Studies in Computational Intelligence 319

Takayuki Ito Minjie Zhang
Valentin Robu Shaheen Fatima
Tokuro Matsuo Hirofumi Yamaki (Eds.)

Innovations in Agent-Based
Complex Automated
Negotiations

@ Springer



Takayuki Ito, Minjie Zhang, Valentin Robu, Shaheen Fatima, Tokuro Matsuo,
and Hirofumi Yamaki (Eds.)

Innovations in Agent-Based Complex Automated Negotiations




Studies in Computational Intelligence, Volume 319

Editor-in-Chief

Prof. Janusz Kacprzyk

Systems Research Institute
Polish Academy of Sciences

ul. Newelska 6

01-447 Warsaw

Poland

E-mail: kacprzyk@ibspan.waw.pl

Further volumes of this series can be found on our
homepage: springer.com

Vol. 295. Roger Lee (Ed.)

Software Engineering, Artificial Intelligence, Networking and
Parallel/Distributed Computing, 2010

ISBN 978-3-642-13264-3

Vol. 296. Roger Lee (Ed.)

Software Engineering Research, Management and
Applications, 2010

ISBN 978-3-642-13272-8

Vol. 297. Tania Tronco (Ed.)
New Network Architectures, 2010
ISBN 978-3-642-13246-9

Vol. 298. Adam Wierzbicki
Trust and Fairness in Open, Distributed Systems, 2010
ISBN 978-3-642-13450-0

Vol. 299. Vassil Sgurev, Mincho Hadjiski, and
Janusz Kacprzyk (Eds.)

Intelligent Systems: From Theory to Practice, 2010
ISBN 978-3-642-13427-2

Vol. 300. Baoding Liu (Ed.)
Uncertainty Theory, 2010
ISBN 978-3-642-13958-1

Vol. 301. Giuliano Armano, Marco de Gemmis,
Giovanni Semeraro, and Eloisa Vargiu (Eds.)
Intelligent Information Access, 2010

ISBN 978-3-642-13999-4

Vol. 302. Bijaya Ketan Panigrahi, Ajith Abraham,

and Swagatam Das (Eds.)

Computational Intelligence in Power Engineering, 2010
ISBN 978-3-642-14012-9

Vol. 303. Joachim Diederich, Cengiz Gunay, and
James M. Hogan

Recruitment Learning, 2010

ISBN 978-3-642-14027-3

Vol. 304. Anthony Finn and Lakhmi C. Jain (Eds.)
Innovations in Defence Support Systems, 2010
ISBN 978-3-642-14083-9

Vol. 305. Stefania Montani and Lakhmi C. Jain (Eds.)
Successful Case-Based Reasoning Applications-1,2010
ISBN 978-3-642-14077-8

Vol. 306. Tru Hoang Cao
Conceptual Graphs and Fuzzy Logic, 2010
ISBN 978-3-642-14086-0

Vol. 307. Anupam Shukla, Ritu Tiwari, and Rahul Kala
Towards Hybrid and Adaptive Computing, 2010
ISBN 978-3-642-14343-4

Vol. 308. Roger Nkambou, Jacqueline Bourdeau, and
Riichiro Mizoguchi (Eds.)

Advances in Intelligent Tutoring Systems, 2010

ISBN 978-3-642-14362-5

Vol. 309. Isabelle Bichindaritz, Lakhmi C. Jain, Sachin Vaidya,
and Ashlesha Jain (Eds.)

Computational Intelligence in Healthcare 4, 2010

ISBN 978-3-642-14463-9

Vol. 310. Dipti Srinivasan and Lakhmi C. Jain (Eds.)
Innovations in Multi-Agent Systems and Applications - 1,
2010

ISBN 978-3-642-14434-9

Vol. 311. Juan D. Velasquez and Lakhmi C. Jain (Eds.)
Advanced Techniques in Web Intelligence, 2010
ISBN 978-3-642-14460-8

Vol. 312. Patricia Melin, Janusz Kacprzyk, and

Witold Pedrycz (Eds.)

Soft Computing for Recognition based on Biometrics, 2010
ISBN 978-3-642-15110-1

Vol. 313. Imre J. Rudas, J4dnos Fodor, and

Janusz Kacprzyk (Eds.)

Computational Intelligence in Engineering, 2010
ISBN 978-3-642-15219-1

Vol. 314. Lorenzo Magnani, Walter Carnielli, and
Claudio Pizzi (Eds.)

Model-Based Reasoning in Science and Technology, 2010
ISBN 978-3-642-15222-1

Vol. 315. Mohammad Essaaidi, Michele Malgeri, and
Costin Badica (Eds.)

Intelligent Distributed Computing IV, 2010

ISBN 978-3-642-15210-8

Vol. 316. Philipp Wolfrum

Information Routing, Correspondence Finding, and Object
Recognition in the Brain, 2010

ISBN 978-3-642-15253-5

Vol. 317. xxx

Vol. 318. Oscar Castillo, Janusz Kacprzyk, and
Witold Pedrycz (Eds.)

Soft Computing for Intelligent Control and
Mobile Robotics, 2010

ISBN 978-3-642-15533-8

Vol. 319. Takayuki Ito, Minjie Zhang, Valentin Robu,
Shaheen Fatima, Tokuro Matsuo, and Hirofumi Yamaki
(Eds.)

Innovations in Agent-Based Complex Automated
Negotiations, 2010

ISBN 978-3-642-15611-3



Takayuki Ito, Minjie Zhang, Valentin Robu,

Shaheen Fatima, Tokuro Matsuo, and
Hirofumi Yamaki (Eds.)

Innovations in Agent-Based
Complex Automated
Negotiations

@ Springer



Takayuki Ito

School of Techno-Business Administration
Nagoya Institute of Technology

Gokiso, Showa-ku

Nagoya 466-8555

Japan

E-mail: ito.takayuki@nitech.ac.jp

Minjie Zhang

School of Computer Science and
Software Engineering

The University of Wollongong
NSW 2522, Australia

E-mail: minjie@uow.edu.au
Valentin Robu

School of Electronics and
Computer Science
University of Southampton
S017 1B] Southampton, UK

E-mail: Valentin.Robu@cwi.nl

ISBN 978-3-642-15611-3
DOI 10.1007/978-3-642-15612-0

Studies in Computational Intelligence

Dr. Shaheen Fatima
Department of Computer Science
Loughborough University
Loughborough LE11 3TU, UK

E-mail: S.S.Fatima@lboro.ac.uk

Tokuro Matsuo
Graduate School of
Science and Engineering
Yamagata University
4-3-16, Jonan

Yonezawa, 992-8510, Japan

E-mail: matsuo@yz.yamagatau.ac.jp
Hirofumi Yamaki
Information Technology Center

Nagoya University
Furo-cho, Chikusa-ku, Nagoya, Japan

e-ISBN 978-3-642-15612-0

ISSN 1860-949X

Library of Congress Control Number: 2010937108

© 2010 Springer-Verlag Berlin Heidelberg

This work is subject to copyright. All rights are reserved, whether the whole or part
of the material is concerned, specifically the rights of translation, reprinting, reuse
of illustrations, recitation, broadcasting, reproduction on microfilm or in any other
way, and storage in data banks. Duplication of this publication or parts thereof is
permitted only under the provisions of the German Copyright Law of September 9,
1965, in its current version, and permission for use must always be obtained from
Springer. Violations are liable to prosecution under the German Copyright Law.

The use of general descriptive names, registered names, trademarks, etc. in this
publication does not imply, even in the absence of a specific statement, that such
names are exempt from the relevant protective laws and regulations and therefore

free for general use.

Typeset & Cover Design: Scientific Publishing Services Pvt. Ltd., Chennai, India.

Printed on acid-free paper

987654321

springer.com



Preface

Complex Automated Negotiations have been widely studied and are becom-
ing an important, emerging area in the field of Autonomous Agents and
Multi-Agent Systems. In general, automated negotiations can be complex,
since there are a lot of factors that characterize such negotiations. These fac-
tors include the number of issues, dependency between issues, representation
of utility, negotiation protocol, negotiation form (bilateral or multi-party),
time constraints, etc. Software agents can support automation or simulation
of such complex negotiations on the behalf of their owners, and can provide
them with adequate bargaining strategies. In many multi-issue bargaining set-
tings, negotiation becomes more than a zero-sum game, so bargaining agents
have an incentive to cooperate in order to achieve efficient win-win agree-
ments. Also, in a complex negotiation, there could be multiple issues that are
interdependent. Thus, agent’s utility will become more complex than simple
utility functions. Further, negotiation forms and protocols could be differ-
ent between bilateral situations and multi-party situations. To realize such a
complex automated negotiation, we have to incorporate advanced Artificial
Intelligence technologies includes search, CSP, graphical utility models, Bayes
nets, auctions, utility graphs, predicting and learning methods. Applications
could include e-commerce tools, decision-making support tools, negotiation
support tools, collaboration tools, etc.

These issues are explored by researchers from different communities in
Autonomous Agents and Multi-Agent systems. They are, for instance, being
studied in agent negotiation, multi-issue negotiations, auctions, mechanism
design, electronic commerce, voting, secure protocols, matchmaking & bro-
kering, argumentation, and co-operation mechanisms. This book is also edited
from some aspects of negotiation researches including theoretical mechanism
design of trading based on auctions, allocation mechanisms based on nego-
tiation among multiple agents, case-study and analysis of automated nego-
tiations, data engineering issues in negotiations, and so on. Each paper was
carefully reviewed by at least 2 experts in the field.
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Summary. This paper studies the benefits of using priced options for solving the
exposure problem that bidders with valuation synergies face in sequential auctions.
We consider a model in which complementary-valued items are auctioned sequen-
tially by different sellers, who have the choice of either selling their good directly or
through a priced option, after fixing its exercise price. We analyze this model from
a decision-theoretic perspective and we show, for a setting where the competition is
formed by local bidders, that using options can increase the expected profit for both
buyers and sellers.

We then perform a comprehensive experimental analysis of our mechanism for
different market settings, both with a single synergy bidder, as well as with multiple
synergy bidders are active simultaneously. By comparison to our previous work
[L8, [17], this paper does not focus on analytical results and detailed proofs for the
theorems (which are comprehensively reported in Mous et. al. *08 [[18]), but it does
give more detailed experimental results than reported in previous wok.

1 Introduction

Electronic markets represent key coordination mechanisms in multi-agent systems.
They allow parties to efficiently allocate resources, tasks and capabilities in large
distributed systems, composed of self-interested agents. The rapid rise in online
electronic commerce [16, [14], decentralised logistics [31, 21]], or even keyword
markets in online search [11} 24] have made the development of agent technolo-
gies capable of automating such processes increasingly important.

Two main directions of research have emerged in automating such complex agent
interactions. One direction of research focuses on designing agents that are able
to represent their owners in complex bargaining situations [[7, 18} |9, [10], such as
negotiating complex contracts in cases where the bargaining agents have non-linear

T. Ito et al. (Eds.): Innovations in Agent-Based Complex Automated Negotiations, SCI 319, pp. 1
springerlink.com (© Springer-Verlag Berlin Heidelberg 2010



2 L. Mous, V. Robu, and H. La Poutré

utility functions over the different issues to be agreed upon [6, [15] 25 [22] 23]. The
other main important direction is designing agents that are able to bid in a set of
combinatorial, concurrent or sequentially-occurring auctions.

As shown in [[1} 3} 20] (among others), a crucial challenge in designing bidding
agents that are able to participate in a sequence of auctions is the exposure problem.
The exposure problem appears whenever a bidder with complementary valuations
(i.e. synergies) tries to acquire a bundle of goods sold through sequential auctions.
Informally, the problem occurs whenever an agent may buy a single good at a price
higher than what it is worth to her, in the hope of obtaining extra value through
synergy with another good, which is sold in a later auction. However, if she then
fails to buy this other good at a profitable price, she is exposed to the risk of a
potential loss. In the analysis presented in this paper, we call such a global bidder a
synergy bidder.

The exposure problem is well known in auction theory and multi-agent systems
research. The usual way to tackle this problem in the mechanism design literature is
to replace sequential allocation with a one-shot mechanism, such as a combinatorial
auction [27]]. However, this approach has the disadvantage of typically requiring
a central point of authority, which handles all the bids and payments. Moreover,
many allocation problems occurring in practice are inherently decentralized and
sequential. Possible examples range from items sold on Ebay by different sellers,
loads appearing over time in distributed transportation logistics, dynamic resource
allocation in hospitals, etc.

Note that this is a very complex problem, and this paper provides a first decision-
theoretic analysis of how priced options can be used to address this problem.
However, we do stress options are not a “silver bullet” that completely removes
the exposure problem, rather, they are a mechanism that, under some assumptions,
removes part of the risk exposure and is preferable to both sides (buyers and sell-
ers), by comparison to a direct sale. In fact, auctions for direct sale of the good (as
will become apparent in Section [[3)) becomes, in our option model, a particular
sub-case.

1.1 Options: Basic Definition

An option can be seen as a contract between the buyer and the seller of a good,
subject to the following rules:

e The writer or seller of the option has the obligation to sell the good for the
exercise price, but not the right.

e The holder or buyer of the option has the right to buy the good for the exercise
price, but not the obligation.

Since the buyer gains the right to choose in the future whether or not she wants to
buy the good, an option comes with an option price, which she has to pay regardless
of whether she chooses to exercise the option or not.

Options can thus help a synergy bidder reduce the exposure problem she faces.
She still has to pay the option price, but if she fails to complete her desired bun-
dle, then she does not have to pay the exercise price as well and thus she limits her



Using Priced Options to Reduce Bidder Exposure in Sequential Auctions 3

loss. So part of the uncertainty of not winning subsequent auctions is transferred
to the seller, who may now miss out on the exercise price if the buyer fails to ac-
quire the desired bundle. At the same time, the seller can also benefit indirectly,
from the additional participation in the market by additional synergy bidders, who
would have otherwise stayed out, because of the exposure to a potential loss.

1.2 Related Work

In existing multi-agent literature, to our knowledge, there has been only limited
work to study the use of options.

The first work to introduce an explicit option-based mechanism for sequential-
auction allocation of goods to the MAS community is Juda & Parkes [[12, [13} [14].
They create a market design in which global bidders are awarded free (i.e. zero-
priced) options, in order to cover their exposure problem and, for this setting, they
propose truth-telling as a dominant strategy. In their case, the exposure problem is
entirely solved for the synergy bidders, because they do not even have a possible
loss consisting of the option price. However, this approach also introduces some
limitations. First, there may be cases when the market entry effects are not sufficient
to motivate the sellers of items to use options. Because the options are assumed to
be offered freely (zero-priced), there may be cases in which sellers do not have a
sufficient incentive to offer free options, because of the risk of remaining with their
items unsold. The sellers could, however, demand a premium (in the form of the
option price) to cover their risk. Thus, in such cases, only positively-priced options
can provide sufficient incentive for for both sides to use the mechanism. Also, the
mechanism described in [13} [14] assumes synergy bidders bid their entire valuation
(monetary utility) for their desired bundle on each good of that bundle. This design
works with a single synergy bidder - but might not work when several such buyers
are active in the market simultaneously.

Priced options have a long history of research in finance (see [3]] for an overview).
However, the underlying assumption for all financial option pricing models is their
dependence on an underlying asset, which has a current, public value that moves
independently of the actions of individual agents (e.g. this motion is assumed to be
Brownian for Black-Scholes models). This type of assumption does not hold for the
online, sequential auctions setting we consider. In our case, each individual synergy
bidder has its own private value for the goods/bundles on offer, and bids accordingly.

Another relevant work that studies the use of options in online auctions is that of
Gopal et al [2]. Gopal et al. discuss the benefits of using options to increase the ex-
pected revenue of a seller of multiple copies of the same good. They do not consider
the use of options to solve the exposure problem of buyers with complementary val-
uations over a bundle of goods (i.e. the synergy bidders in our model). Furthermore,
in [2], it is the seller that fixes in advance both the option price and the exercise
price, which requires restrictive assumptions on the behaviour of the bidders.

Finally, there is a connection between options and leveled commitment mecha-
nisms [28}, 29} 30]. In leveled commitment, typically both parties have the possi-
bility to decommit (i.e. unilaterally break a contract), against paying a pre-agreed
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decommitment penalty. This differs from option contracts, where the right to exer-
cise the option (i.e. the option price) is paid by one party in advance and is estab-
lished through an auction.

1.3 Outline and Contribution of Our Approach

The goal of this paper is to study the use of priced options to solve the exposure
problem and to identify the settings in which using priced options benefits both the
synergy bidder and the seller.

An option consists out of two prices, so an adjustment needs to be made to the
standard auction with bids of a single price. The essence of options, in our model, is
that buyers obtain the right to buy the good for a certain exercise price in the future.
The value of such an option may be different for different market participants at
different times. Throughout this study, in order to make the analysis tractable, we
have a fixed exercise price and a flexible option price. The seller determines the
exercise price of an option for the good she has for sale and then sells this option
through a first price auction. Buyers bid for the right to buy this option, i.e. they bid
on the option price.

Note that, in this model, direct auctioning of the items appears as a particular sub-
case of the proposed mechanism, assuming free disposal on the part of the buyers. If
the seller fixes the future exercise price for the option at zero, then a buyer basically
bids for the right to get the item for free. Since such an option is always exercised
(assuming free disposal), this is basically equivalent to auctioning the item itself.

Based on the above description, we provide both an analytical and an experimen-
tal investigation of the setting. Our analysis of the problem can be characterized as
decision-theoretic, meaning both buyer and seller reason with respect to expected
future price. In summary, our contribution to the literature can be characterized as
being twofold:

First, we consider a setting in which n complementary-valued goods (or options
for them) are auctioned sequentially, assuming there is only one synergy bidder or
global bidder (the rest of the competition is formed by local bidders desiring only
one good). For this setting, we show analytically (under some assumptions), that
using priced options can increase the expected profit for both the synergy bidder
and the seller, compared to the case when the goods are auctioned directly. Further-
more, we derive the equations that provide minimum and maximum bounds between
which the bids of the synergy bidder are expected to fall, in order for both sides to
have an incentive to use options.

In the second part of the paper, we consider market settings in which multiple
synergy bidders (i.e. global bidders) are active simultaneously, and study it through
experimental simulations. In such settings, we show that, while some synergy bid-
ders lose because of the extra competition, other synergy bidders may actually ben-
efit, because sellers are forced to fix exercise prices for options at levels which
encourages participation of all buyers.

The structure for the rest of this paper is as follows. Sectionllays the foundation,
and derives the expected profits of synergy bidders and sellers for both the direct
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sale, respectively for a sale with options. Section [3| provides the outline behind the
analytical results and proofs, for a market of sequential auctions with one synergy
bidder. It is important to note that this paper does not provide the detailed proofs
(interested readers can find this in [[18]), but we do provide enough ingredients, such
that the reader can understand the basic ideas behind our model and analysis. Then,
Sections Ml and [3] give the results from our experimental investigations for multiple
market settings, while Section [6] concludes with a discussion.

2 Expected Profit for a Sequence of n Auctions and One
Synergy Bidder

In this section, we provide the basis behind the analytical results of our work, by
deriving the expected profit functions for both the synergy bidder and the seller in
our model. Afterwards, in Section 3] we will give a sketch of the analytical proof
that options can be profitable for both the synergy bidder and the auctioneer in this
setting (this is only a sketch because, as explained in the introduction, this paper
does not emphasize the analytical part which is fully discussed in other work by
the same authors [18]]). Important to note that, throughout this study, it is assumed
that both sellers and buyers are risk neutral and that they want to maximize their
expected utility or - in this case - their expected profit.

2.1 Profit with n Unique Goods without Options

This section describes the expected profit of the synergy bidder and the sellers as
a function of the synergy bidder’s bids for a market with n unique, complementary
goods, which are sold without options.

Let G be the set of n goods for sale in a temporal sequence of auctions and
Vsyn (Gsup) be the valuation the synergy bidder has for G5, & G. Then assume
that vsy, (G) > 0 and VG g G, Vsyn(Gsup) = 0. In other words, the synergy
bidder only desires a bundle of all the goods considered in the model.

The goods G1..G,, € G are sold individually through sequential, first-price,
sealed-bid auctions. Here we choose the auctions to be first price, as they are more
tractable to study using game-theoretic analysis. Furthermore, in a sequential setting
with valuation complementarities of the agents, second-price auctions do not have
the nice dominant strategies properties, described by Vickrey. Furthermore, in many
settings where such a model could be used in practice, such as request-for-quotes
(RFQ) auctions in logistics or supply chains, first-price auctioning is often used.

The time these auctions take place in is £ = 1...n, such that at time ¢ good
G: € G is auctioned. The above assumptions mean that if the synergy bidder has
failed to obtain Gy, then she cannot achieve a bundle, for which she has a positive
valuation. So if G is auctioned with a positive reserve price, then obtaining G
will only cost the synergy bidder money. Therefore, if the synergy bidder fails to
obtain G, then it is rational for her to not place bids in subsequent auctions.

The bids of the synergy bidder are B = (b, ..., b,,), where b, is the bid the syn-
ergy bidder will place for good G, conditional on having won the previous auctions.
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Because of the first-price auction format, b, is also the price the synergy bidder has
to pay if she has won the auction.

