their formulae for strips with non-identical users. Nevertheless, for identical users,
the elements of matrix A and the right hand side W in Section 3.2.2 become as

follows

¢1 = —(p1by +c1) + B(1 —2a + 2042)5, b2 = B(2a — 3042)§, 3 = 60425, Wy =
—(p1b1+01)+6(1—4a+6a2)§, wy = g1 —wy = 2Ba(l —2a)
where y = paby+ca+ma, Z = y[(ca+1)(ca+m2)y+ (paba+c2)(ca+m2)*] — (pabe)*ms
and § = (ca + ma)(peas — cowq) + (paas + mxy — cowy — mp)[1 + (c2 + m2)(paba +

and 0 = 5% — p1ay,

c2)| — pabomy — %[0202 — paby — co(1 + wy) — m].

The following result gives the solution of the centralized problem for identical

users which is equivalent to Corollary 3.4 and, hence, its proof is omitted.
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Corollary 3.15 (Uniqueness of the global maximizer and optimality for

identical users)

(i) Suppose that users are identical. Then, T'y(iy, ) is unique and given by
1 =u" =By — pranyl/[BZ — (p1by + c1)y], Vi

(i) If 0 < wy < a1, for all i, then the optimal solution for the centralized

problem s given by u** above.

Corollary 3.5 of the original model (no coordination of the two solutions) holds

in this setting as well.

3.7.3 Ring Configuration: The Decentralized Problem-
Revisited

Similar to the strip’s decentralized problem, I'; ; (0, Z7) is strictly increasing in u; ;
at u; 1 = 0, continuous and jointly concave in %; provided that their condition in
Proposition 3.17 are satisfied for all 7. In accordance with that, the decentralized
problem under this setting possesses at least one Nash equilibrium as well and,
hence, Proposition 3.6 holds under this setting. Moreover, Proposition 3.7 holds

with the following modifications

—2a/)? a(l—2a —ax
_ 5(1y_22)2_( B (;22 )z, A = %[on-l-vﬂ — Pi1Gi1

and vy, z, vo and v; are as defined before in the decentralized problem of the strip

€ pinbii+cit), o =
configuration is Section 3.7.1. Furthermore, Corollary 3.6 holds in this setting as
well and gives the corresponding unique Nash equilibrium for identical users in

the ring configuration.
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3.7.4 Ring Configuration: The Centralized Problem-
Revisited

Again, similar to the strip’s centralized problem, if the conditions on I'y(iy, Z;)
hold, then, the objective function is strictly increasing in w;; at u;; = 0, contin-
uous and jointly concave in wy, for all i. Fundamentally, Proposition 3.8 of the
original model holds under this setting. However, the derivation of the respective
coefficients e(; ;) and the right hand sides ¢;, for ¢ = 1,--- ,n, is very messy, and,
hence, we skip writing their formulae similar to the non-identical setting in the

strip configuration.

Nevertheless, in the identical case, we observe that the elements of matrix
B in Section 3.3.2 are oi, 1 = 1,2,3, w;, 1 = 1,2 and 0 are as defined above
in matrix A for the centralized problem of the strip configuration in Section
3.7.2. The optimal solution of the centralized problem corresponding to the ring
configuration gives the same solution given in Corollary 3.8. Moreover, Corollary

3.9 (no coordination between the two solutions) holds under this setting as well.

In the next chapter, we will give some numerical examples for identical users
in strip and ring configurations to illustrate the water usage behavior of users

when they can salvage some of their water stocks in period two.

3.8 Summary

In this chapter, we investigated the decentralized and centralized groundwater
management problems for a groundwater aquifer with multi non-identical users
with time-variant parameters over a planning horizon of two periods. Five dif-
ferent geometrical user configurations were considered for analysis; namely, strip,
ring, double-layer ring, multi-layer ring and grid configurations. Existence of
Nash equilibria was established for each strategic-form game corresponding to

the decentralized problems under each geometric configuration. Except the grid
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configuration, unique Nash equilibrium was characterized under the decentral-
ized management scheme for each of the remaining configurations. More compact
Nash equilibria solutions could be derived for the case of identical users under the
first four configurations. Also, unique optimal equilibrium usage was determined
under the centralized management scheme for each configuration except the grid

one.

When users are identical, unique, aquifer transmissivity-independent, geo-
metric configuration-independent and equal across users water usage quantity
solutions were obtained for all configurations under the centralized management
scheme. The analysis of the management problems for the grid configuration was
more tedious compared to that in the other configurations. However, we could
bring forth some conjectures related to the number of distinct unconstrained so-
lutions of the decentralized problem for square grids. Also, we could bring forth
a conjecture about the centralized solution for square grids. These conjectures
are supported by our numerical study in the next chapter. To overcome the un-
desirable effect of users behavior at the end of the time horizon, we added an
appropriate quadratic salvage function to the original model and revisited the
analysis of the management problems for strip and ring configurations. The ad-
dition of the salvage value function could be considered as a proxy of having an
extended time horizon. We found that all the results we have established before
in the strip and ring configurations’ management problems still hold under the
salvage value function model but under different conditions. It is worth pointing
out that the analysis under the salvage value function model was more burden-
some than that in the original model. In all configurations, it was shown that
coordination between the centralized solution and the decentralized one could not

be achieved via a single pricing mechanism.



Chapter 4

Numerical Results for

Groundwater Usage Model

In the previous chapter, we gave the analytical results of the decentralized and
centralized problems for a group of distinct geometric configurations of users
overlaying and sharing a common groundwater aquifer region. In this chapter,
we present the results of some hypothetical numerical examples illustrating and
comparing between the decentralized and centralized solutions under different
parameters settings. In all of the following examples, for the purposes of inter-
pretation and comparison of the results, all users are taken to be identical. More
specifically, in strip and ring configurations, we consider the results of identical
users in order to be able to interpret and compare them with the results in Saak
and Peterson [52]. However, for the other configurations, our analytical results

are already derived for identical users.

In Section 4.1, we discuss the impact of the number of users on the optimal wa-
ter usage and expected profits in both decentralized and centralized problems of
the strip configuration. We consider three different parameter settings. Namely,
the time-invariant setting of all revenue-cost parameters, the time-variant setting
with varying unit price of the crops and the time-variant setting with varying yield

function parameter. Section 4.2 presents the corresponding numerical results of

86
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the impact of the number of users on the optimal water usage and expected prof-
its for both problems under the same three settings in Section 4.1, but for the
ring configuration. In Section 4.3, we study the effect of the lateral transmissivity
coefficient on the optimal water usage and expected profits in both decentralized
and centralized problems for a fixed number of users in the strip and ring con-
figurations. Section 4.4 summarizes the numerical results of the impact of the
number of users on the optimal solutions and the expected profits in both prob-
lems of both strip and ring configurations but for two different discount rates

under time-invariant settings.

In Section 4.5, we study the effect of allowing users to salvage part of their wa-
ter stock in the second period on the optimal water usage and the realized profits.
In Section 4.6, we present the numerical results corresponding to a double-layer
ring configuration and to one multi-layer ring configuration. Section 4.7 includes
the optimal water usage and the expected profit values of the decentralized and
centralized problems corresponding to different square grids. We discuss these

numerical results and verify Conjectures (1)-(3) in Section 3.6.

4.1 Impact of Number of Users in a Strip

In this section, we now present some numerical examples to illustrate the impact
of the number of users the optimal usage quantities and the discounted profits.
All users are taken on as identical with parameters § = 1, w;o = w;; = 0 and
xio = x;1 = 1. For comparison with the results of Saak and Peterson [52],
we assume that « is perceived by all users to be a random variable uniformly
distributed over [0,0.5]. We provide numerical examples for time-invariant and
time-variant settings. We investigate the impact of the number of users on optimal
water usage and expected profits in the strip configuration. We consider three
different settings in this example. Namely, the first one is time-invariant in which,
we set p;; =1, a;; = 10, b;; = 5 and ¢;; = 2 for all 7 and ¢. The second setting is
time-variant in which, we set p;; = 1.05, pi2 =1, a;; = 10, b;y = 5 and ¢;; = 2

for all 4 and ¢. The last setting is also time variant in which, we set p;; = 1,
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a;; = 10.5, a;2 = 10, b;y = 5 and ¢;; = 2 for all ¢ and ¢. Table 4.1 summarizes
the water usage per user in period 1 accompanied with the total discounted
profits in the centralized (I'*) and decentralized (I'; 1) problems realized over the
two-period horizon. The centralized solution is found from Corollary 3.4. More
specifically, for time-invariant setting, we find that u;, = 0.5, ¢ = 1,...,n, and
the corresponding discounted profit is 7.83. For n users, the total discounted
profit attained by the social planner is 7.83n. In the second setting, we have
u;jy = 0.5366, ¢ = 1,...,n, the discounted profit per user is 7.98 and the total
discounted profit of the social planner is 7.98n. Likewise, in the last setting, we
have uf; = 0.55, ¢+ = 1,...,n, the discounted profit per user is 8.01 and total
discounted profit attained by the social planner is 8.01n. We observe that with
higher crop’s unit price in period 1 (setting 2), users pump more in period 1 and
realize more total profits in the centralized problem compared to time-invariant
price (setting 1). However, as they pump more under this setting, their total
profits in the decentralized problem deteriorate with respect to (w.r.t.) the time-
invariant setting. In setting 3, we observe that users pump more in period 1 and
realize more total profit compared to the time-invariant setting in both centralized

and decentralized problems.

Table 4.2 presents the total usage per user over the two-period planning hori-
zon (uj, + uj,) of the decentralized problem with time-invariant setting. In this
table, TP, denotes the total usage in period ¢ where (T'P, = Y " | u;,) and R,%
denotes the percentage of the average usage, (R;%=(TP,/n)x100%). The opti-
mal water usage is symmetric around the mid-point of the strip but not monotone
w.r.t. the user location. This numerically validates Saak and Peterson’s conjec-
ture as noted in Section 3.2.1. We make two observations. (i) Non-extreme users
pump more than the extreme ones in period 1, while the opposite is true in pe-
riod 2. (i) The total water usage may exceed the initial stock levels for some
users. Table 4.3 tabulates the total discounted profit per user in the decentral-
ized problem. We note that the profits are consistent with the total water usage;
that is, highest profits are obtained by the second to extreme users. Likewise,
profits are also symmetric around the midpoints and non-monotone. However,

the least profits are not realized by the extreme users, which may be attributed
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n | 1 2 3 4 5 6 7 8 9 10
Setting 1 ‘pi,t =1,0a;4=10,b¢ =5, ciy =2
i, 5 .6757 .6631 .6635 .6635 .6635 .6635 .6635 .6635 .6635
s, —  .6757 .8961 .8890 .8892 .8892 .8892 .8892 .8892 .8892
i, —  — 6631 .8890 .8819 .8821 .8821 .8821 .8821 .8821
wj, —  —  — 6635 .8892 .8821 .8824 .8824 .8824 .8824
ui — —  —  — 6635 .8892 .8821 .8824 .8824 .8824
uh — — — —  — 6635 .8892 .8821 .8824 .8824
i -  — — —  — — 6635 .8892 .8821 .8824
ug - -  — — —  — — 6635 .8892 .8821
uh - - -  —  — — — — 6635 .8892
Wi, - - - = = = = —  — 663

i (0, 21) 7.83 15.66 23.49 31.32 39.15 46.98 54.81 62.64 70.47 78.30
Som TE(dn, @) | 7.83 15.20 22.26 29.28 36.08 43.12 50.14 57.16 64.18 71.20

Setting 2 [piq =1.05, pig =1, aiz =10, biy =5, iy = 2

uj 5366 .7105 .6985 .6988 .6988 .6988 .6988 .6988 .6988 .6988
uj 7105 .9274 .9206 .9208 .9208 .9208 .9208 .9208 .9208
uj —  — .6985 .9206 .9124 .9141 .9141 .9141 .9141 .9141
i, — 6988 .9208 .9141 .9143 .9143 .9143 .9143
ui —  —  —  — 6988 .9208 .9141 .9143 .9143 .9143
gy — — —  —  — 6988 .9208 .9141 .9143 .9143
us — 6988 .9208 .9141 .9143
ug ) — 6988 .9208 .9141
u — 6988 .9208
Wio — 6938

I (1, 21) 7.98 15.96 23.94 31.92 39.90 47.88 55.86 63.84 71.82 79.80
S I7(d,#1)| 7.98 15.64 21.91 28.12 35.07 42.06 49.02 55.98 62.94 69.90

Setting 3 [pit =1, a;x =10.5, iz =10, biy =5, iy =2

uj 55 7297 7168 7172 7172 7172 7172 7172 7172 7172
uj, — 7297 9552 .9480 .9482 .9482 9482 .9482 .9482 9482
uj, 7168 .9480 .9407 .9410 .9410 .9410 .9410 .9410
i 7172 .9482 9410 .9412 .9412 .9412 .9412
ui ) ——— —T172 9482 9410 .9412 9412 .9412
gy 7172 .9482 .9410 .9412 .9412
ul 172 19482 9410 9412
uf . TIT2 19482 9410
g — L TIT2 9482
Uio1 - - - - = = = N7

i (1, 21) 8.01 16.02 24.03 32.04 40.05 48.06 56.07 64.08 72.09 80.10
Yoy le(ﬁl,fl) 8.01 157 23 30 3749 44.73 51.96 59.21 66.46 73.71

Table 4.1: Equilibrium usage in period 1 for n—identical users on a strip
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to the non-linear nature of the profit function. It is worth noting that, under the
time-variant settings, users exhibit the same behavior in pumpage and in profit

realization, and, hence, we skip giving their results.

n |1 2 3 4 5 6 7 8 9 10
uipFui, |11 9418 9436 9436 9436 9436 .9436 .9436 .9436
us,+us, |— 1 11165 1.0564 1.0564 1.0582 1.0582 1.0582 1.0582 1.0582
uj,Ful, |— — 9418 1.0564 .9928 9982 .9981 .9981 .9981 .9981
wi,+uj, |[— —  — 9436 1.0564 .9982 1.0002 1.0002 1.0002 1.0002
ub,ui, | — —  —  — 9436 1.0582 .9982 1.0002 1.0002 1.0002
uf, tug, | — —  —  —  — 9436 1.0582 .9981 1.0002 1.0002
wiifub, | — —  —  —  —  — 9436 1.0582 .9981 1.0002
ui, Fuf, | — —  —  —  —  —  — 9436 1.0582 .9981
us, Fusy | — —  —  —  —  —  —  — 9436 1.0582
wioy +ufon|— — 00—  —  —  —  —  —  — 9436

TP |.5 1351 2223 3.105 3.994 4.870 5.752 6.634 7.516 8.400

Ri% |50 67.57 74.08 77.62 T79.75 81.16 82.17 82.93 83.52 83.99

Table 4.2: Total equilibrium usage and total profits for n—identical users on a
strip: time-invariant setting

4.2 Impact of Number of Users in a Ring

We now consider the ring configuration with the same parameter setting in Section
4.1. Table 4.4 summarizes the corresponding numerical results. We observe
that users pump more and realize more profits under the time-variant settings
compared to the time-invariant one. The corresponding centralized solutions are
found from Corollary 3.8, which are the same as those found in Corollary 3.4
above in the strip configuration. Figure (4.1a) depicts the values of Ry% versus
the number of users n for strip and ring configurations for the data tabulated in
Table 4.1 and Table 4.4 corresponding to the time-invariant setting. We observe
that R1% increases concavely in the number of users. This implies that users
become more greedy as more users share the resource, however the tendency to
pump more water diminishes. As expected, for both configurations, the maximum

discounted profits are attained in the centralized problem. However, for n > 3,



CHAPTER 4. NUMERICAL RESULTS FOR G-W USAGE 91

n | 1 2 3 4 5 6 7 8 9 10

T3 (d,#1) [7.83 760 721 721 712 712 712 712 712 7.12
I's 4 (i1, 1) — 760 7.83 742 742 744 744 744 744 7.44
I3, (i, ) —  — 721 742 7.00 7.00 7.00 7.00 7.00 7.00
I (i, ) — 7922 742 7.00 7.02 7.02 7.02 7.02
Iz (i, ) —  — — — 712 744 7.00 7.02 7.02 7.02
Iy (i1, 1) — - — — — 712 744 7.00 7.02 7.02
Iz (i, 71) — - - — — — 712 744 7.00 7.02
I (i, 71) — = — 712 744 T7.00
Iy 4 (i1, 1) — 712 744
Ly (i, d) | — — @ — — — — — —  — 712
S Ty (i, )| 7.83 15.20 22.26 29.28 36.08 43.12 50.14 57.16 64.18 71.20

Table 4.3: Profits per user in the decentralized problem for n—identical users on
a strip: time-invariant setting

the strip configuration yields more discounted profits than the ring configuration
in the decentralized problem. This occurs because, users in the strip configuration
exhibit an oscillating greedy behavior of pumpage in period 1 where they pump
more water than they do in the ring configuration. Again, it is worth noting that
users show the same behavior in their R;% under the time-variant settings and,

hence, their corresponding figures are not given.

4.3 Impact of Lateral Transmissivity in a Strip

and a Ring

In this example, we examine the effect of a € [0,0.5] on the total decentralized
discounted profits in both configurations for n = 4 identical users. Here, we
assume that users have perfect information about the soil transmissivity and
treat o as a deterministic parameter. We set p;; = 1, a;+ = 10, b;; = 5 and
¢t = 2 for all i and ¢, (i.e., the time-invariant setting). Tables 4.5 and 4.6
summarize the results for the strip and ring configurations, respectively. In both

tables, AP% = [(I' — F;‘vl)]/f‘f x 100% stands for the percentage rate of decrease



CHAPTER 4. NUMERICAL RESULTS FOR G-W USAGE 92

n ‘ “Zl uiy (ujy tujy) TP Ra% f"f(ﬁlvfl) doiey F;,1(Ul>fl)
Setting 1]pig =1, ajy =10, by =5, cip = 2
1 5 5 1 5 50 7.83 7.83
2 6757 .3243 1 1.3514 67.57  15.66 15.20
n>3 |.8824 .1176 1 8824n 88.24  7.83n 7.032n
Setting 2[piq = 1.05, pi2 =1, aiy = 10, by =5, ¢y = 2
1 5366 .4634 1 5366 53.66  7.98 7.98
2 7105 .2895 1 1.421 71.05 15.96 15.64
n>3 |.9143 .0857 1 9143n 91.43  7.98n 7.24n
Setting 3[piy = 1, a;1 = 10.5, a;p = 10, biy = 5, cjp = 2
1 55 .45 1 55 55 8.01 8.01
2 7297 2703 1 1.4594 72.97  16.02 15.7
n>3 |.9411 .0589 1 9411n 94.11  8.0ln 7.25n

Table 4.4: Equilibrium usage in periods 1 and 2 and total profits for n—identical
users on a ring

in discounted profit of the decentralized problem relative to that in the centralized
problem. In the strip configuration, the unconstrained solution for « € [0.35,0.5],
resulted in infeasible solutions; u3" = u3% > 1 and uiy = v} < 1. Hence, we
obtained the constrained solution numerically, u3, = u3, =1, (i.e. 65 = d5 > 0)
and uj, = uj,; <1, (i.e. 07 = &; = 0). Similarly, the unconstrained solutions are
suboptimal for the ring configuration for o € [0.35,0.5]. The optimal solution
obtained numerically results in all users are depleting their total available stock
of water in period 1, uj; = 1 and o = 0, for ¢+ = 1,2,3,4. We note that in
both configurations, as « increases, users experience more effects of hydrologic
dynamics and become more greedy tending to use more water in period 1. Figure
(4.1b) depicts the total discounted profits w.r.t. « in both configurations. As
observed from the figure, the total discounted profits are non-increasing in «
regardless of the configuration. However, the rate of decrease, AP%, in the
strip configuration is always lower than that in the ring for a € [0,0.50]. It is
important to note that in both configurations, the maximum discounted profit
is attained in the centralized setting where the realized total discounted profit is
31.33. However, both centralized and decentralized problems achieve the same

value of total discounted profits when there is no lateral flow between users (i.e.,
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Figure 4.1: (R;% vs. n: Decentralized problem), (Total discounted profits vs.
«): time-invariant setting

when a = 0), as expected.

al (Wi uiy) (uigudy) (ufg,uby)  (uhi uiy) Ti(dy,Z0)30 T5 (i, 1) AP%

0] (5,5) (5,.5) (5,.5) (5,.5) 31.33 31.33 0

.05((.5325,.4658)(.5675,.4343)(.5675,.4343)(.5325,.4658)  31.33 30.94 1.25
.10(.5649,.4276)(.6402,.3673)(.6402,.3673)(.5649,.4276) 31.33 30.76 1.82
15(.5972,.3846)(.7185,.2997)(.7185,.2997)(.5972,.3846)  31.33 30.44 2.84
20(.6295,.3359)(.8025,.2321)(.8025,.2321)(.6295,.3359)  31.33 29.95 4.4
25(.6616,.2807)(.8925,.1652)(.8925,.1652)(.6616,.2807) 31.33 29.26 6.6
:30(.6939,.2177)(.9885,.0999)(.9885,.0999)(.6939,.2177)  31.33 28.35 9.51
35(.7339,.1729) (1,.0931)  (1,.0931) (.7339,.1729) 31.33 28.06 10.4
40(.7772,.1337)  (1,.0891)  (1,.0801) (.7772,.1337) 31.33 27.80 11.27
45(.8230,.0974) (1,.0797)  (1,.0797) (.8230,.0974) 31.33 27.50 12.22
50(.8709,.0646) (1,.0646)  (1,.0646) (.8709,.0646) 31.33 27.15 13.34

Table 4.5: Total discounted profit vs. a: strip configuration
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O“ (UT,1’UT,2) (U§,1’U§2) (“3,17“%) (Uz,pub) Ui (ay, @) 3000, T (@, £) AP%

0] (5,5) (:5,.5) (:5,.5) (:5,.5) 31.33 31.33 0
.05(.5670,.4330)(.5670,.4330)(.5670,.4330)(.5670,.4330)  31.33 30.91 1.34
.10(.6383,.3617)(.6383,.3617)(.6383,.3617)(.6383,.3617)  31.33 30.62 2.17
15(.7143,.2857)(.7143,.2857)(.7143,.2857)(.7143,.2857)  31.33 30.08 4
20(.7955,.2045)(.7955,.2045)(.7955,.2045)(.7955,.2045)  31.33 29.25 6.64
25(.8824,.1176)(.8824,.1176)(.8824,.1176)(.8824,.1176)  31.33 28.08 10.4
:30(.9756,.0244)(.9756,.0244)(.9756,.0244)(.9756,.0244)  31.33 26.48 15.5
35 (1,0) (1,0) (1,0) (1,0) 31.33 26 17
40 (1,0) (1,0) (1,0) (1,0) 31.33 26 17
45 (1,0) (1,0) (1,0) (1,0) 31.33 26 17
50 (1,0) (1,0) (1,0) (1,0) 31.33 26 17

Table 4.6: Total discounted profit vs. «a: ring configuration

4.4 Impact of Discount Rate in a Strip and a
Ring

In the following two examples, we investigate the effect of the discount rate
on the optimal solution both centralized and decentralized problems for different
numbers of users under time-invariant parameters setting. More specifically, we
set a;; = 10, b;; = 5 and ¢;; = 2 for all ¢ and t. Also, we take w;; = 0
and z;; = 1, for all ©. We assume that « is perceived by all users to be a
random variable uniformly distributed over [0,0.5]. Notice that the previously-
mentioned conditions on parameters are satisfied in this case as well. First, we
take f = 0.9. Under this setting, from Proposition 5, it is easy to show that
u;] =wuj, = 0.5670, i =1,...,n, and the corresponding discounted profit is 7.73.
For n users, the total discounted profit attained by the social planner is 7.73n.

Table 4.7 summarizes the results corresponding to the strip configuration.

For the ring configuration, from Proposition 10, the optimal water usage in
period 1 is w;] = uj; = 0.5670, ¢« = 1,...,n, and the associated discounted
profit is 7.73, whereas the total discounted profit of the social planner is 7.73n.
From Proposition 9, we find the solution of the decentralized problem. Table 4.8

summarizes the corresponding results of the ring configuration.
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n 1 2 3 4 ) 6 7 8 9 10
uj 4 0670 7341 7233 7236 .7236 .7236 .7236 .7236 .7236 .7236
uj 4 — .7341 9398 .9338 .9340 .9340 .9340 .9340 .9340 .9340
u;l — — 7233 .9338 .9278 .9278 .9278 .9278 .9278 .9278
uil — — — .7236 .9240 .9278 .9282 .9282 .9282 .9282
ug 4 — — — — .7236 .9340 .9278 .9282 .9282 .9282
(O — — — — — 7236 .9340 .9278 .9282 .9282
(G — — — — — — .7236 .9340 .9278 .9282
ug — — — — — — — .7236 .9340 .9278
w, | — — — — —  — 7236 .9340
Wi — 236
f”{(ﬁl,fl) 7.73 15.46 23.19 30.92 38.65 46.38 54.11 61.84 69.57 77.30
le(ﬁhfl) 7.73 14.95 21.83 28.67 35.50 42.06 49.17 56.08 62.91 67.74
Table 4.7: Equilibrium usage in period 1 for n—identical users strip: = 0.9

no | uly Ti(dnah) 7 (a, @)
1 .5670 7.73 7.73
2 7341 15.46 14.95

n > 3|.9281 7.73n 6.83n

Table 4.8: Equilibrium usage in period 1 for n—identical users ring: 5 = 0.9

Now, we take 8 = 0.75. From Proposition 5, it is easy to show that u;] =

u;y = 0.6757, i =1,...,n, and the corresponding discounted profit is 7.60. For n

users, the total discounted profit attained by the social planner is 7.60n. Table

4.9 summarizes the results corresponding to the strip configuration.

Regarding the ring configuration, from Proposition 10, the optimal water

usage in period 1is u;} = uj; = 0.6757, i = 1, ..., n, and the associated discounted

profit is 7.60, whereas the total discounted profit of the social planner is 7.60n.

From Proposition 9, we find the solution of the decentralized problem. Table 4.10

summarizes the corresponding results of the ring configuration.
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n 1 2 3 4 5 6 7T 8 9 10
uj, |.6757 .8273 8192 .8194 .8014 .8914 .8914 .8914 .8914 .8914
uj ~.8273 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000
iy — 8912 1.0000 .9998 .9998 .9999 .9999 .9999 .9999
Wiy — 8914 1.000 .9998 1.000 1.000 1.000 1.000
i, —  —  —  — .8914 1.000 .9999 1.000 1.000 1.000
gy —  — — —  — 8914 1.000 .9999 .9999 1.000
iy —  —  — — —  — 8914 1.000 .9999 1.000
iy —  —  —  — — — — .8914 1.000 .9999
gy —  —  —  — 8914 1.000
we, | — — — - - — — — — 894

% (d1,71) | 7.60 15.20 22.80 30.40 38.00 45.60 53.20 60.80 68.40 76.00
fy (@, 1) | 7.60 14.29 21.01 27.52 34.02 40.52 47.02 53.52 60.02 66.52

Table 4.9: Equilibrium usage in period 1 for n—identical users strip: = 0.75

no | uly Ti(dnah) 7 (a, @)
1 .6757 7.60 7.60
2 8273 15.20 14.29

n > 3| 1.000 7.60n 6.50n

Table 4.10: Equilibrium usage in period 1 for n—identical users ring: g = 0.75

4.5 Impact of Salvage Value in a Strip and a
Ring

We next present a numerical example to illustrate the effect of allowing users to
salvage some of their water stock in period 2. W.l.o.g., we consider a system
with n = 6 users and solve for the centralized and decentralized problems in both
strip and ring configurations. All users are taken as identical with parameters
=1 a =025 p, =1, a, = 10, by = 5, ¢¢ = 1, fort = 1,2, x;1 = 1
and wy; = 0. We consider two settings; one with salvage model having m = 8
and m = 5, and the other without salvage (original model) having 7, = 0, for

t = 1,2. It can be shown that the selected parameters guarantee the concavity
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i | 1 2 3 4 5 6
Setting 1 ‘ Salvage Model (dy =8, d2 = 5)
Wi, |.5697 .7449 7424 7424 7449 5697
T2 3865 .2995 .2570 .2570 .2995 .3865
Uy o 2371 .2000 .1816 .1816 .2000 .2371

(wip — ufy)|.1494 .0995 .0754 .0754 .0995 .1494
Iy (@, 1) | 7.347 7.403 7.064 7.064 7.403 7.347

Setting 2 | Non — Salvage Model (dy = dy = 0)

ug g 6706 .9567 .9362 .9362 .9567 .6706
T;2 2579 1120 .0587 .0587 .1120 .2579
Uy o 2579 1120 .0587 .0587 .1120 .2579

(@i2—ufy)] 0 0 0 0 0 0
Tf (@1, 71) | 7.545 7.804 7.254 7.254 T.804 7.545

Table 4.11: Optimal solution of the decentralized problem-strip configuration:
salvage and non-salvage models

of the objective functions of both problems under both settings as well as they
satisfy the conditions in Proposition 3.17. Table 4.11 summarizes the optimal
solution of the decentralized problem accompanied with the realized discounted
profits for the strip configuration under both settings. The total profit realized
from water usage by all users is 43.63 in the salvage model while its is 45.206
in the non-salvage model. In the ring configuration, Table 4.12 summarizes the

corresponding results of the decentralized problem under both settings.

The optimal solution of the centralized problem in both configurations under
both settings is found from Proposition 3.5.1. More specifically, in the salvage
model setting, for both strip and ring configurations, it is found that the cen-
tralized solution is given by u;, = 0.0377, ;5 = 0.9623, u;, = 0.4838 and
(zip — uj,) = 0.4785, for i = 1,---,6. Each user achieves a total discounted
profit of 7.393, and, hence, the total profit realized from water usage by all users
is 44.36. In the non-salvage model setting, the centralized solution of strip and
ring configurations is u;; = 0.5, z;2 = 0.5, ujy = 0.5 and (7,2 — uj,) = 0, for
1 =1,---,6. The total discounted profit of each user is 8.25, and, hence, the

total profit realized from water usage by all users is 49.5. We observe that, in
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Soln. | wry wip ufy (wmip—ufy) Tp(i,@) Spo0T (0, )
Setting 1 ‘ Salvage Model (dy = 8,dy = 5)
1<:<6 ‘ 7425 2575 1818 0757 7.07 42.42
Setting 2 ‘ Non — Salvage Model (dy = dy = 0)
1<i<6 ‘ 9375 .0625 .0625 0 7.293 43.76

Table 4.12: Optimal solution of the decentralized problem-ring configuration:
salvage and non-salvage models

both configurations under both settings, the centralized solution dominates the
decentralized one by realizing more profits from water usage. Also, in strip config-
uration, the water usage fluctuates from ends toward the midpoints of the strip.
Under the salvage model setting, in both configurations and in both problems,
users allocate part of their available water stocks in the second period to satisfy
demands other than the irrigation ones through selling it out according to the
given salvage value function. In the sequel, under this setting, the policy makers
(users and social planner) have more flexibility in allocating their water stock in

the second period among two different sources of water demand.

4.6 Numerical Study of Multi-Layer Rings

In this section, we present two numerical examples; one for a double-layer ring

configuration and the other for a five-layer ring configuration.

4.6.1 Numerical Results for a Double-Layer Ring

The double-layer ring configuration is considered a special case of the general
multi-layer ring configuration with m = 2. In this setting, all users within
the same layer are taken to be identical. Specifically, the parameters of the
profit function in Eqn (3.18) are selected such that the conditions in Proposition

3.9 and Corollary 3.11 pertinent to the positivity, continuity and concavity of
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L iky,1 (U, 1) and fl(ﬁl, 1) in u( k), are satisfied. To this end, relevant param-
eters are chosen as follows: p; = 1, po = 2, a; = 15, ap = 15, by = 8, by = 6,
c1 = 10 and ¢y = 8. Also, we set f§ = 1 and we assume that there is no aquifer
recharge; (i.e. wry =0, k= 1,2), while we assume different initial water stocks

across the two layers with values given by x;; =1 and x9; = 2.

Let us index the inside layer in Figure 3.4 by £ = 1 and the outside one by
k = 2. We assume the same transmissivity coefficient among users with the same
layer. Hence, in this numerical example, we set a, = 0.1, k = 1, 2 while we set the
transmissivity coefficient among the two layers to @ = 0.25. The decentralized
problem solution is found from Proposition 3.11 while the centralized problem
solution is found from Proposition 3.12. Table 4.13 summarizes the optimal
solution of the centralized and decentralized problems accompanied with their
total discounted profits realized from water usage by all users over the two-period

planning horizon.

‘ Decentralized Solution ‘ Centralized Solution
layer-k | Wiga  Wina Tana (@8 | Wing  Yine Tina (@7
1 0.8164 0.3617 6.71 0.9155 0.2686 6.58
2 1.104 0.7179 0.25 1.179  0.6369 0.54

Total |1.9204n 1.0796n 6.96n  |2.0945n 0.9055n 7.12n

Table 4.13: Decentralized and centralized solutions of a double-ring configuration

The tabulated results in Table 4.13 are given for any number of users n in
the system. The water usage of users in this setting resembles to a great extent
the water usage of two non-identical users in a strip configuration. We observe
that users in the inside layer (k = 1) would prefer the decentralized management
scheme as they realize more profits compared to those realized in the centralized
management scheme. The opposite is true for users in the outside layer (k = 2).
However, when we consider the total discounted profits realized by all users in
both layers, we observe that the centralized solution dominates the decentralized
one by realizing more total discounted profits over the entire time horizon. Con-

sequently, even it is harmful to users in layer one, the centralized management
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scheme results in more social welfare compared to the decentralized one.

4.6.2 Numerical Results for a Multi-Layer Ring

In this setting, we consider a multi-layer ring configuration with five layers
(m = 5), each contains a number of n identical users. Similar to the double
layer configuration, the parameters of the profit function in Eqn (3.18) are se-
lected such that the conditions in Proposition 3.5.1 and Corollary 5.1 pertinent to
the positivity, continuity and concavity of I';; k1 (1, Z1) and fl(ﬁl, Ty) in wgpa
are satisfied. The profit function-related parameters in the previous section are
adopted for this configuration as well. More specifically, we choose p; = 1, ps = 2,
a1 =15, a0 =15, by = 8, by = 6, ¢; = 10 and ¢, = 8. Also, we set § = 1 and we
assume that there is no aquifer recharge; (i.e. wxy =0, k= 1,---,m) similar
to the double-layer ring configuration. We assume different initial water stocks
across the five layers with values given by z1; = 0.2, 257 = 0.4, z3; = 0.6,
x41 = 0.8 and x5; = 1. The five layers are indexed from inside to outside, where
the inmost layer to the center is layer with k& = 1 while the outmost layer from
the center is layer with k£ = 5. Furthermore, we take the transmissivity coefficient
among users within the same layer as ap = 0.25, Vk. The set of transmissivity
coefficients between users across the five layers are given as follows: o9y = 0.1,

a(z3) = 0.2, a4y = 0.1 and 45, = 0.2 with the conventions (1) = 5,6y = 0.

The five-layer ring configuration is equivalent to the strip configuration with
five non-identical users, where each user represents one layer. In the sequel,
the solutions of the decentralized and centralized problems corresponding to this
configuration are found from Proposition 3.3 and Proposition 3.4, respectively.
Table 4.14 summarizes the optimal solution of the centralized and decentralized
problems accompanied with their total discounted profits realized from water
usage by all users over the two-period planning horizon. The tabulated results in

Table 4.13 are given for any number of users n in the system.

We notice that users in all layers pump more water in period 1 under the

centralized management scheme. This behavior in pumpage could be attributed
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Decentralized Solution ‘ Centralized Solution
layer-k u?i,k),l “Eki,k),Q F?i,k),l(ﬁl’ 1) “E,k),l “E’,k),Q Ffi,k),l (U1, 71)
1 0.2 0 2.64 0.2 0 2.64
2 0.4 0 4.56 0.4 0.012 4.64
3 0.6 0.0032 5.78 0.5401 0.0547 5.76
4 0.7684 0.0669 6.44 0.672 0.1454 6.50
5 0.7761 0.1854 6.52 0.7509 0.2249 6.54

Total \2.7445n 0.2555n 25.94n \2.56371 0.437n 26.08n

Table 4.14: Decentralized and centralized solutions of a multi-ring configuration

to the tendency of users within one layer to be more greedy and pump water
in period to get benefit from the lateral flows of water from adjacent users in
neighboring layers. However, this greedy behavior benefits no body in the system.
More specifically, except users in layer one and two who are indifferent to both
management schemes, users in layers four and five would prefer to pump water
under the supervision of the social planner to realize more profits. Users in
layer three would prefer the decentralized scheme and this is intuitively expected
from them since they are in the middle layer of the configuration where they
are expected to have the largest lateral flows from neighboring layers. Also, we
observe that users occupying the first three layers completely consume their initial
water stocks in period one when they pump decennially. Since the initial water
stocks increase as we move away from the center across the layers, upon water
pumpage, water is naturally expected to laterally flow from outside layers to the
inside ones as more water stocks are available in the outside layers. Because of
that, users in the first three layers completely pump their initial water stocks in
period 1 in order to get benefit from those lateral flows. More specifically, under
the decentralized scheme, we notice that users in layer three got some water from
layer four lateral flows and, similarly, under the centralized scheme, users in layer
two got some water from layer three lateral flows. Overall, the centralized solution
dominates the decentralized one by realizing more total discounted profits from

all users in the system.
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4.7 Numerical Study of Square Grids

We present some numerical examples for even and odd square grids. In all exam-
ples, users are taken as identical with parameters p =1, 5 =1, a = 0.1, a = 10,
b= 5 and ¢ = 2. We solve the decentralized and centralized problems for grids
having L = 3 and K = 2, (i.e. n = 6), identical users and for square grids with
L =3,---,8. For the sake of simplicity for presenting the numerical results, we
adopt a different notation for the optimal pumpage quantity in period 1 based
on the category of users on the grid (corner, edge, internal). Specifically, instead
of using ua ik o indicate the decision variable of user (j, k) in quadrant 7 in
period 1, we consider the notation uy ; € Sy, to indicate, in period 1, the decision
variable of a user having index v in category m, m = 1,2,3 and v = 1,--- | s,
where s is the maximum number of users in category m. Table 4.15 summarizes
the optimal solution of the centralized and decentralized problems accompanied
with their total discounted profits realized from water usage by all users over the
two-period planning horizon. The results are tabulated for ((3 x 2), (3 x 3) and
(4 x 4)) identical grids and presented based on the new adopted notation, where
again AP% = [(I™* —F:l)]/ff x 100% stands for the percentage rate of decrease in
discounted profit of the decentralized problem relative to that in the centralized

problem.

Case|(L,K) n |uj, T (i, 71)|u), € Sy ul,y € S uhy € Ss (i, #1) | AP%

1 [(32) 6|05 47 6362 7181 0 42 1106
2 1(33) 905 71 6341 7161 .8026 69 2.8
3 | (44) 16/05 125 6342 7141 .7990 120 4

Table 4.15: Numerical results for some grid structures

From Conjecture 3, the optimal equilibrium pumpage quantities of water in
period 1 of the centralized problem is uy ; = 0.5,V v =1,...,n. In the decentral-
ized problem, we observe that users exhibit a symmetrical behavior in their water
pumpage along the horizontal and vertical strips of the grid. Also, we notice that

corner users pump less than edge users who, in turn, pump less than internal
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users. The centralized solution always dominates the decentralized one by real-
izing more total discounted profits over the two-period horizon. Observe that,
the number of different solutions of the (3 x 3) and (4 x 4) grids’ decentralized
problems is 3, which agrees Conjectures 1 and 2. For a square odd grid of size

(5% 5), Table 4.16 summarizes the optimal solution of the decentralized problem.

0.6342 | 0.7142 | 0.7122 | 0.7142 | 0.6342
0.7142 | 0.7989 | 0.7972 | 0.7989 | 0.7142
0.7122 | 0.7972 | 0.7953 | 0.7972 | 0.7122
0.7142 | 0.7989 | 0.7972 | 0.7989 | 0.7142
0.6342 | 0.7142 | 0.7122 | 0.7142 | 0.6342

Table 4.16: Equilibrium pumpage in period 1 for a (5 x 5) grid structure: the
decentralized problem

0.7177 | 0.8299 | 0.8271 | 0.8271 | 0.8299 | 0.7177
0.8299 | 0.9363 | 0.9340 | 0.9340 | 0.9363 | 0.8299
0.8271 | 0.9340 | 0.9316 | 0.9316 | 0.9340 | 0.8271
0.8271 | 0.9340 | 0.9316 | 0.9316 | 0.9340 | 0.8271
0.8299 | 0.9363 | 0.9340 | 0.9340 | 0.9363 | 0.8299
0.7177 | 0.8299 | 0.8271 | 0.8271 | 0.8299 | 0.7177

Table 4.17: Equilibrium pumpage in period 1 for a (6 x 6) grid structure: the
decentralized problem

We observe that the number of different unconstrained solutions of the de-
centralized problem (denoted in bold) is 6 which agrees with Conjecture 2. Also,
we observe the symmetry in water pumpage between users within each cate-
gory (corner, edge, internal) and across the four quadrants of the grid. Based
on Conjecture 3, the optimal solution of the centralized problem is given by
uy 1 = 0.5,V v =1,..,n, with total discounted profit of 196. The total discounted
profit of the decentralized problem is 187 yielding a profit relative difference,
AP%, of 4.6%. Table 4.17 summarizes the optimal solution of the decentralized
problem for a (6 x 6) grid and Table 4.18 summarizes those for a (7 x 7) grid.
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0.7177 [ 0.8299 [ 0.8271 | 0.8272 [ 0.8271 | 0.8299 [ 0.7177
0.8299 [ 0.9363 | 0.9340 | 0.9341 || 0.9340 | 0.9363 | 0.8299
0.8271 [ 0.9340 | 0.9317 | 0.9318 || 0.9317 | 0.9340 | 0.8271
| 0.8272 [ 0.9341 | 0.9318 [ 0.9319 | 0.9318 | 0.9341 | 0.8272 |
0.8271 [ 0.9340 | 0.9317 [ 0.9318 ][ 0.9317 | 0.9340 | 0.8271
0.8299 | 0.9363 | 0.9340 [ 0.9341 [/ 0.9340 | 0.9363 | 0.8299
0.7177 [ 0.8299 | 0.8271 | 0.8272 [| 0.8271 | 0.8299 | 0.7177
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Table 4.18: Equilibrium pumpage in period 1 for a (7 x 7) grid structure: the
decentralized problem

We observe that the numbers of different solutions (denoted in bold) in both
grids are, respectively, 6 and 10, which coincide with Conjectures 1 and 2. Both
structures keep the symmetry in water pumpage between users within each cat-
egory (corner, edge, internal) and across the quadrants of the grid. Table 4.19

summarizes the corresponding results for a (8 x 8) grid.

0.7177 | 0.8299 | 0.8271 | 0.8272 | 0.8272 | 0.8271 | 0.8299 | 0.7177
0.8299 | 0.9363 | 0.9340 | 0.9341 | 0.9341 | 0.9340 | 0.9363 | 0.8299
0.8271 | 0.9340 | 0.9317 | 0.9318 | 0.9318 | 0.9317 | 0.9340 | 0.8271
0.8272 | 0.9341 | 0.9318 | 0.9319 | 0.9319 | 0.9318 | 0.9341 | 0.8272
0.8272 | 0.9341 | 0.9318 | 0.9319 | 0.9319 | 0.9318 | 0.9341 | 0.8272
0.8271 | 0.9340 | 0.9317 | 0.9318 | 0.9318 | 0.9317 | 0.9340 | 0.8271
0.8299 | 0.9363 | 0.9340 | 0.9341 | 0.9341 | 0.9340 | 0.9363 | 0.8299
0.7177 | 0.8299 | 0.8271 | 0.8272 | 0.8272 | 0.8271 | 0.8299 | 0.7177

Table 4.19: Equilibrium pumpage in period 1 for a (8 x 8) grid structure: the
decentralized problem

The optimal solution of the centralized problem in all grids; (6 x 6), (7 x 7)
and (8 x 8), is the same and is given by vy, = 0.5,V v = 1,...,n, according to
Proposition 3.3. Table 4.20 presents the total profit values of the centralized and
decentralized problems of (6 x 6), (7 x 7) and (8 x 8) grids. Also, we observe that
increasing the number of users from 25 in the (5 x 5) grid to 36 in the (6 x 6)

grid has a significant effect on the pumpage quantities of all users in the original
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(5 x 5) grid. More specifically, all users in the system pump more water in period
1 relative to what they pump in the original (5 x 5) grid because having more
users in the system makes them more greedy, and, hence, pump more water.
However, the effect of increasing the number of users from 36 in the (6 x 6) grid
to 49 in the (7 x 7) grid does not have a significant affect on the original pumpage
quantities of users in the original (6 x 6) grid. This is also true when we have

more users in the (8 x 8) grid as tabulated in Table 4.19 below.

Case ‘ (L,K) n ‘ uy Ty, 7y) ‘ Decent. Soln. T'j(iy, ) ‘ AP%
1 (6,6) 36| 0.5 282.24 Table 4.17 242.27 14.16
2 (7,7 491 0.5 384.16 Table 4.18 329.00 14.36
3 | (88) 64|05 50176 | Table 419 42821 | 14.66

Y

Table 4.20: Total profit values of (6 x 6), (7 x 7) and (8 x 8) grids

4.8 Summary

In this chapter, we provided a numerical study for some hypothetical examples
to compare water usage behavior of users under the decentralized and central-
ized management schemes for an aquifer with the five geometric configurations
discussed in Chapter 3. To facilitate the ability of comparing and interpreting
the solutions, all users were assumed to be identical in all numerical examples.
Both time-variant and time-invariant cost-revenue parameter settings were con-
sidered in this study. More specifically, we discussed the impact of the number
of users on the optimal water usage and expected profits in both decentralized
and centralized problems for strip and ring configurations. We observed that the
optimal Nash equilibrium of non-extreme users in strip oscillates around the Nash
equilibrium in ring as number of users increases. This implies that as number of
users increases, the effect of extreme users and those immediately next to them
on strip is diminishing as number of users increases, which results in the conver-
gent of the Nash equilibrium of extreme users to that in ring configuration. Also,

we noticed that with high aquifer activity (high value of lateral transmissivity
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coefficient), users become more greedy and pump more water in the initial period
of the horizon. However, this behavior deteriorates the total discounted profits
realized when the water system is managed/controlled under the decentralized

management scheme.

We also investigated the effect of having a quadratic salvage function in the
second period on water usage under both decentralized and centralized settings
for both strip and ring configurations. We noticed that, under some parameter
settings, users optimally exhaust part of their available stock in satisfying irriga-
tion demands and salvage the remnant through selling it out to satisfy another
demand outlet. Two numerical examples; one on double-layer ring configuration
and the other on five-layer ring configuration, were presented. The decentralized
and centralized solutions were found and compared under each configuration. The
optimal solutions in the double-layer configuration were found to be unique while
those in the five-layer configuration were found to follow the solution structures in
strip configuration with non-identical users. The water management problems of
square girds of different sizes were studied numerically. We solved for the optimal
water usages in both decentralized and centralized problems. We found that the
numbers of distinct unconstrained solutions corresponding to both problems in
all grids coincide with the conjectures we have mentioned before in the previous
chapter. Total centralized and decentralized profits were computed and compared

for each grid.

In all of the numerical examples of this chapter, we observe that the cen-
tralized solutions always dominate the decentralized ones, both solved under the
same configuration and parameter settings, by achieving more total discounted
profits realized from water usage by all users in the system. In the sequel, the
maximum profit of water usage from all users could be realized when the water
system is managed centrally by the social planner. Recall that in the previous
chapter local water authorities (social planner) could not establish the possibility
of coordinating the centralized and the decentralized solutions via a single pric-
ing mechanism. That is, local water authorities could not impose a feasible unit
pumping cost on users to make their non-cooperative usage behavior the same as

when the water system is managed centrally. Having the inability of coordinating
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the two solution makes the implementation of the centralized solution more chal-
lenging and difficult in reality. Therefore, to entice users to behave in a central
manner in their water pumpage, other considerations should be taken into ac-
count in applying the centralized management scheme by local water authorities
(social planner). For instance, some incentive systems or structures should be
adopted by local water authorities granted to users to encourage them to apply
the centralized solution in their water usage. Depending on which party (water
authorities or users) in the water system who possesses the property (water) and
access rights to the groundwater aquifer region, such incentive structures could be
established to apply the centralized solution in order to get the greatest welfare
(profit) from water usage. To implement such a centralized management system,
other administrative and usage control costs could be incurred and, hence, they

should be taken into consideration as well.



Chapter 5

Centralized and Decentralized
Management of Conjunctive Use

of Surface and Groundwater

As mentioned in Chapter 2, the previous works on groundwater management and
conjunctive use management motivate us to consider a more comprehensive and
more realistic model in reality with two non-identical users over a planning hori-
zon of two periods. Specifically, the model incorporates the conjunctive use of
ground and surface water in a setting that permits the sharing of groundwater
stock in an aquifer possessing a finite transmissivity coefficient. This commonality
of groundwater results in a game-theoretic dynamic structure among users who
use their own private sources of surface water in conjunction with the common
groundwater aquifer in order to satisfy their irrigation demands. Users acquire
their private surface water stocks from an external supplier (external reservoir)
and keep them at their own local reservoirs to be used conjunctively with ground-

water.

In this chapter, we discuss the analysis of the the conjunctive water use model.
In Section 5.1, we give a detailed description of the model, the main assumptions

and some structural properties of water usage profit function. In Section 5.2, we

108
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discuss the analytical solution of the decentralized problem. In Section 5.3, we
present the analytical solution of the centralized problem. In the last section of

this chapter; Section 5.4, we present some illustrative numerical examples.

5.1 The Model

In this section, we present the assumptions and basic properties of the model to
be used in our analysis. We consider two non-identical users, each having her own
reservoir of surface water in addition to a common groundwater aquifer shared

with her neighbor, as depicted in Figure 5.1.

External reservoir
{Surface water supplier)

Irrigation areas - |

User |
surface water resefvoir

Irrigation areas - Il

f— |

[}
er reservoir

1
Lateral transmissivity
1

Groundulater aquifer

Bedrock

Figure 5.1: Conjunctive surface and groundwater use model

Next, we introduce the notation of this model.