Throughout this analysis, we assume the competition the synergy bidder faces
for each good G (sold at time t) is formed by local bidders that only require the
good G;. We further assume that these local bidders are myopic, i.e. the bids placed
by the synergy bidder have no effect on their bidding behaviour. Therefore, from
the perspective of the synergy bidder, the competition can be modeled as a distri-
bution over the expected closing prices at each time point ¢, more precisely as a
distribution over a value bm;, which is the maximal bid placed by the competition
not counting b;.

Denote by F;(b;) the probability that the synergy bidder wins good G; with bid
b - where F;(b;) depends on whether b; can outbid the maximal bid bm; placed
by the competition, excluding b;. For each good G, there exists a strictly positive
reserve price of b; s, which is the seller’s own valuation for that good. Then bm,
is the highest bid of the local bidders (who only want G), if that bid is higher than
bt,res. Otherwise bmy equals b .. To deal with ties, we assume the synergy bidder
only wins Gy if by > bm; and not if the bids are equal. Then F}(b;) can be defined
as follows:

Fy(b:) = Prob(by > bmy) (1)

The synergy bidder only has a strictly positive valuation for the bundle of goods G,
which includes all the goods G, sold at times ¢t = 1..n.

Btn) = [bn(©) f[ﬂ-(bz-)] " [i(—bﬂ]ﬁmm] o)

i=1 =1

The synergy bidder wants to maximize her expected profit. So her optimal bids
B* = (b%,...,b") maximize equation 2}

ren

B* = argmazp- E(w;i;%) 3)
Next the profit of the sellers are examined. It is assumed that all sellers have their
own valuation for the good that they sell and that they set their reserve price of b¢ y.s
equal to this private valuation. So when the good is sold for b;, the seller of G; has a
profit m" of by — bt res. As previously shown, the synergy bidder only participates
when she has won the previous auctions; otherwise bm; is the maximal placed bid.

The expected profit of the seller of the good G sold at time ¢ is:

E(ﬂ-gir) = (E(bmf) - bt,TfiS)(l - 1:[ Fz(bz)) + (Ff(bt)(bf - bt,res)
t—1

+ (1= Fi(b) (E@milbme = be) = bires) ) [T Fi02) )
i=1

Intuitively explained, the equation defines the expected utility over 3 disjoint cases:
one in which the optimal bids b; of the synergy bidder were sufficient to win all
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auctions up to time ¢, in which case the expected profit of the seller is the highest
expected bid of the local bidders E(bm; ), minus its own reservation value by ,.s; the
second case in which the synergy bidder wins all previous auctions, including the
current one (i.e. the one at time ¢), in which case the expected profit is this bid minus
reservation by — by s, and the third in which the synergy bidder won all previous
auctions but fails to win the current one, in which case still the highest bid by the
local bidders is taken.

2.2 Profit with n Unique Goods with Options

Section 2.1] derived the expected profit functions for the synergy bidder and the
sellers in a market without options. The next step is to do the same for a market with
options. This section has the same setting as the general model with n goods being
sold, only now an option on (G, is auctioned at time ¢. Therefore, all the sellers in
the market will sell options for their goods, instead of directly the goods themselves.
After the n auctions have taken place, the buyers need to determine whether or not
they will exercise their option. It is assumed that an option is only exercised if a
buyer has obtained her entire, desired bundle. The local bidders are only interested
in Gy, so they will always exercise an option on G; should they have one. The
synergy bidder is only interested in a bundle of all goods, so she will only exercise
an option (and pay the corresponding exercise price) if she has options on all the
goods required.

The option exists out of a fixed exercise price K; and the synergy bidder’s bids
on the option price are OP = (ops, . . ., op, ). The maximal bid without the synergy
bidder was bm,, but now opm; is the maximal placed option price.

Since the competition only wants one good, they do not benefit from having an
option and they will always exercise any option they acquire. Therefore the com-
petition’s best policy is to keep bidding the same total price, which is the bid
without options minus the exercise price. Thus the distribution of the competi-
tion is only shifted horizontally to the left, by the reduction of the exercise price:
opmi = bmy — K. Thus, if the synergy bidder bids the same total price (option +
exercise), then she has the same probability of winning the auction in both models.
Let F? (op:) be the probability that op; wins the auction for the option on G;. So if
op¢ + Kt = bt, then Fto(Opt) = Fto(bt — Kt) = Ft(bt)

The synergy bidder’s expected profit with options then is:

n

E(n%,) = [wsyn(G) =) Kh]] [T 72 (opi)
h=1

i=1

{i —op;) ﬁ OPk} &)

j=1 k=1
So her optimal bids OP* = (opj, . .. , op};) maximize the profit equation 3t

OP" = argmazop~ E(73y,)) (6)
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The main difference for the seller of Gy, is that if the synergy bidder wins, then she
only earns K; — b; r.s when the option is exercised. She then gains the exercise
price, but loses the value the good has to her, which is the reserve price. And the
probability of exercise is the probability that the synergy bidder wins all the other
auctions. Therefore, the total expected profit of the seller at time ¢ is:

E(Tr:p) = (E(Opmf) + Kt - bt,res)(l - 1:[ Fio(opi))
+ (Foop)(op + [(Ki = bires) T] Frlomn)])
h=t+1
t—1
+ (1 = F¢ (opt))(E(opm¢|opmy > opy) + Ky — bt,res)) H Ff(op;) (7)

Briefly explained, this equation has the same 3-case structure as Eq. ] above. In
two cases: when the synergy bidder loses an auction for one the earlier items in
the sequence (before the items sold at time ¢), or when she wins all the earlier auc-
tions, but not the auction at time ¢, the expected payoffs are equivalents to the direct
auctioning case, although this time expressed slightly differently, based on both the
exercise and option price. However in one case, when the synergy bidder acquires
all the previous items and the current one (middle line in Eq.[d)), the payoff is com-
posed of two amounts. The option price op; will be gained for sure, in this case.
However, the difference between the exercise and reserve price K; — by res (Which
signifies the item actually changes hands) is acquired only if the synergy bidder also
wins all the subsequent auctions at times h = ¢ + 1..n. This is an important differ-
ence, and it would seem from these equations that the seller has no interest to use
options, since in one important case, part of the amount she is about to receive de-
pends on the outcome of future auctions. The key, however, rests in the observation
that the synergy bidder should be willing to bid more in total (i.e. Ky + op;) than in
the direct auctioning case. This will be analyzed in the next Section.

3 When Options Can Benefit Both Synergy Bidder and Seller

Section 2l resulted in the a-priori, expected profit for the synergy bidder and the sell-
ers as a function of the synergy bidder’s bids for a market with and without options.
This section uses these functions to determine the difference in profit between the
two markets, which is 75, and 75, for the seller of good G and the synergy bidder
respectively, where:

Tt = Ty — Wf",

_ ,op __ _dir
Tosyn = ,/Tsyn ﬂ—syn

So if 75, and 7s4yy, are positive, then both agents are better off with options.
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3.1 When Agents Are Better Off with Options

Let B* denote the synergy bidder’s optimal bidding policy in a market where goods
are sold directly (without options). We assume for the rest of Sect. 3] that for 1 <
t < n, Fi(by) > 0and F;(b;) < 1. So she may complete her bundle, but may
also end up paying for a worthless subset of goods. Thus she faces an exposure
problem. For the market with options, we define a benchmark strategy OP’ for the
synergy bidder, so that the two markets can easily be compared. The benchmark of
the synergy bidder’s bids with options OP’ = (op/, ..., op},) is that for 1 <t < n:

op, =bf — K

In other words, the benchmark strategy implies that the synergy bidder will bid the
same total amount for the good, as if she used her optimal bidding policy in a direct
sale market. Clearly this does not have to be her profit-maximizing bid in a market
where priced options are used. In fact, it is almost always the case that the synergy
bidder will bid a different value in a market in with priced options. This deviance
from the benchmark is denoted by \;:

Let A; denote the deviation in the bid of the synergy bidder on the item G} sold
at time ¢, in a model with options, with respect to her profit-maximizing bid b in a
model without options. So her bid on an option for G; will be op} + As.

| | |
Res op’ op'+A op'+A* op’+An

Fig. 1. A possible situation in which options are desirable.

These definitions enable us to rigorously define the bounds within which the use
of options (with a given exercise price) are desirable for both the synergy bidder
and the seller, for each good in the auction sequence (except the last one, for which
there is no uncertainty, so the use of options is indifferent). Fig. [l gives the visual
description of a generic setting in which options are beneficial for both sides. It
shows the possible bids a synergy bidder can place for an option. First, valid bids
have to be bigger than the reserve price Res, for each good in the sequence. The
point op’ is where the synergy bidder keeps bidding the same total price as in a
market without options, as in the definition of op” above. The deviations, in an option
model, from the benchmark bid op’ is measured by three levels, all denoted with A:
A; is the minimal risk premium the seller requires to benefit from using options, Ay,
is the maximal extra amount the synergy bidder is willing to pay for an option and
op* = op’ + \* is the synergy bidder’s profit-maximizing bid in an option market.
So, if it is rational for the synergy bidder to bid an additional quantity between \;
and )\, (as shown in Fig.[T)), then both she and the seller are better off with options.
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As mentioned in the abstract and introduction, we will not analytically derive the
equations that give these levels of \-s above (interested readers can consult [[18] for
more details). In this paper, we focus our attention on the different test we performed
for different sequential auction markets, with either a single or multiple synergy
bidders. For all case, we experimentally compare expected profits for markets with
direct sale vs. option markets.

4 Simulation of a Market with a Single Synergy Bidder

This section presents an experimental examination of a market with one synergy
bidder. It introduces the market entry effects in the synergy bidder’s behaviour, as
well as the threshold effects that may determine which exercise prices the seller
chooses for her options. This experimental analysis is performed here for a market
with one synergy bidder and several local bidders, while Sect. [5 considers a market
with multiple synergy bidders.

The experimental setting is as follows: we consider a simulation where two goods
A and B are auctioned n 4 and n g times respectively. The synergy bidder desires one
copy of both goods and has zero valuation for the individual goods. That is, each
synergy (or global) bidder requires exactly one bundle of {A, B}E] In the setting
considered in this Section, local bidders only want one good and participate in one
auction, thus their bids can be modeled as a distribution.

Furthermore, in order to simplify the simulation we assume there is a single seller
who auctions all the goods. This is actually equivalent to studying whether on aver-
age sellers have an incentive to use options. To explain, on any single sequence of
auctions taken in isolation, the sellers of different items may have highly diverging
incentives to use options, based on their position in the auction queue. However, in
a very large setting, where buyers enter the market randomly, it is difficult for any
individual seller to strategise about her particular place in the sequence (and, fur-
thermore, in most markets she may simply have no information to do this). Our goal
is to study under which conditions, on average, sellers benefit from using options
if there are synergy bidders in the market. Also, to somewhat reduce the number of
test parameters, we further assume that the exercise price is the same for all goods
of the same type. So the seller needs to determine which exercise price for A and
which for B maximize her expected profit.

Note that, typically a seller has a resale value of for the goods that remain unsold,
which is typically lower that the value at the start of the auction sequence. The
reason for this may be that there is some time discounting associated with waiting
for a sequence of auctions to resell her items, or even a listing cost, which is paid
per auction (such as in the Ebay case). In this paper, we do not explicitly simulate
resale, but we use a reservation value, which represents the expected resale value
the seller expects to get, if she is forced to resell her items.

! An intuitive way to think about this setting is as a sequential sale of individual shoes of
exactly the same type, where A is the left shoe, and B is the right shoe, and each synergy
bidder requires exactly one pair.
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To summarize, simulations were run in Matlab and had the following parameters:

Name |Explanation

n The number of auctions.

mean|The mean of price distribution.

std |The standard deviation of price distribution.

res |Reserve prices.

Usyn | Valuation synergy bidder for A and B combined.
k Number of simulations for each auction run

A basic simulation run is as follows. First, all possible auction sequences are
determined for the given number of auctions for A and B. The simulation is then
run for all these sequences, both for a direct sale setting and for a setting where the
items are sold through options with given exercise prices.

For each auction, in each simulation run, there is a set of local bidders, assumed
myopic. The bids of these local bidders are therefore, assumed to follow a normal
price distribution, with the parameters n, mean, std and res consisting out of two
values: one for good A and one for good B. For each simulation run, the synergy
bidders(s) are asked to determine their profit-maximizing bid for that setting, as de-
scribed in the next section. The optimization required for determining their optimal
bid is done using the Matlab function “fminsearch” from the Optimization Toolbox.

Since there may be considerable variance in the bids of the local bidders (which
are myopic) each possible auction sequence is run k times (typically, we had
k > 10000). The average profit of the seller and the synergy bidder which are
reported here, for both the case of with and without options, are averages over all
these k simulations and also over all possible auction orders of items A and B in the
sequence.

4.1 Deriving the Optimal Bid Strategy of the Synergy Bidder

This section describes how the synergy bidder determines her bids in the simulation.
In order to neutralize the effect that the exact order items are auctioned in plays
on the bidding strategy, we add the assumption that the synergy bidder knows the
number of remaining auctions, but not the order they will be held in. This remaining
number of auctions of each type is common knowledge (i.e. the synergy bidders can
always observe how many auctions of each type are left before they have to leave
the market, and so does the seller).

The model described here is for a situation without options. But in order to apply it
to a situation with options, one merely has to replace the variables: by = op;— K; and
Vsyn (A4, B) = vgyn (A, B) — K4 — Kp. As in the analytical section, we assume a
bidder only wants a complete bundle of { A, B}. Therefore, vyn(A) =vsyn (B)=0.

Determining the synergy bidder’s profit-maximizing bid b} at state ¢ basically
involves solving the Markov Decision Process (MDP), where we select the optimal
bid b} at time ¢, subject to the optimal bid b}, ; being selected for the future time
point ¢ + 1 (which in this case, is an auction). We can, however, use the valuation
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function of the bidding agent to significantly reduce the state space of the MDP, as
shown below. However, first we introduce some notation.

Let b* be the immediate best response to the state, which depends on four
variables: z4, zp, X and I;. The variables z4 and zp are the number of remain-
ing auctions for A and B respectively (including the current auction), so z4 <
na, zp < np. The type of good, which is currently sold, is denoted by I;. The set
of goods the synergy bidder owns (i.e. the endowment) is described by X, which
can either be 0, { A} or {B}. If X is {A, B} then the synergy bidder is done. Let
Q(za,28,X, I, b;) be the expected profit of the synergy bidder when bidding b;.
Note that, in these definitions, b, ; and V; 1 () denote the best available bid, respec-
tively best expected value for the next state (as computed by recursion), while ;1
is the type of the next item in the auction sequence. Therefore, using MDP notation,
the profit-maximizing bid b} is determined as follows:

b: = argmaxy, Q(ZA,ZB,X, Itvbt) (8)
Where the expected profit is determined via:

Q(za, 2B, X, Iy = A, by, 1) = Fa(bs)(—0by
+ Vig1(za — 1,23, X U A, b))+
(1= Fa(bs))Vir1(2a — 1,28, X, b7, 1)

9
Q(za,28, X, Iy = B,by) = Fp(bt)(—b,
+ W+1(ZA,ZB 1,XUB bt+1)) (10)
(1= Fp(be))Vis1(za,28 — 1, X, b 44)

Where V() is the value of a state, which simply means the maximum expected profit
of that state:
Vi(za, 2B, X, b) = mazxy, Q(24, 25, X, It, bt) (1D

Looking at the formula for Q)(), it basically says that for the probability of winning
the auction with her bid, the synergy bidder has to pay a price equal to her bid and
the good is included in the endowment X of the next state. If she does not win the
auction, then the value of the current state is equal to the value of the next state.

As we mentioned before, in computing its optimal bidding strategy used in the
experimental Section, we assume the synergy bidder does not know whether the next
auction will be for A or B, she only knows the total numbers of auctions for A and B
remaining. We acknowledge this is a departure from the formulas in the theoretical
analysis, where the exact order of the auctions was taken into account to compute
the bidding strategies. There are two reasons to use this assumption here. The first is
that it reduces considerable the state space that needs to be modeled when computed
the optimization. But the second is that we also find this choice more realistic if this
model is to be applied to real-life settings. For example, when bidding on a part-
truck order in a logistic scenario, it is more realistic to assume that a carrier can
approximate the number of future opportunities to buy a complementary load, but
not the exact auction order in which future loads will be offered for auction.
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If we assume the synergy bidder only knows the total numbers of auctions for
A and B remaining (and not their exact order), then her bidding strategy is based
on assuming each future auction has an equal probability to occur. Therefore, the
probability of an auction for A occurring next is simply the number of remaining
auctions A divided by the total number of remaining auctions. Thus, a weighted
average can be used to determine the value of the next auction, while not knowing
for which good it will be for.

Apart from this general framework, we can prune the state space with the cases
in which we know the synergy bidder’s bid is zero:

by = argmaxy, Q(0,2p, X, B,b) =0, with A ¢ X (12)
b} = argmazxy, Q(z4,0,X,A,b) =0, with B ¢ X (13)
bix = argmamy, Q(za, 25, X, I; € X, b)) =0 (14)

With the first two cases, the synergy bidder can no longer obtain her desired bundle,
because she does not own the complementary item and there is no chance left of
acquiring it. The last equation is for the case when the synergy bidder already has a
copy of the type of good (and, from her valuation function, she only wants exactly
one copy of A and B). The corresponding values of these states are:

V(0,25,X,b5) =0,if A¢ X(24 =0,asl,41 = B) (15)
V(24,0,X,b7) =0, if B¢ X (25 =0,asl,4; = A) (16)
V(za, 2z, {A},b5) = V(0, 25, {A}, b)) (17)
V(za, 28, {B},b) = V(24,0,{B},b}) (18)

The first two equations correspond to the case when the buyer can no longer get the
complementary-valued item, therefore the sequence of auctions of the same type has
no value to her. In both these cases b = 0. The last two equations are important,
since they help the most to reduce the state space. Basically, as already mentioned,
we assume that a synergy bidder only wants exactly one bundle of { A, B}. If she
already owns a good of one of the two types, she will no longer be interested in
the remaining auctions for that type of good. Therefore, the valuation V() of these
states is equivalent to a state when no auctions are remaining for the type of good
she already owns (as she would not take part in those anyway). All these techniques
help reduce the recursive search.

To conclude, to determine the synergy bidder’s bids in any situation, the values
of by and V() need to be calculated for the following states:

Vzp >0 @
Vza >0 Q
VZA>0,ZB>O Q
Vza >0,z >0 Q

0,z5,{A}, B,bt)
z4,0,{B}, A, b;)
24,28,0, A, by)
24,28,0, B, b;)

e R N
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4.2 Experimental Results: Market Entry Effect for One Synergy Bidder

First, we study experimentally the incentives to use options for the sellers and buy-
ers, in the case there is just one synergy bidder present in the market. In order to
study different dimensions of such markets, we considered several combinations of
parameter settings.

The first setting has n4 = 2 and np = 2. As mentioned above, the local bidders
are considered myopic and only bid in one local auction. Therefore, their bids can
be modeled as a distribution ~ N (10, 4) for both goods. The goods A and B are, in
this model, of equal rarity and attract an equal amount of independent competition
during bidding. This choice is not random, as having a certain degree of symmetry
in the experimental model allows us to reduce the number of parameter settings we
need to consider. More specifically, we assume the same exercise prices are set for
both goods of type A and B. This is a reasonable assumption, because A and B are
of symmetric value and because bidders do not know in advance the exact order
goods will be sold in.

Furthermore, for each good, the seller has a reservation value res = 8, which
gives its estimate resell value in the case the synergy bidder acquires an option for
the item, but fails to exercise it. Since, on average, myopic bidders bid have an
expected mean of 10 for an item, 20% is a reasonably safe estimate of a resell value.

The value of a bundle of {A,B} for the synergy bidder is an important choice,
especially in relation to the mean expectation p of the bids placed by single-item
bidders. We considered two settings: v(A, B) = 24 (thus 20% more, on average,
than local competition) - with results shown in Fig.[2 and v(A, B) = 21 (which is
only 5% more on average than local competition) - with results shown in Fig.

Looking at these two figures, some important effect can be observed. First, we
mention that the seller has an immediately higher expected profit with options com-
pared to direct sale. This is because an option is sometimes not exercised and then
the seller gets to keep the good (for which she has a positive valuation), while the
synergy bidder still pays the option price.

There are two main effects to be observed from Fig. 2l and B

e First, the synergy bidder in such a market always prefers higher exercise prices
(an effect clearly seen in both Figs. 2l and [3). This may be counter-intuitive
at first, but is a rational expectation. If the option for an item is sold with a
higher exercise price, then the synergy bidder can bid more aggressively on the
option price to get the item, since she is “covered” for the loss represented by
the exercise price. The myopic bidders extract no advantage from being offered
the good as an options vs. a direct sale, because, if they acquire the option, they
would always exercise it regardless. Therefore, they will simply lower their bid
for the option with the amount represented by the exercise price.

e Second, the expected profit of the seller seems to decrease between intervals if
she has to sell the option with a higher exercise price. The main reason for this is
that there is some chance that she or she would remain with her item unsold (be-
cause the option is not exercised), and thus only extract her reservation value for
that item. There is, however, an important difference between the cases shown
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Fig. 2. Percentage increase in profit for a model using options wrt. direct sale, for the case
there is one synergy bidder is present in the market. In the setting, there are two items of
type A sold and two items of type B. For all 4 items, the bids of the local bidders follow the
distribution N (10, 4), while the valuation of the synergy bidder is v(A, B) = 24 (thus 20%
more, on average, than the local bidders). What is varied on the horizontal axis is the exercise
price with which the items are sold (assuming they are set the same for all items, being of
equal rarity). Note that the figure is super-imposed: the left-hand side axis refers exclusively
to the seller, while the right-hand side axis refers exclusively to the synergy bidder. From this
picture, one can already see the important effect: synergy bidder prefers, on average, higher
exercise prices, while seller prefers lower ones.

in Fig. 2land Bl which is the participation thresholds (that appear as “peaks” in
the picture), where the expected profit of the seller seems to “jump” at a new
level. These can be explained by the synergy bidder joining the market, as the
expected profit becomes non-negative. The threshold nature is determined by
the discrete nature of the auction sequence, as is explained below.