Notation

xi .- groundwater stock level at the beginning of period ¢ for user ¢

x‘z o: initial groundwater stock level at the beginning of the planning horizon for

user i; (v]y = 7, Vi)

uﬁ .. groundwater pumpage (and usage) quantity by user i in period ¢
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: groundwater optimal pumpage (and usage) quantity by user i in period ¢
. surface water stock level at the beginning of period ¢ for user ¢

: initial surface water stock level at the beginning of the planning horizon

Y. S J— S y
for user i; (27, = x5, Vi)

: surface water usage quantity by user ¢ in period ¢
. surface water optimal usage quantity by user ¢ in period ¢

.1: total water usage from surface and groundwater sources by user ¢ in period

one; w1 = ug; +uf,

: total optimal water usage from surface and groundwater sources by user ¢

in period one; w}; = ul] + uf}

a: groundwater aquifer’s transmissivity (lateral flow) coefficient; « € [0, 0.5]

. discount rate for user 7 in period ¢

;,.+- output price of the crop when the crop production quantity is zero for user

1 in period t

: rate of decrease in crop’s output price with respect to the crop’s production

for user 7 in period ¢

Cit,d; s respectively, linear and quadratic coefficients of groundwater extraction

hi,t:

Qi j
.
U’i,t:

= .
Xi -

(pumpage) cost function for user ¢ in period ¢

cost of holding one unit of surface water for user ¢

. lateral flow of groundwater in period one among users ¢ and j; ¢ # J

surface and groundwater usage vector for user ¢ in period ¢

surface and groundwater stock vector for user ¢ in period ¢

t;: surface and groundwater usage vector for both users in period ¢

2y surface and groundwater stock vector for both users in period ¢
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R; (Ui ¢, Z;¢): revenue function of water (surface and ground) usage for user i in

period t

R (s, 54): revenue function of optimal water (surface and ground) usage for

user ¢ in period ¢

R;(tly, ¥1): total discounted revenue function of water (surface and ground) usage

for user ¢

Ci+(U;y, ;1) cost function of water (surface and ground) usage for user i in

period t

C (Ui, Tiy): cost function of optimal water (surface and ground) usage for user
7 in period ¢
Ci(uy,7): total discounted cost function of water (surface and ground) usage

for user 4

Cf (Ui, Tiy): groundwater extraction (pumpage) cost function for user 4 in pe-

riod ¢

C’it(ﬁi7t, 7;+): surface water average holding cost function for user ¢ in periods ¢

and t +1

fit(Uis, @ 1) water (surface and ground) usage profit function for user ¢ in period

t

[ +(us, Zy): total discounted profit of water (ground and surface) usage for user
7 in period ¢
I} (1, Tt ): maximum total discounted profit of water (ground and surface) usage

for user ¢ in period ¢

Rl(ﬁl, 71): total discounted revenue function for both users” water (surface and

ground) usage

C, (ud1,71): total discounted cost function for both users’ water (surface and

ground) usage
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Ty (@, @,): total discounted profit of water (ground and surface) usage for both

users in period ¢

I} (ty, 7;): maximum total discounted profit of water (ground and surface) usage

for both users in period ¢

We assume that possible surface water losses due to evaporation are negligible
and that there is no aquifer recharge. At the beginning of period ¢, user i has
access to an underground water stock of 7, and also has access to surface water
in her own reservoir with a stock of zf,, + = 1,2, ¢ = 1,2. We assume that
users have equal initial stock levels of water from both sources. Let uf, denote
the amount of surface water released from user i’s reservoir (and consumed) by

s

i1, which implies that surface

user ¢ in period t. Then, uj, is bounded by =
water is essentially a private resource within each period, and that in any period,
user ¢ can not release more than her stock level of surface water available in
her reservoir at the beginning of the same period. We also let U?,t denote the
amount of groundwater pumped (and consumed) by user 4 in period ¢, where v,
is bounded by x7,. The groundwater is also a private resource within each period
- a user can not access groundwater lying beneath the other user within a given
period. Although the groundwater stock in a period for a user is inaccessible
by the other, as water levels change locally due to consumption of each user,
there will be some lateral flow in the aquifer between users (between the adjacent
areas corresponding to users’ plots). We assume that lateral flow occurs at the
end of a period immediately before the next period begins. The inter-period
lateral flow of groundwater is governed by Darcy’s Law. In accordance with
this law, in period 1, there will be a lateral flow, @;;, of groundwater from
user j to user i given by Q;; = —a[(z], —u!,) — (v, —u},)] = a(u!, —u,) for
i,7=1,2, i # j, where « € [0,0.5] is the finite lateral flow (aquifer transmissivity)
coefficient, summarizing the hydrologic dynamics of the groundwater aquifer, and
(z{y —ui,) — (z], —uj,) is the hydrologic gradient. The profit functions of users
are of quadratic form similar to those in the works of Saak and Peterson [52]
and Saleh et al. [54]. Let u;; = (uf,,uf,) denote the vector of groundwater and
surface water usage by user 7 in period ¢ and 7, = (#7,,2{,) denote the vector of

groundwater and surface water stock levels at user ¢ at the beginning of period
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t. The profit derived from water usage by user ¢ within period ¢ is given by

Jit(Wig, @ig) = R (Ui, Tip) — C (Ui, Tst) (5.1)

where R; (4, ¥;¢) is the periodic water usage revenue function of user i and
Cit(U;e, @i 1) is the periodic water usage cost function of user i. In particular,
R, +(t;+,%;+) is a quadratic function of the revenue derived from the yield of

irrigated crops and is given by

Rio(tig, Ti) = pigse(ui, +ui,) — 0.5p:bi4(uf, + uit)2 (5.2)

where p;; is the periodic price per unit of an irrigated crop and a;.,b;; are
the periodic crop yield function parameters. We assume that the unit acquisi-
tion costs of water from both sources are equal and proportional to water usage
quantity, and, hence, they are implicitly included in the first (linear) term of
R; (U1, %;¢). On the other hand, C;;(U;¢, Z;;) is the sum of two cost compo-
nents. Namely, the first component is the periodic groundwater pumpage cost
given by

u?

Cﬁt(uf,ta x?,t) = fo . [Ci,t<ng",0 - ng,t) + Qdi,tz]dz = Ci,t(x?,o - 'T?,t)uzg,t + di,t(ug,t)Q’

which is a quadratic function of both the difference between the base stock
level; xio, and the stock level of groundwater at the beginning of period t as well
as the pumpage (and usage) quantity of groundwater in period ¢, where ¢;;, d;;
are the periodic groundwater pumpage cost function parameters. The second cost
component is the periodic surface water holding cost at user i’s reservoir, which
is computed as the average holding cost of surface water between periods ¢ and
t+1, and is given by C7,(ui,, x5,) = [hie(xf,q + 27,)]/2 = 0.5h; (227, — uf,),
where 7, = z7, —ui, and h;; is the periodic cost of holding one unit of surface

water at user ¢’s reservoir.

Eventually, C; +(;+, ¥;+) is given by
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Cit(Uiy, Tiy) = ci’t(xf,o — vat)uf’t + di’t(ugt)Q + 0.5h; ¢ (25, — uy,) (5.3)

From Eqns (5.1)-(5.3), the periodic profit function at user ¢ becomes

fit(lig, Tig) = [pigaig(uf, 4+ uf,) = 0.5p5bs ¢ (u, +ui,)?] = [cip(a]y — 2] Jui, +
dig(uf )? 4 0.5h; (225, — ug,)]
(5.4)

where the cost-revenue parameters are assumed to be positive, non-identical
and time-variant. We assume that f; ;(u;, 7;+) is jointly concave and positive in

Uip, @ =1,2, t =1,2. To ensure that, we have the following result

Proposition 5.1 (Strict Concavity) The function f; (iU, @i¢) is strictly

jointly concave in Uy, 1 =1,2, t =1,2.
Proof See Appendiz.

Next, we examine the decentralized and centralized management problems

separately.

5.2 The Decentralized Problem

In the decentralized problem, each user has the objective of maximizing her own
total discounted profit by choosing the water usage quantity in each period over
a two periods planning horizon. Due to the commonality of the underground
aquifer, each user also has to take into account the water usage of her neighbor.
This generates a two-player normal-form game, where the water usage quantities
in each period are the strategies of a player (a user), and the payoff function is
given by a user’s total discounted profit over the entire horizon. The strategy

space of any user is constructed from the other user’s decision of water usage and
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the available (and finite) water stocks in any period. In this section, we consider

this game-theoretic model and investigate its properties.

The decentralized problem (P1) can be stated as a dynamic program (DP)
as follows. Let I'j,(t;, 7;) denote the maximum total profit under an optimal
water usage scheme for user 7 for periods t through the end of horizon, where
iy = (uf ,, ui,,ug,,us,) denotes the water usage vector for both users in period ¢
and ¥y = (v, ,, 29, x5 ,) denotes the water stock vector for both users at the
beginning of period ¢, which gives the state of the system across both users. For

t=1,2and i,j = 1,2, i # j, the following DP solves the decentralized problem

of user 1,
(1) : F:,t(ﬁtaft) = mnax Fz‘,t(ﬁt,ft) = max [fi,t(ﬁi,tafi,t)+5i,trf,t+1(ﬁt+1aft+1)]
{uf,t, uf,t ug,t’ “f,t}

(5.5)

s.t. zztﬂ = ng,t + Qi — ugt = xzt —(1- oz)uzt — auit (5.6)

Tipp1 = Tip = Uiy (5.7)

0 <ui, <, (5.8)

0<wu, <uzj, (5.9)

In the above, the decision variables for the two simultaneous optimization
problems are the water usage quantities of each user in each period, uf,t and
ui,. Eqn (5.6) corresponds to the recursive temporal relationship among the
groundwater stocks of users as dictated by Darcy’s Law. In our formulation, we
assume the same finite hydrological transmissivity coefficient « for both users and
both periods. Eqn (5.7) gives the recursive temporal relationship governing the
surface water stock balance at user 7. Eqn (5.8) gives the bounds on each user’s
groundwater usage quantities whereas Eqn (5.9) gives those on surface water
usage quantities. We shall assume the discount rate 3;; = 3; with 0 < 3; <1, for
all i and ¢, and we set x{, = 2{, ¥7, = and T} 3(u3, Z3) = 0, for all @3 7’3 and for
all . Furthermore, we take all cost and revenue parameters to be non-identical

but time-variant for both users. Similar to the models of Saak and Peterson [52]
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and Saleh et al. [54], in order to investigate the greedy behavior of users in water
consumption, we assume full depletion of ground and surface water by both users
over the entire time horizon. The following result presents the condition under

which full depletion of water is guaranteed.

Proposition 5.2 (Full Water Depletion) If p;ia;: > maz{[pibis + 2d; s —
Ci,t]er;('],o + piibi gl g + ci,tvao, pi’tbi,t(xgo +74) —0.5h}, the function fi (i, Tiy)

attains its mazimum at Uy, = Ty, 1 = 1,2, t =1,2.
Proof See Appendiz.

This result has two implications: (i) The myopic solution of the problem is
trivial; that is, all water resources are depleted in the first period for any length
of the horizon. (i) In the optimal solution, user i depletes her water resources
in the very last period, i}, = ¥;2 = (2],,7},), where x{, and z7, are obtained
from Eqn (5.6) and Eqn (5.7), respectively, i = 1,2. Therefore, the objective
function in Eqn (5.5) becomes Ty 1 (i1, 1) = fi1 (U1, Zi1) + Bifio(Li2, Ti2), where
fi2(Zi2, Ti2) is the optimal profit-to-go from period 2 to period 1. Furthermore,
T; 2 is only a function of u;; and, hence, the problem given in (5.5)-(5.9) reduces
to a single period problem which is only a function of #; and the initial water
stock vector in period 1; Z;. Below we use these implications to establish certain
structural properties and to obtain a tighter formulation of the original problem.

First, we establish some properties of I'; 1 (i1, #1) with respect to (w.r.t.) .

Proposition 5.3 (Concavity) The function I'; 1 (i1, Z1) is jointly concave in i,

Zf and OTLly ’Lf pi,2bi,2 2 2[%](0@2 — d@g), 1= 1, 2.

Proof See Appendiz.

The above result guarantees a well-behaved objective function for optimiza-
tion. In particular, joint concavity of I'; 1 (1, 71) in u; guarantees that the local

and global optima of I'; (W, Z1) are the same, which is of crucial importance to



CHAPTER 5. CENT. AND DECENT. CONJUNCTIVE MGMT. 117

the existence of Nash equilibrium as will be shown later. Thus, the problem (P1)

reduces to the following problem (P2). For ¢ = 1,2, we have

(P2) : F:J(ﬁlafl) = max [,(@,7)= max [fi,l(ﬁi,l,fi,l)-i-ﬁif;z(fi,z,fz',Q ]
{uzg,lv uf,l} {ug,h ug g

s.t. Oguzl < (5.11

0<wuj, <aj (5.12

where the water stocks in the second period z, and xf, are given by Eqn
(5.6) and Eqn (5.7), respectively. The problem (P2) stated in Eqns (5.10)-(5.12)
corresponds to a single period strategic form-game given by the payoff function
[i1(t, 1) and the strategy sets uf, € [0,2{] and uj, € [0,z]]. We observe
that the strategy sets are nonempty, continuous, convex and compact (closed and
bounded) and the payoff function is continuous and jointly concave in the players’
strategies as given in Proposition 3.3. Hence, from Theorem 1 in Dasgubta and

Maskin [16], we have the following result.

Proposition 5.4 (Existence of Nash Equilibrium) The two-player game
which corresponds to the decentralized problem (P2) has (at least one) Nash equi-

librium.

In the following discussion, we characterize the optimal policies of water al-
location and the Nash equilibria of water usage corresponding to the above de-
centralized problem. Since we assume that both users start with equal initial
stocks of water from both sources and by Proposition 5.2, it is optimal to have,

* S

g* _ .9 _ .9 g g P — ; ; Sk __ .8 s
Uiy, =iy =af — (L—ajuiy —auf,y, i,j = 1,2, i # j, and ujy =z}, = af — uj,,

i=1,2.

The total discounted cost incurred and the total discounted revenue realized,
from water usage over the two-period planning horizon can be written, respec-

tively, as
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Ci(ur, 71) = Cia (Ui, Tiy) + BiCio(Tig, Tio) and Ry(uy, 71) = Rin (U1, Tin) +
BiR; o (T2, Ti2).

In this form, R}, (72, 7 2) and Cfy(T; 2, T;2), respectively, represent the opti-
mal revenue-to-go and the optimal cost-to-go functions from period 2 to period
1, for i = 1,2. Accordingly, the objective function in problem (P2) is rewritten

as Fi71(ﬁ1,fl) = Ri(ﬁl,fl) — Ci(ﬁl,fl), 7= 172

Now, let the total water allocated to user ¢ in period 1 be denoted by w;; =
uf | +ufy < af+ai, i = 1,2. Obviously, we have uf, = w;;—uf, and Ouy, /0u; | =
ouf,/0uf, = —1,i=1,2. In order to determine the optimal water allocation and
usage policy in period 1, without loss of generality, we conduct the analysis on
the behavior of T'; 1 (u1, #1) w.r.t. u,. To this end, we substitute uj, = w;, —uj,

in I'; ;1 (¢, #1) which becomes as follows

Ui 1 (1, 71) = [pinasiwin —0.5p51051w7 4 Bipi oo (2] + 25 —w;  +a(uf, —uf,)) -
0-551',01'7252',2 (37517 +$“1q —Wj,1 + oz(uf’l - U?’l))Q] — [di71(uz1)2 +05h271(2$i§ —W;,1 +
u?,l) + Bicia((1 — 0‘)“?,1 + @U?,l)(l’i’ —(1- 0‘)“?,1 - au?,l) + 5idi,2(f’5!1] —(1-

oz)uf{l - au§71)2 + 0552}1,@72(.1"; — Wj1 + uil)]

We observe that the first and second derivatives of I'; 1 (i1, Z1) w.r.t. u;‘-{ , are

given, respectively, by

aliq(., -)/aufl = _[2di,1+ﬂia2pi,2bi,2+25i(1_Q)Q(di,2_ci,2)]uzg71 +5ia[pipaio—
pi,Qbi,Q (ZL’% —f—l“; —Wi1— au?jl)] — 05(}%71 +Bihi,2) +6106(1 - @)Ci’guil —ﬁz<1 — Oé)(Cig —

2d; ) (7] — auf,) and
azri,1(~7 -)/a(uf,l)Q = _[2di,1 + 5i@2,0i,25¢,2 + 2/62'(1 - 04)2(di,2 - Cm)]; 1=1,2.

The first two derivatives aid us in determining the optimal water allocation
polices of user ¢ in period 1 through investigating the behavioral properties of the
[i1(.,.) w.r.t. groundwater usage in period 1, uf,. In particular, we need the first
derivative of I'; 1 (., .) w.r.t. uf; to determine the direction (increasing/decreasing)
of [ix(.,.) wr.t. uf; at uf, = 0. Also, the second derivative of T'; 1 (.,.) w.r.t. uf,

is employed to determine the shape (convex/concave) of I'; 1 (., .) w.r.t. uf,. First,
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we establish the optimal water allocation polices in period 1 for user ¢ assuming
that she knows two pieces of information; her optimal total water usage in period
1 and the water usage (response) of her neighbor (user j) in period 1, as shown

in the following result.

Proposition 5.5 (Optimal Water Allocation Policy in Period 1)

(a) For a given total optimal water usage of user i; wi, = uy+ufy < (x{+x})
and a given response of user j; (uf,u3,), i,j = 1,2, i # j, the optimal usage

policy in period 1 s given by

(1) If k1 <0, then

(maz{w;, — 3,4}, wiy —ufy) or
(uiy,uih) = (min{wiy, @i} wiy — ufy), if ky>0
(wzl - (II‘;,ZE‘;), Zf k2 <0

(i7) If ky > 0, then

(mm{x?, w;‘k,l}v w;‘k,l - ufj)? Zf k? >0
(uiy, uiy) = (maz{0,w;, —a$}, wiy —uf?) or
(mzn{:cf, w;l}a UJZ1 - uzgji)? Zf kQ <0

where ]{71 = 82FZ’71(., )/0(uf71)2 = —[2d1,1 +Bia2pi,2bi,2 + 2&1(1 — Oé)2<di’2 — Ciyg)],

ko = (OLia(., )/ 0ui1)| e o) = Bic|pizaiz — pigbia(af + af — wiy — auf,)] —
0.5(h;1 + Bihi2) + Bia(1 — a)ci,guil —Bi(1—a)(ci2—2d;2)(x] — ozu?’l) and fL‘Zl =
—(k2/k1).

(b) For a given response of wuser j; (uj,,u3,), if the total optimal wa-
ter usage of user i in period I, wy,, is such that w;, > (x{ + x7), i,j =

1,2, © # j, then the optimal usage policy in period 1 is given by (ufj,um) €
{(07 0)7 <l’§’ 0)7 (07 x’i)’ (xg7 mi)}'

Proof See Appendiz.

Having the optimal usage policy determined, we are now ready to find the
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optimal water usage in period 1; w;;. To this end, we optimize I'; 1 (i1, Z1) w.r.t.
w}, for each candidate solution derived from the optimal usage polices stated in
Proposition 5.5, where I'; 1 (41, 1) = R; (4, #1) — Ci(ty, Z1). The following result
presents the optimal water usage solutions in period 1; w;;, for all candidate

optimal solutions stated in Proposition 5.5.

Proposition 5.6 (Optimal Total Water Usage in Period 1) (a) For a given
response of user j; (u?l, u$,), the total optimal water usage of user i in period 1;

wyy, where wiy < (v + %), 4,5 = 1,2, i # j, is given as follows

(Z) For (uzgja ufﬁ) = (x!{7w;k,1 - x!{)f

W — pi,1ai,1—Bipi2ai,2+Bipi 2bi 2 (1+a)a] +af —aud | )+0.5(hi,1+Bihi 2)
i1 — pi1bi1+Bipi2bi2

(i1) For (uf%,uzh) = (0,w],),

Wk, — Pi,lai,l—/Bipi,Qai,2+BiPi,2bi,2(mfll‘i'ri—QU§71)+0~5(hi,1+6ihi,2)
i1 — pi,1bi 1+Bipi 2bi 2

(4ii) For (uzg>;7uzs*1) = (ﬁ’zg,lvw;l - @“zg,l)i wZ1 = ]52/]51 and ﬂ?@ = Y + ’Vlw;'il;

where

ki = kipiabin — Bi(Bia®pisbia + ki)pisbia(ays — 1) — 2Biav1pisbiadis +
2(8:)% (1 — a)®y1p;biad; i (cip — dia),

ko = kipiiain + Bipiabia(Bia®pisbis + ki)xd + f — auj, —ay — 1] +
28,av0pi2bi2din + 0.5(hi1 + Bihi2)(Biapiabio + k1) + Bra(l — a)piabia(cio —
Qdm)(ﬁ - OZU?J) - 251-204(1 - a)zpi,Qbi,Qci,Z(Ci,Q - dz‘,2)70 - @2042(1 - O‘)pi,Zbi,QCiQujg‘J;

Yo = [Bic(pigaiz — Bipigbia(r] + 27 — auly)) — 0.5(hiy + Bihiz) + Bl —
a)ciguly — Bi(l — a)(cia — 2d;2)(z] — aui,)|/[=ki], 11 = [Biapigbial/[—ki], k1
and ko are as defined before in Proposition 3.5.

(iv) For (ufy,ufy) = (w;,0), wi, = &1/&, where

& = pinain — Bi(1 — a)pisais + Bi(l — a)piobio(z] + x5 — au;ﬁ) + Bia(1 —

a)ci,guil — Bi(1 — a)(cio — 2d;2) (2] — 04“?,1) and
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Co = pirbi1+ Bi(1 — @)?piobio + 2d;1 — 26;(1 — a)*(ci2 — di2)
(v) For (ul},uih) = (wiy — a3, 23), wiy = &/8, where

& = pinai1 — Bi(l—a)pipaiz+ Bi(1—a)[piabia — (ciz —2d; )] (2] + (1 — )] —

Ozu?’l) + 2d; 125 + Bio(1 — a)cwu?,l

(b) If the total optimal water usage of user i in period 1, wy,, is infeasible (i.e.
wyy > (x] 4 x3)), then the optimal solution in period 1 is given by (uj},u}) €
{(07 0)7 (I% )7 (07 l’i)7 (l‘g, l’i)}, =12

Proof See Appendiz.

Identical Users: where both users have the same, but time-variant, revenue-
cost parameters (i.e. p;; = py, Qip = ar, biy = by, iy = ¢, diy = dy and h;y = hy
for all 7 and t) and the same discount rate (i.e. 5; = 3, for alli. Under the identical
setting, in accordance with Propositions 5.4 and 5.5, we obtain the optimal Nash
equilibria of water usage in period 1 which is turned to be symmetric across users

as shown in the following result.

Corollary 5.1 (Optimal Nash Equilibria of Water Usage in Period 1)

(a) The optimal Nash equilibria of water usage in period 1; wj, where wi <

(] + x3), are symmetric across users and given as follows

(1) For (ui", uy") € {(2f, wi — 29), (0,w)},

W — p1ra1—Bp2az+Bp2ba(x+x5)+0.5(h1+Bh2)
1 p1b1+Bp2b2 ’
s gx o osk\ _ (N9 * ~9
(43) For (ui",ui*) = (4, wy — 4f),
UJT _ p1a1—Bp2az+Bp2ba(x]+x5)—0.5(h1+Bh2)(e1—1)+eoer (Baca—2d1)—Ber (ca—2da) (z] —eo)

p1b1+Bpaba+2€7(di—Baca—Bdz)
and uf = € + eqwi, where

_ Balpaa—paba(af e}l -0.5( +5ha) -f—a)(ea=2da)a] e Bp2bs

€0 2d,+28(1—a)(da—ca) 2d1+28(1—a)(da—c2) *

(iid) For (ui”,ui") = (wf,0),

wh = Praa=B-a)paaatB(l-a)paba(af+ei)—B(1-a)(ca—2dz)a]
= p1b1+B(1—a)p2b2+2d1 —25(1—a)(c2—d2) ’
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(ZU) For (ugll*7ui*> - (U}T - xiv Ii):

W = p1a1—B(1—a)pras+B(1—a)[p2bs—(c2—2d2)](z{ +23)+[2d1 —Ba(l—a)ca]as
1= p1b1+B(1—a)paba+2di —28(1—a)(ca—d2) ’

(b) If the total optimal water usage of in period 1, wy, is infeasible (i.e.
wi > (zf + %)), then the optimal Nash equilibria of water usage in period
1 is given by (ui”,ui*) € {(0,0), (x1,0), (0,21), (=1, 21)}.

The strategic interaction between users in the strategic form-game correspond-
ing to the decentralized problem is analyzed and represented by the Nash equilib-
ria given above. The Nash equilibria correspond to the simultaneous solution of
the two constrained decentralized optimization problems given in (5.10)-(5.12).
At a Nash equilibrium no user deviates unilaterally from her water usage strategy
in period 1 as non of users would gain from such a deviation. In other words,
if a strategy of water usage in period 1 is selected by user ¢ and no user would
gain by a unilateral deviation from that strategy while user j’s water usage strat-
egy in period 1 does not change, then the current set of water usage strategies
in period 1 and the corresponding total usage profits from a Nash equilibrium.
Since Corollary 5.1 presents all possible optimal solutions of (P2), then the Nash
equilibria are among those solutions stated above in (i) — (v) and (b), where the
optimal Nash equilibrium is the one that gives the greatest value of I'; ; (@, 7).
Recall that in Proposition 5.4, we state that the decentralized problem has at
least one Nash equilibrium and, hence, users might posses multiple optimal Nash
equilibrium. The optimal Nash equilibria in part (a) of the above result depend
on the aquifer transmissivity coefficient, . Therefore, the hydrological proper-
ties of the groundwater aquifer’s, summarized by «, play an essential role in the
actions of users playing the strategic form-game corresponding to the decentral-
ized problem, even when users are identical. However, under the identical users
setting, the transmissivity coefficient o does not have any impact on the users

actions in the centralized problem, as will be shown later in the following section.
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5.3 The Centralized Problem

In the centralized setting, we envision a central decision maker (social planner
in the public policy parlance) aiming at determining the optimal water usage for
each user so that the total joint discounted profit of both users over the course of
two periods is maximized. Let f: (uy, ) denote the maximum total joint profit
under optimal water usage schemes for both users for period ¢ until the end of
horizon. The centralized problem (P3) can be stated as a DP as follows. For
t=1,2and i = 1,2, we have

2
(P3): T (e, #) = max Ty(iy, @) = max ) fielthis, Tia) BT (1, Ten) }

{ug,tvuf,t} {ui,t7ui,t i=1

(5.13)
s.t. (5.6) —(5.9)

We assume that the social planner’s discount rate 5, = g with 0 < <
1. We retain all other conventions and notations of the decentralized problem.
Proposition 5.2 implies that in period 2, we have 4}, = Z;2 = (2],,27,), 1 = 1,2,
in this problem as well. Therefore, in (P3), we have ft(ﬁt,ft) = fl(ﬁl,fl) =
S22 A fir (Wi, Tia) + Bfio(Ti2, Tin)}. In accordance with Proposition 5.3, we

have the following result.

Corollary 5.2 (Concavity) The function T'y(y, ) is jointly concave in @, if

and only if p;2bio > 2[%](@,2 —dia), i =1,2.

Thus, the centralized problem (P3) reduces to the following problem (P4).
Fort=1,2and 7,5 = 1,2, i # j, we have

2
(P4) : Tj(d1, @) = max T'y(d,71) = max {Z fi,l(ﬁi,lafi71)+ﬁf:2(fi72afi,2)}

{u:(L'],17u'L$,1} {u?,l7uz$,l} i=1

(5.14)
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sit. (5.11) — (5.12)

Analogous to the analysis in the decentralized problem, we consider the
total discounted cost incurred over the two-period planning horizon given by
Ci(ty, 7)) = Z _1Cia(Uia, 1) + BC (T2, 7 2)}.  Similarly, the total dis-

counted revenue over the two-period planning horizon is given by

Ry (i, %)) = 300 {Rin (i1, Tin) + BRES (9, Ti2) }. To find the optimal wa-
ter usage in period 1; wy,, we optimize fl(ﬁl, 71) w.r.t. w; 1, where fl(ﬁl,fl) =
R, (U1, 1) — C, (u1, 7). Again, similar to the analysis of the decentralized prob-
lem, our analysis here is also conducted in accordance with the behavior of
Iy (@, 71) wr.t. ufy as well. More formally, let w;; = uf | +u$, < (2{+a3) be the
total water usage of user i in period 1, then we have duf,/0uf, = Ouf,/0u], =
—1, for ¢ = 1,2. After substituting u;‘{l = w1 — Uiy in fl(ﬁl,fl), we get, for

2, 177,

fl(ﬁla 1) = pina;iiw;1—0.5p;1b; 1wi21+pj 1a5,1w;1—0. 5,0j,1b‘,1w]2-,1+ﬁ[pi,2ai,2($‘[1]+
wy —win + au); —udy)) = 0.5p0b0(x] + x5 — wiy + a(uf, —uf)))?] +
Blpaaja(z] + 27 —wj, + auf; —uiy)) —0.5p59bj2(2] + 27 —wj1 +auf, —
uf))?) = i (uf1)? + 0.5k 1 (223 — wiy +ufy)] — [dja(ufy)? + 0.5k (22 —
wja + uj )] = Bleia((1 = a)udy + oufy ) (@] — (1 — a)ufy — aufy) + dig(af —
(1— O‘)U?J - 04“11)2 +0.5h; 9 (2] —wiy +U§,1)] - 5[03',2((1 —a)uf i1 +O‘U§,1)<I§ -
(1— a)uil - auil) +dja(x] —(1— oz)uil — ozu‘zl)2 +0.5h; 9(2] —w;1 + ujgl)]

We observe that the first and second derivatives of fl (uy, 1) w.r.t. u*Z , are

given, respectively, by

8f1(., .)/auf’l = —[2d;1 + Ba*(piabia + pj2bi2) + 28(1 — @)*(dia — ¢ia
280%(dj2 — cj2)luly + Bal(pizaio — pj2aj2) — pizbia(] + 25 — win — au
Piabjo(x+ x5 —wj, —l—au )] =0.5(hi1+ Bihig) + Ba(l—a)(ci2 —i—cj 2)
(62— 2z) (=) — (5 2—230) (1~ ) aid 2T )/ )
—[2d,-1 + B (pizbiz + pi2bjz) + 268(1 — a)*(diz — Ci,z) +2Ba?(dj2 — ¢j2)], i,j =
1,2, 0 #j.

) +
W)+

B(1—

\_//—\)—‘
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The first two derivatives aid us in determining the optimal water allocation
polices of user ¢ in period 1 through investigating the behavioral properties of the
ary (., .)/0u; w.r.t. groundwater usage in period 1; uf,. Namely, we need the
first derivative; oL (.,.)/ Ouf |, to determine the direction (increasing/decreasing)
of I'(.,.) w.r.t. u ) at uj, = 0. Also, the second derivative of T'y(.,.) wr.t. ui
is employed to determine the shape (convex/concave) of T'y(.,.) w.r.t. uf . First,
we present the optimal water usage and allocation policy in period 1 for problem

(P4) based on the behavior of I'; (7, #;) w.r.t. ui ).

Proposition 5.7 (Optimal Water Allocation Policy in Period 1)

(a) For a given total optimal water usage of user i; wi, = uf) +ufy < (] +27),

1= 1,2, the optimal usage policy in period 1 is given by

(i) If ky <0, then
)

(max{w;il - ZL“;,’a?’l},le - ufﬁ) or
(w7, ush) = (man{w;y, 27}, wi) —uf}), if ko>0
L (wZI - x{,x‘f), Zf ko <0
(73) If k1 > 0, then
( . .
(man{z], wi}, wi; — uffi), if ko>0
(i1, uiy) = § (maz{0,w;, — i}, wiy —ufy) or
. (mzn{x“l’, w::l}v w;:l - ufﬁ% Zf ko <0

where ky = 0°T(., )/0(u!))? = —[2di1 + BaP(pisbis + pjabja) + 26(1 —
a)*(diz — cip) +280%(dj2 — ¢;2)],

ko = (OT4(., ) /0ud ) —0) = B(pi2ai2—pj2a;2) = piobsa (] +a5 —wi1 —
au?ﬁl) + pjobjo(z] + x5 —wjq + au?,l)] —0.5(hi1 + Bihiz) + Ba(l —a)(ci2 +
cjo)ul, — B(L—a)(cia—2di2) (2] — auf ) — Ba(cjz — 2d;2) (2] — (1 — a)uj,)

and ﬁil = —<k2/k1), ’L,j = 1,2, ’L?é]

*

(b) If the total optimal water usage of user i in period 1, wi,, is such that
wiy > (x] + %), then the optimal usage policy in period 1 is given by
(ufj,ufj) € {<070)7 (x{, )7 (07”;)7 (:C?,:L“i)}, 1=1,2.
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Proof See Appendiz.

We observe that both decentralized and centralized problems have the same
structure of the optimal water allocation policies of water usage by user ¢ in period
1, but with different parameters settings under each problem. Nonetheless, in the
decentralized problem, users experience a strategic form-game as they manage
and control their water usage individually. Due to the nature of this game, each
user maximizes her own total profit assuming that the water usage (response,
considered as a parameter) of her neighbor is known. Eventually, the policies
in Proposition 5.5 are stated for a given total water usage of user ¢ and a given
response of user j. This is not the case in the centralized problem, where users
experience no games since the water usage is managed and controlled centrally
by the social planner. In other words, a single problem is needed to be optimized
under this setting. Therefore, the policies in Proposition 5.7 are stated for a given
total water usage of user ¢ only as the usage of user j is a decision variable and

not a given response.

Optimal water usages are found through optimizing 'y (@, #1) = Ry (@0, @) —
C, (ty,21) w.r.t. w;; for all potential optimal solutions derived from the optimal
polices of Proposition 5.7. The following result presents the optimal water usage
of user 7 in period 1 given as a function of water usage (a decision variable) of

user j in period 1.

Proposition 5.8 (Optimal Total Water Usage in Period 1)

(a) The total optimal water usage of user i in period 1; wj,, where w;,; <

(2] 4+ x8), fori,j =1,2, i # 7, is given as follows

: g* Sk __ g * g
(i) For (ui,laui,l) = (xhwi,l — 1),
% pi,1ai1—Bpi2a;,2+Bpi2b; 2(1+a)z] +as —aud 1)+0.5(hi1+h; 2)
w; 1 — : .
3 pi,1b; 14+Bp; 2b; 2

. . gx* S\ __ *
(¢i) For (ui,hui,l) = (07wi,1);
wh. — P¢,1ai,1—5P¢,201,2+5P¢,2bi,2(xf-mf—QU§,1)+0~5(hi,1+5hi,2)
1 7 pi1bi 1+Bpi 2bi 2
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(#di) For (u zﬁ?uf*l) (A‘przl - ﬂ?@);
wy, = kg/kl and 1 ui’1 = Yo + N1w;,, where
k1 = pinbin + Blafi — 1)%piabiz + B(adi)*pjzbjz + 2(11)din +28(1 —
ati)(diz — ¢i2) +28(a71)*(dj2 — ¢j2),
ko = pirain + B(adi — 1)piaais — Baipjaa;s — Blady — 1)piabia(x] +
21 +ao) +BaTip;ebia(r] + 2] —win —afot+aud; ) —2907idi —0.5(71 —
D) (hig+ Bhiz + B(1 = a)Ticia((1 — a)Fo + aufy) + Baticja(ato + (1 —
a)uf ) — B(l — a)fi(cia — 2di2) (2] — (1 — a)jo — auf ) — BaFi(cjz —
2dj2) (2] — o — (1 — a)ujy),
Yo = [Bal(pigaiz — pj2ajz2) — pigbia(x] + 25 — aul,) + pjabja(z] +
T8 —wjq + OM?;)] —0.5(hi 1 + Bhig) + Ba(l —a)(cig + cj2)u] g. —B(1—
a)(cia — 2d;2) (2] — auly) — Balejz — 2d;2) (2] — (1 — a)uf 1)]/[ ki),
Y1 = [Bapi2bis]/[—ki], k1 and ke are as defined before in Proposition
3.7.

(iv) For (u zl?uf*l) = (wf,lvo)a wiy = 0/, where
0 = pinain — Bl(1 — a)pigaiz + apjaas] + B(1 — a)pigbia(2] + 2] —
aud 1)+ Bapjabjo(v] +a] — (1—a)ul, —ui ) +Ba(l—a)(cia+cjo)uf  —
B(1—a)(cio—2d;9)(x] — ozu?,l) — Ba(cj—2d;2)(x] — (1 — oz)u?vl) and
v = piabin + Bl(1 — @)?piabis + a?pjabja] + 2din — 28[(1 — a)*(ci2 —
dip) + o*(cj2 — dj2)].

(v) For (v 117 15*1) (w;'k,l — 7, 77), wiy = a/v, where
o = pipain — Bl(1 — a@)pisaiz + apjoa;s] + B(1 — a)p;pbia(w] + (1 +
a)zi — oujy) + Bapjsbia (] +af + ax] — (L — )uj, —uj,) + digaf +
B(1—a)ciz(auf; —(1—a)at)+Bacjs((1—a)ul —ar]) —B(1—a)(ci2—

2d; ) (w] + (1 — CY) r] —auf ) — Ba(cja — 2d;2)(z] +axi — (1 —a)u,).

(b) If the total optimal water usage of user i in period 1, wi,, is infeasible
(i.e. wiy > (x{ + 7)), then the optimal solution in period 1 is given by
(uz 1 11) S {<0 O) (1’1,0) (O,.’L"i), (.T‘?,Ii)}, L= ]-72

Proof See Appendiz.
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Recall that Proposition 5.6 states the optimal total water usage of user 7 in
period 1, assuming that the water usage (response, considered as a parameter) of
user j in period 1 is known by user i. Since each user optimizes her own problem
simultaneously with her neighbor, the solution given in Proposition 5.6 is valid for
user j as well. However, the solution given in Proposition 5.8 of the centralized
problem is stated for user ¢ as a function of user j’s usage in period 1, which is still
a decision variable that needs to be determined. Therefore, with non-identical
users, it is hard to find the optimal total water usage of user 7 in period 1. More
specifically, for each optimal solution of user i, there are 9 candidate optimal
solutions (5 solutions stated in (i) — (v) and 4 in (b)) of user j to be substituted
in order to get the optimal solution of user 7 in period 1. Since this is true for any
optimal solution, totally, we have to search for the optimal solution among a set
of (9 x 9 = 81) possible combinations! In accordance with this, it is quite easier
to look for the optimal solution of the centralized problem when both users are
identical. Below, we present the optimal equilibrium solution of water usage in

period 1 for the identical users case.

Corollary 5.3 (Optimal Equilibrium Water Usage in Period 1)

(a) The optimal water usage in period 1, wi, where wi < (x{ + ), is sym-

metric across users and is given by

(i) For (uf”,uy") € {(21, w] — 1), (0, w}), (4], wi — a7)},

— +Bpaba(zd+28)+0.5(h1+Bh A —B(c2—2d2)zd | —0.5(h1+Bh2)
wT _ pra1—fBp2az+Bp2 2 (2] +x3) (h1+8 2)’ where U? _ il
p1b1+Bp2b2 2[d1 —B(ca—d2)]

y —Bpaaz+Bpaba(z]+x)—B(ca—2da)x]
(i) For (uf’, ui) = (wf, 0), wj = 2e=betnmiitprne shl,

W = p1a1—PBp2az+Blpaba—(ca—2d2)](x] +-x5)+(2d1 —Bea)x}
1 p1b1+Bpaba+2d1 —23(ca—d2) )

(b) If the total optimal water usage of in period 1, wj, is infeasible (i.e.
wi > (2§ + %)), then the optimal solution in period 1 is given by (ud*,uf*) €
{(0,0), (21,0), (0, 1), (21, 1)}
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Proof See Appendiz.

It is obvious that the centralized solution in Corollary 5.3 is unique, symmet-
ric and independent of the transmissivity coefficient «. In other words, when
users are identical, regardless of the groundwater aquifer’s hydrologic activity
along time, users’ water usage in both periods is not affected by o when the
conjunctive water use is managed centrally by the social planner. However, this
is not the case when identical users manage their ground and surface water us-
age individually in a non-cooperative fashion. More specifically, the two optimal
solutions (w7,0) and (w] — x3,x%) and depend on the value of «, whereas the
remaining optimal solutions are independent of «, as shown previously in Corol-
lary 5.1.  Accordingly, comparing the optimal Nash equilibria of water usage
in Corollary 5.1 with the optimal equilibrium usage in Corollary 5.3, we ob-
serve that analytically it is possible to coordinate the water usage system by
achieving the centralized solution in the decentralized problem. Namely, if the
optimal solution in both problems is found to be one of the following solutions:
(", ui") € {(ad,wi — 2), (0,u7), (0,0), (0,25), (22, 0), (a7, 25)}, where w} is as
given in Corollaries 5.1 and 5.3 part (7), then the two solutions are coordinated.
This nice property of the solution enables the decision maker (social planner) to
impose some values on the revenue-cost parameters in order to make users in the

decentralized problem behave as if their are managed centrally.

5.4 Illustrative Numerical Examples

We present some numerical examples to find the optimal solution of the decentral-
ized (P2) and the centralized problems (P4). To facilitate comparison between
the two solutions, we consider identical users and select the profit function pa-
rameters to satisfy the conditions required for each problem. In particular, in
both (P2) and (P4), the parameters are chosen to guarantee that u;, = 7},
(Proposition 5.3), the joint concavity properties of both I'; 1 (uy,21), i = 1,2, in
(P2) and of I'y (i, #;) (Corollary 5.2) in (P4). Below, in both (P2) and (P4), we

investigate the effect of varying the discount rate 5 € [0, 1] on water usage for two
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distinct values of the transmissivity coefficient «;; one represents the infinite trans-
missivity case with a = 0.5 and the other represents a finite transmissivity case
with = 0.1. Both transmissivity cases are studied for a time-variant setting of
the profit function parameters as well as where we set ], = 2}, = 2§, =z}, = 1,

fori=1,2.

5.4.1 Impact of Discount Rate on Water Usage with Infi-

nite Aquifer Transmissivity

Herein, we consider the case of time-variant profit function parameters. Namely,
we set (p1, p2) = (1,2), (a1, a2) = (100,85), (b1, be) = (10,15), (c1,c2) = (20, 10),
(dy,dy) = (5,15) and (hy, he) = (5,10). We also set a = 0.5, which represents
the infinite transmissivity case. We solve (P2) and (P4) for different values
of 8 over the range 5 € [0,1]. Table 5.1 summarizes the optimal solution for
the decentralized (P2) and centralized (P4) problems accompanied with their
respective total discounted profits, 7 7y (i, #1) and T (iy, &), realized by

both users over the entire horizon.

In the decentralized problem, we observe that the groundwater usage in period
1 fluctuates only between the usage two extreme values 0 and 1. More specifically,
users consume no groundwater in period 1 for relatively high values of (; for
B € [0.625,1), and prefer to delay the complete usage of their initial stocks
to period 2. However, they prefer to fully consume their initial groundwater
stocks in period 1 for relatively small values of ; for § € [0,0.6]. This is an
expected behavior from users where they prefer to postpone the full usage of
their groundwater initial stocks to period 2 as more discounted profits would be
achieved in period 2 with high g values, and also to prevent a neighbor from
benefiting of lateral flow of groundwater upon pumpage in period 1. Obviously,
users behave in an extreme greedy behavior over the entire range of 3, where their
groundwater usage quantities fluctuate between their extreme values. Under both
extremes, non of users experience any lateral transmissivity of groundwater in the

aquifer as they pump their initial groundwater stocks fully either in period 1 or in
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Decentralized Solution (P2) Centralized Solution (P4)
p U i, YL Th(a, &) ur,  Ii(u, @)
1.000 | (1,0) (0,1 470 (2,0) (8,1) 5116
0.975 |(0,.003) (1,.997) 497 (.247,0)  (.753,1)  499.5
0.950 |(0,.071) (1,.929) 484.2 (.296,0) (0.704,1) 4875
0.925 ((0,.142) (1, .858) 471.8 (.345,0)  (.655,1)  475.8
0.900 |(0,.216) (1,.784) 459.7 (.396,0)  (.604,1)  464.3
0.875 {(0,.293) (1,.707) 448.1 (.448,0)  (.552,1) 453
0.850 |(0,.373) (1,.627) 437 (.5,0) (.5,1) 442
0.825 ((0,.457) (1,.543) 426.3 (554,0)  (446,1)  431.3
0.800 |(0,.544) (1,.456) 416.1 (.528,.016) (.472,.984) 421.1
0.775 {(0,.635) (1,.365) 406.4 (.514,.121) (.486,.879) 411.1
0.750 |(0,.731) (1,.269) 397.4 (5,.231)  (.5,.769)  401.7
0.725 |(0,.831) (1,.169) 388.9 (.486,.345) (.514,.655) 393
0.700 |(0,.937) (1,.063) 381.1 (.471,.465) (.529,.535)  384.9
0.675 | (0,1) (1,0) 374 (455,.59) (.545,.41) 3775
0.650 | (0,1) (1,0) 367 (.44,.722) (.56,.278) 371
0.625 | (0,1) (1,0) 360 (.423,.86) (.577,.14)  365.2
0.600 | (1,.41) (0,.59) 354.7 (\41,1) (.59,0) 360.4
0.575 |(1,.546) (0,.454) 350.6 (488,1)  (.512,0)  356.3
0.550 |{(1,.689) (0,.311) 347.6 (.671,1)  (.429,0) 352.7
0.525 | (1,.84) (0,.16) 345.7 (.659,1)  (.341,0)  349.8
0.500 | (1,1)  (0,0) 345 (75,1)  (.25,0)  347.5
0475 | (1,1)  (0,0) 345 (.846,1)  (.154,0)  345.9
0450 | (1,1)  (0,0) 345 (.947,1)  (.053,0)  345.1
(< .425)| (1,1) (0,0 345 (1,1) (0,0) 345

Table 5.1: Effect of § on the optimal solutions of (P2) and (P4) problems for
a=05i=1,2

period 2. However, users behave differently in their surface water usage in period
1. More specifically, their usage quantity in period 1 increases monotonically
with ; for 5 € [0.625, 1], where it decreases suddenly at 8 = 0.6 and resumes its
increase again until reaching its maximum value; x{ = 1, at § = 0.5 and stays
there after that. Their surface water usage responds to a great extent with their
extreme groundwater usage. In particular, when they pump no groundwater
in period 1 (for high 5 values), they compensate for that by using as mush
surface water as possible as [ decreases (specifically for 8 € [0.625,1)), which
is also true for small values of § (specifically for 5 € [0,0.6]). For g = 1, it
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turns out that it is more profitable for users to fully consume their groundwater
stock and to use no surface water in period 1. This is attributed to having
more discounted pumpage cost if they consume their initial groundwater stocks
in period 2, compared to the discounted holding cost of initial surface water stocks
if they keep it to period 2. Hence, they prefer the solution (u§*,u$*) = (1,0) over
the solution (ud*, u§*) = (0,1), when § = 1. Figure 5.2 (a) illustrates the behavior

of water usage w.r.t. 8 for the decentralized problem.

In the centralized solution, we observe that as § decreases over the range [ €
[0.825,1], the groundwater usage quantity in period 1 increases monotonically,
while it decreases suddenly at 8 = 0.8 and keeps decreasing until 8 = 0.6, where it
resumes its increase again until reaching its maximum value; 2 = 1, at 5 = 0.425.
Surface water exhibits a different usage pattern, where users use no surface water
along 8 € [0.825,1], then they start to increase their usage monotonically at
£ = 0.8 until reaching its maximum value; z7 = 1, at § = 0.6, and keep using
this quantity after that. Since water usage is controlled centrally by the social
planner, users do not behave greedily in the groundwater usage, opposite to their
greedy behavior in the decentralized problem. In particular, it is more profitable
for them to increase their groundwater usage and to use no surface water in period
1 as 8 decreases over the range § € [0.825,1]. Keeping their full initial stock of
surface water to be consumed in period 2 yields the greatest discounted profits
among other usage solutions. However, for § € [0.625, 0.8], users exhibit a usage
pattern where they partially consume their ground and surface water stocks in
period 1. In particular, it turns out that over this range of /3, it is more profitable
for them to ration their initial ground and surface water stocks to be used across
the two periods instead of using them completely in one period only. Again, over
this range, groundwater usage in period 1 increases as (5 decreases. For each (8
value over the range 3 € [0.625,0.8], the decision of how much to use from each
source in period 1 is highly dependent on how much cost is realized from such
usage. More formally, it turns out that it is more profitable for users to decrease
their groundwater usage and to increase their surface water usage in period 1 as
[ decreases over the range § € [0.625,0.8]. However, for f € [0.425,0.6], the

results show that as [ decreases, users realize more profits when they increase
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their groundwater usage in period 1 up to its maximum value of one and when
they fully consume their initial surface water stocks in period 1. After that, it is
more profitable for them to completely consume their ground and surface water
initial stocks in period 1 as [ decreases over the range 5 € [0,0.425]. Figure
5.2 (b) illustrates the change of surface and groundwater usage w.r.t. 3 for the

centralized problem.