Such a participation threshold is illustrated in Fig. [3|is the increase in the seller’s
expected profit when the exercise price is set above a certain level (KX > 2.5, for
the settings in Fig. B). Such thresholds can be explained as follows. If the synergy
bidder currently owns nothing, then she will only bid on a good if the number of
remaining auctions and their exercise prices give her a prior expectation of a positive
profit. Conversely, if the synergy bidder is not offered a sequence of option sales
from which she derives a positive expected profit, she has the incentive to leave
the market altogether. There are two main factors that increase a synergy bidder’s
expected profit in a sequence of auctions (sold as options):

e The number of remaining future auctions of the other good, necessary to com-
plete her bundle.
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Fig. 3. Percentage increase in profit for a model using options wrt. direct sale, for the case
there is one synergy bidder is present in the market. The settings are exactly the same as
those is in Fig. Pl above: 2 auctions for A and 2 for B, with local, myopic bidders following
N(10, 4). However, now the valuation of the synergy bidder is v(A, B) = 21 (thus only 5%
more, on average, than the local bidders). One can see, however, that there is an important
difference by comparison to Fig. Pt the threshold effect in the profit increase for the seller
when the exercise price K > 2.5. Intuitively, the reason this effect occurs is the market-entry
effect on the part of the synergy bidder, who would otherwise stay out for this lower valuation

e The exercise price of the options (that only needs to be paid at the end). This
should be high enough to cover the risk, given her valuation for the bundle.

Note that in some market setting (such as the one in Fig. 2)), no participation effects
(i.e. thresholds) occur, because the value the synergy bidder assigns to her desired
bundle is already high enough, so she would participate in the market anyway (i.e.
regardless of whether she gets offered options or not), and at any point in the se-
quence that there is still a chance of completing her bundle.

However, in the valuation settings in Fig.[3] the synergy bidder will only bid on
a good if there are two remaining auctions for the other good. So she places a bid
for A if the auctions are [A, B, B], but not if they are [A, B]. This is because with
a single auction for B, the risk of ending up with a only a worthless A is too great.
But in a market with exercise prices of at least 2.5, the risk is reduced and one
remaining auction is already enough for the synergy bidder to stay in the market.
So a higher exercise price enables the synergy bidder to stay the market, even if
she owns nothing and there are only a few auctions left, which increases the seller’s
expected profit. This increase in participation is beneficial to the seller, who thus has
an incentive to fix the exercise prices K4 = Kp = 2.5.
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4.3 Settings with Longer Sequences of Auctions and Effect of Auction Order

In the previous Section, we examined a sequence of auctions of a specific length of
na = 1,np = 2. We now look at whether we can observe similar effects in the
case when the number of opportunities to buy goods A and B increases. With the
exception of auction lengths, the parameters are kept the same as in the previous
case. First, we keep the relative rarity of both goods symmetrical, but increase the
number of auctions available for each to 4, i.e. n4 = np = 4. Results are shown in
Fig. @l

Profit increase % of seller and synergy buyer
1.5 T T T T T T T T T ;D

—%— Seller

Seller
Synergy Buyer

—ES— Synergy Buyer
o st 1 1 1 1 L 1 g

i ns 1 15 ? z5 3 35 4 45 5
Ewxercize Price of Both Goods

Fig. 4. Percentage increase in profit for the case of one synergy bidder, for longer auction
sequences. The settings in terms of valuations are exactly the same as those is in Fig.Blabove:
the synergy bidder has a value v(A, B) = 21, while single-item bidders bid according to
N(10,4). One change is that now there are 4 auctions available for each type, i.e. 4 auctions
for an item of type A and 4 for B. Notice that now there are multiple thresholds, since there
are multiple points when the market entry effect of the synergy bidders appears. However, on
average, the percentage increases in expected profits for the synergy bidders are lower, when
compared to the direct auctions case. The reason for this is that, with multiple future buying
opportunities, the exposure problems that synergy bidder faces decreases.

Basically, there are two main effects to observe here. First, the benefits to the
buyer of having options mechanism decreases (seen from comparing the percentage
increases shown in the right-hand vertical axis of Figs.[3land@)). The reason for this
(as discussed in the earlier, risk-based bidding paper) is that, in sequential auctions,
the number of available future opportunities plays a big role in how big the expo-
sure problem the synergy bidder faces is. If there is less exposure, then the relative
benefits of using options becomes smaller (although it is still quite considerable).
The second effect to be observed from Fig. 4l is that there are more participation
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Fig. 5. Influence of the position in an auction queue of an item on the seller’s expected profit.
Settings are the same as in Fig. Pl but with one important difference: the rarity of the goods
is no longer symmetric. There is now only 1 auction for a good of type A, but 7 auctions for
a good of type B. What is varied along the horizontal axis is the position in the auction queue
of the sale of the rarer item (of type A). The graph shows the absolute difference in profit for
a seller of an item of type B and for the synergy bidder (i.e. the difference in profit between
an options and direct auctions model). Note that, if the rare item of type A is sold at the end
of the auction sequence, the benefit of selling item B through an option increases, because
the exposure risk of not acquiring item of type A increases.

thresholds (denoted by peaks), but they are smaller. The reason is that, for a longer
sequence of auctions, there are more possible sequences of remaining auction com-
binations. The synergy bidder will join in the bidding in some, but not in others,
leading to multiple participation thresholds.

The second problem we look in this subsection at is what happens if the relative
frequency of the two goods is more asymmetric. We keep the same total number
of auctions in the sequence (8), but the relative frequency is highly asymmetric:
na = 1,np = 7. In the previous graphs, results were averaged over all possible
auction orders - while here, by contrast, we look at auction orders one by one.

For this setting, there are exactly 8 possible auction orders, corresponding to the
point where the rarer good (type A) can be inserted in the auction queue. What is
varied on the horizontal axis is this position of the type A good. The reason why we
look at whether a seller of items of type B would use options is that the exposure
of the synergy bidder exists for the other good in the sequence. For the single item
of type A, the benefits of using options are limited, because the synergy bidder has
7 other auctions in which to acquire the second item anyway, hence she has much
less of an exposure problem. Results are plotted in Fig.

Clearly, we can see an important effect of the position of the rarer good in the
auction queue, from the perspective of both parties. If the item of type A is sold at
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the very beginning of the auction sequence, then the synergy bidder has no exposure
problem left for the rest of the sequence, hence there is no incentive to use options,
for either party. However, it is at the very end of the auction sequence, the synergy
bidder will not know whether she would need the item acquired until all auctions
end. For this case, the benefits of using options are considerably greater.

5 Multiple Synergy Bidders

In this section, we consider market settings in which multiple synergy bidders are
active simultaneously. Much of the experimental set-up and parameter choices are
the same as described in the above sections, for the case of one for the single synergy
bidder. The only difference is that now multiple synergy bidders may enter and leave
the market at different times and they have different valuations for the combination
of A and B.

We have to emphasize that the results from this section are still rather preliminary
and are based on some restrictions on the reasoning capability of the synergy bid-
ders in the market. Specifically, as in the single-bidder case, we assume the synergy
bidders have some prior expectations about the closing prices in future auctions and
compute their optimal strategy wrt. this expectation. In these results, this expectation
is assumed the same for all synergy bidders, which is a reasonable choice in com-
paring their strategies. In a more realistic market, however, synergy bidders could be
expected to be able to learn and adjust their expectations based on past interactions,
as well as reason game-theoretically about the fact that another synergy bidder may
present in the market at the same time. At this point, these more sophisticated forms
of reasoning are left to future work.

As in the previous section all simulations of this section have reserve prices of
8 and local bidders following ~ N(10,2.5). The first two experiments also have
two synergy bidders syn; and syns with valuations for both goods of 21.5 and 22.5
respectively. The order the synergy bidders enter the market (and the number of
auctions they can stay in) are given in Figs.[fland[6 while results for all settings are
shown in Fig. [ respectively [0l In the following, we will discuss these in separate
subsections.

5.1 Two Synergy Bidders Interacting Indirectly through the Exercise Price
Level

In the setting examined here, the two synergy bidders each have ny = 3 and np =
3, without the other agent participating in these auctions. An example of such an
auction sequence is shown in Fig.

This effect can be seen in Fig. [/l in which the seller maximizes her expected
profit at K = K4 = Kp = 2.4. In this case syns is better off, because without
the presence of syn; she would be offered options with lower exercise prices. But
syn1 is worse off, because if she were alone in the market the seller would choose
K = 3.2, which gives her a higher expected profit. Yet, due to syno, the seller sets
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Fig. 6. An auction sequence for the case shown in Fig[7l
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Fig. 7. Percentage increase in profits for a market with with 2 synergy bidders. There are 3
auctions for A and 3 for B, and for each one the bids from the competition formed by local
bidders follows the distribution N (10, 2.5). The valuations of the two synergy bidders for a
bundle {A,B} are 21.1 for synl, respectively 22.5 for syn2. The order the agents enter the
market is described by Fig. [flbelow (so the two agents do not compete directly against each
other in this setting). Notice that, in this case, the average profit of syn2 does not decrease
with the entry of syn1 in the market.

K = 2.4. In this case, due to the seller’s choice of exercise prices, one synergy
bidder (syn1) gains, while syns loses.

5.2 Direct Synergy Bidder Competition in the Same Market

Next, we considered a setting in which synergy bidders compete directly for some of
the goods. The entry points for such a setting are shown in Fig.[8] while simulation
results are given in Fig.

So, in this case, both synergy bidders lose from the presence of additional bid-
ders. While one synergy bidder (i.e. synz) should benefit because she is offered
better (higher) exercise prices than if she were alone in the market, this effect can-
not immediately compensate the additional competition. Finally, we considered a
larger scale simulation scenario involving multiple synergy bidders, which enter the
market probabilistically at different time points.
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Fig. 8. An auction sequence for the case shown in Fig. [0l

Seller
Synergy Buyers

Exercise Prices

Fig. 9. Percentage increase in profits for a market with with 2 synergy bidders. The setting
and valuations are the same as in Fig.[/]labove. However, the order the agents enter the market
is now described by Fig.[8]below (so the two agents do compete directly for the same goods).
Notice that, in this case, the average profit of syn2 decreases due to the additional competition
from synl.

5.3 Simulation of Markets with Probabilistic Entry of Synergy Bidders

The experimental setup used for this case is as follows. Each sequence of auctions
considered (forming one test case) has 10 items of each type (i.e. n4 = 10 and
np = 10). What differs from previous settings is the random entry of synergy
bidders. For each auction, there is a 25% chance that a synergy bidder will enter
the market. If she does, then her valuation is drawn from a uniform distribution
between 20 and 22 and she will stay in the market for exactly four auctions. To
simplify matters, the auction sequence is fixed at first selling A, then B, then A etc.
so that each synergy bidder will face exactly two auctions for an item of type A and
two for an item of type B. However, the general result of this section also holds for
a random auction sequence, since the basic effects remain the same.

As shown in Figure the seller’s profit now only has one maximum at 5, be-
cause initially each increase in exercise prices causes, with some probability, a syn-
ergy bidder to participate more often. So each point is a threshold and the profit
graph smooths out over those many local maxima, corresponding to a steady in-
crease (on average) of the expected profit. This result shows why it can be ratio-
nal for the seller to have the same exercise prices for all goods of the same type
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Fig. 10. Percentage increase in seller’s profits in a larger experimental setting, with synergy
bidders randomly entering the market.

(e.g. the same K 4). In a market with random entry of synergy bidders, the seller
does not know which buyers are participating in any particular auction. Her optimal
policy is to set her exercise prices which maximize her overall expected profit (here,
K =5).

6 Discussion and Further Work

This paper examined, from a decision-theoretic perspective, the use of priced op-
tions as a solution to the exposure problem in sequential auctions. We consider a
model in which the seller is free to fix the exercise price for options on the goods
she has to offer, and then sell these options through a first price auction.

For this setting, we derived analytically, for a market with a single synergy bidder,
the expressions that provide the bounds on the option prices between which both
synergy bidders and sellers have an incentive to use an option contract over direct
auctions. Next, we performed an experimental analysis of several settings, where
either one or multiple synergy bidders are active simultaneously in the market. We
show that, if the exercise price is chosen correctly, selling items through priced
options rather than direct sale can increase the expected profits of both parties.

The overall conclusion of our study is that the proposed priced options mecha-
nism can considerably reduce the exposure problem that synergy bidders face when
taking part in sequential auctions. Furthermore, and most important, both parties in
the market have an incentive to prefer and use such a mechanism. We show that in
many realistic market scenarios, sellers can fix the exercise prices at a level that both
provides sufficient incentive for buyers to take part in the auctions, as well as cover
their risk of remaining with the items unsold.
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This work leaves several problems and aspects to be explored in further work.
One such problem is that the presence of a fixed exercise price set by the seller can
exclude some bidders from the market entirely (i.e. those bidders whose valuations
are under the level of the exercise price). If the exercise price is set by the seller
at a too high level, this may result in items remaining unsold, which would results
in both a lower market allocation efficiency, as well as a potential loss to seller
revenues. To deal with this problem, recent work by some of the authors of this
paper [26] proposes a novel mechanism where both the options and exercise price
are set dynamically by the market, based on the bids placed in each auction.

Another important, open issue left to further research is the use of more sophisti-
cated reasoning abilities on the part of participating synergy bidders and sellers. For
example, in a large market, synergy bidders could be expected to use learning strate-
gies to adapt to changing market conditions, as well as the presence of other synergy
bidders who want similar item combinations. However, the sellers of the items could
also use learning to choose better levels of the exercise prices K with which to sell
the options for their goods. Other possible issues open to future research include:
markets where bidders have asymmetric or imperfect information, more complex
preferences over bundles and different attitudes to risk of the involved parties. Also,
the applicability of distributed auctions and option techniques in modeling the allo-
cation of user clicks in social web applications (see [24, 4, |19] for some examples)
could be potentially investigated in further research.

To conclude, sequential auction bidding with complementary valuations is a
problem that appears in many real-life settings, although no dominant strategies
exist and bidders face a severe exposure problem. The main intuition of this work
is that a simple options mechanism, where sellers auction options for their goods
(with a pre-set exercise price), instead of the goods themselves can go a long way in
solving the exposure problem, and can be beneficial to both sides in such a market.
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Summary. Electronic Commerce has been a very significant commercial phe-
nomenon in recent years and autonomous agents have made the advantage of
e-marketplace to be more distinct. By comparison with traditional markets, the
e-marketplace can bring more benefits to its participators. However, when an e-
market environment becomes open and dynamic, existing agent negotiation models
may expose some limitations in such a complex situation. Static negotiation strate-
gies and encounter rules are difficulty to capture changes of market situations and
omit potential impacts on negotiators’ profits. For example, shoppers’ benefits may
be damaged when a market shifts away from the seller’s market to the buyer’s mar-
ket. In this paper, we propose a novel desire-based negotiation model to solve such
a challenge in open and dynamic e-marketplace through capturing changes of mar-
ket situation and potential impacts on agents’ reserved expectations. Experimental
results illustrate the benefits and efficiency of the proposed model in complex e-
market environments.

1 Introduction

Electronic Commerce (e-commerce) has been changing traditional methods of busi-
ness in recent years and has become a very important commercial phenomenon.
Nowadays, many businesses operate in e-marketplaces. By comparing with tradi-
tional markets, an e-market can effectively save participators’ resources. For exam-
ple, in e-marketplaces, merchants can save their budgets on business maintenance
by avoiding physical shops and shop assistants. Also, shoppers do not need to visit
shops in person which can save costs on traffic and time. Moreover, all participators
can collect information about their concerned items and communicate with potential
trading partners in a timely manner. Furthermore, autonomous agents have made the
advantage of e-marketplaces to be more distinct. By employing autonomous agents,
participators can even be free from information retrieval and bargaining, but they
just ‘tell” agents their expectations. Then the agents will negotiate with potential
trading partners on behalf of their clients.

Negotiation among agents has been an important research area in agent and multi-
agent systems for many years. The literature indicates great achievements from re-
searchers. Faratin et al. [3] [17] presented several formal negotiation models among
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autonomous agents and defined a number of strategies and tactics for different
negotiation purposes in service oriented applications. Lai et al. [10] [L1] proposed
a non-biased mediator approach to help agents to achieve Pareto optimality and
to overcome the difficulty of decisions due to incomplete information and lack of
explicit utility functions. Fatima et al. [4] [5] [6] studied negotiation models in in-
complete information settings in different negotiation scenarios and illustrated equi-
librium solutions in different negotiation agendas and procedures. Besides these
works on static negotiation environments, some works on complex negotiation en-
vironments have also been developed. Fatima et al. 7] proposed negotiation strate-
gies to help agents to achieve approximately optimal outcomes in negotiations in
order to improve computational efficiency. Their approach can be employed in dy-
namic negotiation environments with acceptable loss of equilibrium. Mason et al.
[[14]] proposed price prediction strategies to help agents to estimate possible changes
of markets and consequences from these changes. The authors also demonstrated
that the proposed prediction strategies can help agents to improve their profits in
dynamic markets. Kurbel et al. [9]] introduced a model with fuzzy constraints on an
e-job marketplace. They also proposed a negotiation protocol and negotiation strate-
gies to address the challenge of multi-lateral negotiation in complex e-marketplaces.
Furthermore, Li et al. [13]] proposed confidence-based negotiation in complex agent
environments. According to agents’ confidence on negotiation partners, agents may
apply different strategies and/or procedures. Agents can also update their profiles
on partners in order to improve both processes and outcomes of their negotiations.
Although the above works have reached great achievements in solving some
problems in agent negotiation, some challenges are still exist in e-marketplace
negotiation. Most existing agent negotiation models requiring agents to prede-
fine reserved expectations on negotiation outcomes before negotiations start, and
agents’ actions in encounter during the negotiation will be decided mostly by the
reserved expectations. However, according to our studies on several models of e-
marketplaces [1] [[15] and e-marketplaces in the real world, we notice that in open
and dynamic e-marketplaces, changes of a market situation may impact agents’ re-
served expectations on negotiation outcomes. In dynamic e-marketplaces, agents are
not necessary to fix their reserved expectations in all situations. When market situ-
ations change, agent should modify their reserved expectation dynamically, during
negotiation. We further noticed that if agents fix reserved expectations in dynamic
e-marketplace, their profits might be damaged. That is because: (1) agents may have
no clear idea about market situations, and the reserved expectation might be given
by agents blindly; and (2) evaluation results based on fixed reserved expectations
may not indicate items’ real value in different market situations. For example, if an
inexperienced house purchaser predefines his/her reserved offer without carefully
investigation of the real estate market, it may lead the purchaser to two possible dis-
advantageous outcomes. (1) The house purchaser may undervalue properties’ values
in the market and does not accept any price higher than the reserved offer, so the
potential purchaser may not find any satisfied property in the market and negotia-
tions between all property sellers might fail. And (2) the house purchaser may over-
value properties’ values in the market. Even though the purchaser can finally find a
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property in the market, his/her profit will be damaged as well. In order to solve such
an issue in dynamic e-marketplaces, we propose a desire-based negotiation model to
dynamically modify agents’ reserved expectations during the negotiation based on
changes of market situations and agents desires on accomplishment of a negotiation.

The rest of this paper is organized as follows. Section2lproposes the desire-based
negotiation model, which includes an offer evaluation approach, a counter-offer gen-
eration approach and a negotiation protocol. Section [3| illustrates experimental re-
sults of the proposed model in different market situations. Section Ml compares the
proposed model with some related works, and Section 6] concludes the paper and
outlines future work.

2 Desire-Based Negotiation Model

In this section, we introduce a desire-based negotiation model in order to help agents
perform wise negotiations in complex e-marketplaces.

2.1 Principle

Through our studies, we notice that in the real world, although people can predefine
reserved expectations in advance, in most cases it is not necessary for them to insist
on their reserved expectations throughout the negotiation. For example, in a dynamic
market, a hesitant buyer may look forward to gain more benefit when he/she notices
that his/her initial expectation can be satisfied easily by most sellers. On the other
hand, a ‘rushing’ buyer may accept an offer even if the offer is worse than his/her
reserved expectation. However, most existing agent negotiation models do not take
these situations into account. The motivation of this research is to introduce a desire-
based negotiation model to help agents to make more wise actions in complex
e-marketplaces.

In the desire-based negotiation model, agents do not need to predefine their re-
served expectations, because the reserved expectations may be changed when the
market changes. However, agents need to provide a figure to indicate their eagerness
to reach the agreement in negotiations. And we make an assumption that agents’
motivations on completion of the negotiation will not be changed during the negoti-
ation. The reasons for such an assumption are based on two considerations. (1) The
trading process in e-marketplace usually can be completed in a short time, and par-
ticipators may not change their motivations and eagerness on completion of the trad-
ing in a short time. And (2) agents may modify their reserved expectations during
the negotiation when the market situation changes in order to maximise their prof-
its. If agents ensure that their profits will not be damaged when the market situation
changes, they will not change their minds on completion of the trading. Therefore,
by comparison with the reserved expectation, agent’s desire for trading is more suit-
able to indicate agent’s thought on the outcome of negotiations. In general, a rushing
agent may have a high desire to complete the negotiation and a hesitant agent may
have a low desire to complete the negotiation. During negotiation, agents may ad-
just reserved expectations based on their desires on completion of the negotiation
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when the market situation changes. Because agents may modify their reserved ex-
pectations in different market situations, agents may also adjust their standards to
evaluate items’ values and opponents’ offers. So a same offer may be evaluated by
agents differently in different market situations. For example, a buyer may accept a
higher price for a car in a sellers’ market, but the buyer will definitely reject the same
offer in a buyers’ market. That is because when the market situation changes, agents
may have totally different evaluation results on opponents’ offers. An advantageous
offer may become disadvantageous, and vice versa. Therefore, in our desire-based
negotiation model, agents will adjust their evaluations on offers and expectations on
outcomes when market situation changes, and keep the balance between the profit
of negotiation outcome and the completion of negotiation based on agents’ desire
for trading. Details of the desire-based negotiation model are introduced in the fol-
lowing subsections.

2.2 Offer Evaluation

In this subsection, we introduce an offer evaluation approach by considering both
e-market situations and agent situations. It is proposed that the consideration on the
situation of an e-market includes the number of consumers, the number of suppliers
and the agent’s role, while consideration on the situation of an agent includes the
agent’s subjective opinions on the e-marketplace and the negotiation.

2.2.1 Consideration of Market Situation

Before we introduce the offer evaluation approach, we will define some notations.
Let tuple < s, ¢, 04ni,d, T,a, 3, A > be an indicator employed by agents during
negotiation, where s (s > 0) denotes the number of suppliers, ¢ (¢ > 0) denotes the
number of consumers, 0;,; denotes the agent’s initial offer, d (0 < d < 1) denotes
the agent’s desire for trading. When d = 0, it indicates that the agent is not intent in
completing the negotiation at all, and when d = 1, it indicates that the agent need
to reach a negotiation agreement extremely. 7 is the negotiation deadline. & denotes
the agent’s role in the negotiation, where « = —1 for consumers and a = 1 for
suppliers. 3 denotes the agent’s attitude on markets’ changes and A is the agent’s
bargaining strategy. Firstly, the relationship between supply and demand of an e-
market at a certain moment is represented as follows:

c— S
c+ s

D(s,c,a) = X o (1
The value of Equation () is in the range of [—1, 1], which indicate situations of
the e-market environment for negotiators by considering negotiators’ role in the ne-
gotiation. If 0 < @ < 1, the e-market environment is in a beneficial state and the
agent has an advantage in such an environment. If —1 < @ < 0, the environment is
in an inferior state and the agent has a disadvantage in the environment. If & = 0,
the environment is in an equitable state and all agents play fairly in such an envi-
ronment. Objectively, the Equation (1) represents the relationship between supply
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and demand in the negotiation environment at a certain moment. However, even for
the same e-market situation, agents may also have their own considerations based
on individual judgements. Therefore, we generate a graph (see Figure [I) to indi-
cate the relationship between e-market environment and agents responses. In Figure
[l the z-axis represents situations of the e-market environment ($), and the y-axis
indicates negotiator responses. In general, when market situations shift away from
a equitable state to a beneficial or an inferior state, an agent’s responses will shift
away from calmness to vehemence. In detail, it can be seen that agents may have
three typical attitudes in response to changes of the market.
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Fig. 1. Negotiators’ responses to markets’ situations

e Cautious (8 > 1): when an environment’s state shifts away from equitable to
beneficial or inferior, negotiator’s responses are very calm when changes of the
environment are not significant. However, when changes in the environment are
evident, negotiator responses will become more vehement.

e Acuminous (1 > > 0): when an environment’s status shifts away from equi-
table to beneficial or inferior, negotiators perform very sensitively even though
the change in the environment is not very obvious. However, when an environ-
ment’s status changes a lot, negotiators have to control their responses for some
objective reasons (e.g. negotiators cannot make further concession anymore).

e Normal (f = 1): when an environment’s state shifts away from equitable to
beneficial or inferior, negotiator’s responses are also shifted from calmness to
vehemence reposefully.



32 F. Ren and M. Zhang

Based on the above description, we generate the following mapping function from
markets states to agents responses:

D(s,c,a)l, &(s,c,a) >0
()
—[=®(s,c,0)]?, D(s,c,a) <0

U(s,c,a, ) = {
where s, ¢ and « are defined in Equation (). The result of ¥ indicates an agent’s
individual judgement about the e-market’s situation. Different agents may have dif-
ferent judgements about the same e-market. When ¥ > 1, an agent estimates the
e-market in a beneficial state, when ¥ = 1, an agent estimates the e-market in an
equitable state, and when ¥ < 1, an agent estimates the e-market in an inferior state.
However, because ¥ only takes into account e-market situations, we also propose
the following function to consider agents’ individual situation in offers evaluation.

2.2.2 Consideration of Negotiators Situation

Let 0; denote an offer from an opponent and o;,; denote negotiator’s initial offer,
then o; is evaluated by the negotiator as follows:

A0, 0ini, ) = th (u x v) +1 3)
Oini
where v = —1 for issues which an agent prefers a lower value and v = 1 for issues

which an agent prefers a greater value, th(z) is defined as follow.

xr —x
th(z) = = —°— )

et +e "
The result of Equation[3] (A € (0, 2)) indicates how Negotiator P’s initial offer is
satisfied by the offer o;. For example, if the negotiator plays as a consumer, when
0; = 0in; then A = 1. It means that the consumer’s expectation is satisfied. When
07 > 0ip; then 0 < A < 1, it indicates that the consumer’s expectation can only be
achieved at a certain level. And when 0; < 04,,; then 1 < A < 2, it implies that the

consumer can gain more profit than he/she expected.

2.2.3 Considerations of Both Markets and Negotiators Situation

Because Equation (3) only evaluates an offer based on the negotiators’ initial of-
fer but does not take the market situation into account, so evaluation results may
not accord with the market. Therefore, we define the offer evaluation function by
considering both market and negotiator situations as follows:

/1(01, Oini, 7)

D050, 3) + 1 ®)

O(o1, s, ¢, 0imi,a, B,7) =

Where the result of Equation 3] (© € (0, 1)) indicates the negotiator’s utility by
accepting the offer o; in a certain market. If it is an equitable market (¢ = 0 and
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© = A), then the offer o; is evaluated unbiasedly. If it is in a beneficial market
(0 < ¥ < 1and © < A), then the offer o; is undervalued. And if it is in an inferior
market (—1 < ¥ < 0 and © > A), then the offer o; is overvalued.

For example, if a potential car purchaser’s initial offer is $6000 and the seller’s
reserved price is $6500. Without consideration of the market situation, the buyer’s
evaluation result on the offer $6500 is A = 0.92. So the buyer is 92% satisfying with
the seller’s offer. However, when taking the market situation into account, results
might be different. If the market is a buyers’ market (i.e. 5 buyers and 10 sellers,
then ¥ = 1.4), the buyer’s satisfaction on the offer $6500 will decrease to 66% and
the buyer may reject the offer. That is because in the buyers’ market, a buyer has
opportunities to make greater profits. On the other hand, if the market is a sellers’
market (i.e. 10 buyers and 5 sellers, then ¥ = 0.72), the buyer’s satisfaction on
the offer $6500 will increase to 128%. It indicates that the buyer is very happy
on the offer $6500 in a disadvantageous market and may accept the offer. During
negotiation, desire-based agents will make decisions on their actions based on the
result of Equation (3)) and agents’ desire for trading d (see Section [2.4] for details).
For editing reasons, we simplify the expression of Equation (3) to ©(o;) in the
follows.

2.3 Counter-Offer Generation

In the last subsection, we introduce the approach to evaluate opponent’s offers by
consideration both the market and negotiator situations. In this subsection, we intro-
duce the counter-offer generation approach. The counter-offer generation approach
also takes both the market and negotiator situations into account. Before we intro-
duce this approach, we define some notations.

Let set Oy denote all offers that an agent received from its opponents in round
t, o2 denote the ‘best’ offer in Oy (i.e. the offer brings the highest profit to the
agent), o}" denote the ‘worst’ offer in Oy (i.e. the offer brings the lowest profit to
the agent), o}" denote the average of Oy (0]" = % Zfil ot and N is the size of set
Oy), 0?, denote the estimated best offer in the next round ¢’, co; denotes the agent’s
last counter-offer, and coy denote the agent’s counter-offer for the next round. Then
if an agent plays as a buyer, one possible situation of the counter-offer generation
procedure in round-# is illustrated in Figure 21

In Figure 2] the z-axis stands for prices and the y-axis stands for the occurrence
density on each price. The solid curve indicates the distribution of set Oy in round-t,
which may differ from case to case, and the dotted line is the estimated distribution
of set Of in the next round. We make the assumption that the shape of the distribu-
tion curve of set Of is similar to O¢’s, but just the range is changed. Because the
agent plays as a buyer, so the market represented in Figure 2is a beneficial market.
In a beneficial market, for buyers, Oé is estimated to be smaller than O on average.
The distance between the current counter-offer co; and the estimated ‘best’ offer
o’t’, in the next round is the bargaining area. The new counter-offer co; is generated
within this area according to the agent’s negotiation strategy and remaining rounds
as follows.
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Fig. 2. Counter-offer generation

Firstly, we estimate the ‘best’ offer o, in the next round ¢’ by considering both
the distribution of O¢ and the market situations as follows:

0% = o +U(s,c,a,B) x /D(Oy) x 7 (6)
N
D(0O¢) = > (o1 — E(O¢))*p; (7
i=1
where D(Oy) indicates the variance of Oy, v = —1 for issues which an agent

prefers a lower value and v = 1 for issues which an agent prefers a greater value,
E(Oy) indicates the mathematical expectation of Oy, p; indicates the distribution of
ot and ¥ (s, ¢, a, 3) indicates the agent’s response to the market situation. Usually,
when the distribution of Oy is a Gaussian distribution, then E(O¢) = o}, p; = %
and Equation[7lis specified as:

N . am)\2
D(Oy) = Zi:l(o% o) @®)

Then the counter-offer coy for the following negotiation round is generated as

follows:
Oinis whent =0,
cop = ) 9
! {cot—i—(og —cot) x (L), when0 <t <. @

where o;,,; is the agent’s initial offer, co; is the agent’s last counter-offer, 0?, is the
estimated ‘best’ offer in the next round, and we simply adopt parameter A in Faratin
et al.’s model [3] to represent the negotiator’s bargaining strategies.

In Figure 3] it can be seen that when the market becomes very beneficial to the
buyer agent, it is possible that 0?, < co; and cop < co;. So in the desire-based
negotiation model, we propose a decommitment mechanism which allows agents
to reject previous counter-offers if the counter-offer is not formally accepted by
any opponents. The reason that we propose such a mechanism is because in the
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desire-based negotiation model, both the offer evaluation approach and counter-
offer generation approach are impacted by market situations. So when the market
situation changes, agents may change their considerations on both offer evaluation
and counter-offer generation as well in order to gain more profits. For example,
buyers may generate disadvantageous counter-offers when the market is inferior.
However, when buyers notice that the market may become beneficial and if pre-
vious counter-offers are not accepted by any seller, buyers can reject the previous
disadvantageous counter-offers and re-generate advantageous counter-offers in or-
der to enlarge their profits. On the other hand, if sellers notice that the market may
become inferior for them in advance, they may accept buyers’ current offers in order
to avoid losses in the future.

' Higher Inferior market
Buyer's Y < Estimated
. +  distrubition
= view b ofset O,
£ | Distrubition {1 inroundt.
2| ofsetO, P
in round t. Y
Bargain arta . N
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Fig. 4. Counter-offer generation

Also, markets may become inferior for buyers. In Figure 4] it can be seen that
when a market is inferior for buyers, the estimated ‘best’ offer for the following
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round is worse than the ‘best’ offer in the round ¢, i.e. 0?, > oi’. During negotiations,
if the new counter-offer in the round ¢’ can bring more profits to the agent than the
‘best’ offer in the current round ¢, i.e. O(coy) > O(a?), the negotiator will keep
on bargaining with opponents and send out the new counter-offer co,,. However, if
the new counter-offer is worse than the ‘best’ offer from opponents, i.e. (coy) <
O(o?), (see the case shown in Figure M), the agent will not send the new counter-
offer co.s, but make its final decision about the negotiation based on the comparison
between the ‘best’ offer (0?) from opponents and the agent’s desire for trading (d).
The detailed encounter rule of the desire-based negotiation model is introduced in
the following subsection.

2.4 Negotiation Protocol

Since both the offer generation approach and the counter-offer evaluation approach
have some differences from existing negotiation models [3[] [8] [L7], we propose a
negotiation protocol for our desire-based negotiation model based on Rubinstein’s
alternating offers protocol [3]] as follows.

Step 1: The agent assigns negotiation parameters, i.e., initial offer (0;,,;), desire for
trading (d), negotiation deadline (7), role in negotiation (cv), attitude on mar-
kets changes (/) and bargaining strategy (\). The number of consumers (c) and
suppliers (s) can be obtained from the environment directly. Also the agent ini-
tializes t to 0 and co; t0 0;y,;.

Step 2: The agent broadcasts co; to all opponents and waits for responses.

Step 3: Once the agent gets responses, if any opponent accepts co;, the negotiation
is completed. Otherwise, if ¢ > 7, the procedure goes to Step 4; and if t < T,
the procedure goes to Step 5.

Step 4: Because the agent does not have time for further bargaining, it has to make a
final decision on the ‘best’ offer olt’ in the last round. If Q(OZt7 > 1—d, the agent
will accept 0% and the negotiation is completed. Otherwise, the negotiation fails.

Step 5: Because the agent still has time for further bargaining, so the agent will
generate a new counter-offer co, for the next round. If max(©(o?), O(coy ), 1—
d) = 6(a}), the offer o? will be accepted by the agent and the negotiation is
completed. If max(6(o?), O(coy ), 1 —d) = 1 — d, the agent will leave off the
procedure and the negotiation fails. If max(©(o}), O(coy), 1 — d) = O(coy),
the procedure goes to Step 6.

Step 6: The agent updates ¢ to ¢/, co; to cop and parameters c, s according to the
current market situation, then the procedure goes back to Step 2.

Based on the above procedure, the negotiator’s action in round t is defined as
follows:

! Simplification of Equation (3).
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Quit,t > 7 AO(c?) <1—dor
t <7 Amax(0(c}),O(cop),1 —d) =1—d,
2(t) = < Accept 0%, t > 7 AO(0%) > 1 —dor (10)
t <7 Amax(0(a?),O(coy),1 —d) = O(ab),
Offer coy,t < 7 Amax(6(0}),O(coy),1 — d) = O(coy).

3 Experiments

In this section, we illustrate our experimental results on the proposed desire-based
negotiation model and compare our model with the NDF model [3]. Subsection[3.]
introduces the experimental setup. Subsection demonstrates the experimental
results. In Subsection [3.3] we analyze the experimental results and present further
discussion on the proposed model.

3.1 Experimental Setup

In order to mimic situations of an e-marketplace, we employed five agents (two
consumers and three suppliers). Both consumers want to purchase a monitor and all
suppliers have a monitor to sell in different prices. One consumer (Agent c2) and all
suppliers (Agents s1, s2 and s3) employ the NDF negotiation strategy. Their nego-
tiation parameters are listed in Table [Il In order to simplify the experiment, dead-
lines for all agents are set to the 10** round (7 = 10) and all bargaining strategies
are linear (A = 1). The consumer (Agent c1) employs the proposed desire-based
negotiation model and its negotiation parameters are 0;,; = $100, 7 = 10 and
d = a = [ = XA = 1. The reason of setting the parameter d to 1 is to ensure that
agents will not leave off the negotiation in midway, so we can inspect all counter-
offers generated by Agent c1. During the negotiation, all NDF agents employ the
NDF negotiation protocol and Agent c1 employs the proposed negotiation protocol.
All agents will keep their parameters in private and secure their counter-offers from
competitors. Experiments are performed separately according to markets situations,
i.e. a inferior market, an equitable market and a beneficial market (from consumers’
view).

Table 1. Agents use NDF strategy

Agent| 0 | Opes | T |A|
c2 |$100{$200]|10{1|—-1
sl |$200($100{10{1| 1
s2 ($300($150(10{1| 1
s3 $250($150(10(1| 1
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3.2 Experimental Results

In this subsection, we illustrate the experimental results on desire-based negotia-
tion in an inferior market, an equitable market and a beneficial market (from the
consumers’ view point), respectively.

3.2.1 Inferior Market

In the experiment, we mimic the inferior market by involving two consumers and
one supplier in the negotiation. In this scenario, consumers face competition. In
order to win the competition, each consumer has to defeat its competitors. Experi-
mental results between the two consumers (c1 and c2) and the one supplier (sl or
52 or s3) are illustrated in Figures [l through [7] respectively. It can be seen that in
the inferior market, in order to defeat c2, c1’s offers have higher prices than ¢2’s
in all negotiation rounds. c1 finally won all negotiations with different sellers, i.e.
$158.25 with s1, $227.43 with s2, and $199.64 with s3. The explanation about
such results are (1) ¢l noticed that the current market was inferior for itself and
gives more concessions to sellers in order to get the item, and (2) because c1’s de-
sire for trading was set to 1, it would accept any price finally in order to ensure the
item can be gained. Of course, if we decrease the value of c1’s desire for trading, cl
might leave off the negotiation when it notices that the market is too bad to reach any
agreement.

Offer

3 4
Negotiation round

Fig. 5. Negotiations in a inferior market (c1, c2 vs. s1).
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Fig. 6. Negotiations in a inferior market (c1, c2 vs. s2).
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Fig. 7. Negotiations in a inferior market (c1, c2 vs. s3).
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3.2.2 Equitable Market

We set both the number of consumer’s and supplier’s to two in order to mimic an
equitable market. The experimental result is displayed in Figure[8l In the equitable
market, c1 noticed that competitions are not so serious as in the inferior market, so
in order to enlarge its profit, it would not generate offers in a very high price as it did
in the inferior market, but just an offer slightly higher than ¢2’s price. It can be seen
that ¢1 made a deal with s1 firstly in $156.66, while ¢2 made a deal with s2 finally
in $180.0. Therefore, by comparison with ¢2, c1 gained more profit by adopting our
proposed negotiation model in an equitable market. Also, c1 decreased its cost by
comparison with its best agreement ($158.25) in the inferior market.

Offer

Negotiation round

Fig. 8. Negotiations in a equitable market.

3.2.3 Beneficial Market

Experimental results in a beneficial market are displayed in Figures [0 through [T3]
Firstly, we did not put any competition pressures on consumers, so each consumer
negotiated with two suppliers individually. It can be seen in Figure[0] when c1 nego-
tiated with two suppliers (s1 and s2), it made a deal with s1 in $140.45. Comparison
to that, ¢2 made a deal with s1 in $150 (see Figure[TQ). Obviously, c1 gained more
profit than c2 from the same negotiation. Furthermore, when s3 entered into the
negotiation, because the market became much advantageous for consumers, so cl
made a deal in a much lower price with s1 in $110 (see Figure [[T). However, c2
could not enlarge its profits even though the market became better and still made a
deal with s1 in $150 (see Figure[12)). During the negotiation with multiple suppli-
ers, it can be seen that c1 employed the decommitment mechanism we proposed in



Desire-Based Negotiation in Electronic Marketplaces

b44)

Offer

I
i 2 3 4

] ﬂl ¥
Negotiation round

Fig. 9. Negotiations in a beneficial market (c1 vs. sl, s2).
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b 13 2 3 4
Negotiation round

Fig. 10. Negotiations in a beneficial market (c2 vs. s1, s2).

Subsection 2.3 c1 resigned counter-offers rejected by all suppliers in the previous
negotiation round, and re-generated counter-offers in a lower price when c1 notices

the market is in beneficial state. By performing such a behavior, cl successfully
enlarge its profits in the beneficial market.

41
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Offer

Negotiation round

Fig. 11. Negotiations in a beneficial market (c1 vs. s1, s2, s3).

Offer

b 13 2 & 4
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Fig. 12. Negotiations in a beneficial market (c2 vs. s1, s2, s3).

In Figures[I3] we illustrate another situation in the beneficial market. In this case,
c1 will face competition from another consumer c2. cl firstly made a deal with s1
in $150.84, which was higher than the price ($110) in the beneficial market with-
out any competition (see Figure [[T)), but was lower than the price ($156.66) in the
equitable market (see Figure ) and the best price ($158.25) in the inferior market
(see Figure [3). Therefore, it can be confirmed that c1 has the ability to adjust its
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Fig. 13. Negotiations in a beneficial market.

negotiation behavior to balance between profit and success during the negotiation
when markets situation change. Furthermore, by comparison with the cases dis-
played in Figure [0l and[TT] it can be seen when c1 had the same increment on both
numbers of competitors and partners, c1 lost its profit. Therefore, we may infer that
competitions impact agents’ profits more than opportunities. However, we will not
expand such a discussion in this paper but leave it to future works.