Usage Qty. in Period 1

ol—t L L L a PN PN a PN PN L L L L L L L & &
0.425 05 055 06 085 07 075 08 085 09 095 1 0.424 05 055 06 065 07 075 08 08 09 095
Beta Beta

(a) Decentralized Problem (b) Centralized Problem

Figure 5.2: Water usage in period 1 vs. (: identical users under time-variant
setting for a = 0.5

5.4.2 Impact of Discount Rate on Water Usage with Fi-

nite Aquifer Transmissivity

We consider the case of time-variant profit function parameters, but under a
finite transmissivity case. Namely, we set a = 0.1, and keep the values of other
parameters as in Example 1. Table 5.2 summarizes the corresponding results
for this example. Clearly, the centralized problem gives the same solution as in
Example 1 since the solution is independent of a as mentioned previously. In
the decentralized problem, users exhibit a more stable and a less greedy behavior
in their groundwater pumpage in period 1 compared to their behavior with the
infinite transmissivity. More specifically, we observe that they consume their
initial groundwater stocks over the two periods and not in a single period as in

the infinite transmissivity setting.
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Decentralized Solution (P2) Centralized Solution (P4)
s ﬁf 1 @,2 Z?:l F§,1(ﬁ1’ 1) ﬁf,1 ﬁ;‘kg Ff(ﬁla 1)

1.000 [(.339,0) (.661,1) 509.9 (2,0) (8,1) 5116
0.975 |(.382,0) (.618,1) 497.8 (.247,0)  (.753,1)  499.5
0.950 |(.425,0) (.575,1) 485.9 (.296,0)  (.704,1) 4875
0.925 |(.471,0) (.529,1) 474.1 (.345,0)  (.655,1)  475.8
0.900 |(.517,0) (.483,1) 462.7 (.396,0)  (.604,1)  464.3
0.875 |(.566,0) (.434,1) 451.4 (.448,0)  (.552,1) 453
0.850 |(.616,0) (.384,1) 440.5 (.5,0) (.5,1) 442
0.825 [(.668,0) (.332,1) 429.8 (.554,0)  (.446,1) 431.3
0.800 |(.721,0) (0.279,1) 419.3 (.528,.016) (.472,.984) 421.1
0.775 |(.777,0) (.223,1) 409.2 (.514,.121) (.486,.879) 411.1
0.750 |(.835,0) (.165,1) 399.4 (5,.231)  (.5,.769)  401.7
0.725 |(.895,0) (.105,1) 390 (.486,.345) (.514,.655) 393
0.700 | (0,1)  (1,0) 381 (AA71,.465) (.529,.535) 384.9
0.675 | (0,1)  (1,0) 374 (.455,.59) (.545,.41)  377.5
0.650 | (0,1) (1,0) 367 (.44,.722) (.56,.278) 371
0.625 {(.649,1) (.351,0) 360.5 (.423,.86) (.577,.14) 365.2
0.600 |(.723,1) (.277,0) 356 (.41,1) (.59,0) 360.4
0575 | (.81) (2,0 352.1 (488,1)  (.512,0)  356.3
0.550 |(.881,1) (.119,0) 348.7 (.571,1)  (.429,0) 352.7
0.525 |(.965,1) (.035,0) 345.9 (.659,1)  (.341,0)  349.8
0.500 | (1,1)  (0,0) 345 (75,1)  (.25,0) 3475
0475 | (1,1)  (0,0) 345 (.846,1)  (.154,0)  345.9
0450 | (1,1)  (0,0) 345 (.047,1)  (.053,0)  345.1
(< .425)| (1,1) (0,0 345 (1,1) (0,0) 345

Table 5.2: Effect of § on the optimal solutions of (P2) and (P4) problems for
a=01,i=1,2

We also observe that their groundwater usage in period 1 increases as (5 de-
creases over a relatively high range of f; namely, over 5 € [0.725, 1]. Their usage
drops almost to zero over the range 8 € [0.65,0.7], and after then it resumes its
increase as (8 decreases further until reaching its maximum value at § = 0.425.
Users’ groundwater behavior is quite justifiable since with a small finite trans-
missivity coefficient, lateral flows of groundwater among users would be smaller
than those with the infinite transmissivity coefficient. Therefore, users become
less conservative about their initial groundwater stocks usage in period 1 and

sacrifice some of their stocks through sharing with each other. Obviously, with
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Usage Qty. in Period 1
Usage Qy. in Period 1
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(a) Decentralized Problem (b) Centralized Problem

Figure 5.3: Water usage in period 1 vs. 3: identical users under time-variant
setting for « = 0.1

high g values, they use less water in period 1 in order to maintain some stock to
period 2 and realize more discounted profits. On the other hand, when we look
at their behavior in surface water usage, we notice that their usage in period 1
fluctuates between the two extreme values of usage; zero and one, except when
B = 0.7. More specifically, for § € [0.725, 1], they prefer to use no surface water
in period 1 and delay the full usage of their initial stocks to period 2 to achieve
more discounted profits. However, for § € [0,0.625], they completely consume
their initial surface water stocks in period 1 and keep nothing for period 2 in
order to achieve more profits over the entire horizon. Water usage behavior of
users in the centralized problem is already interpreted in the previous example.
Figure 5.3 illustrates the behavior of water usage w.r.t. S for the decentralized

and the centralized problems under the finite transmissivity setting.

In both infinite and finite aquifer transmissivity settings, we observe that both
centralized and decentralized profits increase exponentially with g starting at 5 =
0.425 for the centralized problem and at g = 0.5 for the decentralized problem,
as shown in Figure 5.4. This implies that the decentralized profits are more
sensitive to [ (starts to increase at smaller  value) compared to the centralized
ones. Moreover, the centralized solution always dominates the decentralized one
by realizing more profits over the entire planning horizon. Also, we observe that

it is possible for the social planner to achieve (coordinate) the centralized solution
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under the decentralized problem for 5 € [0, 0.425].

Total Profits
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(a) Infinite transmissivity with o = 0.5  (b) Finite transmissivity with o = 0.1

Figure 5.4: Total discounted profits vs. [: identical users under time-variant
setting

5.5 Summary

In this chapter, we investigated the centralized and decentralized management of
conjunctive use of surface and groundwater for a two non-identical users model
with time-variant cost-revenue parameters over a time horizon of two periods. In
this model surface water is considered a private source of water supply obtained
individually by each user from an external supplier while groundwater is common
and shared among the two users. The analysis of the decentralized conjunctive
water use problem resulted in the characterization of optimal water allocation
polices and optimal water usage quantities for each user from each water source in
each period. Also, when users are identical, optimal water usage Nash equilibria
were determined for each user in each period. Likewise, from the analysis of
the centralized conjunctive use problem, we could characterize optimal water
allocation policies and optimal water usage quantities for each user from each
water source in each period. Again, for identical users’ setting, transmissivity
coefficient-independent optimal water usage equilibria were characterized for each
user from each water source in each period. We also established that, when

both users are identical and under careful selection of the model’s cost-revenue
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parameters, it is possible to coordinate the Nash equilibrium with the centralized

solution through a single pricing mechanism.

A numerical study with both infinite and finite transmissivity coefficients was
conducted. We examined the effect of the discount factor on the water usage
behavior of users from each water source under the decentralized and centralized
schemes. The results revealed the dominance of the centralized solution over
the decentralized one in both infinite and finite transmissivity settings. Also, in
both transmissivity settings and under both management problems, the results
exhibited that initial surface water stocks are fully consumed in either of the
two irrigation periods depending on the discount factor’s value. Regarding the
groundwater usage, the results showed that it differs across the transmissivity
settings and in both settings it is more irregular and erratic in the decentralized

problem compared to that in the centralized one.
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Conclusion

In this study, we consider the decentralized and centralized management prob-
lems of water resources with multiple users. We first study the decentralized
and centralized management problems of groundwater with multiple users under
various geometric configurations. Namely, we consider strip, ring, double-layer
ring, multi-layer ring and grid configurations. Under each configuration, we in-
vestigate two groundwater management problems with multiple users in a dy-
namic game-theoretic structure over a two-period planning horizon. Under the
decentralized management scheme (decentralized problem), each user is allowed
to pump groundwater from a common groundwater aquifer making usage deci-
sions individually in a non-cooperative fashion. On the other hand, under the
centralized management scheme (centralized problem), users are allowed to pump
groundwater from a common aquifer with the supervision of a social planner (wa-
ter authorities). This work is motivated by the work of Saak and Peterson [52],
which considers a model with two identical users sharing a common groundwater

aquifer over a two-period planning horizon.

We also investigate the decentralized and centralized conjunctive surface and
groundwater use management problems in a dynamic game-theoretic setting over
a two-period planning horizon. Under the decentralized use management (de-
centralized problem), each user is allowed to use surface and groundwater, re-

spectively, from her reservoir and from the common groundwater aquifer making

138
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water usage decisions individually in a non-cooperative fashion. Under the cen-
tralized use management (centralized problem), users are allowed to use surface
and groundwater from their own reservoirs and from the groundwater aquifer,

respectively, with the supervision of a social planner.

In this chapter, we provide the contributions of this study as well as some

future research directions.

6.1 Contributions

Fresh water sources are essential for sustainability and life on earth. Fresh wa-
ter supplies mainly come from surface water bodies (rivers, lakes, etc.) or from
groundwater aquifers. These sources of fresh water are becoming more limited
due to increasing pressures resulting from demographic and/or economic growth
and ecological deterioration. Moreover, these sources; especially groundwater, are
common and shared by multiple-users the reason which accelerates their depletion
over time and increases the chance of having unfair allocation of their quantities
among users. The commonality property of groundwater makes underground wa-
ter laterally to flow within an aquifer in accordance with Darcy’s Law, which
permits gaming behavior among users upon groundwater pumpage. Therefore,
social planner (water authorities) needs to consider more effective water manage-
ment schemes of water sources to maximize water usage benefits through adopting
optimal water usage and allocation polices. Among these management schemes
are the decentralized management scheme where users are allowed to make their
usage decision in a non-cooperative individual fashion, and the centralized man-
agement scheme where water usage decisions are made by the social planner.
Furthermore, one of the common practices that water authorities might adopt
is to allow conjunctive use of surface and groundwater in order to minimize the
undesirable physical, environmental and economical effects of individual source

usage and to optimize the water demand/supply balance.
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In the first part of this study, we consider groundwater usage when the ground-
water stock is shared among multiple users under centralized and decentralized
management settings. Our work extends the results of Saak and Peterson [52]
to n non-identical users by considering different user geometric configurations,
namely, strip, ring, double-layer ring, multi-layer ring and grid configurations,
overlying a common groundwater aquifer. It is assumed that transmission of
the groundwater is governed by Darcy’s Law, which induces a special interac-
tion type among the users between consecutive periods. For a quadratic periodic
profit function, general analytical solutions related to the optimal Nash equilib-
rium usage for the decentralized problem are obtained in each configurations over
a course of two periods. Also, we are able to arrive at more compact analytical
results for the special case of identical users for the centralized and the decentral-
ized problems. We show that the centralized solution can not be achieved in the
decentralized game-theoretic setting via a single pricing mechanism (i.e. no coor-
dination). Our analytical results reveal that in strip configuration with identical
users, the optimal Nash equilibrium usage quantities oscillate about the optimal
Nash equilibrium usage quantities of the ring configuration. We also note that
although the optimal solutions of the strip structure do not converge to that of
the ring structure as the number of users increase, they are observed to become
very close in our numerical examples for the non-extreme users of the strip. In our
numerical results of time-invariant setting, we observe that, in both strip and ring
configurations in decentralized problems, as the underground water transmission
coefficient increases, users become more greedy and use more water. This greedy
behavior however adversely affects the system’s total discounted profit. We study
the effect of changing the crop unit price and yield function parameters on the
optimal solution as well as on the realized total profits in the centralized and
decentralized problems. In all settings (variant and invariant), the centralized

solutions always dominate the decentralized ones by achieving more profits.

In the presence of a salvage function for leftover water stock at the end of
problem horizon, we observe that, in both configurations, the centralized solu-

tion dominates the decentralized one by realizing more profits from water usage.
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Also, in the strip configuration, water usage fluctuates from ends toward the mid-
points of the strip. Additionally, in both configurations and in both problems,
users allocate part of their available water stocks in the second period to satisfy
demands other than the irrigation ones through selling it out according to a given
quadratic salvage value function. Under this setting, the policy makers (users and
social planner) have more flexibility in allocating their water stock in the second

period among two different sources of water demand.

We also consider the groundwater management problems for a double-layer
ring configuration where each layer (ring) consists of n identical users with time-
variant profit function setting for a two-period planning horizon. We obtain
the Nash equilibrium water usage quantities for each user in each layer under
the decentralized problem. The equilibrium water usage quantities for each user
in each layer are also obtained under the centralized problem. More compact
solutions could be obtained for both management problems when all users in both
layers are identical. Also, it is found that the solutions of both the decentralized
and centralized problems corresponding to the multi-layer ring configuration have
the same structure as those in the strip configuration but with non-identical users.
Our numerical results also reveal the dominance of the centralized solutions over

the decentralized ones.

Lastly, we consider the groundwater management problems of a more general
and complex geometric configuration, which is the grid configuration. Although
we consider the analysis of the simplest case of square odd and even grids with
identical users, unfortunately, we are not able to write the FOC corresponding to
the decentralized and centralized problems in nice forms like those in the previous
configurations. However, through our conducted extensive numerical study, we
could derive two conjectures regarding the number of different solutions of the
FOC in the decentralized problem and the solution of the centralized problem.
More specifically, we derive the number of different solutions of the FOC of odd
and even grids as well as we find that the centralized solution is similar to that
in the strip and ring configurations with identical users. Moreover, our numerical
results show the symmetry of solutions of users within the same category on the

grid; corner, edge or internal users. Also, the centralized solutions dominate the
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decentralized ones through realizing more discounted profits of water usage over

the two periods time horizon.

In the second part of the study, we consider the conjunctive use of surface
and groundwater when the groundwater source is shared among two non-identical
users under decentralized and centralized management schemes. Each user has
her own surface water reservoir, shares a common groundwater aquifer with the
other user and uses surface and groundwater stocks conjunctively in a dynamic
game-theoretic setting over a planning horizon of two periods. For a quadratic pe-
riodic profit function and under well-selected time-variant parameters, general an-
alytical solutions related to the optimal water allocation policies and the optimal
Nash equilibria of water usage are obtained under the decentralized management
scheme. In addition, general analytical results of the optimal water allocation
policies and the optimal equilibrium water usage quantities are obtained under

the centralized management scheme.

Our numerical study investigates the effect of the discount rate, on the optimal
solution for both problems for identical users having the same, but time-variant
parameters, with finite and infinite transmissivity coefficients. We observe that
the centralized solutions always dominate the decentralized ones provided that
the model parameters are well-chosen to satisfy some structural properties in both
problems. We also observe that under certain parameter settings, it is possible
to coordinate the conjunctive use system by achieving the centralized solution in
the decentralized problem. In addition, total decentralized and centralized profits

turn out to increase exponentially with the discount rate.

Our findings fit within the broader literature on management and operating
policy making for usage of limited natural resources. We hope that, in the context
of water management, our results will aid the decision makers in developing and

adopting control policies for more effective and fair usage of water resources.
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6.2 Future Research Directions

The main objective of this study in its two parts was to investigate and compare
the decentralized and centralized management schemes of water resources under
a dynamic game-theoretic setting with multiple users over a planning horizon of

two periods. In this section, we present possible research extensions.

In the first part of this study, we conduct all our analysis in all geometric
configurations over a planning horizon of two periods. As we mentioned before,
Saak and Peterson [52] argue that in a multi-period setting, information about
the transmissivity of the groundwater aquifer affects both the the speed of wa-
ter pumpage as well as the useable life of the aquifer. More specifically, they
point out that the lifetime of the aquifer may increase or decrease when users
are better informed about the region’s hydrology depending on their water us-
age benefit functions and discount factors. Recall that the decentralized problems
corresponding to all configurations we have considered so far are formulated with-
out taking into consideration the information about the aquifer’s transmissivity.
However, without loss of generality, as we discussed before, the information about
the aquifer’s transmissivity considered by Saak and Peterson [52] could be easily
augmented in our analytical results through considering the transmissivity coeffi-
cient, o, as a random variable by taking its expectation in the respective results.
In the sequel, the reason for having the two-period setting as adopted in Saak and
Peterson [52] still holds in our analysis as well. Nevertheless, we tried to extend
the time horizon for more than two periods, but, we found that analysis became
more tedious and no analytical results could be obtained. Instead of extending
the planning horizon, we considered the time-variant setting of the periodic profit
function, where the cost-revenue parameters are taken to vary with time. Under
this setting, the two periods are not necessary to be of equal length and this
is reflected in the the cost-revenue parameters of their respective periodic profit
functions. More specifically, the first period might represent one season having
cost-revenue parameters different than those of the second period which might
represent another season of different length. The cost-revenue parameters change

across the two periods according to water usage cost and to the yielding of grown
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and irrigated crops. Furthermore, we consider the addition of a salvage function
which may be viewed as a proxy for the impact of extending the problem hori-
zon. We consider the salvage function model in the strip and ring configurations
where we leave the addition of the salvage function in the other configurations;

double-layer ring, multi-layer ring and grid configurations as a future research.

Another future research direction might be the investigation of the centralized
and decentralized management schemes for other renewable resources such as fish-
eries. Fisheries management problems has many common characteristics of those
in groundwater management problems. In particular, fisheries in the ecosystem
are a common source of fish stock (common property) shared among multi-users.
Saak and Peterson [52] discuss that their results of two identical users could be
extended to fisheries. Specifically, they consider the simplest setting in which the
rate of growth does not depend on the fish population and the fish population
dispersal is proportional to the difference in biomasses (populations) across the
two users locations. They write the discrete time equation of motion between the
two locations (patches) which is quite similar to that of lateral flows of groundwa-
ter in the aquifer. Many studies have been devoted to the spatial management of
fisheries under dynamic game-theoretic settings. Among these studies is a study
by Grgback [27] which is literature survey on the fishery economics and game
theory. The author describes building game-theoretic models for different types
of fishery models. Also, Kvamsdal and Groves [33] analyzed spatial management
of a fishery under parameter uncertainty for two fishing areas where intrinsic
growth rate is treated as uncertain parameter. One more work by Sanchirico
and Wilen [55] investigates the characteristics of an optimally managed spatially
explicit renewable resource system. All these works, except Saak and Peterson
[52], consider the fisheries spacial management problems dynamically but under
a continuous time horizon. One research direction might the analysis of the spa-
cial management of fisheries centrally and decentrally with multiple users over a

discrete time horizon of two periods.

In the second part of this study, we started with the simplest case of conjunc-
tive water usage with two non-identical users. Again, the analysis is conducted

for a planning horizon of two periods. One line of research extension of this
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model is considering the analysis of a setting with multi-users, each having her
own stock of surface water (in her reservoir) and shares with others a common
stock of groundwater in an underground aquifer. Under this setting, different
geometric configurations of users, like those considered in the first part of this
study, might be a future research extension to focus on. We think that starting
with multi-identical users might lower the complexity of the analysis and facili-
tate the analysis in order to obtain meaningful solutions. In both parts of this
study, all cost-revenue parameters as well as aquifer recharge parameters are as-
sumed to be deterministic. One extension might be the inclusion of stochasticity
of these parameters in the model (in the first part of the study) and the inclusion

of stochastic surface water inflows in the second part of the study.



Chapter 7

Appendix

Proof of Lemma 3.1

(i) We have agi,t(ui,t7 Ii,t)/aui,t = (pi,tai,t — CitTi0 — pi,tbi,tui,t) + Ci,t<xi,t - Uzt)
Since (pi,tbi,t + Ci,t)xi,o < Piglip < (Qpi,tbi,t + Ci,t>xi,07 the result follows.

(ii) The result follows from 82g; ¢ (w; s, Tit)/O(uis)? = —(piihiy + ciy) < 0. O

Proof of Proposition 3.1

(i) First, consider the extreme users i = 1,n. For (i,7) € {(1,2), (n,n — 1)},

%Fi,l |(ui71:0): pinti1 — Bl — a)(pi2aiz + ciowr) + fa(l — a)coujr +

B(1 — a)pi2bia(ry +wy — au;y). Since 0 < ujy < zq, the derivative is strictly
positive if p;1a;1 > B(pi2ai2 + c¢;ipwq). Similarly, for non-extreme users ¢ =
2, n — 1, %Fi,l |win=0)= pinain — B(1 = 2a)(pigai2 + cigwi) + Ba(l —
200)¢io(Uim1,1 + Uiy1,1) + B(L — 20)p;iabio(@1 + w1 — a(Ui—11 + uig11)). Again,
since 0 < w17 < 21 and 0 < w;q11 < x4, the derivative is strictly positive if
pinti1 > B(pi2aiz+ciowr). Therefore, the objective function of the decentralized

problem is strictly increasing at u;; = 0, for all 7.

(ii) We proceed in two steps. From Lemma 3.1 (ii), we have concavity of

gia(ui1, ;1) with respect to u;;. To establish joint concavity of g;2(z;2,%;2)

146
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in u, for ¢ = 1,---,n, we need to show that the Hessian matrix for g; is
negative semi-definite (having non positive eigenvalues). The structures of the
Hessian matrix for the two extreme users and the non-extreme users are different.
Below we describe them separately. First, consider the extreme users i = 1,n.
Substituting the first part of (3.4) in g; (i 2, Ti2) yields gi2(zi2, Ti2) = [pi2ai2+
Ciowy — Cio(1 — )u;1 — cisaujq][ry +wy — (1 — @)u;; — aujq] — 0.5(p;2bia +

CZ"Q)[.’L'1 + wyp — (1 — a)ui,l — CYUjJ]Z.

Then, the diagonal elements of the Hessian for the extreme users are given by

02g15(219, T 2) (1 —a)*(ciz = pizbia), k=i

i.2(Ti2, Ti2 .

O(ug1)? = a*(cia — pigbia), k= (7.1)
’ 0, 0.w.

and the off-diagonal elements are described as

0gialtia, 1i) _ { o(l - )2 = piabia), (k) = {03, G0} )

OQuy,10uy 0, 0.W.

The solution of the characteristic equation corresponding to the above Hessian
results in (n — 1) zero eigenvalues and the one eigenvalue given by A = [a? +
(1 —)?|(cia — piabia). Hence, g;2(x;2,2;2) is jointly concave in 4 if and only if
ci2 < pi2bi2. Next, consider the non-extreme users, 7 = 2,--- ,n—1. Substituting
the second part of (3.4) in ¢; 2(2;2, i 2) results in g; 2(x; 2, Ti2) = [pi2i2+ciowy —
Cio(l1—=2a)u;1 — ¢ioa(ui—11 +uir11)][r1 + w1 — (1 —20)u; 1 — a(wi—1 1 +uiv11)] —

0.5(piobia + cio)x1 +wi — (1 — @)ui; — (w11 + Ui+1,1)]2-

The diagonal elements of the Hessian are as follows

(1 —2a)*(ci2 — pinbip), k=1
=q a®(cia — piabia), k=i—1,i+1 (7.3)

0,

829@',2(%,27 13z‘,2)
O(up,1)?

o
g
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and the off-diagonal elements are given as

a(l —2a)(ci2 — pizbia),

( ( (i —1,1), (i +1,i)}
a(l —2a)(ci2 — pigbia), ( (
2 (
(

i —1), (1,1 + 1)}
529i,2($i,2>$i,2) _

6’Uk,lauu

Q (Ci,2 - Pz’,2bi,2)7
042(01',2 - pi,2bi,2)>

0, 0.W.

Again, the solution of the characteristic equation corresponding to the above
Hessian yields (n — 1) zero eigenvalues and one eigenvalue given by A = [2a? +
(1 —2)?](cia — piabia). Thus, gia(wi2,x;2) is jointly concave in @ if and only
if ¢;2 < piabia. Since g;1(u;1, ;1) and g;2(w;2,2;2) are jointly concave in i,
their sum is jointly concave as well. Therefore, the objective function of the

decentralized problem is jointly concave in ;. [

To facilitate the proofs in Propositions 3.3, 3.4, 3.7 and 3.8, define

Zi,Q(y) = auimgm(um, $i,2)|(ui,2:xi,2:y) + %9@2(%2%@2) (Ui 2=2i 2=Y)

as the sum of partial derivatives of g; 2(u; 2, z;2) With respect to u; 2 and z; 9,

respectively, evaluated at u; 2 = z;2 = y.
Proof of Proposition 3.3
Construction of A and W

A and W are obtained from the first order conditions (FOC) of the objective
function in Eqn (3.6) given by

%gi,l(ui,hxi,l) - p(1— 04)21,2(%,2) =0,i=1n
%gi,l(ui,hxi,l) - B(1 =2a)zi5(2i2) =0, i=2,--- ,n—1

(i) The FOC can be written as Au;* = W, from which we have the following
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(1)U T €(1,2)Ua) =\
2 % _ —
D im0 EhHLE+2— ) Uk o—j1 = A1, k=1, ,n—2 (7.5)
Clnn-1)Un 11 T €mm)lin1 = An
where e ;) =, 1 =1,---,n, and

o, (i,7)=(0,i+1),i=1,--- ,n—1
€(i,j) = €, (Zaj) = (272_1)7 2227"' , 1

From Eqn (7.5), for k = 1, we can write u3’, in terms of u" and u3’ as u3’ =

N ~ ~ e . .
As+E(s1yut +é@s2us’, where Ay = ) = % = 1,2. Likewise,
P e N
for k = 2, we have ujy = Ay + &, 1)u11 + éazyuyy, where Ay = e(’;—i) - % 3,
_ B3 (e | ey, _ ' ’
= — and é = —|== For k =1,--- ,n — 2, we have
(471) 6(3 4) 4 2) [6(3 4) + 6(3 4) (3 2)] v

(NP )\kﬂ + k42, Huy + €(k+2, 2)U5", where )\k+2 and €(,42m) are as defined.
From wuj’, , we write u;”; ; and u;"; as functions of u7* and u3Y, for k =n —3

and k = n — 2, respectively. Substituting their respective formulae in Eqn (7.5)

gives
1 1 1
Z €(nn—j)€(n—j U1y + Z (nn—j)€(n—3,2) g1 = An Z €mn—j)An—j  (7.6)
7=0 7=0 7=0

Solving the expression with ui" and u3* in Eqn (7.5) simultaneously with
Eqn (7.6) gives the unique solution for u;y, i = 1,2 stated in the result; and from

this, we obtain uj’,,, for k =1,--+ ,n —2,
(ii) Immediately follows from (i). O
Proof of Corollary 3.2

The given solution is based on solving the system of equations for the KKT
conditions as second-order difference equations, in which the variables are defined
as the spatial coordinates (location or lexicographic indexes) of the users on the

strip. Suppose n is even, then k = n/2. From Aud}* = W, we have the following:
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(i) yuiy +wuzy =0, (i) ouy +euty, +oujly; = A, for 1 <i <k —2, and (iii)
oup’yy +eur’ +oug’,; = A We observe that A and W are symmetric around
k. That is, users on the left side of the strip (1 < i < k) have the same difference
equations correspondingly with those on the right side (n > ¢ > k+1). Therefore,

*%

n—(i+1
o)uyy = A since uy = upt ;. From Elaydi [19] (p. 91-94), (ii) has the general

we have uj] = u y1» for 1 <@ < n. In the sequel, (iii) becomes ouj”, ; + (e +
form of a second order difference equation. The assumed cost structure dictates
that € < 20 is not feasible and, hence, the solution to the difference equations is
solely of the form r’. Now, suppose that u;} = ho + hir*, for i = 1,..., k. Then,
from (ii), we have (iv) o(ho + hir') + €(hg + hir'r) + o(ho + hyr'r?) — X = 0.
From (iv), we get hg = A/(20 + €) and (o + er + or?)hyr’ = 0, which implies,
for hi,r # 0, 0 4+ er + or? = 0. The last equation is the characteristic equation
which has two distinct real roots given by r; = (—e — v/e2 — 402)/20 and 7y =
(—e+V/€2 — 40?) /20, where |ri| < |ry]. Consequently, uy = ho+hi(r) +ha(rs)’,
for i = 1,..., k. Equations (i) and (iii) are indeed the boundary conditions of the
difference equations needed to determine h; and hy. Consider user k, from (iii),
we have o (hg + hi(r1)"" + ha(r2)F ) + (0 + €)(ho + hi(r1)* + ha(r2)¥) — XA =0,
from which we can express hs as a function of h;. Now, consider user 1, from (i),
we have v(hg + hiry + hara) + w(ho + hy(r1)? + ha(r2)?) —n = 0, from which when

solving for hy; and using the expression of hy, we get the formula of hy.