3.3 Discussions

In the previous subsection, we illustrated experimental results in different market
situations. It can be seen when a market changes, a desire-based agent also changes
its behaviors during negotiations. Furthermore, even for the same market situation,
an agent’s decisions may also be different when they have different desires on trad-
ing. Therefore, both market situations and agent desires will impact negotiation re-
sults. In this subsection, we discuss how these two factors affect agent behaviors in
negotiations.

In Figure [[4] we illustrate a model to demonstrate how market situations and
agent desires for trading impact agents behaviors in negotiations. The x-axis denotes
the markets situation (refer to Equation (1)), the y-axis denotes agents’ desire for
trading, and the z-axis denotes agents satisfactions on offers (refer to Equation (3)).
Then by setting both negotiation parameters 3 and A to 1, a trading surface for the
desire-based negotiation model can be formulated as follows:

(1+@)x(1—d), when —1 <P <0,

r'®,d) =
(@, d) (®—1)*d+1, when0 < @ < 1.

(11)

where d € [0,1] and @ € [—1, 1].
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Fig. 14. Trading surface of negotiation models.

The trading surface defines a set of thresholds on agents profits. During the ne-
gotiation, agents will accept offers above or on the surface, but reject offers below
the surface. For the trading surface of desire-based negotiation, in an extreme case,
when @ = —1 or d = 1 then the threshold is I'(®, d) = 0, so the agent will accept
the ‘best’ offer from its opponents finally in order to make the deal. That is because
when @ = —1, the market is extremely disadvantageous for the agent, so any offer
will be considered as a ‘good’ offer based on the market situation; and when d = 1,
the agent needs to complete the negotiation extremely, so the agent will accept the
‘best’ offer from its opponents finally. In another extreme case, when ¢ = 1 or
d = 0 then the threshold is I'(®,d) = 1, so the agent will reject any offer which
cannot satisfy itself by 100%. That is because when @ = 1, the market is extremely
advantageous for the agent, so any offer below the agent’s initial offer will be con-
sidered as a ‘bad’ offer; and when d = 0, the agent’s motivation for completing the
negotiation is very low, so any offer lower than 100% satisfaction definitely can not
touch the agent. In a normal case, such as & = 0 and d = 0.5 (i.e. an equitable
market and the agent hesitates about trading), the agent will not accept any offer
which cannot meet its satisfaction on 50%.

Also, we display another trading surface for the NDF model. Comparison with
the desire-based model, the NDF model’s trading surface is just a plane surface.
That means the agent in the NDF model will fix its thresholds in all situations into
a constant, and does not consider changes of markets and agents desires for trading.
It can be seen in Figure[I4] that an instance of the trading surface for the NDF model
(A = 50%) is partially below the trading surface of desire-based model and partially
above the desire-based model’s. For agents in the NDF model, they will accept all
offers on this surface. However, for agents in the desire-based model, situations are
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more complex. When @ > 0 (beneficial market) and d < 0.5 (i.e. agents do not
really want to make a deal), agents in the desire-based model will not accept offers
which locate on the NDF model’s surface. On the other hand, when & < 0 (inferior
or equitable market) and d > 0.5 (i.e. agents want to make a deal), the agent in
the desire-based model will accept offers which locate on the NDF model’s surface.
Therefore, we can conclude that in the desire-based negotiation model, agents do not
evaluate offers independently, but relatively by considering market situations and
agent desires for trading, and the desire-based negotiation model is more applicable
in complex e-marketplaces.

4 Related Works

Some related works also take into account agent negotiation in complex environ-
ments. This section discusses differences between these related works and our
model.

Sycara et.al. [12]] proposed a model for bilateral negotiation by considering un-
certain and dynamic outside options. It is argued that outside options can impact
agent negotiation strategies. According to the complexity of outside options in ne-
gotiation, negotiations are further divided into three levels, which are single-thread
negotiation, synchronized multi-thread negotiation and dynamic multi-thread ne-
gotiation. Single-thread negotiation is only processed between two agents without
outside options. Synchronized multi-thread negotiation is based on the single-thread
negotiation model, and also considers concurrently existing outside options. Dy-
namic multi-thread negotiation is expanded from synchronized multi-thread negoti-
ation by considering uncertain outside options which may occur dynamically in the
future. Sycara’s model gives a very novel classification and description on general
negotiation. The desire-based negotiation model proposed in this paper focuses on
e-market places and its changes, and belongs to dynamic multi-thread negotiation.

Dasgupta and Hashimoto [2] proposed an approach to address the problem of
dynamic pricing in a competitive online economy where a product is differenti-
ated by buyers and sellers on multi-issue. Agents may have incomplete knowledge
of the negotiation parameters. A seller employs a collaborative filtering algorithm
to determine a temporary consumer’s purchase preferences and a dynamic pricing
algorithm to determine a competitive price for the product. Therefore, the price pre-
diction approach gives a solution about the bidding strategy in complex negotiation
environments. However, their approach only pays attention to sellers without the
consideration of the situation of buyers. Our desire-based negotiation model is suit-
able for adoption by both sellers and buyers.

Ren et.al. [16] proposed a market-driven model to help agents to make conces-
sions in negotiation. Four concession factors, namely trading opportunity, trading
competition, trading time and strategy and eagerness, are introduced to represent
both market and agent situations. Each concession factor impacts an agent’s conces-
sion from a certain consideration. All concession factors are updated by the agent
according to the market’s dynamic situation. But agents’ judgements on offers and
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expectations on negotiation outcomes are still fixed. In this paper, we model mar-
kets by considering both market situations and agent desires. During negotiations,
agents make concessions based on both objective and subjective considerations in
the negotiation.

By comparison with the above related works, the proposed desire-based negoti-
ation model has the following merits. It models negotiations in e-marketplaces by
considering (1) both objective situations of markets and subjective desires of agents,
(2) both concurrent and future possible situations of e-marketplaces, and (3) both
agents’ individual profit and trade-offs of whole e-market places.

5 Conclusion and Future Works

In this paper, we proposed a desire-based negotiation model to help agents to make
more wise decisions in e-marketplaces by considering both market situations and
agent desires for trading. In our model, the offer evaluation approach and counter-
offer generation approach take both objective and subjective considerations into ac-
count. Offers from opponents are evaluated relatively by considering markets sit-
uations and counter-offers are generated wisely by expecting possible changes of
the market in the future. Also, a negotiation protocol was proposed to define the
negotiation procedure in e-marketplaces. Based on experimental results, we further
put forward the concept of ‘trading surface’ and discovered that the trading surface
of the desire-based negotiation model is more applicable than the NDF model’s in
complex e-marketplaces. Future works of this research will focus on multi-issue
negotiations and analysis on competitions and opportunities in e-marketplaces.
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Summary. Negotiations are known to proceed differently across cultures. A real-
istic agent model of international negotiations has to take cultural differences into
account. This paper presents an agent-based model that tackles this challenge. The
context is a trade game where commodities with a hidden quality attribute are ex-
changed. The negotiation model uses the ABMP negotiation architecture. It applies
a utility function that includes market value, quality preference, and risk attitude.
The indices of the five dimensions of Hofstede’s model of national cultures are
used, in combination with agent’s group membership and societal status, to differ-
entiate negotiation behavior by adaptation of weight factors in the utility function
and ABMP parameters. The paper presents test runs with synthetic cultures and a
set of actual national cultures. The present version of the model helps to understand
behaviors in international trade networks. It proves that Hofstede’s dimensions can
be used to generate culturally differentiated agents.

1 Introduction

Bargaining practices differ across the world. Multinational companies sometimes
work with different price lists for different countries: in order to sell at the same
price, the selling company needs to adapt its offer to the varying bargaining prac-
tices. A single piece of advice about how to bargain, or a single model to describe
bargaining, are obviously not valid across the world unless culture is taken into
account.

"Culture’ is a notion with many meanings, some of which are contested in some
disciplines. However, the leading paradigm today is widely accepted and used in
both practice and academia. According to it, culture refers to the unwritten rules
of society. It is a phenomenon that is specific to a group, not to an individual. It
is transmitted in early youth through example and education. As a result its stable
across centuries in spite of huge changes in environment and technology. Cultural
differences show no signs of diminishing in the Information Age.

T. Ito et al. (Eds.): Innovations in Agent-Based Complex Automated Negotiations, SCI 319, pp. 49
springerlink.com (© Springer-Verlag Berlin Heidelberg 2010
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Within the literature various basic dimensions can be found according to which
societies differ from one another. Of these, the most widely used is Hofstede [[1]],
[2]. His work is accessible, sparse, and based on a very large, very well stratified
sample that continues to give it great explanatory value. No other model matches
society-level variables so well to date [3].

This paper describes an agent-based model for bargaining in the context of trade
and focuses on cultural adaptation of negotiation process parameters. The agents
follow common sense strategies such as maximizing utility, seeking good quality,
and minimizing risk, but they also have models of how to behave in an appropriate
manner. The latter models are based on Hofstede’s five dimensions of culture. A
cultured agent-based model of bargaining offers several promises. It can help un-
derstand the dynamics of international negotiations in trade. It could also serve as a
training tool for aspiring international traders.

The paper first briefly introduces Hofstede’s model of five dimensions of culture.
Next, the ABMP (Agent-Based Market Place, [4]) negotiation model that we adopt
is presented. We show how this model can be used in agent-based simulations. We
also discuss the limited subset of negotiation situations that are considered in this ar-
ticle. In the third section we link culture and negotiation by describing the influence
of each of Hofstede’s dimensions of culture on negotiators’ practices and prefer-
ences. This section sets the scene for the presentation of the rules for our cultured
agents in the fourth section. Section five shows example runs with the model on
imaginary cultures that have extreme values on one of the Hofstede dimensions and
average values on the other four. Section 6 presents results of test runs for a set of
actual countries. Finally we discuss the model and how to proceed, since this model
forms the basis of future research and tools.

2 Hofstede’s Five Dimensions of Culture

Human societies have found a different patterns of response to the problems of so-
cial life. In some, groups are permanent and close-knit while in others, group mem-
bership is volatile and voluntary. In some, leadership style is usually autocratic and
in others, participative. Research has shown and repeatedly confirmed that basic
tendencies to deal with a few central issues of social life are stable across the gener-
ations in societies [2]. They are, because they are instilled into a society’s members
from birth. As a baby and as a toddler, a child is primed as a social being. Once a
child sets foot into the wider society as a teenager, its basic cultural orientation is
firmly in place. This research stream has led to dimension models of culture. The
most widely used of these is the five-dimension model by Hofstede [1]]. The five
dimensions are:

- Identity: individualism versus collectivism. Essentially this is the extent to which
members of a society feel responsible for themselves and close relatives, or for
the larger group they belong to, and feel the group to be responsible for them.

- Hierarchy: large power distance versus small power distance, or the extent to
which the less powerful members of a society expect and accept that power
and rights are distributed unequally.
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- Aggression and gender: masculinity versus femininity. This dimension is about
assertive dominance and emotional gender roles. A firm, competitive orienta-
tion, versus a consensus-seeking and care-taking orientation, for both women
and men.

- Otherness and truth: uncertainty avoidance versus uncertainty tolerance. In uncer-
tainty avoiding societies strict rules, rituals, and taboos govern life. Distinctions
should be sharp and the unknown is considered dangerous.

- Gratification of needs: sort-term versus long-term orientation. In some soci-
eties immediate gratification of needs and keeping up social appearance, well-
behaving and respect for tradition are seen as virtues. In long-term oriented
societies, reasoning is pragmatic and planning, foresight and perseverance are
valued.

Note that the five dimensions are not personality traits, but societal patterns. Also
note that the picture drawn is necessarily simplified. It presents the two caricatured
extremes of each dimension. In reality, almost all cultures have intermediate po-
sitions on almost all dimensions. Furthermore, the dimensions of culture can only
be isolated from one another in an artificial way. The five dimensions are no more
than abstractions that capture main behavioral trends. In reality, cultures have a rec-
ognizable feel to them, a Gestalt that can be described, albeit only roughly, by its
combination of dimension scores. Experienced negotiators know the range of be-
haviors that they can expect from negotiators from other parts of the world. They
also know how gender, age, status and personality can affect the negotiation style of
people from these parts of the world.

In [0, 60, ['Z1, [8], (9], the influence of each of the dimensions on trade processes
was modeled separately; a slightly artificial, but also necessary intermediate step to
model agents differentiated along the Hofstede dimensions. This chapter describes a
reconciled models of all dimensions and presents test runs with synthetic and actual
national culture.

3 Negotiation Process Model

The present work focuses on a specific type of negotiations: bilateral bargaining
about business transactions. The work aims to develop models of actual human be-
havior. It does not aim to develop an optimal bargaining strategy that can outperform
human negotiators or other agents.

In bilateral negotiation, two parties aim at reaching a joint agreement. They do
so by exchanging various offers or bids using e.g. an alternating offers protocol [[10]
called the “negotiation dance” in [11]. Negotiation is a complex emotional decision-
making process aiming to reach an agreement to exchange goods or services [12]].

The literature on automated negotiation contains a number of agent models for
negotiation. The focus of that literature is on reaching deals that are Pareto-efficient
(i.e., neither can improve without making the situation worse for the other). Further-
more, some aim at reaching fair outcomes, i.e., in which the deal is equally good for
both parties. For more information on strategies see, e.g., [4]], [L3], [14]], [L5].
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The context of the negotiation behavior modeled in this paper is formed by hu-
man gaming simulations. The gaming simulations are designed as tools in supply
chains and networks research [[16]]. The multi-agent model aims to simulate human
behavior in these games. Fig. 1 depicts the process model of an agent’s activities in
the game.

!

determine i or
trade goal \}
update ]

negotiate beliefs

|
séiect d momtor and '
trade partner enforce

T S

Fig. 1. Processes and internal information flows of trading agents

Participants can determine their trade goals, for instance to sell or to buy com-
modities of a particular quality level. They can select a trade partner according to
their preferences and experience, negotiate a transaction of a commodity with qual-
ity attributes and guarantees, and deliver truthfully or defect. The essence of the
game is information asymmetry: commodities have a quality attribute that is known
to the seller and invisible - but testable at some cost - for the buyer. The buyer can
either trust the seller’s quality statement or spend money on testing, or negotiate
some kind of guarantee or certification, which will result in a higher price.

The relevant attributes for comparing bids during the negotiation process are the
economic value of the transaction according to market prices, the valuation of par-
ticular quality attributes by the trader, and the risk of deceit introduced by the infor-
mation asymmetry.

The valuations of quality and risk have a rational component and a subjective
valuation that is influenced by a trader’s personal characteristics and culture. The
rational component of a quality attribute is the difference in market price that a
trader expects as a result of the quality difference. The rational component of the
risk is the product of the amount of the damage and the probability that the damage
occurs. The subjective valuation comes in addition to the rational value. For quality,
it is the trader’s quality preference, for instance because of the societal status that
results from trading high quality products. For risk, it is an agent’s risk aversion, a
cost in excess of damage x probability, that a trader is willing to make in order to
avoid risk.

In the models developed in this work, traders are assumed to compare business
proposals by applying a utility function as proposed by Tykhonov et al. [[17]:

Ug :vaB+quB + w,Rp. (D)
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Up stands for the utility that agent a expects from bid b made by partner agent p.

Vg reflects a’s belief about the economic value of the transaction in the interval
[0, 1]. It is calculated as the profit expected from the transaction in case of coopera-
tion, minus the estimated risk of the trade partner to defect, computed as damage X
probability.

@ p reflects the subjective valuation of the quality attribute of the proposed trans-
action, in addition to the market value, in the interval [0, 1], e.g. a trader may prefer
trading biologically grown food, even if more profit can be made trading tradition-
ally grown.

Rp reflects a’s valuation of the risk involved in the interval [0, 1], with 1 repre-
senting no risk. It is based on the product of three factors, all normalized values in
the interval [0, 1]. The first factor is a’s subjective estimate of the probability that
p’s will defect. The second factor is the opportunity to defect that the contract leaves
for p, e.g. a contract for organically grown food offers the opportunity to deliver the
cheaper traditionally grown, but a contract for traditionally grown food does not.
The third factor is the damage that a expects to suffer in case of defection by p, nor-
malized in the interval [0, 1] with 1 representing maximal damage. R is computed
as the product of the three factors.

The factors w,,, wgq, and w;., with w, +wy +w, = 1, reflect the weight that agent
a attaches to the terms of the utility function when dealing with p. For a rational
agent, w; = w, = 0. The values of w, and w, reflect an agent’s quality preference
and risk aversion, and are to a great extent influenced by culture. Within a culturally
homogeneous society, not all agents have equal preferences, but significant differ-
ences between cultures exist in the average values of risk aversion and the appraisal
of status associated with high quality products.

Technical details of the utility function can be found in [18].

4 ABMP Negotiation Architecture

For the agents’ negotiation strategy we chose the Agent-Based Market Place
(ABMP) architecture of Jonker and Treur [4]], because of its proven similarity to
human negotiations [[19] in experiments with the SAMIN system of which the bid-
ding strategy is that of ABMP.

The ABMP strategy is developed on the following principles. To assess a bid of
the other party, it is important to have evaluation methods. Evaluation can be done at
two levels: the level of each of the specific attributes (attribute evaluation), and the
level of the bid as a whole (overall bid utility). Thus, some characteristics of ABMP
are:

- explicit reasoning about the negotiation strategy and co-ordination of the negotia-
tion process;

- evaluation of a bid takes into account both the attributes separately and the overall
utility of the bid;

- planning of a new bid takes into account both the overall utility level and the level
of attributes separately.
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In particular, in the model it is possible to work on two levels: the level of the
overall bid and the level of each of the attributes separately. The negotiation model
has been specified as a compositional structure within the component Co-operation
Management of the agent, see Figure 2.

cooperation management

bid utility
determination

utility
planning

negotiation
coordination

Y
Y

attribute
planning

attribute
evaluation

Fig. 2. Multi-Attribute Negotiation Architecture

Globally speaking, the process runs as follows:

1.

2.

At the beginning of each negotiation round, evaluations of the attributes of
the previous bids are determined.

The evaluations are aggregated and the overall utilities are computed, both
for the own previous bid of the agent and the proposed bid, received from
the opponent in the previous negotiation round.

. Decide whether to accept the opponent’s bid, quit the negotiation without

a deal, or make a counteroffer. For a counter offer the next step is, step 4.

. The concession step to be made in the next bid is determined. For this, the

agent determines the overall target utility for the next bid to be proposed
to the opponent.

. To obtain the next bid, given the target utility, first according to some dis-

tribution over attributes, target attribute evaluation values are determined
(chosen in such a manner that they aggregate exactly to the target utility).

. Finally, for each of these target attribute evaluation values, an attribute

value is chosen that has an evaluation value as close as possible to the
target evaluation value for the attribute.
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An agent accepts another agent’s bid, unless:

- Repetition of steps takes place: steps without enough progress (depending on the
impatience factor (7) which specifies the acceptable number of steps in which
nothing changes)

- A utility gap (larger than some threshold w) remains; i.e., a significant difference
between the utility of the own bid and that of the other agent’s bid.

- A configuration mismatch (larger than some threshold v) remains between the
own bid and the other agent’s bid.

Here a configuration mismatch means that for at least one attribute, between the two
values (in the two bids) a significant difference exists. Depending on the outcome
of the analysis in step 2, component Negotiation Coordination decides on the next
action (step 3). If a user is involved, the agent involves the user in the decision
process. If the agent is solely responsible for the negotiation, it decides for itself on
one of the following actions:

- Start a next negotiation round

- Contact the user (to discuss whether the concession factor () can be changed.

- Contact the user to discuss whether the configuration tolerance (7) can be changed.

- Communicate to the user that an agreement has been reached.

- Communicate to the user that the negotiation has failed (only when the user is
unwilling to change the characteristics).

One additional elementary aspect of the ABMP architecture is the determination of
a concession step (step 4). This step characterizes a concession-based strategy. The
decision for what concession to make is based in ABMP on the concept of the cur-
rent utility gap, i.e., the difference between the utility of the agent’s own bid, and
the utility of the last bid of the opponent. It is important to note that in this compu-
tation both utilities are based on the agent’s own utility function. Thus, where the
utility of the self (own) bid is the actual, true utility value, the utility of the oppo-
nent’s bid is typically only an approximation, since the opponent is typically not
willing to share his utility function. This illustrates a key aspect of negotiations with
incomplete preference information (i.e., where the utility function of the opponent
is unknown): the perceived remaining utility gap between the own and other’s offer
may be very from the perspectives of the two parties. A concession made by one
agent (in the way of decreasing his own utility function) may be perceived as no
concession at all (even a retraction) by the other party. Similarly, an agent can make
no concession (or a very small concession), but the opponent perceives this con-
cession as very considerable. It is precisely this type of concessions that one would
like to achieve in multi-attribute negotiations, since it means the new offer is closer
to the Pareto-efficient frontier. Such concessions can only be achieved by finding
suitable concession trade-offs between the issues.
In ABMP the concession step C'S is determined by

CS = B(1 - n/Ups)(Uso — Ugs). (2)

In the above formula, Upgs and Upo represent the utilities of self (i.e., the agent’s
own bid), respectively the utility of the other’s last bid. The factor Upp — Ups
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expresses the current utility gap. The letter 1 stands for minimal utility, also known
as reservation value. The factor (3 stands for the negotiation speed. The minimal
utility is taken as p = 1 — ~ with ~ the concession factor, expressing a measure
in how far concessions can be made. The factor (1 — ;/Upg) expresses that the
concession step will decrease to O if the Upg approximates the minimal utility p.
This ensures Ugg > p.

Note that in step 4, the user is asked whether he is willing to adjust his concession
factor. The rationale for this is that, in human negotiations, often the players do not
know their true or absolute cut off value (minimal utility), but start working from
a higher value. If it turns out that with that somewhat higher minimal value, they
cannot close the deal, humans tend to adjust this minimal value closer to their true
cut off value.

The rest of the ABMP architecture is not explained in this paper, as it is not
fundamental for understanding the current paper. For more details, the reader is
referred to [4]] and [20]].

5 Culture and Bargaining

(50, (6], [7], (8], and [O] model the influence of culture on trade processes for each
of the five dimensions separately. Characteristic effects of the dimensions on nego-
tiation behavior are cited below.

5.1 Individualism versus Collectivism

According to [15]], to a collectivistic trader, negotiation has to be preceded by the for-
mation of a relationship. If that goes wrong there is no negotiation. During the nego-
tiation, collectivistic traders discriminate between in-group and out-group partners.
They try to maintain harmony as long as the opponent follows the in-group rules.
When doing business with individualist traders the collectivists may be shocked by
their opponent’s explicit communication. The style of the reaction may be furious,
or they might never explicitly say anything, but just avoid the other from now on.
In a collectivistic culture the responsibility for in-group welfare and the compliance
with in-group rules always play a prominent role. A collectivist will accept benefits
for his in-group rather than his personal advantage as a convincing argument.

Individualists have one thing in mind during negotiations: their personal interest.
So individualist traders are not very modest in their negotiations, nor will they give
in for the purpose of maintaining harmony. If they are not aware of the cultural dif-
ferences when trading with collectivists, they may be upset by the lack of explicit
communication, or they may upset their opponents by being too explicit, or by talk-
ing business before the relationship has been established and acknowledged. They
behave patiently as long as it serves their interest.

5.2 Power Distance

According to [[6], traders from egalitarian cultures may have different ways to nego-
tiate, but they will always negotiate. Traders from large power distance cultures on
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the other hand are not used to negotiating seriously. The powerful dictate the con-
ditions. A trader from a culture with large power distance expects a lower ranked
business partner to accept his conditions rapidly. If the lower ranked partner has the
same cultural background, there is no problem and the rights of the higher ranked
will be recognized and respected: the lower ranked will be modest and give in easily.
However, a trader from an egalitarian culture may not give in to the pressure if his
status is lower, but will either react furiously (e.g., break off negotiations) or simply
ignore the pressure (make a counterproposal), in which case the opponent will be
furious (and e.g., break off negotiations).

5.3 Masculinity versus Femininity

[7] treat the dimension of masculinity versus femininity as a preference for per-
formance versus cooperation. A performance oriented trader (masculine culture) is
interested in fast trades, with as many high quality goods as possible in one trade.
This trader is rather impatient, and if bids are too far off from his profile, he will
walk away quickly. The performance oriented sticks to the contract of the deal, de-
ceive the trade partner to the limits of the contract without any compunction, and
expects the partner to do so too.

A cooperation oriented trader (feminine culture) is interested in the relationship
with the trade partner; building trust is important. The amount or quality of goods
is not of the most interest, because the relationship built during negotiation might
pay off in future negotiations. Given the interest in the relationship with the trade
partner, a first negotiation with a trade partner will take time that is willingly spent.
During such negotiations, the trader appreciates a negotiation process in which both
partners show a willingness to accommodate the other over time.

5.4 Uncertainty Avoidance

According to [8]], the first bid of an uncertainty avoiding trader tends to be modest
in the sense that it is a price he thinks is right. Uncertainty avoiding traders have
an emotional style of negotiation, making sure that the opponents understand their
feelings. They will not adapt their behavior to their opponent’s. In the bargaining
that follows they will not easily give in nor will much time be spent. After a few un-
successful iterations, the uncertainty avoiding trader will break off the negotiation.

Uncertainty tolerant traders on the other hand have a relaxed style of negotiation.
They try to adapt their behavior to their counterparts, although they are not prepared
to come to an agreement at all cost. They do not show their emotions and may be
disconcerted if their opponents do. They are careful not to be more yielding than
their counterparts are.

5.5 Long Term versus Short Term Orientation

According to [9]], long term oriented negotiators are pragmatic and take the bigger
picture. They tend to see one bargaining instance as a small step in a long process,
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and their decisions will be led by their estimation of the profitability or other success
chances of that longer process. Long-term oriented traders show patience. They do
not break off negotiations. They do not overcharge. A first proposal may be modest,
but they do not rapidly give in.

Short term oriented negotiators, on the other hand, think in terms of moral prin-
ciples and apply them to the situation that is before them here and now. They are
very reliable when it comes to following standards of appropriateness of behavior,
but this can make them disregard the ulterior consequences of their action.

6 Modeling Culture in ABMP

Based on narrative descriptions acquired through an expert systems knowledge elic-
itation approach, [15], [6], [[7], [8], and [9] propose formal models for the influence of
the single dimensions on the ABMP parameters, and for the weights that subjective
terms for quality preference and risk aversion get in an agent’s utility evaluation.

With respect to the influence of culture, the relevant ABMP parameters are con-
cession factor, negotiation speed, utility gap size, and impatience factor. The con-
cession factor determines how far the agent is willing to go in making concessions.
Negotiation speed determines the extent of concessions to its own utility the agent
would typically make per negotiation round. The utility gap size expresses what is
acceptable to the agent when comparing its own bid with that of the opponent. If
the difference in utility falls within the utility gap size, the agent will accept the op-
ponent’s offer. The impatience factor determines when the agent becomes impatient
with the opponent. For example, for some agent it is OK if the other makes a con-
cession within 4 rounds, for another, the opponent should make concessions every
round.

[L8]] proposes a model that integrates the models of the single dimensions into
a five-dimensional model of cultural influence. The basis for the integration is the
table of cultural factors’ influences (Table 1).

The modeling approach is as follows. Behavior is influenced by the cultural di-
mensions. These are represented by indices usually called PDI, UAI, IND, MAS,
and LTO. We scale these indices to the interval [0, 1], O representing the lowest
observed valuein surveys of national cultures, 1 the highest observed value, and in-
dicate the scaled values by PDI* UAI*, IND*, M AS*, and LT O*, respectively.
So, IN D* indicates the degree of individualism, 1 — I N D* indicates the degree of
collectivism.

In addition to the indices, in some cultures relational characteristics are relevant
to differentiate behavior. In cultures with high power distance, status of the agent
and its opponent is relevant. In collectivistic cultures, in-group members are treated
differently from out-group members. In uncertainty avoiding cultures, strangers are
mistrusted. In short-term oriented cultures, celebrities and well-respected members
of society are treated with special attention.

The combination of cultural indices and relational characteristics lead to the cul-
tural factors represented in Table 1. These factors are modeled to have a monotonous
effect, either increasing or decreasing, on the relevant ABMP parameters and weight



The Influence of Culture on ABMP Negotiation Parameters 59

Table 1. Influence of culture on the utility weight factors and ABMP parameters (+ increased
parameter value; - decreased; +! increased every negotiation round) [18]]

Culture type Relation Wy Wy ¥ o] (0] i
large power distance sell status high +

sell status low -

higher partner + + +! -

lower partner -
small power distance

uncertainty avoiding similar partner + + + -
different partner + ++ + +
uncertainty tolerant
individualistic
collectivistic ingroup partner + -
oulgroup partner + -
masculine + + + +
feminine - - -
long-term oriented - -
short-term oriented general +
high partners + - + -

factors. As no further evidence is available, a simple approach is taken and the ef-
fects are assumed to be linear: from some default value to a minimal value if the
resulting affect is negative; from the default value to a maximal value if the effect is
positive:

Az + | Az Az — | Az
SUZCUT-F%(CUH—JCT)‘F%(CUT—CUL) 3

In the above equation x7 represent the default value of parameter z, x j; the maximal
value, z, the minimal value, and Ax the effect of joint cultural factors on x.

The effects of the factors on a parameter are computed by subtracting the weak
disjunction of the decreasing effects from the weak disjunction of the positive fac-
tors. So, positive effects cannot reinforce each other, negative effects cannot rein-
force each other, but the strongest negative effect can compensate for the strongest
positive effect, vice versa. This can be illustrated by the effect of culture on the
impatience parameter:

AL:maX{UAI*,MAS*}—maX{PDI (p = 5a)(1 = IND )(1_9‘”’)}

(1 - MAS*),LTO*, (1 — LTO*)s,

“)
In this equation s, and s, represent the agent’s beliefs about own and partner’s
societal status, respectively, and g, represent a’s belief about group distance with
p. Effects on other parameters are computed similarly, using Table 1.
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7 Test Runs with Synthetic Cultures

Table 2 presents results of simulated negotiations, applying Jonker and Treur’s
ABMP architecture [4]. The negotiations are performed in the simulation environ-
ment for of commercial transactions, applied in [6]], [7]], [8], and [9]. The agents
are assigned roles of either suppliers or customers. Agents may select a partner in
the opposite role and negotiate about the sale of a commodity that has either high
or basic quality. However, quality is not visible without third-party testing, so the
buyer of a high quality product has to accept risk, i.e. trust the seller. In the current
simulation, agents are neutral with respect to trust, i.e. neither trust nor distrust their
trade partners. If they agree on high quality, they implicitly accept the risk of deceit.
The percentage of high quality transactions reflects the level of risk that the agents
are willing to take. It should be noted that the results are not tuned to realistic situa-
tions. The figures should not be taken as absolute values. They show tendencies that
emerge from the model.

The results in Table 2 show that in a hierarchical agent society, negotiations suc-
ceed more frequently if there is status difference: the higher ranking force the trans-
action and take risk (high rate of high quality transactions) or force the lower ranking
to do so. Egalitarian agents do not accept the risk of deceit.

In uncertainty avoiding agent societies, negotiations fail frequently if the part-
ner is different, i.e. partners do not have common group membership. Negotiations
are broken off after a few rounds, because the uncertainty avoiding agents have an
urge to proceed (“time is money”’). They have a strong preference for high quality
commodities. They are willing to take a calculated risk to that end, but only with fa-
miliar partners. The uncertainty tolerant agents are more balanced in their judgment
of transaction value and risk.

Individualistic agents also do not accept proposals that have too little value or too
much risk. Collectivistic agents fail more frequently if they negotiate with out-group
partners. With in-group partners, they take their time to negotiate and accept the risk
of deceit.

Masculine agents are impatient, break-off frequently, and go for high quality.
Feminine agents try to finish the negotiations and take their time for it. Nevertheless,
they do not succeed more frequently, because the step size of their concessions is
too small.

Long term oriented agents show patience in their negotiations and frequently suc-
ceed, but they do not accept risk. Yet they accept high quality transactions, because
they take their time to negotiate a price that covers the risk. The sort term oriented
are less patient and break off more frequently, but this effect is reduced when they
trade with high status partners. They accept risk if they are trading high quality
products.

These results comply with the expected behavior of the agents and verify the im-
plementation. However, they do not validate that the implemented model generates
believable culturally differentiated agent behavior. For validation of the model, re-
sults of extensive simulations with realistic values of cultural parameters should be
compared with empirical results from literature. A host of literature on negotiation
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Table 2. Results of simulated negotiations for extreme settings of culture parameters, i.e.
the value for the particular dimension is set to either 0.1 or 0.9, the values for the other
dimensions are set to 0.5. Default values of parameters wq, w.., g, w, b, and % are set to 0.2,
0.1, 0.7, 0.2, 0.02, and 0.4, respectively; T: number of successful transactions; P: number
of failed negotiations; P: percentage of negotions failed; R: average duration in rounds; Q:
percentage of transactions with high quality

Culture type Relation 5 F P R Q
large power distance all status high 56 38 40 3.6 24
all status low 60 41 41 32 0
higher buyers 61 33 35 33 23
higher sellers 76 39 34 3.1 25
small power distance 58 56 49 3.2 2
uncertainty avoiding different partners 39 85 69 2.6 0
similar partners 65 46 41 29 22
uncertainty tolerant 48 76 61 2.9 1
individualistic 56 63 53 3.0 0
collectivistic ingroup partners 81 23 22 34 14
outgroup partners 35 77 69 3.1 0
masculine 57 55 49 3.0 18
feminine 48 43 47 3.7 10
long-term oriented 71 27 28 3.6 16
short-term oriented ceneral 40 72 64 3. 13
high partners 68 51 43 3.0 13

in particular countries is available, for instance Adair et al. [21]] compare negotia-
tions in France, Russia, Japan, Hong Kong, Brazil, and the United States; Kumar
and Worm [22]] compare negotiations in China and India.

Table 3. Example cultures used in simulations

culture  PDIT UAIT  IDV'  MAS  LTO

1 0.5 0.5 0.9 0.7 0.3
2 0.7 0.3 0.1 0.7 0.9
3 0.9 0.9 0.3 0.3 0.3
4 0.7 0.5 0.5 0.5 0.7

The remaining part of this section presents an example of data generated by the
model. An agent society of 8 suppliers and 8 customers is given time to trade and
negotiate about approximately 100 transactions. All suppliers have equal cultural
settings and all customers have equal settings. If agents have equal cultural set-
tings, they are considered in-group. All agents have equal status. Table 3 displays
the cultural settings. Culture 1 is modeled after North-American cultures, culture 2
is inspired by China, culture 3 by East-European cultures and culture 4 has simi-
larity with India. Table 4 presents results of the simulations. The results in Table 4
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Table 4. Example results of a simulation run with default parameter settings as in Table 2 and
cultures from Table 3

variable supplier customer culture
culture 1 2 3 4
Successlul transactions 1 61 45 37 69
2 65 90 37 53
3 49 56 59 63
4 58 61 39 69
Percentage failed 1 49 57 69 43
2 45 17 70 41
3 6l 47 51 41
+ 41 41 66 32
Performance ') 1 0.00 0.08 0.05
2 0.06 0.09 0.10
3 0.02 -0.07 0.02
4 0.11 0.05 0.07

1) Performance is compuled as average normalized price minus average normalized quality.
A high value 1s an advantage [or the suppliers; a low value 1s advantage for the customers,

demonstrate that in the simulation model, the cultural dimension parameters have
their influence. They differentiate aggregate performance in mono-cultural settings
as well as in intercultural interactions. However, extensive validation is required on
the basis of culture and negotiation literature and experimental data. This paper does
not cover such validation. It is subject of the authors’ current research.

8 Test Runs with Actual National Cultures

Tests have been run with agents configured with actual national cultures. For this
purpose, a dataset of cultural dimensions of 62 countries was used (subset of a
dataset prepared for a new edition of [2], to appear in 2010). For these cultures,
the effect on ABMP parameters can be calculated, for sight validation of the param-
eter adaptations resulting from Table 1. The effects are presented in the Appendix
(Table 6).

For all test runs, the agents were configured homogeneously with the parameter
values presented in the Appendix (Table 7). All runs were replicated 10 times. The
average results are presented in Table 8 in the Appendix. It should be noted that these
results represent modeled behavior in a game, not in actual trade. The results show
the number of successful transactions, regardless the profitability of the transactions.

The results show that the model can generate differentiation of behavior in trade
for realistic cultural configurations. The effects on different observables, e.g. failure
rate and average negotiation duration, are different across cultures. However, more
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data are required for a thorough analysis, for instance varying the group distance
and status differences between agents.

9 Discussion and Conclusion

It is well-known that negotiation outcomes differ across the world and that people
from different countries differ with respect to the way they negotiate and the results
they obtain [23]. Kumar and Worm [22] relate differences in business negotiation
processes with differences in economic institutions. According to Hofstede [1]], the
efficiency of different organizational structures and institutions depend on culture.
There is ubiquitous evidence that the result of decision making in business is influ-
enced by the cultural background of the decision makers. As a consequence, realistic
business simulation models of international supply chains and networks that take the
interaction between business partners into account, should incorporate culture.

Culturally differentiated behavior is not relevant in agent-to-agent negotiations,
or other situations where the main purpose of application of intelligent agents is to
outperform people by rational decision making, like advocated by Raiffa [11]]. Cul-
turally differentiated negotiating agents are useful in a context where human factors
play a role. Social simulation is an example of such a context. [17] report a multi-
agent simulation that is intended for use in combination with a gaming simulation,
as a data gathering tool in supply chain research. Other application area’s may be
training and education, and decision support systems for human negotiations.

This paper contributes to the understanding of culture’s influence on decision
making in business by exploring the feasibility of Hofstede’s five-dimensional
model to simulate believable agents in business. The model has been tested on imag-
inary cultures that differ on only one of the dimensions.

Data sets have been generated on the basis of actual national cultures. These
data show relations between cultural configuration and the simulated frequency of
transactions, negotiation failure ratio, duration of negotiation, quality level of traded
commodities, and certification level. The results provide some face validity of the
simulations, but a deeper analysis on more data is required to reveal relations in the
results that can be validated.

Preliminary results of the simulation of more complex, reality-based cultures give
evidence that culture in agents can be simulated by applying Hofstede’s model, as
was originally suggested by de Rosis et al. [24]. However, extensive validations
remain for future research. A first source of validation data are the numerous papers
reporting differences in negotiations across cultures, e.g. [21]. Gaming simulations
like [[17]] could be used as a tool to collect data for more precise tuning of the model.
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Appendix

Table 5. Effects of culture on ABMP parameters based on Table 1 for a sample of 62 coun-
tries, computed for group distance 0.5, supplier status 0.3, and customer status 0.7

national culture (PDL IDV, MAS, UAIL LTO) Awy, Aw, Ay AfS Aw At

Argentina (49, 46, 56, 86, 20) 042 0.30 0.56 042 020 030
Australia (36, 90, 61, 51, 21) 0.40 0.06 0.55 022 014 006
Austria (11, 55,79, 70, 60) 0.19 0.51 0.28 0.57 004 0.19
Bangladesh (80, 20, 55, 55, 47) -0.01 0.18 0.40 0.10 032 0.08
Brazil (69, 38, 49, 76, 44) 0.25 0.37 0.39 0.25 028 0.25
Bulgaria (70, 30, 40, 85, 69) 0.16 0.63 0.35 025 028 016
Canada (39, 80, 52, 48, 36) 0.16 0.07 0.45 0.04 016 0.04
China (80, 20, 66, 30, 87) -0.21 0.57 0.40 0.26 032 -021
Chile (63, 23, 28, 86, 31) 0.14 0.38 0.48 0.14  0.25 0.14
Colombia (67, 13, 64, 80, 13) 0.40 0.19 0.61 037  0.27 0.19
Croatia (73, 33, 40, 80, 58) 0.20 0.51 0.34 020 029 0.20
Czech Republic (57, 58, 57, 74, 70) 0.04 0.53 0.23 0.31 0.23 0.04
Denmark (18, 74, 16, 23, 35) -0.19  -0.12 046 -0.61 0.07 -0.61
Estonia (40, 60, 30, 60, §2) -0.22 0.47 020 -0.10 0.16 -0.22
Finland (33, 63, 26, 59, 38) -0.12 0.16 043 -0.15 0.13  -0.15
France (68,71, 43, 86, 63) 0.23 0.60 0.27 029 027 023
Great Britain (33, 89, 66, 35, 51) 0.15 0.32 0.34 032 014 015
Germany (33, 67, 66, 65, 83) -0.17 054  0.17 032 014 -0.17
Greece (60, 35, 57, 112, 45) 0.55 0.62 0.39 0.57 024 055
Hong Kong (68, 25, 57, 29, 61) -0.04 0.30 0.38 0.14 027 -0.04
Hungary (46, 80, 88, 82, 58) 0.30 0.59 0.29 076 018 030
Indonesia (78, 14, 46, 48, 62) -0.14 0.22 043 -0.06 031 -0.14
India (77, 48, 56, 40, 51) 0.02 0.22 0.34 0.12 031 0.05
Iran (58,41, 43,59, 14) 029 -0.01 0.60 0.02 023 -001
Ireland (28, 70, 68, 35, 24) 0.44 0.15 0.53 036  0O.11 0.15
Israel (13, 54,47, 81, 38) 0.28 0.38 0.43 0.28  0.05 0.28
Italy (50.76,70,75, 61) 0.14 0.48 0.27 045 020 0.14
Japan (54, 46, 93, 92, 88) 0.07 0.87 0.27 0.68 022 007
Korea South (60, 18, 39, 85, 100) -0.15 0.85 0.41 024 024 -0.15
Latvia (44, 70, 9, 63, 69) -0.28 0.41 022 -0.28 0.18 -0D.28
Lithuania (42, 60, 19, 65, 82) -0.17 0.52 020 -0.16 017 -0.17
Luxembourg (40, 60, 50, 70, 64) 0.06 0.45 0.25 020 016 0.06
Malaysia (104, 26, 50, 36, 41) -0.11 0.09 0.41 0.00 040 0.00
Mexico (81, 30, 69, 82, 24) 0.25 0.29 0.53 047 032 029
Malta (56, 59, 47, 96, 47) 043 0.59 0.37 0.43 022 043
Morocco (70, 46, 53, 68, 14) 0.37 0.08 0.60 0.21 0.28  0.08
Netherlands (38, 80, 14, 53, 67) -0.33 0.30 023 033 015 -033
Norway (31, 69, 8, 50, 35) -0.27 0.05 046 -0.42 012 -D42
New Zealand (22, 79, 58, 49, 33) 0.25 0.11 0.47 0.16 0.09 0.11
Pakistan (55, 14, 50, 70, 50) 0.20 0.35 0.43 0.20 022 020
Peru (64, 16, 42, 87, 25) 0.29 0.35 0.53 0.29 026 029
Philippines (94, 32, 64, 44, 27) 0.07 0.13 0.51 0.28 038 013
Poland (68, 60, 64, 93, 38) 045 0.50 0.43 0.57 027 050
Portugal (63, 27, 31, 104, 28) 031 0.50 0.50 0.31 0.25 031
Romania (90, 30, 42, 90, 52) 0.27 0.56 0.36 032 036 032
Russia (93, 39, 36, 95, 81) 0.14 0.82 0.37 0.31 037  0.14
South Africa (49, 65, 83, 49, 34) 049 0.37 0.46 0.66 020 037
El Salvador (66, 19, 40, 94, 20) 0.34 0.38 0.56 034 026 034