Similarly, suppose n is odd, then k = (n+1)/2. From Aud}* = W, we have (i),
(ii) as in the even case and (i) ouptyy Feup +ough = 20U +eup’ = A,
since up* | | = ug’,; by symmetry. hg, r1 and 7 are the same as in the even case.
Likewise, from (iiij we find the formula of hy as function of h; and from (i), when
solving for h; and using the expression of hy, we get the formula of h;. Due you
to symmetry in both even and odd cases, uj} = uy",;,;, for @ = 1,...; k. The

proposed solution is the unique one due to Proposition 3.3 (i). O
Proof of Proposition 3.4

(i) The two-period centralized problem has the following FOC:

%9@1(%,17 ﬂfi,l) - 5(1 - a)Zi,z(ZUi,z) - BOZZj,2($j,2) =0, (iaj) € {(17 2)a (”, n—

)}



CHAPTER 7. APPENDIX 151

%gi,l(ui,hxi,l)_6(1_204)Zi,2(17i,2)_BO‘[ZZ'—IQ(xi—1,2)+zi+1,2(517i+1,2)] =0,1=
2,---,n—1

which result in

e Ul T ea2)us] + e usy =6,
enUL T e@e2)Us + €@3)Us + €@ty = 0y
Zj:o €k k+2—) Wpy2—j 1 = O
€(n—1,n-3)Un—31 T €(n-1,n-2)Up"21 + €n-1n-1)Up"11 + En-1m)Un1 = On_1
6(n,n—2)u::k—2,1 + e(mn—l)u:f—l,l + e(n,n)u;ﬁ:l =0,

(7.7)

where 6, in the third part of Eqn (7.7) is for k = 3,--- ,n — 2, e(;; and 0;

are as defined in the result for ¢, j = 1,--- ,n. Similar to the proof of Proposition
3.3, we get
3 3 3
D Clumtn-i i Uit + Y €t €u-i2Ush = b1 = Y €1
=0 =0 5=0
(7.8)

2 2
E:enn 7)€(n—j,1) u11—|—§ €(n,n—j)€ ”]2u21:6 E,\enn—j)enﬂ‘ (7.9)
Jj=0 Jj=0

Solving Eqn (7.8) and Eqn (7.9) simultaneously gives the unique solution in
the result.

(il) Immediately follows from (i). O

Proof of Corollary 3.4

For identical users, the FOC are written in a matrix form Aﬂ”{* = W, where
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o1 ¢ o3 0 0 O ... O
P2 w1 we @3 0 0 ... O
O3 wy wi; wy ¢3 0 ... 0
Apen=| ¢+ ¢ ¢+ ¢ 0 0 fand
0 @3 wa w1 wa @3
0 ¢3 w2 wi ¢
0 0 0 ¢3 @2 ¢
Wi = @ 6 ... 0 6)T , where

¢1 = (p1b1 + 1) + B(1 — 2a + 20°)(paba — ¢2), 2 = B2 — 302)(p2ba — ¢2),
O3 = 5042(0252 —02), w1 = (Plb1+01)+5(1 —4a+6042)<02b2 —02); Wo = 1 —wy =
2Ba(1 — 2a)(p2by — c2) and 0 = pra; — B(paas + cowy) + Bpabe(xy + wy).

(i) Notice that A is a real square matrix. Since (peby + c)rir < pray <
(2p:by +c¢)xi—1 holds, ¢, i =1,2,3, 6 and w;, i = 1,2 are non zero, which implies
A'is of full rank. Therefore, the system A#t* = W has a unique solution. Observe
that ¢1+@a+03 = Patd3+wi+ws = 2(P3+ws)+wr = (pr1bi+c1)+5(p2ba—ca) > 0
and 0 = p1ay—B(peas~+cow )+ Bpabe(xr1+w; ). Hence, the unique solution is given

by uj = [pra1 — B(paas + cowy) + Bpaba(wy +w1)]/[(p101 + 1) + B(paby — c2)] > 0

and is independent of a.
(ii) Immediately follows from having u;} < ;. O
Proof of Proposition 3.7
Construction of B and Z

B and Z are obtained from the FOC for the two-period decentralized problem

given by auimgi,l(ui,hxi,l) —B(1 —2a)zi2(xi2) =0, i=1,--- ,n.

(i) The FOC can be written as Buj* = Z, from which we have the following
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enUTy T en2)Ua] + em =M
0 E(kt L2 U s = N1, k=1, ,n—2 (7.10)
€(n, l)ul 1+ €(nn— 1)un 1,1 + €(n, n)u;:*l = )\n

where e(;;) = €, 1=1,--- ,n, and

o, (4,7) €{(,i+1),(L,n)}, i=1,--- , n—1
ey =98 0i, (4,7) €{(i,i—1),(n, 1)}, i=2,---,n
0, o.w.

Similar to Proposition 3.3, from the second formula of Eqn (7.10), for k =
1,---,n — 2, we have Uiy = ;\k+1 + E(kt2,1)ul T Ekr22)Usy, Where ;\k+2 and
€(k+2,m) are as defined before in Proposition 3.3. From up’,,, we write u;” ;4
and ;") as functions of ui"y and u3’, for k =n — 3 and k = n — 2, respectively.

Substituting their respectlve formulae in the third equation of Eqn (7.7) gives

1 1

1
Z €(n,n—j5)€(n—j1 u11+ze(nn3 YE(n— j2U21—)\ Z€nnj
J=0

7=0 7=0

(7.11)

Solving the first equation of Eqn (7.10) simultaneously with Eqn (7.11) gives
the unique solution for w7, ¢ = 1,2 as given in Proposition 3.7 and from which

we find up’y,, for k=1,--+ ,n—2.
(ii) Immediately follows from (i). OJ
Proof of Corollary 3.6

Since A, o and e are all negative, B is nonsingular and B4} = Z has a unique
solution. The proposed solution clearly satisfies this system of equations. Then,
A > (20+€)x; implies uj; < x1+w; and is the Nash equilibrium. If A < (20+¢€)11,
then u;, > x,. However, for any user 7, the maximum groundwater stock available
for pumpage in period 1 is z; (by assumption). Therefore, since all users must

pump the same quantity in period 1 as imposed by the KKT conditions, at
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equilibrium they optimally pump their maximum stocks of groundwater available

in period 1, (i.e. ujy =z, i=1,---,n). O
Proof of Proposition 3.8

(i) The two-period centralized problem has the following FOC:

%9@1(%,17 zi1) — Bl —20) 2 2(xi2) — Bafzic12(Ti—12) + zig1,2(Tig12)] =0

for i = 1,--- ,n, which results in
enUTy T €Uz T ea3)Usy + en-1)Uy 11 + €1n)lpq = ¢
eenUl) +eeaUs) + eeaUs) + eeayul + €@n)t = ¢2
Z?:o €k k+2—5) U251 = ¢
en-1,)UT1 F €n-1,n-3)Un"31 T €n-1,n-2Un"21 T €(n-1,n-1)Un—11 T E(n-1,m)Up1 = Pn—1
en,1)UT1 T €n2)Us 1 + Emn—2)Up o1 T €(nn-1)Un—11 F €nn)ln 1 = ¢n

(7.12)

where k = 3,--- ,n — 2 in the third part of Eqn (7.12), e, and ¢; are as
defined in the proposition, for ¢ = 1,---,n. For k = 3, uz% can be written in

terms of u;}, i = 1,2,3,4 as uz’, = ¢5 + E Ui’ + e us + €, 3)“3*1 + 6(5,4)75?17

where ¢5 = eg?s) and €5,y = e(ﬁm) form=1,2,3,4. For k = 3,- — 2, we
have
U1 = Ora2 + a2yl + Ehi22)Usy + Chi23)Ush + Eorzuyy  (7.13)

where ¢k+2 and €(x12,m) are as defined in the proposition. After writing u}7,
for j =n—3,n—2,n—1,n, as a function of w77}, i = 1,2,3,4 using Eqn (7.13),
we substitute their respective formulae in the first two and the last two equations
of Eqn (7.12) to obtain

SN dius = (7.14)

m=1 i=1



CHAPTER 7. APPENDIX 155

where d; ,, and ¢,, are as defined in the proposition, for ;,m = 1,2,3,4. Eqn

(7.14) consists of a 4 x 4 linear system, where u;7, i = 1,2,3,4, is found by sub-

stitution and elimination. Then, u;%, , for k = 3,--- ,n—2, is found accordingly
using Eqn (7.13).

(ii) Immediately follows from (i). O
Proof of Corollary 3.8

For identical users, the FOC are written in a matrix form Bﬁ’{* = W, where

have

w1 Wo qbg 0 0 0 e ¢3 W9
Wy W1 Wy ¢3 0 0 ... 0 ¢3
¢3 Wy W1 Wa ¢3 0 ... 0 0

Buxn=| ¢ ¢ ¢+t ¢ i it | and
0 0 ... 0 ¢3 wy w1 wa @3
gbg 0 ... 0 0 ¢3 Wy W1 Wo
Wa ¢3 ... 0 0 0 ¢3 Wy W1

anl = (9 0 ... 0 G)T , where w;, ¢ = 1,2, and ¢;, i = 1,2,3, are as

defined before in Corollary 3.4.

(i) Notice that B is a real square matrix. Since (pby + ¢)xi—1 < pray <
(2ptby + ¢1)xi—1) holds, ¢y, i@ = 1,2,3, 6§ and w;, ¢ = 1,2 are non zero, which
implies A is of full rank. Therefore, the system Bﬁ“{* = T has a unique solution.
Observe that 2(¢3 + ws) + w1 = (p1by + 1) + B(p2ba — ¢2) > 0 and 0 = pray —
B(p2az + cowr) + Bpaba(x1 + wy). Hence, the unique solution is given by w7} =
[pra1 — B(paaz + cowy) + Bpobe(zr + wi)]/[(p1b1 + c1) + B(p2be — ¢2)] > 0 and is

independent of a.

(ii) Similar to Corollary 3.4 (ii). O
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Proof of Corollary 3.9

Rests on contradiction. Suppose there exists such a ¢;; equating the two
solutions, we get prai(paba — c2) + (p1by + ¢1)[p2as + cowr — paby(xy +wy)] = 0.
Since pabe > co, then prai(pabs — c2) > 0, and, obviously, (pi1b1 + ¢1) > 0. Also,
the condition (peby + co)(z1 + wq) < peas < (2peby + ¢o)(x1 + wy), implies that
(paas — paba(z1 + wq)) > ca(x1 + wy) > 0. Therefore, the left hand side of Eqn
() will never be zero a contradiction. Hence, there is no ¢, that equates the two

solutions for all ¢. OJ
Proof of Lemma 3.2
(i) We have 9g¢ r)(Uir) .t Tape)/Otarse = (prar — cTro — pebitigime) +

(k) — Ugig),e)- Since (piby + cr)rro < pray due to Eqn (3.19) the re-

sult follows.

(ii) The result follows from 8%g k) +(U(i k).t @ik t) /(Wi gy e)? = —(pebe+¢) < 0.
O

Proof of Proposition 3.9

(i) For user (i, k), we have L |(u(i,k),1:0): pra1—B(1—a—2a;)(paas+
Cowpy — Co[(wp 1 +wi ) — (@51 Fwja)]) + B (1 —a =20 ) ca (U151 FUG+1.0),1) +
Ba(l—a—2ag)cou 1+ B(1 —a—2a)p2bo[(1 — @) (zp1 +wi) + oz +wjp) —

g (U(i—1,k),1 + UGt 1,k),1) — QUi ) 1] Since 0 < ug_1py1 < T, 0 < Uy < Tio

Au(i k) 1

and 0 < ug a1 < @50, &L(?Tmf(i,km |(ugi1=0)> prar — B(1 — a = 2ay)(p2az +
Cowpy — aCa[(wp 1 +wi ) — (@51 Fwja)]) + B (1—a—2a)ca (U151 FUG+1.0),1) +
Ba(l —a —20u)cug 1+ B(1 — a — 20) paba (1 — o — 204) 21 + (1 — @)wi 1 +
a(xj1 + wj1 — ug,1)]. Noting that (o + 20y) € [0,0.5] implies that derivative is
strictly positive if pja; > B(paas + cowg 1 — aco[(Tp1 + wi1) — (251 +wj1)]), ¢ =
1

problem is strictly increasing at wg ) =0, fori=1,--- . n, k=12, t =1,2.

cooom, 7,k =1,2; j # k. Therefore, the objective function of the decentralized

(ii)) We proceed in two steps. From Lemma 3.2 (ii), we have concavity

of gik),1 (Ui k)15 Ty ) With respect to w1 To establish joint concavity of
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96k, 2(T(ik),2: T(ihy,2) in Uy, for e =1,--- n, j,k=1,2; j # k, we need to show
that the Hessian matrix for g, (., .) is negative semi-definite (having non positive

eigenvalues). Substituting

Tipy2 = (I—a)(Tp1+we)+o(zj+win) — (1 —a—2ap)uir,1—ok[ti—161+

U(it1k),1] — QUG )1
N g e),2(T (k)25 T(ik),2) Tesults in

G2 (T2 Tiky2) = [p2a2 — comor + (1 — a)ea(xpy + wi) + ace(xj1 +
wj1) — (1 — = 20)u( k)1 — 20 (Uiim1,k),1 F Uis1,k),1) — C20 ) 1] [(1— @) (g1 +
wr,1) + oz +wjn) — (1 —a = 200)ugr),1 — (Ui—1,k),0 T Uit1,k),1) — QUG H)1] —
0.5(paba+c2)[(1—a)(zp 1 +wp) +o(rj1+wja) — (T—a—2a,) ik, — ok (Ui—1.k),1+

U(i41,k),1) — O‘U(m‘),l]z‘

The Hessian matrix corresponding to g k) 2(% k)2, Tak),2) 1S given below,

where the diagonal elements are:

&%ey, (I,m) = (i, k)

029 1,2 (-, ) O‘I%e% <l7m) {<Z -1 k) (Z"’_ 1>k)}
O(u(1,m),1)? 04262, (l»m) ( )

0, 0.W.

and the off-diagonal elements are:

[ apaes, (IL,m) = (i,k), (p,s) € {(i—1,k),(i+1,k)}

agdey, (IL,m)e{(i—1,k),(i+1,k)}, (p,s) = (i, k)

adey,  (I,m) = (i, k), (p,s) = (i,])

adey, (I,m) = (i,j), (p,s) = (i, k)
gttt = 2oy (Lm) = (i~ LK), (ps) = (i+1.F)

azey,  (I,m)=(i+1,k), (p,s)=(i—1,k)

aages, (I,m)=(i—1,k), (p,s)=(i,7)

aagey, (l,m)=(i+1,k), (p,s) = (i,j)

0, 0.W.

\

where @ =1 — a — 2ay, and ey = o — pobs.
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The Hessian matrix has (2n — 2) zero eigenvalues and two eigenvalues given
by A1 = 0.5e3[(62 + o? 4 2a3) + /(62 + o + 2a3)? — 8(ayp@)?] and

Ao = 0.562[(4% + a? +2a3) — /(4% + a2 + 2a2)? — 8(ay.4)?]. The square root
value in both A\; and ), is non-negative and, hence, it is less that (&*+a?+2a3) for
(a+2ay)] € [0,0.5]. Thus, \; and Ay are non-positive if and only if es = co—paby <
0 or if and only if ¢ < paba. Since g k)1 (Ui k)15 T(e),1) A g k) 2(T k)2, Tiik),2)
are jointly concave in u7, their sum is jointly concave as well. Therefore, the

objective function of the decentralized problem is jointly concave in ;. [
Proof of Proposition 3.11

By substituting uf;,) | = i, for all 7 and k in Buj* = Z, we get the following
two equations. Namely, for users in layer 1 (inner layer), we have 2(e + y)uj* +

ous = A and for those in layer 2 (outer layer), we have oui’; +2(e+7v)us; = Ao

Solving the last two equation simultaneously yields the unique solution given
as ufly, = Uorpmt, for i = 1,---,n, j,k = 1,2, j # k. Notice that
(2¢ +7) = Bar(1 — a)(cz — p2ba) — (p1by +c1) < 0 and 0 = Bady(ca — p2b2) <0,

where &y = 1 — a — 2. From which, we find that

(26 +7)? —0° = Bai(1 —2a)(ca — paba)® — 20664 (1 — a)(cz — paba) (pr1by + 1) +
(p1b1 + 01)2 > 0,

which implies that the denominator of u’{:k)’l is strictly positive. For a feasible
solution, we need (2¢ 4+ )\ —oA; > 0. Therefore, the unique solution is optimal
if its feasible and it is feasible if 0 < uf@* )1 < z%1. Obviously, if ua’jkm < Tga,
then the optimal solution is given by u?i7k),1 = 1,1 as users can not use more than

the available water stock at the beginning of period 1. [J
Proof of Corollary 3.10

The proof is quite straightforward. Since all users in the system have the same
initial stocks and the same recharge values, then \; = Ay = A\ = Bd;[paas+cow; —
p2bo(z1+w1)] — pra;. Hence, the numerator of “?:k)g in Proposition 3.11 becomes

[(2¢+7)—o]\. By eliminating [(2¢4) — o] from the numerator and denominator
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of uf;k),l, we get the stated unique solution. Since 7 and € are negative, (2¢+v)+o
is negative as well. However, we can not say anything about the sign of A\. Thus,
for Uiy, 1O be feasible, we need A < 0. The given unique solution is optimal
if 0 <y, < @1, or equivalently if 0 > A > [(2¢ + ) + o]z;. Similarly, since
users can not pump more than their available water stock in period 1, then if

u?:k)’l > x1, the optimal solution is given by u’&}km = x1, for all 7 and k. [J

Proof of Proposition 3.12

k%

By substituting (", ; = u;%, for all i and & in Bi?* = Z, we get the following
two equations. Namely, for users in layer 1 (inner layer), we have 2(¢ + ¢ +
G2)uty + (n+2m)us’; = 61 and for those in layer 2 (outer layer), we have ouy* +
2(e + 7)“3?61 = 0s.

Solving the last two equation simultaneously yields the unique solution given

by uffpy1 = 0/ = [(262+201+ )0 — (2 +0)8;]/[(262+ 261+ ¢)* — (2m +1)],
2217 1, juk:1727 j?ék‘

One can easily show that (2¢1 + ¢2) + ¢ = B(1 — 2a + 202 — a?)(ca — pabs) —
(p1b1 4 1) and (2m; + 1) = 2Pa(l — a)(ca — p2by) < 0. From which, we can show
that (201 + é2) + ¢ + (2m +n) = B(1 — af)(c2 — pab2) — (b1 + 1) < 0 and
¢ = B?[(1 —2a+2a? —a?) —4a?(1 — a)?|(ca — p2b2) — 2B(1 — 2+ 20 — a?)(co —
p2b2)(p1by + 1) + (p1by + ¢1)? > 0.

This implies that the denominator of U{;py1 18 strictly positive. For a feasible
solution, we need 6 > 0. Therefore, the unique solution is optimal if its feasible

and it is feasible if 0 < u?i*,k),l < . U
Proof of Corollary 3.12

The proof is quite straightforward. Since all users in the system have the same
initial stocks and the same recharge values, then 6; = 0y = 0 = p1a; — B[p2as +
cowy — pabe(x1+wy)]. Hence, the numerator of Uiy 10 Proposition 3.12 becomes
(202 + 261 + ¢) — (2m1 + n)]0. By eliminating [(2¢2 +2¢1 + ¢) — (2 +1)] from
the numerator and denominator of Uiy 1 We get the stated unique solution.
Recall that in the Proposition 3.12, we showed that (2¢; + ¢2) + ¢ + (2n; + 1) =
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B(L —af)(c2 — paba) — (prbr +c1) <0

However, we can not say anything about the sign of 6. Thus, for uzk;km to be
feasible, we need 6 < 0. The given unique solution is optimal if 0 < Uligya < 21,
or equivalently if 0 > 6 > [(2¢1 + ¢2) + ¢+ (2m1 +n)]@1. Similarly, since users can
not pump more than their available water stock in period 1, then if ufz* Wi > L1

the optimal solution is given by uz‘l a1 = T1; for all 7 and k. [
Proof of Proposition 3.13

The proof of this proposition resembles to a great extent the proof of Propo-

sition 3.9 of the double-layer configuration.

(i) For user (i, k), we have 6u(fk),1 Liea ‘(u(i,k),1=0): pra1—pF(1 =200 —a g k—1)—
Ak k1)) (P2a2+Cowr 1 — ok -1y Co[ (T +Wh 1) — (Tp—1,1 FWe—11)] — O o1y C2[(Th,1 +
W1 ) = (Tpg10 +Whp1,1)]) F B (=20 — 0 fo—1) = Qo 1) ) C2 (U(i—1,1),1 T U(i41,0),1) F
B(1 =20 — ke fe—1) — Qe 1)) C2 [k o— 1) Ui - 1),1 F Ol 1) Ui er1),1) + B(1 — 20, —
Ak k-1) — Uk kt1))P202[(1 — Or—1) — Qepsn)(@e1 + We) + Qep—1)(Th—1,1 +
We—1,1) + Oé(k,k+1)($k+1,1 + Wit11) — Oék(u(z‘—1,k),1 + u(z’+1,k),1) — Ok k—1)U(i,k—1),1 —
Okt 1) U(i ot 1),1)- Since 0 < w1 w1 < Tras 0 < Ugrpyn < Trp, 0 < g1y <
Tp11, 0 < U < Tpgrn and (2o + g1 + gg) € [0,0.5], the derivative
is strictly positive if pray > B(paas + cowr1 — -1y C2[(Tr1 + We1) — (Te—11 +
Wr—11)] — ey C2[(Thg + Wi 1) — (Thg11 +Wegr1)]), 1 =1, ,n, k=1,--- ,m.
Therefore, the objective function of the decentralized problem is strictly increas-

ing at ug 1 =0, fori=1,--- ,n, k=1,-m, t=1,2.

(ii) We proceed in two steps. From Lemma 3.2 (ii), we have concavity
of gaik)1 (U(i k)15 T(ikya) With respect to w1 To establish joint concavity of
Gi2(T(ik)2, T(ik),2) 0 Uy, for ¢ = 1,--- . n, j,k = 1,--- ,m, we need to show
that the Hessian matrix for ¢; (., .) is negative semi-definite (having non positive

eigenvalues). Substituting

Tyt = (I = Qp—1) — Q1) (@Tre + Wie) + Qi r—1) (Tr—14 + We—1,¢) +
A1) (@1 + Wipre) — (1 — 200 — Qe—1) — Ok o1)) Ui k)t — OkUgi—1,0),¢ +

Ui 1 k) t] = k1) Ui k1)t — Qe kb 1)Ul k1) ¢
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in ggi x),2(T k)2, Tk),2) and constructing the Hessian matrix from the resulted

function gives that the diagonal elements of the Hessian are as follows

9%9(;,1),2(»-)
A(u(,my,1)?