Serbia (86, 25, 43, 92, 52) 032 058 038 035 034 035
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Table 5. (continued)
Singapore (74, 20, 48, 8,72) -0.24 028 040 -0.04 030 -0.24
Slovak Republic (104,52, 110, 51.77) 023 084 040 076 040 023
Slovenia (71, 27, 19, 88, 49) 007 052 037 007 028 007
Spain (57. 51, 42, 86, 48) 0.28 0.50 0.36 0.28 0.23 0.28
Sweden (31,71, 5, 29, 33) -0.48 0.05 0.33 -(1.66 0.12 (.66
Taiwan (58, 17, 45, 69, 93) 024 064 042 014 023 -0.24
Thailand (64, 20, 34, 64, 32) 0.02 0.16 0.48 -0.02 026 -0.02
Trinidad and Tobago (47, 16, 58, 55, 13) 045  -0.03 0.61 0.16 0.19  -0.03
Turkey (66, 37. 45, 85, 46) 030 047 038 030 026 030
Uruguay (61, 36, 38, 100, 26) 038 048 052 038 024 038
U.S.A. (40,91, 62, 46, 26) 036 010 0352 024 016 010
Venezuela (81,12, 73,76, 16) 027 017 039 032 032 017
Vietnam (70, 20, 40, 30, 57) 017 010 040 020 028 -0.20

Table 6. Default and maximal and minimal values used for cultural adaptations in Table 7

Wy Wy ¥ yij @ {
default xp 0.05 0.05 0.6 0.3 0.02 0.3
maximum xy 02 0.2 1 0.5 0.1 0
NG mum vy 0 0 1.a. () n.a. 1

[the increase of @ depends on round number p: A@=PDI '(s,,—.s',,}p 1
[the effect of =1 is that the probability of quitting a negotiation in case of insuflicient pro-
gress or unrealistic bidding equals 0.5: P(quit) = 0.57]

Table 7. Average results of 10 simulation runs with 8 supplier agents and 8 buyer agents,
with group distance 0.5, supplier status 0.3 and customer status 0.7; T: number of successful
transactions; P: number of failed negotiations; P: percentage of negotions failed; R: average
duration in rounds; Q: percentage of transactions with high quality; C: percentage of certified
transactions

national culture (PDL, 1DV, MAS, UAL LTO) T F P R Q C
Argentina (49, 46, 56, 86, 20) 56 36 39 3.1 34 7
Australia (36, 90, 61,51, 21) 70 25 26 4.3 30 3
Austria (11, 55,79, 70, 60) 60 41 41 4.0 25 4
Bangladesh (80, 20, 55, 55, 47) 68 38 6 3.6 26 )
Brazil (69, 38, 49, 76, 44) 65 26 29 38 34 5
Bulgaria (70. 30. 40, 85, 69) 56 33 37 33 37 3
Canada (39, 80, 52, 48, 36) 62 33 35 38 34 8
China (80, 20, 66, 30, 87) 87 15 15 42 20 2
Chile (63, 23, 28. 86. 31) 75 18 19 4.1 39 7
Colombia (67, 13, 64, 80, 13) 83 30 27 34 46 7
Croatia (73, 33, 40, 80, 58) 58 37 39 35 28 5
Czech Republic (57, 58, 57, 74, 70) 60 27 31 42 23 4
Denmark (18,74, 16, 23, 35) 58 14 19 53 7 1
Estonia (40, 60, 30, 6(0), 82) 71 20 22 47 11 2
Finland (33, 63, 26, 59, 38) 69 16 19 45 23 5
France (68. 71, 43. 86, 63) 63 35 36 3.2 21 0
Great Britain (35, 89, 66, 35, 51) 70 51 42 4.0 27 0
Germany (33, 67, 60, 65, §3) T3 26 26 4.3 19 1
Greece (60), 35, 57, 112, 45) 54 38 41 3.0 41 9
Hong Kong (68, 25, 57. 29, 61) 68 31 31 38 24 3
Hungary (46. 80, 88, 82, 58) 62 27 30 3.6 23 5
Indonesia (78, 14, 46, 48, 62) 77 25 25 44 27 [
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Table 7. (continued)

India (77, 48, 56, 40, 51) 63
Iran (58, 41,43, 59, 14) 71
Ireland (28, 70, 68, 35, 24) 67
Israel (13, 54, 47, 81, 38) 52
Ttaly (50, 76,70, 75, 61) 53
Japan (54, 46, 95, 92, 88) 67
Korea South (60, 18, 39, 85, 100) 79
Latvia (44,70, 9, 63, 69) 56
Lithuania (42, 60, 19, 65, 82) 64
Luxembourg (40, 60, 50, 70, 64) 67
Malaysia (104, 26, 50, 36, 41) 60
Mexico (81, 30, 69, 82, 24) 55
Malta (56, 59, 47, 96, 47) 59
Morocco (70, 46, 53, 68, 14) 65
Netherlands (38, 80, 14, 53, 67) 46
Norway (31, 69, 8, 50, 35) 66
New Zealand (22, 79, 58, 49, 33) 66
Pakistan (55, 14, 50, 70, 50) 72
Peru (64, 16, 42, 87, 25) 79
Philippines (94, 32, 64, 44, 27) 69
Poland (68, 60, 64, 93, 38) 41
Portugal (63, 27, 31, 104, 28) 63
Romania (90, 30, 42, 90, 52) 68
Russia (93, 39, 36,95, 81) 70
South Africa (49, 65, 83, 49, 34) 67
El Salvador (66, 19, 40, 94, 20) 69
Serbia (86, 25, 43,92, 52) 56
Singapore (74, 20, 48, 8,72) 75
Slovak Republic (104, 52, 110, 51, 77) 75
Slovenia (71, 27, 19, 88, 49) 1
Spain (57, 51, 42, 86. 48) 6l
Sweden (31,71, 5,29, 53) 51
Taiwan (58, 17, 45, 69, 93) 82
Thailand (64, 20, 34, 64, 32) 66
Trinidad and Tobago (47, 16, 58, 55, 13) 80
Turkey (66, 37, 45, 85, 46) 58
Uruguay (61, 36, 38, 100, 26) 50
U.S.A. (40,91, 62, 46, 26) 72
Venezuela (81, 12,73, 76, 16) 75
Vietnam (70, 20, 40, 30, 57) 69
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Summary. The design of automated negotiators has been the focus of abundant
research in recent years. However, due to difficulties involved in creating gener-
alized agents that can negotiate in several domains and against human counter-
parts, many automated negotiators are domain specific and their behavior cannot
be generalized for other domains. Some of these difficulties arise from the differ-
ences inherent within the domains, the need to understand and learn negotiators’
diverse preferences concerning issues of the domain and the different strategies ne-
gotiators can undertake. In this paper we present a system that enables alleviation
of the difficulties in the design process of general automated negotiators termed
GENIUS, a General Environment for Negotiation with Intelligent multi-purpose
Usage Simulation. With the constant introduction of new domains, e-commerce and
other applications, which require automated negotiations, generic automated nego-
tiators encompass many benefits and advantages over agents that are designed for a
specific domain. Based on experiments conducted with automated agents designed
by human subjects using GENIUS we provide both quantitative and qualitative re-
sults to illustrate its efficacy. Our results show the advantages and underlying bene-
fits of using GENIUS for designing general automated negotiators.

1 Introduction

One cannot understate the importance of negotiation and the centrality it has taken in
our everyday lives, in general, and in specific situations in particular (e.g., hostage
crises [21]]). The fact that negotiation covers many aspects of our lives has led to
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extensive research in the area of automated negotiators, that is, automated agents
capable of negotiating with other agents in a specific environment. However, when
reviewing many of the agents suggested in the literature (e.g., [3} 15, 119]), one can-
not ignore the fact that most of them lack two key fundamental features, which
are, to our belief, most important for the design of successful general automated
negotiators.

The first problem emerges from the inherent design of the automated negotia-
tor. While humans can negotiate in different settings and domains, when designing
an automated agent a decision should be made whether the agent should be a gen-
eral purpose negotiator, that is, able to successfully negotiate in many settings and
domain-independent (e.g., Lin et al. [24]), or suitable for only one specific domain
(e.g., Ficici and Pfeffer [6] for the Colored Trail domain, or Kraus and Lehmann
[20] for the Diplomacy game). There are obvious advantages for an agent’s speci-
ficity in a given domain. It allows the agent’s designer to construct better strategies
that could allow it to negotiate better, in comparison to a more general purpose ne-
gotiator. However, this is also one of the major weaknesses of these type of agents.
With the constant introduction of new domains, e-commerce and other applications,
which require negotiations, the generality of an automated negotiator becomes im-
portant, as automated agents tailored to specific domain are useless since they cannot
be used in the new domains and applications.

The second problem is that automated negotiators should work in open environ-
ments. Open environments lack a central mechanism for controlling the agents’ be-
havior, and they may encounter human decision-makers whose behavior is diverse,
cannot be captured by a monolithic model, make mistakes, is affected by cognitive,
social and cultural factors, etc. 1, 22]]. Examples of such environments include on-
line markets, patient care-delivery systems, virtual reality and simulation systems
used for training (e.g., the Trading Agent Competition (TAC) [33]).

While the two aforementioned difficulties (and proposed solutions) should be
dealt with in more detail, in this paper we do not focus on the design of an efficient
automated negotiator; we do not even claim that we have the right “formula” to
do so. We do, however, present a tool that aims to help facilitate the design and
evaluation of automated negotiators’ strategies. The tool, GENIUS, is a General
Environment for Negotiation with Intelligent multi-purpose Usage Simulation. To
our knowledge, this is the first tool of its kind that both assists in the design of strate-
gies for automated negotiators and also supports the evaluation process of the agent.
Thus, we believe this tool is very useful for agent designers and can take a central
part in the process of designing automated agents. While designing agents can be
done in any agent oriented software engineering methodology, GENIUS wraps this
in an easy-to-use environment and allows the designers to focus on the develop-
ment of strategies for negotiation in an open environment with multi-attribute utility
functions.

GENIUS incorporates several mechanisms that aim to support the design of a
general automated negotiator. The first mechanism is an analytical toolbox, which
provides a variety of tools to analyze the performance of agents, the outcome of the
negotiation and its dynamics. The second mechanism is a repository of domains and



Supporting the Design of General Automated Negotiators 71

utility functions. Lastly, it also comprises repositories of automated negotiators. A
comprehensive description of the tool is provided in Section 3

In addition, GENIUS enables the evaluation of different strategies used by auto-
mated agents that were designed using the tool. This is an important contribution as
it allows researchers to empirically and objectively compare their agents with oth-
ers in different domains and settings. This is an important contribution with respect
to the validation of results reported by researchers with regard to their automated
negotiators.

In order to verify its efficacy, GENIUS was introduced to students, who were
required to design automated agents for different negotiation tasks. Their agents
were evaluated and both quantitative and qualitative results were gathered. A total
of 65 automated agents were designed by 65 students. We describe the experimental
methodology and results in Section [l The results support our claim that GENIUS
helps and supports the design process of an automated negotiator, from the initial
design, through the evaluation of the agent, and re-design and improvements, based
on its performance.

We begin by reviewing related research with respect to the design of general
automated negotiators.

2 Related Work

Research on general agent negotiators has given rise to a broad variety of such
agents. The strategies of the agents usually vary from equilibrium strategies, op-
timal approaches and heuristics. Here we focus in particular on agents that are able
to conduct bilateral negotiations with incomplete information. Examples of such
general agent negotiators in the literature include, among others, Sycara et al. [31]],
who introduce a generic agent called Bazaar, Faratin et al. [3]], who propose an
agent that is able to make trade-offs in negotiations and motivated by maximizing
the joint utility of the outcome (that is, the agents are utility maximizers that seek
Pareto-optimal agreements), Karp ef al. [15], who take a game-theoretic view and
propose a negotiation strategy based on game-trees, Jonker ef al. [[14], who propose
a negotiation model called ABMP, and Lin et al. [24]], who propose an agent ne-
gotiator called QOAgent. All of these agents are proposed as agent negotiators that
perform well in different domains, i.e. are domain-independent; for an example of
an agent negotiator targeted at a particular negotiation domain, see Li ez al. [23].
The motivation for introducing these agents, however, has varied and has related to
diverse topics , such as learning in negotiation, the use of various heuristics, or ne-
gotiating with humans. Typically, alternating offer protocols are used where agents
exchange offers in turn [30]], sometimes with minor modifications as for example
Lin ef al. [24] proposed. Lomuscio et al. [25] in their work, offer useful classifica-
tion of types of agent negotiators. Nonetheless, the important issue of the evaluation
of agents’ strategies and comparing between different strategies even in the same
environment has not been adequately addressed by these researchers.

As we argue that it is useful to have a generic environment for designing and
evaluating agent negotiators, we briefly review related work that is explicitly aimed
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at the evaluation of various agent negotiators. Most of the work reported herein
concerns the evaluation of various strategies for negotiation used by such agents.
Although some results were obtained by game-theoretic analysis (e.g. [18} 29]),
most results were obtained by means of simulation (e.g. [12,15,8]]). Devaux et al. [2]
present work comparing agents negotiating in internet agent-based markets. In par-
ticular, they compare a strategy of their own agent with behavioral based strategies
taken from the literature [3]]. The simulations are performed with an abstract domain
where agents need to negotiate the price of a product. Similarly, Henderson ez al. [8]
present results of a comparison of various negotiation strategies’ performance in a
simulated car hire scenario. Finally, Matos ef al. [27] conducted experiments to de-
termine the most successful strategies using an evolutionary approach in an abstract
domain called the service-oriented domain.

Even though several of the approaches mentioned use a rather abstract domain
with a range of parameters that may be varied, we argue that the focus on a single
domain in most simulations is restrictive. A similar argument to this end has been
put forward in [12]. The analysis of agent negotiators in multiple domains may sig-
nificantly improve the performance of such agents. To the best of our knowledge,
this is the first time that quantitative and qualitative evidence is presented to sub-
stantiate this claim.

Manisterski et al. [26] discuss how people who design agent negotiators change
their design over time. They study how students changed their design of a trading
agent that negotiates in an open environment. After initial design of their agents,
human designers obtained additional information about the performance of their
agents by receiving logs of negotiations between their agents and agents designed
by others. These logs provided the means to analyze the negotiation behavior, and
an opportunity to improve the performance of the agents. The GENIUS environment
discussed here provides a tool that supports such analysis, subsequent improvement
of the design, and structures the enhancement process.

With regard to systems that facilitate the actual design of agents or agent strate-
gies in negotiations, few systems are close to our line of suggested work. Most of
the systems that can be somewhat related to the main focus of our paper are ne-
gotiation support systems (e.g., the Interactive Computer-Assisted Negotiation Sup-
port system (ICANS) [32]], the InterNeg Support Program for Intercultural REsearch
(INSPIRE)), however, they do not deal with the combination of both the evaluation
of strategies and the facilitation of automated negotiator’s design. INSPIRE [17]
is a Web-based negotiation support system, which primary goal is to facilitate ne-
gotiation research in an international environment. The system enables negotiation
between two humans and collects data about negotiations and has some basic func-
tionality for the analysis of the agreements, such as calculation of the utility of an
agreement and exchanged offers. However, it does not allow integration of an auto-
mated negotiating agent and thus does not include repositories of agents as we pro-
pose. Perhaps Neg-o-Net [[7]] is the most similar to GENIUS than all other support
systems. The Neg-o-Net model is a generic agent-based computational simulation
model for capturing multi-agency negotiations concerning resource and environmen-
tal management decisions. Neg-o-Net model includes both negotiation algorithm
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and agent models. Agent’s preferences are modeled using digraphs (scripts). Nodes
represent states of the agent that can be achieved by performing actions (arcs). Each
state is evaluated using utility functions. The user can modify agent’s script to model
his/her preferences w.r.t. states and actions. Yet, their system does not allow for the
incorporation of human negotiators, but only automated ones. Moreover, they do not
provide any evaluation mechanism of the strategies as GENIUS provides.

We continue with a detailed description of the GENIUS system, followed by the
experiments we conducted and the results.

3 The GENIUS System

GENIUS is a General Environment for Negotiation with Intelligent multi-purpose
Usage Simulation. The aim of the tool is to facilitate the design of negotiation strate-
gies. Using GENIUS programmers can focus mainly on the strategy design. This is
achieved by GENIUS by providing both a flexible and easy-to-use environment for
implementing agents and mechanisms that support the strategy design and analysis
of the agents.

GENIUS enables negotiation between automated agents, as well as humans. Hu-
man negotiators and automated ones can be joined in a single negotiation session.
Human negotiators interact with GENTUS via a graphical user interface (GUI). GUIs
included in GENIUS allow the human negotiator to exchange offers with his/her
counterpart, to keep track of them, and consult with his/her own preference profile
(that is, a utility score assigned to each issue of the negotiation) to evaluate the of-
fers. Figure[Ilshows an example of a human negotiator GUI. For automated agents,
GENIUS provides skeleton classes to help designers implement their negotiating
agents. It provides functionality to access information about the negotiation domain
and the preference profile of the agent. An interaction component of GENIUS man-
ages the rules of encounter or protocol that regulates the agent’s interaction in the
negotiation. This allows the agent designer to focus on the design of the agent,
and eliminates the need to implement the communication protocol or the negotia-
tion protocol. Existing agents can be easily integrated in the GENTUS by means of
adapter.

When designing an automated agent, the designer needs to take into account the
environment in which the agent will operate. Then, the agent can be best tailored to
the specific environment to achieve the most efficient outcomes. The environment
determines several parameters which dictate the number of negotiators taking part
in the negotiation, the time frame of the negotiation and the issues on which the
negotiation is being conducted. The number of parties participating in the negotia-
tion process can be two (bilateral negotiations) or more (multilateral negotiations).
For example, in a market there can be one seller but many buyers, all involved in
negotiating over a certain item. On the other hand, if the item is common, there may
also be many sellers taking part in the negotiation process.

! Indeed as was shown in [10].
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Fig. 1. An example of the GUI interface of GENIUS for human negotiators during a specific
negotiation session.

The negotiation environment also consists of a set of objectives and issues to
be resolved. Various types of issues can be involved, including discrete enumer-
ated value sets, integer-value sets, and real-value sets. A negotiation consists of
multi-attribute issues if the parties have to negotiate an agreement which involves
several attributes for each issue. Negotiations that involves multi-attribute issues al-
low making complex decisions while taking into account multiple factors [16]. The
negotiation environment can consist of non-cooperative negotiators or cooperative
negotiators. Generally speaking, cooperative agents try to maximize their combined
joint utilities (e.g., see [34]) while non-cooperative agents try to maximize their own
utilities regardless of the other sides’ utilities.

Finally, the negotiation protocol defines the formal interaction between the ne-
gotiators: whether the negotiation is done only once (one-shot) or repeatedly, and
how the exchange of offers between the agents is conducted. A common exchange
of offers model is the alternating offers model [30]]. In addition, the protocol states
whether agreements are enforceable or not, and whether the negotiation has a finite
or infinite horizon. The negotiation is said to have a finite horizon if the length of
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Fig. 2. An example of GENIUS’ main user interface, showing the results of a specific negoti-
ation session.

every possible history of the negotiation is finite. In this respect, time costs may also
be assigned and they may increase or decrease the utility of the negotiator.

FigureBldepicts the different variations in the settings. GENIUS provide a testbed
which allows the designer to easily vary and change these negotiation parameters.

GENIUS provides a flexible simulation environment. A researcher can setup a
single negotiation session or a tournament via the GUI simulation (see Figure D)
using the negotiation domains and preference profiles from a repository (top left
corner of the GUI simulation), and choose strategies for the negotiating parties (top
bottom corner of the GUI simulation). For this purpose, a graphical user interface
layer provides options to create a negotiation domain, defines agent preferences,
allows human user(s) to participate in a negotiation, and reviews performance and
benchmark results of agents that conducted a negotiation. This also includes defin-
ing different preferences for each role.

A negotiation domain is a specification of the objectives and issues to be resolved
by means of negotiation. Objectives allow to define a tree-like structure with either
other objectives again or issues as children. Various types of issues are allowed,
including discrete enumerated value sets, integer-valued sets, real-valued sets, as
well as a special type of issue called price issue. Additionally, a specification of a
negotiation domain may introduce constraints on acceptable outcomes.
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Fig. 3. Variations of the negotiation settings.

A preference profile specifies the preferences regarding possible outcomes of an
agent. This can be considered a function mapping outcomes of a negotiation domain
on the level of satisfaction of an agent associated with that outcome. The structure
of a preference profile for obvious reasons resembles that of a domain specification.
The tree-like structure enables specification of relative priorities of parts of the tree.