;

\

m

and the off-diagonal elements are given as

9%9¢i1),2(-+)

AU (1,m),10U(p,s),1

(

\

Oékééeg,
aptes,
Qe
QpQes,

(g, k—1) €2,
Ok k—1) €2,
A k+1) €2,
Ok k1) V€2,
azes,

azes,

Ok, k—1)XKC2,
Ok, k—1)Xk€2,
Ak k—1)XEC2,
Ok, k—1)XkE2,
A k+1)XkC2,
Ak k+1) XK E2,
Ak k4+1) XK C2,
Ok, k+1)Xk€E2,
Ak, k—1)O(k,k+1)€2,
Ak, k—1)O(k,k+1)€2,
07

(l,m) = (i, k), (p,s
(l,m) = (i, k), (p,s
(I,m) = (1 —1,k),
(lm)=(i+1,k),
(L,m) = (i, k), (p,s
(I,m) = (i,k —1),
(l,m) = (ivk)a (p,S
(l,m) = (i,k + 1),
(l,m) = (1 —1,k),
(Il,m) = (1 +1,k),
(I,m) = (1 —1,k),
(lm)=(i+1,k),
(l,m) = (1+1,k),
(I,m) = (i,k —1),
(I,m) = (1 —1,k),
(l,m) = (i,k + 1),
(l,m) = (1 +1,k),
(I,m) = (i,k+ 1),
(I,m) = (i,k — 1),
(l,m) = (i,k + 1),

)=(i—1,k)
)=(+1,k)
(p, s) = (i, k)
(p.s) = (i, k)
)= (i,k—1)
(p,s) = (i, k)
)= (i, k+1)
(p,s) = (i, k)
(p,s)=(i+ 1,k
(

where & = 1 — 20y, — Qg p—1) — Q(ke+1) and ez = co — pabs.
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The Hessian matrix has at least (2n —5) zero eigenvalues and five eigenvalues
given by a fifth-order characteristic polynomial function obtained from solving
det (8%9(i k) 2(.,.) — M) = 0, where det is the determinant, I is a 2n x 2n identity
matrix and A is the eigenvalue. Unfortunately, it was not easy to come up with
a compact form of the characteristic polynomial due to the large size of the
Hessian matrix. More specifically, we need to find the determinant of a 5 x 5
parametric matrix. However, we know that the characteristic polynomial f(\)
will have the general form f(\) = A° + dy\* + d3A\3® + daA? + di A + dy, where d;
will be a function of the revenue-cost parameters (namely, ps, by and ¢3) and the
transmissivity coefficients (&, ax, ax_1 and ayyq), for @ = 1,--- 5. Solving for
the roots of this polynomial analytically is not an easy task as well. Therefore,
numerically, if the parameters of the problem are selected carefully such that the
roots of f()\) are non-positive, then the Hessian is negative semi-definite and,
hence, g x),2(2 (i k),2: T(i,k),2) is jointly concave in ;. Consequently, the objective

function of the decentralized problem is jointly concave in ;. UJ
Proof of Proposition 3.15
(i) Similar to the proof in Proposition 3.1 (ii) and, hence, omitted.

(ii)) We proceed in two steps. From Lemma 3.1 (ii), we have concavity of
gi1(ui1,z;1) with respect to u; ;. To establish joint concavity of g;o(x;2,;2) in
Uy, for i = 1,...,n, we need to show that the Hessian matrix for g; o(x; 2, xi2) is
negative semi-definite (having non positive eigenvalues). The structures of the
Hessian matrix for corner, edge and internal users are different. Below we describe
them separately. First, consider corner users on the grid. We substitute the first
part of Eqn (3.35) in g;2(x;2,z;2) and, from the first and second derivatives of
Gi2(xi2, T;2) with respect to u;; € Sy, we find the elements of the corresponding
Hessian matrix. The diagonal elements of the Hessian matrix are found to be as

follows

(1 — 20()2(62 — ,Ogbg), =1
=9 a*(cy — paby), =7k (7.15)

0, 0.0.

829i,2(27i,2, Cl?i,z)

O0(uy1)?




CHAPTER 7. APPENDIX 163

and the off-diagonal elements are given as

a(l - 2@)(02 - ,02b2)7 (l7m) = {(.77 i)’ (kv i)? (ivj)a (iv k)}
=9 (e — pabta), (L,m) = {0, k), (k,j)}
0, 0.W.

2
0 91’,2(%’,2, xi,Q)
aul,laun’b,l

(7.16)

The Hessian matrix has (n — 1) zero eigenvalues and the remaining is given
by A = [2a® + (1 — 2a)?](ca — p2b2). Thus, g;2(z;2,7i2) is jointly concave in
iy if and only if ¢o < pobs, @ = 1,--- .4, since each grid has four corner users.
Next, we consider edge users on the grid. We substitute the second part of Eqn
(3.35) in gi2(wi2, z;2) and, from the first and second derivatives of g;2(x; 2, T;2)
with respect to u;; € Sy, we determine the elements of its Hessian matrix. The

diagonal elements of the Hessian matrix are given by

62g (Q? T ) (1 - 304)2(62 - p2b2)> m=1

i.2(Ti2, Ti2 .

a(um1)2 - 062(C—pb), m:j7k7l (717)
’ 0, 0..

and the off-diagonal elements are given as

a(l —3a)(cg — pabs), (m,r) ={(5,9), (k,7), (l,7)}
ooy | @030 b)) = {(), 6K, 60)
Dy, ) ez pab) (m.7) = {(G. k). (k.5). (. 1)}
- a2(cy — paby), (m,7) = {(L, 5), (k, 1), (I, k)}

0, 0.0,

The Hessian matrix has (n — 2) zero eigenvalues, one is given by

A =05[3a+ (1 - 3a)?) — /(3a2 + (1 — 30)2)2 — 4a2(1 — 3a)?(ca — paba)

and one is given by
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A =0.5[(3a% + (1 — 30)?) + /(32 + (1 — 30)2)2 — 4a2(1 — 32)?](cy — paba).
Thus, g;2(i2,%;2) is jointly concave in u; if and only if A, A < 0 if and only
ca < paby, since [(3a2 + (1 — 3a)?) £ /(302 + (1 — 32)2)2 — 4a2(1 — 3)?] > 0,

fort=1,---,n., where n, is the number of edge users on the grid. Finally, we

consider internal users on the grid. Similarly, we substitute the last part of Eqn
(3.35) in g;2(w; 2, z;2) and, from the first and second derivatives of g; (2, z;2)
with respect to u;; € S3, we find the elements of its Hessian matrix. The diagonal

elements of the Hessian matrix are as follows

(1 —4a)?(cy — poby), =1
= a2(02 _p2b2)a r:j,k,l,m (719)

0, 0.W.

829@',2(%2, %,2)

O0(uy1)?

and the off-diagonal elements are given as

all = da)(ca = puba), (r,5) = {0 ). (), (L), (. )
a1~ da)(ca = puba), (1) = ({02 (1), 3,1), o))
P Iy a0t (r25) = (G ), G ), Gom)}
G = a¥{ea = paba), (r2) = {(k 1), (k. ), (L)}
o @*(c2 — pab), (r,5) = {(0k.9). 1 ), (m, )}
@*(c2 = pab), ros) = {(0,R), (m. k), (m. )}

o
o
S

(7.20)

Unlike corner and edge users, the eigenvalues of this Hessian matrix are not
easy to be determined. However, when we solve for the eigenvalues, we find that
the characteristic function f(\) of this Hessian is a fifth order polynomial, given
by f(A) = N + A + 1A% + 792A% + 13\ + 94 = 0, where 7, j =0, -+ , 4 are as
defined before in the result. Therefore, g; 2(2; 2, %;2) is jointly concave in 4 if and
only if A\, <0, for all k =1,--- 5, where \;’s are the roots of the characteristic
function f(A), fori =1,--- ,n; and n; is the number of internal users on the grid.
Accordingly, when g; 2(; 2, z;2) is jointly concave in g, I'; 1 (4, 71) will be jointly

concave in u; as well, since, from Lemma 3.1 (ii), ¢;1(u;1,1) is concave in u; ;. O
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Proof of Proposition 3.17

*

Let us write the solution in Eqn (3.51) as u% = 0y + 012;9, where

0o = (pi2iz — CiaTio — Wi,l)/(ﬂz‘gbm +¢io+ m2) and
0 = (cig+mi2)/(pisbia+cia+mio),i=1--,n.

We proceed in two steps. From Lemma 3.1 (ii), we have concavity of
gia (i1, xi1) with respect to ;1. To establish joint concavity of g;a(uj%, i)
in i, for i = 1,--- ,n, we need to show that the Hessian matrix for g;»(u;%, 7;2)
is negative semi-definite (having non positive eigenvalues). The structures of the
Hessian matrix for the two extreme users and the non-extreme users are different.

Below we describe them separately. First, consider the extreme users ¢ = 1, n.

The diagonal elements of the corresponding Hessian matrix for the extreme

users are given by

. (1—a)k, k=1
02Gi2(uls, i)
2z Tiz) _ ) _ 721
a(uhl)g a"R, k J ( )
0, 0.w

and the off-diagonal elements are described as

7.22
8uk,18ul71 ( )

62§i,2(u;§v ‘TZ}?) _ { a<1 - O‘)'K&a (ka l) = {(27])7 (ja Z>}

0, 0.W.

where Kk = 29162‘,2 — 9%(/)172()@2 + Cijg) — (1 — 61)271'2.

The Hessian matrix has (n — 1) zero eigenvalues and the remaining is given
by A = [&® + (1 — a)?]x. Hence, g;2(u}%, z;2) is jointly concave in 4 if and only
if K < 0. Substituting the respective values of 6y and 6; in to x and doing some

algebraic simplifications result in the following equivalent condition

2¢i2(Cio+i2)(pibio+Ciot+mia)— (pi,Qbi,2)27Ti,2 —(cia +7Ti,2)2(/)i,2bi,2 +ci0) <0.
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Next, consider the non-extreme users, ¢ = 2,--- ,n—1. The diagonal elements

of the corresponding Hessian matrix are as follows

(1—-2a)*k, k=1
a’k, k=i—1,i+1 (7.23)

0, 0.w.

0*Giz(ws, wiz)
a(uk,1)2

and the off-diagonal elements are given as

(k, 1) ={
0%Gi(uls, i) a1l =2a)k, (k1) ={( (7.24)
(k1) = { |

Oug,10u1 a’k, a’k,

0, 0.W.

Again the Hessian matrix has (n — 1) zero eigenvalues and the remaining is
given by A = [2a® 4+ (1 — 2a)?]x. Then, the proofs follows similar to that of the

extreme user. Thus, g;o(uj%,7;2) is jointly concave in #; if and only if
2¢; 2(Cio+i2)(Pibiz+cio +7Ti,2)_(pi,2bi,2)27ri,2_(Ci,2 +7Ti,2)2(pi,26i,2+ci,2) <0.

Since gi1(ui1,i1) and gio(ujy, 52) are jointly concave in i, their sum is
jointly concave as well. Therefore, the objective function of the decentralized

problem is jointly concave in ;. [J
Proof of Proposition 5.1

To establish strict joint concavity of f;.(u;, Zi¢), we need to show that the
Hessian matrix corresponding to f; (1, Z; ) is negative semi-definite (i.e. having

non-positive eigenvalues).
From f (i, Zi4), we have

i) _ _(pi,tbi,t + 2di,t) 2 fir (s

s g \2 Y 99 s
d(ui,t) dui,taui,

_pi,tbi,h L= 17 2a = 17 2.

) _ Pful)
t

_ Pfiil) _
Oug ,Ouf _pi’tbi’t and o(uf -

“f,t)2
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Therefore, the Hessian matrix, V2f;;(@;+, %), is given by

Ffie(s)  2fie(s)
V2 LN uf )2 ouf,0uf, - _(pi,tbi,t + 2dz’,t) —Pitbi
fi,t<Ui,t7$i,t> - 82fi,t(47~) 82fi,t(-,~) - e b s b
au;tauit B(uf,t)Q )Oz,t R pz,t 2,

The eigenvalues of V2 f; (i, , Z; ;) are the solutions to the characteristic equa-
tion of V2f; (U4, Ti4), given by det(V2f; (s, Tiy) — M) = 0. Evaluating the
characteristic equation, we get A? + 2(p; ;b + di )\ + 2pishisdiy = 0. Solving
for A\ in the last equation gives two distinct negative eigenvalues given by A\; =
—[(pipbiy +diy) + \/(pi,tbi,t)2 +dF ] and Ay = [—(pibiy +diy) + \/(pi,tbi,t>2 + d3 .
Since the eigenvalues are negative, V? fit(Uis, Z;¢) is negative definite for all

u;¢ and a7y, and, consequently, f; (i, T;¢) is strictly jointly concave in i,
i=1,2 t=1,2. 0

Proof of Proposition 5.2

Note that Of; (U +, fivt)/ﬁuf’t = Pitit — piibi’t(uf’t +uf,) — cip(a)y — xit) —

2d; yui, and
Ofi(Uis, fi,t)/auit = pigaiy + 0.5 — pi,tbi,t(uzg,t + Uft)

Let uf; and uf% be the values of «f, and uf, that solve df;(.,.)/0ul, = 0
Pitai,e—pibiud j—ci(af g~z ) and uf =
pi,ebit+2d; ¢ Z,

and Ofi(.,.)/0us, = 0, respectively; u; =
Pi,tai,t+0~5hi,t_Pi,tbi,tug,t
Pi,thit ’

Full depletion of water in period ¢ is guaranteed by having ui{ > xz ¢ and ujy >

* .
xf,. Namely, uf’t > xf’t holds if p; ¢a;; > (pi,th-’t—i—Qdi,t—ci,t)a:f,t—i—pi,tbi,tuf,t—i—ci,tmf,o.
But, we know that z7, < zf; and v, < x,, where 27, and 7, are the initial

stock levels of ground and surface water, respectively.

Hence, the last inequality holds if p;sa;; > [piibis+2di e —cif] T2 g+ pisbi i o+
ci7txZ%T) holds, where [p;1b; ¢ + 2d; 1 — ci]™ > 0 if (pisbis + 2d;y — ¢;y) > 0 and is

zero otherwise.

Similarly, u} > 27, holds if



CHAPTER 7. APPENDIX 168

Pi@is > piibig(uf,+x7,)—0.5h;, holds. Again, since uf, < xf, and z, <z,
the last inequality holds if p;a;; > pi,tbivt(xf’ o+ io) — O.5h§ftt) holds. Combining
the two inequalities in () and (1) together gives p;1a;; > max{[p;+bir + 2d;; —
Ci,t]—i_ng,[) + pi,tbi,txio + Ci,tx?,O’ pi,tbi,t(xio —+ $f’0) — 05hz,t}

Consequently, under the above condition, f;(@;¢, Z;;) attains its maximum
at it = &= 1,2, t=1,2. 0

Proof of Proposition 5.3

Recall that I'; 1 (w1, 21) = fiq(Win, Tiq1) + Bz‘fifg(fm;fm)- By Proposition 3.1,
fi1(t; 1,25 1) is strictly jointly concave in ;1. Hence, I'; (17, Z1) is jointly concave
in ay if fF Q(xz 2, T;2) 1s jointly concave in u; because the sum of two jointly concave
functions is jointly concave. Below, we show the joint concavity of fi'(Zi2, Ti2)
in ;. More formally, we need to show that the Hessian matrix corresponding
to f5(Tiz2, Ti2) is negative semi-definite ( i.e. having non-positive eigenvalues).

Note that the Hessian matrix; V2 f; 2 (Ti, Ti2), is given by

fra(n)  Pfa()  9Pfa() 8 f()
A(u 21)2 8ug 10U 8uf’18u?11 8ug 10u3
92f75() 02 o) 02 f7a () o) fg( )
2w (2 2\ dus ,Ouf | o(us 1)? Oui Ouf | Oud0uf
\4 fi,2($1,27$z,2) — 32]0* ) 92 1*2( 82fi*72( ) 32f*2( )

82f*2( ) 82 o) 02 ia() 82f*2( )
duf 1 9uf | 8u7 BuL du? 1 9ud | A(uf ;)2

)
8u916u 1 Oul 0uf d(uf )2 ouf | dus |
1

(1—a)*(ei2 — pizbiz) —(1—a)pigbia ol —a)(egs — pighia) 0

B —(1 — a)pizbiz —pi2bi o —ap;2b;o 0
a 04(1 - Oé)(ei,z - pi,Qbi,Z) _api,Qbi,2 042(61,2 - Pi,zbm) 0
0 0 0 0

where €;5 = 2(¢;2—d;2) and i,j = 1,2, i # j. We find that the characteristic
equation of V?f7,(Z; 2, Ti2) is given by A*(A\* — o1\ — g2) = 0, where

o1 =((1—a)’+ 062)(61‘,2 — piabi2) — piabio and o9 = ((1— a)?+ 062)/%’,25@,261',2 -
(1 - 04)3<Pi,2bi,2)2.



CHAPTER 7. APPENDIX 169

Therefore, we observe that V?ff,(Z; 2, Z; 2) has four eigenvalues given by A\, =

0, A2 =0, A\3 = 0.5[01 + /0% + 403] and Ay = 0.5[01 — \/0} + 4os].

Now, for A3 and A4 to be non-positive, they should be real in the first place.
They are real if a% + 405 > 0. Below, we show that A3 and A4 are indeed real.
Note that

O'%—|—40'2 = [((1—04)24—0(2)(61'72—pi’gbi,Q)]Q—2[(1—Oé)2+062](ei’Q—pi72bi’2)pi72bi,2+
(Pz‘,2b¢,2)2 +4[(1—a)* + az]pi,2bi,26i,2 —4(1 - Oé)S(Pi,sz‘,2)2

= [(1 = )® + &®Plefy — 2piabiseia + (pigbi2)?] + 2[(1 — @)® + & pigbigein +
2[(1 —a)* + a®(pighi2)? + 1 —4(1 — @)’|(pigbi2)® = [(1 — a)* + a?Pefy + 4a(l —
@)[(1 — @) + a?|piabiseis + a(piabia)?

where & = [((1 —a)? +a?)(2+ (1 — ) +a?) +1 —4(1 — a)?].

Hence, if & > 0, then o7 +405 > 0 since the first two components of (o3 +405)
are non-negative, for any a € [0,0.5]. It is not hard to show that, with some basic
algebraic simplifications, we get @ = 4a[l — @*(1 — )] > 0 for any a € [0,0.5].
Therefore, 0? + 405 > 0, implying that A3 and )\, are real. Now, we need to show
that A3, Ay < 0. Note that A3 and A4 are non-positive if and only if o1,09 < 0.
We also have o7 < 0if and only if ((1—a)?+a?)[2(ci2—d;2) — pi2bia] —piabia <0,
i.e. if and only if 2(¢; 0 — d;2) < [%]ngblg Similarly, oo < 0 if and only
if 2((1 — @)* 4+ a®)pigbiz(cia — din) — (1 — @)3(piabia)* < 0, i.e. if and only if
2(cio — din) < [&]pmblg Combining the last two inequalities together

(1—a)?+a?
yields the condition 2(¢;o — d;2) < mm{[%]ngbzz, [u(la)%]plgbzg} =
[%]pnbw because (1 — a)® < 2(1 — a + a?), for a € [0,0.5]. Hence,

if piobia > 2[%](@2 — d;2), all the eigenvalues are non-positive, which

proves that f7, (2, ¥;2) is jointly concave in iy, i = 1,2. [
Proof of Proposition 5.5

The proof is based on the behavior of I'; 1 (i, Z1) w.r.t. groundwater usage;
uf ;. Inboth () and (ii) of part (a), k1 represents the first derivative of I'; ; (i1, 71)
w.I.t. u?l and ko represents the first derivative of I'; ; (4, 1) w.r.t. ufl evaluated

at uf; = 0. To guarantee feasibility of the solution, we need uj < zf, or
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* j—

wy, —ujy < %, which gives uf] > wj, — 27, to hold all the time. This condition
gives a lower bound on the optimal value of u{} and it must hold all the time for

all solutions.

(a)(i) Here, we consider the case where I';(uy, 1) is concave in uf | (i.e. ky < 0),
as depicted in Figure 7.1 (a). Now, if I'; ; (@}, 1) is increasing at u, = 0 (i.e.
ks > 0, as shown in the lower part of Figure 7.1 (a)), then it is optimal for
user ¢ to use as much groundwater as possible in period 1. Since I';(y, Z1)
is concave and ky > 0, I';(t1, Z1) attains its maximum at ], where 47, is
found from solving OT(.,.)/0u!, = 0 and it is given by @, = —(ka/k1).
Depending on the value of w}; — ] compared to that of ﬁz 1, we have two
cases. If w), — ] < 4, as along as we need to use as much groundwater
as possible, the optimal usage policy is given by uf] = maz{w}, — x5,4],}
and uj} = wy, —uf. However, if wj, —x} > 4},, again since we need to use
as much groundwater as possible, w;;, —x{ < min{wj, v} and, hence, the
optimal usage policy is given by u)} = min{z{, w;,} and v} = w}; —uf}.
On the other hand, if T'; 1 (0, #1) is decreasing at uj, = 0 (i.e. ky <0, as
shown in the upper part of Figure 7.1 (a)), then it is optimal for user i to
use as little groundwater as possible in period 1. However, the minimum
quantity of groundwater in period 1 equals to the lower bound on uf’j
Hence, the optimal water usage policy in this case is given by uﬁ 1= w;y— ]

Sk __ S
and v} = zi.

(a) (i) Here, we consider the case where I'; ; (1, 71) is convex in uj, (i.e. ky > 0),
as depicted in Figure 7.1 (b). Similar to (i), if I';(4,Z) is increasing at
ul; = 0 (i.e. ky > 0, as shown in the upper part of Figure 7.1 (b)), then
it is optimal for user ¢ to use as much groundwater as possible in period
1. Consequently, w;; — x7 < min{w;,,2{} and, hence, the optimal usage
policy is given by u{} = min{z{,w},} and v} = wi, —uf}. Now, if
['s1 (0, 71) is decreasing at uf; = 0 (i.e. k <0, as shown in the lower part
of Figure 7.1 (b)), then it is optimal for user 7 to use as little groundwater as
possible in period 1. Since I';(y, #1) is convex and ko < 0, I';(41, Z1) attains
its minimum at @7, where @, is found from solving OT(.,.)/0u];, = 0

and it is given by @], = —(k2/k1). Depending on the value of w;, — x}
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I',,(.,.) concave(k < 0)

1 L, (0 convex(k, >0)

M

ko i
> k1 < C H S
>

Figure 7.1: Total discounted profit vs. groundwater usage: decentralized problem

compared to that of 4f;, we have two cases. If wj, — ] < 4,, since
we need to use as little groundwater as possible, the optimal usage policy

3 3 g* _ * s Sk __ * g* :
is given by uf; = maz{0,w;, — 27} and u{} = w;; — u];. However, if

wiy —xf > 0Y,, again since we need to use as little groundwater as possible,

w;, — x] < min{w;,, 2]} and, hence, the optimal usage policy is given by

g
Ui,

* . g * Sk __ * g*
1= mm{$1>wi,1} and Ujp = Wy — Ujq-

(b) If wiy > zf + x5, then the optimal water usage quantities will be limited
by the maximum water stock levels in period 1. Hence, the optimal water

usage policy belongs to the set of water usage bounds given by (ufj, ui*l) S
{(07 0)7 (l’g) 0)7 (07 mi)’ ("L‘El]7 xi)}' D

Proof of Proposition 5.6

The solutions stated above are obtained from the usage policies given in
Proposition 5.5. The optimal total water usage in period 1; wj,, in each
case is obtained from optimizing the objective function, which is given by

Fi,l (’l_jl, f1> = Ri(ﬁl, fl) - Oi(ﬁl, fl) More Sp@CiﬁC&Hy,

Ui (t, 1) = [pinain(ufy +uiy) —0.5p;1051(ufy +ui)? + Bipiaaio (o] +a5 — (1 -

a)uf; — auil —uiy) — 0.58ipipbia(w] + 2] — (1 — a)u, — aué{l — uf71)2]



CHAPTER 7. APPENDIX 172

;1 (ud ) +0.5h;1 (225 — u3,) + Bicio((1 — a)uf | + auf,) (2] — (1 — a)uf | —
auj,l) + Bi i,2(x1 (1 —a)uf i1 O‘“gg‘,l)2 + 0.58;h;2(x] — uzl)]

Below, for each case, we substitute the given solution in I';;(;, ;) which
becomes a function of wj,. Optimizing I'; (1, 71) w.r.t. w}; through setting
Il'i1(.,.)/0w;; = 0 and solving for wj, gives the optimal solution as given in the

proposition above.

(a)(i) We substitute the solution (u}, ;) = (2{,w;, —27) in I';; (4, #1) which

is written as

Uii(wyy) = [pinaiiw;y — 0.5pi1051(wy)* + Bipspaip(x] + 25 — (1 — )z —
auf; —wiy +x]) = 0.58pi2bio(2] + 25 — (1 — a)a] — auf, —w;i; +27)%] -
[di 1 (29)? 4 0.5h 1 (225 —w;) + 1) + Bici2 (1 — )af + oud, ) (2 — (1 —a)zf -
ozu]l)—i—ﬁz dio(xd — (1—a)xf—au %+ 0.58,h; o(25 — w4 z7)].

Setting O 1(w;,)/0w;, = —[piibiy + Bipiabiolw | + piraig — Bipiaaiz +
Bipiabia((1+ a)x] + x5 — ozujl) + 0.5(hi1 + Bihi2) = 0, yields the solution
stated in part (a) (7). We observe that w;, is a global maximizer for I'; ; (w; ;)
since 0°L;1(w),)/O(w}1)? = —[piabix + Bipighig] < 0, (ie. Tix(wfy) is

1 *
concave in w;;).

(a)(i1) We substitute the solution (uf},us}) = (0,w;,) in T';1 (i, Z1) to obtain

Lia(wiy) = [piraiiwy — 05051051 (Wi 1) + Bipipaio (] + 23 — aud; —wiy) —
0.58:pi2bi2(2] + 2] — auf, —w; 71)%] = [0.5Ri1 (227 — w}y) + Bici 2lauf,)(a] —
aujl) + Bid;2(2] — au ) +0.58hi o (2] — wiy)].

Setting OL'; 1 (w;},)/0w;y = —[pi1biy + Bipiabi2lwl, + piraii — Bipi2aiz +
Bipiabiz(v] +25 —auf ) +0.5(hi1+ Bihi2) = 0, results in the solution stated
in part (a)(ii). The concavity of I';;(w;;) in wj, is established similar to

part (a)(i).

us* ~9g

(a)(iii) Similarly, by letting (uf, uf’) = (4f,,wf; — 4f,), we have

Lia(w;y) = [piaaiawy; — 0.5p;1bs 1 (wy)* + Bipipaia(xf + x5 — (1 — )i, —
au?l —wy, —i—ﬂil) —0.58ipiobio(xf + 25— (1— )i | — ozuil —wj, +ai,)°] -
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d;

i1 (1 1971)2+05hi1(2$1 wzl"‘uu)"‘ﬁzcﬂ((l_a)uz1+au]1>($1 (1—
)iy

1
u 1 au; 71) + Bidia(x] — (1 — )] Wi — au ) +0.58:hi 2 (2 — i,l +“z’,1)]-
Note from @, in Proposition 5.5, we can rewrite 4y, as @, = v + nw;,

8 9 ap; obs
where 7 and 7, are as defined before. Moreover, we havez- Yo fiop e
w; 1

Then, by deriving I'; 1 (w},) w.r.t. w;, and simplifying algebraically, we get

ari,l(“’f,l)/@w;l = —kipipa;1 + klpi,1bi,1wfl + Bipi2bi 2(51042,% 2bi o + ki) —
Bipi2bia(Bia® piabis + k) (2] 4+ 25 — ot | — oy —wy ) —2Bi0pi 203 0d; 10 —
0.5hi1 (Bicepigbiz + k1) — (Bi)?a(l — a)ciapigbia(x] — (1 — a)if, — auf ) +
(Bi)2a(l — a)ciopizbia((1— oz)'&:?l + Oéug )+ 26;a(1 — a)d; apiobia(x] — (1 —
oz)ﬂfl — au ) — 0.58:h; 2(Biapiobia + k1) =0

Substituting ﬁﬁl = 70 + 7wj; in the above equation and doing some alge-

braic simplifications gives

[k1pi,1bz‘,1—5i(5ia2pi,2bi,2+k1)pi 2b; 2(0471— )—251‘&71/% Qbi od; 1+2(ﬁz‘)2 ( -
a)*mpigbiadia(cia — dig)lwiy = [k1pinain + Bipisbia(Biapigbis + ki)la] +
xy —auj; —ay— 1]+ Qﬁz‘&%ﬂi,zbi,zdm +0.5(hi 1 + Bihi2) (Bicpiabiz + ki) +
5-2 (1—06)01'2bz'2(62‘2—2dz‘2)($‘[1J—04U?71)—25§a(1—Oé)mebz',zCi,z(Cm—dz‘,z)%—
B2 (1 — o) piabs o pus ;.

The last equation, can be written as w;, = ks / k1, where

ky = kipiabin — Bi(Biapiabia + ki)pisbis(ayr — 1) — 2B,a91pi2biadin +
2(8:)2(1 — @) y1pigbipds 1 (cio — di2),

ky = kipirain + Bipiabio(Bica?piabig + ki)ad + x5 — auf; —ay — 1] +
26,0702 2di 1 +0.5(hi 1 + Bihi2) (Biapi bz + k1) + Bl — )Pi,Qbi,Q(Ci,z—
2d;2) (2] — auf)) — 267a(l — a)?pisbiscis(cia — diz)y — Bia*(1 —
) pi2biaCi U ;.

Again, the concavity of I'; ; (w];) in w}, is established similar to part (a)(i).

Namely, it is concave if k; < 0.

(a)(iv) For (ufy,u) = (wj,,0), we have

L 1(w%k1) = [pinainw;y — 05,1051 (w)1)? + Bipiaaia(a] + 25 — (1 — a)wf, —

uf 1) =0.50ip; 2bi o (2] +25 — (1—)w;y —auf ;)] =[di1 (w]1)*+0.5h; 1 (223) +
Bic z,2((1 a)w ;‘k1 + a“gl)(ﬁ —(1- O‘)wm - auj,l) + /Bidiz(mﬁ] —(1- O‘)w;ﬁ -
9%+ 0.58:h; 2(25)], and

CL’UJ’l
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O 1 (wy 1)/ 0w} = pinain—pipbiaw; —Bi(1—a)p; pa; 2+ Bi(1—a) piobs o (2 +
] — (1 —aw;; — Ozu?,l) = 2d;qwiy + Bi(1 — a)eia((1 — a)w]; + aué{l) -
Bi(l — a)eia(x] — (1 — Q)w;, — aué{l) +26;(1 — a)d;o(xf — (1 — Q)w;, —
O‘“?J) = 0. Solving for wj;, we obtain the solution given in part (a)(iv). The
solution wy; is a global maximizer of I'; ; (w} ;) since E)QFi,l(w;‘,l)/E)(le)Q =
—[pigbin +2d; 1 + Bi(1 — a)?pigbia + 28i(1 — a)*(cip — di2)] < 0.

(a)(v) Letting (uy, uj) = (wi, — a1, 27) gives

Lia(wiy) = [pinaiaw]y — 0.50,10i1(wi1)? + Bipipaiz(x] + (1 — a)af — (1 -
Q)w; | — 0‘“?,1) —0.58:pi2bi2(x]+(1 —a)xl —(1-a)w;, —auf 92— [d; 1 (wy, —
29)? +0.5h,1(23) + Bici2 (1 — @)wf; — (L - a)zi +auf ) (2] + (1 - a)z] — (1 -
a)wy | — 0‘“?,1) + Bidi o (2 4 (1 — a)ay — (1 — a)w;; — au§,1)2 +0.55;h; 2(0)],

and

8Fi71(w;"1)/8w;1 = Pi,laz’,1—ﬂi,1bz‘,1w;1—51(1—04);01‘ 20; 2‘1‘@‘(1 Oé)Pz 2b; 2(351
(1_04)$f_(1_04)w;<1_0”ﬂ )_de‘l( W;1—X 1)+ 81— )CZQ((l_a)wi,l_
(1 — a)af + ouly) — (1 — a)eun(zd + (1 — a)af — (1 — a)uy — o) +
26i(1 — a)diz(x] + (1 — a)rf — (1 — a)w;, — aul,) = 0. Solving for wj,
yields the solution given in part (a)(v). The concavity of I';;(wj,) in wy,
is established similar to part (a)(iv).

(b) In part (a), when we evaluate each optimal solution, if wj; happens to
be infeasible, then the corresponding solution should be dropped from the
candidate optimal solutions set. However, there is at least one feasible and
optimal solution given by the initial stock level bounds given by (uf}, uf%) €
{(0,0), (21,0),(0,29), (21, 2})}, i = 1,2. O

Proof of Corollary 5.1

Under the identical users case, we substitute p; s = pt, a;r = a¢, by = by, ¢y =
¢, diy = dy and f3; = B Accordingly, (v}, us) = (u{”, ui*) and, hence, w;, = wj,
for all 7. In the sequel, for each solution in Proposition 5.6, the response values of
user 7 will be substituted by uil = uzgﬁ and uj,; = v}, implying that both users
have the same optimal solution. In all cases, the concavity of I'; ; (w}) w.r.t. wj

is established similar to that in the Proposition 5.6.
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(i) We substitute uf, = 27 in part (a)(i) of Proposition 5.6 to get the above so-
lution in part (7). Similarly, in part (a)(iz) of Proposition 5.6, we substitute
uf, = 0. It turns out that the solution is the same as the solution in the

previous part.

(44) When v, = 4f, under the identical setting, it is easy to show that 4] reduces

_ g S)]— _ _ _ g
(0. = co-+ yu, whore  — Zeenalal 20l
Bp2b2
2dq +2ﬂ(1—o¢)(d2—62) :

and ¢; =

Substituting 4f in I'; 1 (w}) and optimizing w.r.t. w; yields the following

pra1—B(l—a)praz+B(1—a)paba(zf+5)—B(1—a)(ca—2d2)xy
p1b1+ﬁ(1—o¢)p2b2+2d1—25(1—04)(02—612) :

wi =

(#49) Substituting u}, = wy in part (a)(iv) of Proposition 5.6 and doing some

algebraic simplifications yields the solution stated above in part (a)(i7).

(7v) We substitute uf, = w; — 27 in part (a)(v) of Proposition 5.6 and simplify

more to get the solution stated above in part (a)(éii).
(b) Similar to the proof of part (b) in Proposition 5.6 and, hence, omitted. [J

Proof of Proposition 5.7

The proof is based on the behavior of fl(ﬁl, ¥1) w.r.t. groundwater usage;
u,. In both (i) and (44) of part (a), ki represents the first derivative of T (i, 1)
w.r.t. uj, and ky represents the first derivative of Ty (i, &) w.r.t. i, evaluated
at uj; = 0. To guarantee feasibility of the solution, we need u{j < zi, or
wy, —ufy < af, which gives uf] > wj; — 27, to hold all the time. This condition
gives a lower bound on the optimal value of u{} and it must hold all the time for

all solutions.

(a)(i) Here, we consider the case where I'y (i, #) is concave in uly (i.e. ky <0),
as depicted in Figure 7.2 (a). Now, if T'y (@3, 1) is increasing at ul, =0 (i.e.
ks > 0, as shown in the lower part of Figure 7.2 (a)), then it is optimal for
user ¢ to use as much groundwater as possible in period 1. Since I, (1, 2)

is concave and ko > 0, I'y(@;,7) attains its maximum at 4, where @¢, is
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found from solving AL (., )/0ui, = 0 and it is given by 4, = —(ka/k1).
Depending on the value of w}; — x] compared to that of ﬁ;‘{ 1, we have two
cases. If wi} — ] < 4, as along as we need to use as much groundwater
as possible, the optimal usage policy is given by uf| = maz{w;, — 3, iy}
and uj} = wy, —uf}. However, if wj, —x} > 4,, again since we need to use
as much groundwater as possible, w;; — 27 < min{w;,,z{} and, hence, the

S* g*

optimal usage policy is given by u?] = min{z], w},} and v = w}; — ul].

On the other hand, if I, (i, ;) is decreasing at ul; =0 (ie. ky <0, as
shown in the upper part of Figure 7.2 (a)), then it is optimal for user i to
use as little groundwater as possible in period 1. However, the minimum
quantity of groundwater in period 1 equals to the lower bound on ufj
Hence, the optimal water usage policy in this case is given by uf} = w;, —}

S*  __ S
and v} = zi.

1:K (..): conecave(k < 0) 1:1(.,.) s convex(k, > Q)
N M
\kz = 0
E g i “:',gl
H }yx,l k., =0 i 5
0 ﬁfl 0t

(a) (b)

Figure 7.2: Total discounted profit vs. groundwater usage: centralized problem

(a)(ii) Here, we consider the case where I'y (7, 71 ) is convex in uly (i.e. ki >0),
as depicted in Figure 7.2 (b). Similar to (i), if T'y(dy, 1) is increasing at
uf; = 0 (i.e. ky > 0, as shown in the upper part of Figure 7.2 (b)), then
it is optimal for user ¢ to use as much groundwater as possible in period
1. Consequently, w;;, — 27 < min{w;,,z{} and, hence, the optimal usage
policy is given by !} = min{z{,w},} and v} = w, —uf}. Now, if

'y (11, 1) is decreasing at uf, = 0 (i.e. k <0, as shown in the lower part of

Figure 7.2 (b)), then it is optimal for user ¢ to use as little groundwater as
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possible in period 1. Since fl(ﬁl, 71) is convex and kg < 0, r, (i1, 71) attains
its minimum at ¢, where @, is found from solving OI'y(.,.)/0u; = 0
and it is given by @], = —(k2/k1). Depending on the value of w;, — x}
compared to that of 47, we have two cases. If wj; — ] < 4, since
we need to use as little groundwater as possible, the optimal usage policy
is given by uf} = max{0,w}, — xj} and v} = wf, — u!,. However, if
wy, —xf > 07, again since we need to use as little groundwater as possible,
wi; — 27 < min{w;,;,r{} and, hence, the optimal usage policy is given by

g* _ g*
uzl_mln{JJl? zl}a’nduzl_wl 11

b) If wi, > 2¢ + 2%, then the optimal water usage quantities will be limited
i,1 1 1 g
by the maximum water stock levels in period 1. Hence, the optimal water

usage policy belongs to the set of water usage bounds given by (u! U, 1 ush) €
{(07 O)a (xla 0)7 (Oa xl)a (xla 33'1)} O

Proof of Proposition 5.8

The solutions stated above are obtained from the usage policies given in
Proposition 5.7.  The optimal total water usage in period 1; wj,, in each
case is obtained from optimizing the objective function, which is given by

fl(ﬁl, ) = }%1(61,:?1) - é’l(ﬁl,fl). In particular, we have

Uy(ty, 1) = pigain(ufy + ufy) — 0.5pibia(uf ) + uf))? + pjaay, 1( us ) —
0.5pj1bj1(uf ) + u3y)? + Blpigain(e] + 25 — (1 — a)uf, - f1
0~5Pi,2bi,2(”{1} +af — (1 - O‘)Uzg,l - 0‘“?,1 - Ufl) | + Blpj2a; 2(x1 + i —(1—
@)U?1 - au?l —uj 1) — 0. 5Pj,2bj,2<5’7£1J + 2] = (1 - a)ugl ] —

uiy)?
(1 (uf)? +0.5hi 1 (205 — )] = [dja (uf,)? + 0.5, (227 — )] [ ,2((1
a)uf U;1 + au; 1)(% - (1- a)“i,l - auj,l) + di,Q(Il - (1- a) Ui — auil)Q +

0.5hia(xf — uiy)] — Bleja((1 — a)ufy + auf ) (2] — (1 — a)uf; — auf,) +
djo(x] —(1— Oz)ujg»’1 — Ozuf’l)2 +0.5h (2] — uf,)].

Below, for each case, we substitute the given solution in fl(ﬁl,fl) which

becomes a function of w;;. Optimizing Ty (i, 7)) wor.t. w;y through setting
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OT (i, 1)/ Ow;; = 0 and solving for wj, gives the optimal solution as given in

the proposition above.

(a)(i) We substitute the solution (u]},u}) = (2{,w;; — ) in Iy (@, #;) which

is written as

Ty (w)y) = pigaiawly —0.5p;1bi1 (W] 1)+ pjaasa (udy +usy) —0.5p1bj1 (ud +
ujl)2 + Blpinaiz(z+ a5 — (1 —a)zf — ozuf |~ w4 2]) = 0.5p; 9b; o (w] + 25 —
(1= a)af —oufy —w]y +29))+ Blpj2a;2(2] — ax] — (1 - a)uf, + o] —uj,) —
0.5p3.250 (2] — ] — (1 —a)ud, +a5 —u5,)?] = [dia (2])? +0.5h 1 (225 —wj; +
x’f)]—[dj 1(uf1)? 40500 (221 15y )] = Blesa (- a)af +auf, ) (2] — (1—a)a] -

)+d12<I1 (I—a)af —aud | )*+0.5h 5 (x] —wy, +27)] = Blej 2 (a4 (1 -
O‘)“g (@] —ax]{—(1- a) )+dy o(z] —ax]—(1- a) ) +0.5h;2(2] — j,1)]-
Setting Oy (wy,)/Ow} | = pinai1— pinbia Wiy — Bpistiz+Bpizbio(1+a)x]+
r] —auf ) —wiy)+0.5(hi1 + Bhiz) = 0, from which gives the solution stated
in part (a)(7). We observe that w;, is a global maximizer for fl(wz 1) since

82f1(wzl)/8(wzl)2 = —[pinbi1 + Bpiabio] <0, (i.e. fl(wzl) is concave in
w:‘:l)'

(a)(i1) We substitute the solution (u]},us) = (0,w;,) inl'y (7, #;) to obtain
Ty (wly) = piaaiaw)y —0.5p;1b;1(wiy)?+pjaaz1(ud +usy) —0.5p;1b51 (ud, +
s )2 4 Blpinaig(a] + 27 — o ) —wy ) —0.5p; 9050 (2] + 25 — audy —w})?] +
Blpipasa(af — (1 — a)uj, + 2] — ujy) — 0.5pi0bin(2] — (1 — ajufy + 7 —
us1)?] = [dia(0)* +0. 5’%1(21’1 11)] = [dja(ufy)? + 0.5k (22 — u5y)] —

Bleia(aud ) (@] — aufy) + dia(af — audy)?* +0. 5h12( wiy)] = 5[% 2((
a)ujy) (@] — (1 — a)ujy) + dja(af — (1 —a) 1)% + 0.5ha(af — ufy)]-
We have 3Fi,1(w;1)/3w21 = Pi1G;1 — /)7;,1bi,1w:-‘,1 — Bpigaiz + B)Oi,QbiQ(x? +
o] —ouf —wj;) +0.5(h;1 + Bhi2) = 0, which results in the solution stated
in part (a)(zi). The concavity of 8f‘1(w;“71) in wy, is established similar to

part (a)(i).
(a)(iii) Similarly, letting (ufy, uf) = (4], w;; — 47 ,) gives

Ty (wly) = piaaiaws, —0.5p;1b;1(wiy)?+pjaaz1(ul +us, ) —0.5p; 151 (ud, +
uj«J)2 + Blpipaip(x] + 27 — (1 — )], — auil —wiy 40 ) —0.5p;2bi2 (2] +
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zi— (1 - O‘)A?1 - augl —w;, + Z12971)2] + Blpj2a;, o (2] — aa?@ —(1— a)U?,l +
x] — u; ufq) — 0.5p;2b; 2( - Ofﬁzg,l —(1- 04) 1 Hat - Uy, 1)2] - [di,l(ﬁ§,1)2 +
0.5k, 1 (225 —w Z-71+u“)]—[dj1( ud | )?+0. 5hj1(2x1— uf )] = Blei((1—a)u 214—
audy)(z] — (1 =), —auf )+d1 2(z] — (1 —a)af, — au§71)2 +0.5h; (x5 —
wi,l + Ui 1)] /B[CJ 2(04% 1t (1 —a)u uy, 1)( 71— 0”35,1 —(1— 0‘)“?,1) + djﬁ(ﬁ -
aify — (1= a)ufy)? + 0.5h(xf —ufy)].

Note from 4, in Proposition 5.7, we can rewrite 4, as 4}, = o + Tiw;,,,
where 7y and 7, are as defined before. Substituting 4, in ) (w? 1) given

above, deriving w.r.t. w;; and simplifying algebraically, we get

[pi1bi1 + B(ayi — 1) piabia+ B(av1)?pj2bje+2(71)%di 1 +26(1 — o) * (di2 —
Cia) + 25(0471)2(653',2 - Cj,Q)]w;1 2752 = piaa;in + Blan — 1)pi,2ai,2 -
Baipjeajz — Blafi —1)pigbiz(a] + 21 +ao) + Bagipjabia (2] + 2] — wj1 —
ago+auf ;) = 2971diy — 0.5(71 — 1) (hiy + Bhig + B(1 — a)Ticia((1—a)Fo +
aud )+ Baticja(ayo+ (1 —a)uf,) — B(1—a)Vi(cia —2dig) (2] — (1 —a)vo —
auly) — Bati(cje — 2d;2) (2] — afo — (1 — a)uf ),

Again, the concavity of I'; 1 (wj;) in wj, is established similar to part (a)(i).

Namely, it is concave if k?l < 0.
(a)(iv) For (uf},uf}) = (wf;,0), we obtain

Ty (w]y) = pinaigwly —0.5p;1bi1 (W] 1)+ pjaasa (uly+us,)—0.5p1bj1 (ud | +
u§71)2 + Blpigaig(z] + 27 — (1 — c)w;; — ozujl) — 0.5p;2bi 2(x] + 2§ — (1 —
ayw;y —ou )14 Bpj 20522 —aw | — (1—a)ud a5 —us ) —0.5p; 9D 0 (2] —

awfy — (1 —a)ufy + 3 —ui,)?] = [dia(w;y)? +0.5h1(227)] — [dja (uf ,)* +
0.5h;1(227 — u3y)] — Bleia((1 — @)wiy + auf ) (2] — (1 — a)wi; —auf;) +
dia(r] — (1 — a)wfy — auf )® +0.5h o(x)] — Bleja(aws; + (1 —a)uf,) (@] —

aw;; — (1 — 0‘)“?,1) +djo(x] — aw;; — (1 — a)u?71)2 +0.5h; (25 — u?’l)], and

31;1(10;‘1)/8?5'k = pinai1—pinbi1w;, +B[—(1—a)pi2a; 24 (1—a)p; 2b; 2 (2] +

—(I=a)w;y—auf ) |+B[—apj2a;2+ap;2bia (2] +27 —aw! — (1-a)u], —
Uj,1)] = 2d;w;y — BI(1 — @)eia((1 = a)wfy + aufy) + (1 — a)ez(r] — (1 —
a)wiy —ouj ) = 2(1—a)dia (2] — (1 - a)wi; —auf, )] — Bl—ac;z(aw]; +(1—
a)ug’l)—l—acjg(x?—aw;l — (1—04)u§71) —2ad; o (2] — aw; — (1—a)u 97 )] =0.

or,
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OL1(w;y)/Owsy = ~[pinbin + BI(L = @)*pizbiz + a®pjabia] + 2d;1 — 2B[(1 —
a)cig 4 a’cjo] +26[(1 — )?dig + oPdjo]]wiy + pinain — Bl(1 — a)pigaiz +
apjaaja] + B(1—a)p;2bia(x] + 25 —auf )+ Bap;abja(r] +27 — (1 —a)uf, —
uf ) + B(1—a)au (cig+cj2) — B(1 —a)eia(r] — auf ) — Bacja(z] — (1 -
a)uiy) + 28(1 = a)dia(a] — auf,y) — Bad;a (2] — (1 — a)uf,) = 0.

which is written as —yw;; = 6, where v and ¢ are as given above. Solving
for w;,, we obtain the solution given in part (a)(iv). However, observe
that 0°I'y (w})/0(wi)? = —[piibi1 + Bl(1 — a)?p;2bi2 + a?pjobja] +2d; 1 —
26[(1 — @)%¢; 2+ acjp] +28[(1 — a)®d; 2 + &*dj5]]. The given solution w; is
a global maximizer of fl(w;‘"l) since E)Qf‘l(w;l)/(()(w;l)z = —[piabi1+Bl(1—
@)?piabio+a?p;abjo] +2di 1 +28(1 —a)*(cia —di2) +28a2(cja —dj2)] < 0.

(a)(v

Letting (uf},uf}) = (w;, — 27, x}) results in

)

Di(w)y) = piaaswiy —0.5p; b1 (w))? +pjas (uf +us,) —0.5p; 1051 (g +
u$1)? 4 Blpigaip(e] — (1 — a)wf; + (1 — ) —auf ;) — 0.5p;90;0(x] — (1 —
a)w;; + (1 —a)z] - ozuil)Q] + Blpj2a; (2] — aw] ) +axf — (1 - 04)“?,1 +5 —
U?l) - O-5Pi,2bi,2(x? - O‘wzﬁ +ar] — (1 - a)uf ujq + ] — Ug 1)2] - [di 1(w;k1 -
25)?+0.5h 1 (23)] = [dj 1 (uf 1) +0.5h;1 (22F —uf ;)] — Bleia (1 - @)wi; — (1 -
a)r] +auj ;) (2] — (1 —a)w]; — (1 —a)a] — auf;) +dia(z] — (1 — a>wi,1 -
(1—a)xs— Ozu;(-’J)2 +0.5h2(0)] = Blej 2 (w] ) — o]+ (1— 0‘)“?,1) (] — Qwyy +
ari—(1— a)uil) +djo (2] — aw;; —axi — (1 - a)uil)Q +0.5h2(2] —uf,)],

and

oL (wi,)/0wsy = —[piabiy + BI(1 — @) piabiz + a2pjabsa] + 2dix — 26[(1 —
a)’cip + a’cjo] +2B[(1 — a)’dia + aPdjo]|wiy + pinain — Bl(1 — a)pipais +
apj2a;a] +B(1—a)piabi (2] + (1 —a)z] —aul )+ Bap;bj2 (2] + axt + 2] —

(1— oz)u] = uj )t +B(1—a)e;, g(au (1 a)zi)+Pac;((1— oz)u] 1=

azxt) —B(1— )Ci,2<x1 +(1—a)ri— auj,l) — Bacja(a +ar] — (1 - Of)uj@) +
268(1 — a)d;o(x] + (1 — o) — auil) + 2fad;o(x] + ax§ — (1 — Oz)u?’l) =0
which is written as —yw;; = o, where v and o are as given above. Solving
for wy, yields the given solution. Again, the concavity condition corre-

sponding to this solution is established similar to that in the previous part.

(b) Similar to the proof of part (b) in Proposition 5.6 and, hence, omitted. [J
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Proof of Corollary 5.3

Similar to the proof in Corollary 5.1, all revenue-cost parameters are as-
sumed to be identical, but time-variant, across users. Also, we have (u},u}) =
(u{®, ui*) and, hence, w;, = wy, for all 4. Eventually, for each solution in Propo-

o . . . . . g . g* s . S*
sition 5.8, the solution values of user j will be given by u}; = v} and u}; = u}.

(i) We substitute uf, = x{ in part (a)(i) of Proposition 5.8 to get the solution
given above in part (¢). Similarly, in part (a)(ii) of Proposition 5.8, we

substitute u}, = 0, which yields the same solution similar to that when

g
j71
which gives the same solution as well. The value of 4§ follows immediately

uf, = z{. Likewise, for the solution in part (a)(4), we substitute uf, = uj,

in accordance with the identical setting of users.

i1) By substituting v, = w} and u%, = 0 in the solution given in Proposition
y g U 1 3,1 g
5.8 in part (a)(iv) and doing some algebraic simplifications, we get the
solution stated above in part (a)(iz). The respective concavity condition

follows accordingly.

(499) In this case, we substitute uf, = wj — 2 and u;, = z{ in the solution
given in Proposition 5.8 in part (a)(v) and simplify more to get the solution
stated above in part (a)(iii). Similarly, the concavity condition follows in

accordance with the identical setting.

(7v) Similar to the proof of part (b) in Proposition 5.6 and, hence, omitted. O
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