Seven negotiation domains are currently collected in the repository of GENIUS.
Each domain has at least two preference profiles required for bilateral negotiations.
The number of issues in the domains ranges from 3 to 10, where the largest negoti-
ation domain in the repository is the AMPO vs City taken from [28], and has over
7,000,000 possible agreements. Issues in the repository have different predictabil-
ities of the evaluation of alternatives. Issues are considered predictable when even
though the actual evaluation function for the issue is unknown, it is possible to guess
some of its global properties (for more details, see [[12]). The repository of strategies
currently contains six automated negotiation strategies, such as the ABMP strategy
[[L3]], the Zero-Intelligence strategy [9]], the QO-strategy [24]], the Bayesian strategy
[[L1] and others. The repositories of domains and of agents allow agent designers
test their agents on the different domains and against different kind of agents and
strategies.

GENIUS provides an analytical toolbox for evaluating negotiation strategies. The
toolbox calculates optimal solutions, such as the Pareto efficient frontier, Nash prod-
uct and Kalai-Smorodinsky [28]. These solutions are visually shown to the negotia-
tor or the designer of the automated agent, as depicted in the top right corner of
Figure 2l We can see all the possible agreements in the domain (all dotted areas)
where the highest and most right lines denote the Pareto efficient frontier. During
the negotiation each side can see the distance of its offers from this Pareto frontier
as well as the distance from previous offers (as shown by the two lines inside the
curve).
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Using the analytical toolbox one can analyze the dynamic properties of a negoti-
ation session, such as a classification of negotiation moves (a step-wise analysis of
moves) and the sensitivity to a counterpart’s preferences measure, as suggested by
Hindriks et al. [9]]. For example, one can see whether his/her strategy is concession
oriented, i.e., steps are intended to be concessions, but in fact some of these steps
might be unfortunate, namely, although from the receiver’s perception the proposer
of the offer is conceding, the offer is actually worse than the previous offer. The
result of the analysis can help agent designers improve their agents.

Moreover, negotiating agents designed using heuristic approaches need extensive
evaluation, typically through simulations and empirical analysis, as it is usually hard
to predict precisely how the system and the constituent agents will behave in a wide
variety of circumstances. To do so, there is a genuine need for the development of a
best practice repository for negotiation techniques. That is, a coherent resource that
describes which negotiation techniques are best suited to a given type of problem
or domain. Repositories of agents and negotiation domains available in GENIUS
make it an attractive tool for test bedding negotiating agents. To steer the research
in the area of negotiating agents an Automated Negotiating Agents Competition is
organized using the GENIUS environmenfd.

4 Experiments

The experiments described below were conducted in order to test the efficacy of the
mechanisms incorporated into GENIUS. Prior to these experiments we verified that
GENIUS indeed facilitates the flexible creation of tournaments. As an example, in
[O] we evaluated several negotiation strategies in a tournament setup where every
negotiation strategy had to negotiate on several different negotiation domains with
various preference profiles and against a range of negotiation strategies used by dif-
ferent opponents. As a result, we found that negotiation strategies that are designated
as generic and are meant to perform well independent of the domain, nevertheless
may be inefficient in particular negotiation setups. For example, the Trade-Off strat-
egy, introduced in [3]], shows excellent performance when confronted with itself but
its performance is not as good when negotiating against an agent that uses a subop-
timal strategy. Furthermore, evidently the characteristics of the negotiation domain
and preference profiles, such as the number of issues, the opposition of the prefer-
ences and their predictability [9, [12]], play a significant role in the performance of
negotiation strategies. These results were obtained with the help of the analytical
toolbox in GENIUS using GENIUS’s repositories of domains, preference profiles,
and strategies.

In the experiments we present in this paper, human subjects were instructed to
design automated agents that will negotiate with other automated agents in a tour-
nament in an open environment. The experiments were conducted in several phases
in order to validate the results. These experiment results show that GENTUS indeed
supports the design of general automated negotiators. In the following subsections

2 For more details on ANAC competition see: http://mmi.tudelft.nl/negotiation/tournament
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we describe the negotiation domains, the experimental methodology and we review
the results. We begin by presenting the negotiation domains.

4.1 Experimental Domain

While the first experiment was only run on one domain, the second experiment was
run on three domains. In the first two domains we modeled three possible agent
types, and thus a set of six different utility functions was created for each domain.
In the third domain only one type was possible for the different roles. The different
types of agents describe the different approaches towards the negotiation process
and the other party. For example, the different approaches can describe the impor-
tance each agent associates with the effects of the agreement over time. One agent
might have a long term orientation regarding the final agreement. This type of agent
would favor agreements concerned more with future outcomes of the negotiations,
than those focusing only on solving the present problem. On the other hand, another
agent might have a short term orientation which focuses on solving only the burning
issues under negotiation without dealing with future aspects that might arise from
the negotiation or its solutions. Finally, there can also be agents with a compro-
mise orientation. These agents try to find the middle grounds between the possible
agreements.

Each negotiator was assigned a utility function at the beginning of the negotia-
tions but had incomplete information regarding the counterpart’s utility. That is, the
different possible types of the counterpart were public knowledge, but the exact type
of the counterpart was unknown.

We describe the three domains in the following subsections. The first two do-
mains are taken from [24]], in which they were used for negotiations by human
negotiators as well as automated ones. The third domain is taken from the Dispute
Resolution Research Center at Kellogg School of Management.

4.1.1 The World Health Organization’s Framework Convention on Tobacco
Control Domain

In this scenario England and Zimbabwe negotiate in order to reach an agreement
evolving from the World Health Organization’s Framework Convention on Tobacco
Control, the world’s first public health treaty. The principal goal of the convention
is “to protect present and future generations from the devastating health, social,
environmental and economic consequences of tobacco consumption and exposure
to tobacco smoke.”

The leaders of both countries are about to meet at a long scheduled summit. They
must reach an agreement on 4 issues, each with several attributes:

1. The total amount to be deposited into the Global, Tobacco Fund to aid countries
seeking to rid themselves of economic dependence on tobacco production;

2. Impact on other aid programs;

3. Trade issues;
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4. Creation of a forum to explore comparable arrangements for other long-term
health issues.

Consequently, a total of 576 possible agreements exist in this domain. While for the
first two issues there are contradictory preferences for England and Zimbabwe, for
the last two issues there are options which might be jointly preferred by both sides.

4.1.2 The Job Candidate Domain

In this scenario, a negotiation takes place after a successful job interview between
an employer and a job candidate. In the negotiation both the employer and the job
candidate wish to formalize the hiring terms and conditions of the applicant. In
contrast to the England-Zimbabwe scenario, some issues must be agreed upon to
achieve even a partial agreement. Below are the issues under negotiation:

Salary;

Job description;

Social benefits;
Promotion possibilities;
5. Working hours.

L=

In this scenario, a total of 1,296 possible agreements exist.

4.1.3 The Class Project Domain

In this scenario, Bob and Alice need to decide on a final project plan. In contrast to
the other two domains, in this domain the utility preferences of both sides are com-
pletely symmetric. For each issue, five possible values are negotiable. The issues
under negotiation are:

Project’s topic;
Project’s type;

Method of presentation;
Completion time;
Preparation time;

6. Meeting times.

M

This is also the largest scenario of all three, in terms of possible agreements. In
this scenario, a total of 15,625 possible agreements exist. Yet, unlike the previous
domains, only one type for each role was possible.

4.2 Experimental Methodology

We evaluated the process of the agents design by requiring computer science un-
dergraduate and graduate students to design automated agents. These agents were
matched twice in a tournament with all other agents. After each tournament, the
students were exposed to one of the mechanisms of GENIUS and were allowed to
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re-design their agent. Then, they were matched again in a tournament. In addition,
after the students submitted their new agents, they were required to fill in question-
naires and evaluate the design process of their agents.

We conducted two experiments. In the first, we evaluated the efficacy of the an-
alytical toolbox. The second experiment was designed to enable evaluation of the
efficacy of the repositories of domains and repositories of agents. We describe both
experiments in the following subsections.

4.2.1 Evaluation of the Analytical Toolbox

In the first experiment, 51 undergraduate students were required to design an auto-
mated negotiator using the GENIUS environment. The students were instructed to
design an automated negotiator which will be able to negotiate in several domains,
however, they were only given the Job Candidate domain described in Section
as an example. In addition, three automated negotiators were supplied with the tool:

1. An agent that follows the Bayesian strategy [11]];

2. Another automated agent that follows the Agent-Based Market Places (ABMP)
strategy, which is a concession-oriented negotiation strategy [[13]], though, the
strategy itself was not explained to the students;

3. A simple agent that sorts all possible offers according to their utility and sends
them one-by-one to the opponent starting with the highest utility.

In the first phase, the students were unaware of the analytical toolbox (which was
also removed from the environment and the code). After the students submitted
their agent, they were given an upgraded environment which included the analytical
toolbox. They were given an explanation about its features. Then they were allocated
several days in which they could use it to re-design their agent.

The students’ agents were evaluated three times. The first time included running
the first phase agents against all other agents. Thus, each agent was matched against
all 51 agents (including itself), each time under a different role. That is, each agent
participated in 102 negotiations, and a total of 5,202 simulations were executed.
The second time, each revised agent was matched against all 51 revised agents (in-
cluding itself). This allowed us to validate the efficacy of the analytical toolbox
by comparing the performance of each revised agent to its original performance.
The third time included running the revised agents against each other using a new
domain, the England-Zimbabwe domain, which they were unaware of during the
design process. This allowed us to evaluate whether the analytical toolbox by itself
is or is not suffice for designing generalized agents.

4.2.2 Evaluation of the Domain and Agent Repositories

In this experiment, like the previous experiment, 14 graduate students were required
to design an automated negotiator using the GENIUS environment. They were also

3 The agents were supplied with their code to also demonstrate to the students the use of
skeleton classes.
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instructed that their task is to design an efficient negotiator that will be matched
with all other automated negotiators. Throughout the design process they were un-
aware of the analytical toolbox. In the first part of the exercise they were given the
Job Candidate domain as an example. After their submissions, they were given an
additional domain, the England-Zimbabwe domain described in Section . T.1l As
in the previous experiment, they were allocated several days in which they could
re-design their agents based on the new introduced domain. Furthermore, half of
the students were given logs of all their matches during the tournament. The logs
included detailed information of the negotiation process.

In this experiment the students’ agents were evaluated four times. The first time
included running the first phase agents against all other agents. Thus, each agent was
matched against all 14 agents (including itself). The agents were run twice. Once on
the domain that was known to them during the design of the original agents, i.e., the
Job Candidate domain, and once in the England-Zimbabwe domain which they were
unaware of at the time. The second time, each revised agent was matched against all
14 revised agents in the Job Candidate domain and in the England-Zimbabwe do-
main, respectively. This allowed us to validate the efficacy of both the introduction
of a new domain and the usage of logs of past negotiations by comparing the perfor-
mance of each revised agent to its original performance. Lastly, we ran the students’
agents against each other using a new domain, the Class Project domain, which the
designers were unaware of during the entire design process. Again, we ran both the
original agents and the revised agents. This allowed us to evaluate whether or not
the two given domains were suffice for designing efficient generalized agents.

4.3 Experimental Results

The main goal of the experiments was to verify that the mechanisms in GENIUS
assist in alleviating the difficulties in designing efficient general automated
negotiators.

As we mentioned earlier, we experimented in three distinct domains. The utility
values ranged from -575 to 895 for the England role and from -680 to 830 for the
Zimbabwe role; in the Job Candidate domain from 170 to 620 for the employer role
and from 60 to 635 for the job candidate role, and in the Class Project domain from
0 to 29,200 for both sides.

4.3.1 Experiments with the Analytical Toolbox

We evaluate the design of the agents using both quantitative results and qualitative
results. The quantitative results, presented in Table [I, comprise a comparison of
the agents’ performance in the different settings of the experiments, while the qual-
itative results are gathered from the questionnaires the subjects filled in after the
submission of the revised agents.

The average utility gained by all the revised agents was 525 when playing the
role of the employer and 505 when playing the role of the job candidate. These
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Table 1. Average utility values gained by the automated agents before and after being exposed
to the analytical toolbox.

Approach/Role  Employer Job Candidate

Original Agents 517 490

Revised Agents 525 505

averages are significantly higher (using t-test with p-value < 0.001) in both roles as
compared to the average utilities of the original agents (517 and 490, respectively).

In order to assess the ease of use of the GENIUS environment in creating gener-
alized agents, as well as how helpful the analytical toolbox was, the students were
asked to answer several questions on a questionnaire they were administered. 67%
of the students indicated that they re-designed their agent in the second part, after
being introduced to the analytical toolbox, and 79.6% used it to gain a better un-
derstanding of the negotiation and to redesign their agents. Moreover, in a scale of
1 (being the lowest) to 7 (being the highest), the students rated the helpfulness of
the tool in understanding the dynamics of the negotiation and the strategy of their
agent with an average of 4.06. The students indicated that the tool enabled them
to attain a clearer view of the negotiation dynamics by visualizing the spectrum of
offers and their utilities, and understand which offers to accept and which offers to
propose. Some students also commented that the tool helped them verify that their
implemented strategy was indeed as they had intended it to be. Figure [l presents the
total rating the students gave for the helpfulness of the analytical toolbox.
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Fig. 4. Rating of the helpfulness of the analytical toolbox.

It is interesting to note that most students indicated that they designed their agent
to play as if they were the negotiator (an average score of 4.54), yet they also
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indicated that the fact that they knew that their counterpart would be a computer
agent and not a human affected their strategy as they tried to take advantage of this
fact.

While this encouraged us as to the efficacy of the analytical toolbox as a support-
ing mechanism for designing automated negotiators, we still had to verify whether
it could also assist in the design of generalized automated negotiators. To test the
generality of the agents, we ran the revised agents in a new domain, the England-
Zimbabwe domain, of which the students were unaware. However, in this domain
only 32.3% of the negotiations were completed successfully, i.e., with a full agree-
ment, as compared to almost double the amount of negotiations that were completed
successfully on the known domain (64.4%). That is, while the analytical toolbox
was indeed helpful to the students and assisted them in the design of their agent,
it was not suffice in order to help them design an efficient general agent. Thus, we
continued to devise a second experiment with repositories of domains and agents.
The results of this experiment are described in the next subsection.

4.3.2 Experiments with Repositories of Domains and Agents

We continued to test other aspects of GENIUS to see whether they help in the de-
sign process of agents’ strategies. In this experiment, the domains also had a time
effect. That is, costs were assigned to each agent, such that during the negotiation
process, the agents might gain or lose utility over time. The results are summarized
in Tables [2] and 3l In the first part, the students were required to design a general
agent, however only one domain was given to them. The average utility scores of
their agents in the Job Candidate domain were 363 for the Employer role and 336.8
for the Job Candidate role. In order to evaluate the improvement of the agents due
to the logs of past negotiations in which they were matched with all other agents,
we continued to run the students’ revised agents in the same domain. The results of
the agents in this experiment were better, yet not statistically significant (an average
utility of 384.29 with a p-value < 0.07 and 365.78 with a p-value < 0.06 for the
Employer and the Job Candidate roles, respectively). In addition, significantly more
negotiations ended with a full agreement (77.3% in the first stage, as compared to
85% in the second stage, p-value < 0.05).

With respect to using the repositories of agents as a means of improving an
agent’s strategy, 80% of the students who received the logs of their agents’ past ne-
gotiations indicated that they indeed used it to improve their agents’ behavior. Some
noticed, thanks to the logs, that they had bugs in their strategy or that their agents’
behavior was too strict and less compromising, causing too many negotiations to
end with opting-out. Using this insight, they revised their agents’ behavior.

To evaluate the benefits of the repositories of domains on the performance of their
agent, we first matched the students’ original agents against each other in the new
England-Zimbabwe domain. Recall that the original agents were designed without
knowledge about the new domain. We then compared these results with the results
of the revised agents that had knowledge of the new domain. The average utility
scores of the original agents were 302.11 for the England role and -413.57 for the
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Table 2. Average utility values gained by the automated agents before and after being exposed
to logs of past negotiations.

Approach/Role  Employer Job Candidate

Original Agents 363 336.8

Revised Agents 384.29  365.78

Table 3. Average utility values gained by the automated agents before and after being exposed
to an additional domain.

England-Zimbabwe Domain

Approach/Role  England Zimbabwe

Origmal Agents 302,11 -413.57

Revised Agents 369.99 -377.37

Class Project Domain

Approach/Role  Bob Alice

Original Agents 11,357 10,655

Revised Agents 13.348 12,113

Zimbabwe role. The results of the revised agents were significantly better in the
case of England (an average utility of 369.99 with a p-value < 0.03), while the
utility was better, though not statistically significant, for the role of Zimbabwe (-
377.37). However, with the revised agents significantly more negotiations ended
with a full agreement (39.2% in the first stage, as compared to 50.5% in the second
stage, p-value < 0.02).

To validate these results, the students’ agents were then run in the Class Project
domain, described in Section of which they were unaware during their entire
design process. We first ran the original agents in that domain, and the average
utility scores of the agents were 11,357 for Bob’s role and 10,655 for the Alice’s
role. In addition, only 66.5% of the negotiations ended with a full agreement. We
then ran their revised agents against themselves. Consequently, significantly more
negotiations ended with a full agreement (76.8%, p-value < 0.02), resulting also
in higher average utility values of 13,348 for Bob and 12,113 for Alice. When the
agents played the role of Bob these results were also significant (p-value < 0.04).
We believe that if we had more students’ designed agents the average utility values
the agents achieved could have been significantly better in both roles, both in the
Class Project domain and in the England-Zimbabwe domain.

In this set of experiments we also gave the students questionnaires to help qual-
itatively assess the efficiency of the repositories of domains and agents. The stu-
dents had to rate several statements in a scale of 1 (being the lowest) to 7 (being
the highest). The students indicated that their agent was more generic after the sec-
ond domain was introduced. The average score for the agent’s generality in the first
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stage was 5.38 compared to 6.08 for the revised version. Overall, the students rated
their agents’ generality as 6.0, and they asserted that their agents would succeed in
playing well in other domains as well, with an average rating of 5.38.

5 Conclusions

Auvailability of efficient general automated negotiators has two main advantages.
Firstly, it minimizes the effort required for adaptation of a general automated ne-
gotiator to a new domain. Furthermore, the general automated negotiator can be
used as a starting point to create a more efficient negotiator that takes into account
a domain specific knowledge, e.g., available a priori information about the most
likely preferences of the opponent. Secondly, a general automated negotiated agent
is not biased towards domain specific features that can have negative influence on
its negotiation efficiency.

This paper presents a simulation environment which supports the design of gen-
eral automated negotiators. Extensive simulations with more than 60 computer sci-
ence students were conducted to validate the efficacy of the simulation environment.
The results show that GENIUS indeed supports the design of general automated ne-
gotiators, and even enables the designers to improve their agents’ performance while
retaining their generality. This is an important feature, since most of the time general
automated negotiators are perceived to perform worse than agents designed specifi-
cally for a given domain.

We conducted experiments with automated agents in three distinct domains. The
largest domain comprised more than 15,000 possible agreements. While this proves
that the simulation environment supports repositories of domains, we did not evalu-
ate the agents on very large domains (e.g., more than 1,000,000 agreements). Many
of the automated agents the students designed took advantage of the small domains
and reviewed all possible agreements. This would be infeasible in larger domains
with a deadline for the negotiation or each turn in the negotiation.

Another issue for future research is the use of GENIUS for the design of auto-
mated negotiators that can successfully and efficiently negotiate with human nego-
tiators. As we mentioned, some of the students took advantage of the fact that they
were aware that their agents would be matched only with other automated agents.
It would be interesting to evaluate the performance of their agents against human
negotiators as well.

In future work, we plan to run complete tournaments between the agents in the
repository on all available negotiation domains. This would allow us to identify the
most efficient strategy currently available in the repository. In addition, we believe
that efficiency of a negotiation strategy can depend on the opponent’s strategy as
well as on the characteristics of the negotiation domain and preference profiles. The
analytical toolbox of GENTUS would allow us to identify such dependencies and
understand the reasoning behind them. Logs of negotiation sessions produced by
GENTIUS can be used to discover patterns of negotiation behavior of the automated
negotiation strategies of human negotiators.
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We also plan to use GENIUS as a training environment to teach people negotia-

tion concepts, such as exploration of outcome spaces, analysis of opponent’s offers,
making of trade-offs between issues, using concession tactics, etc. Another research
direction includes the extension of GENIUS to allow for argumentation and expla-
nation, by allowing the agents to explain its actions to people.
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Summary. Multiple interdependent issues negotiations have been widely studied
since most real-world negotiation involves multiple interdependent issues. Our work
focuses on negotiation with multiple interdependent issues in which agent utility
functions are nonlinear. In the field of multiple issue negotiations, there are no es-
tablished common testbeds for evaluating protocols. In this paper, we propose a
common testbed creating tool based on XML that mainly covers the utility functions
based on cube-constraints and cone-constraints. First, we propose a testbed gener-
ating tool that inputs configuration data and outputs XML formatted files that rep-
resent agent utility spaces. The current tool can produce four types of utility spaces:
Random, A Single Hill, Two-Hills, and Several Hills. These types are observed in
real negotiation settings. Also we define the agent’s utility space information based
on XML tags. By defining the testbed data as XMLs, users can easily read the files
and change the data structure. Finally, we demonstrate experimental results when
the existing protocols employ our proposed testbed. Moreover, we introduce some
example search programs using our testbeds to evaluate their effectiveness.

1 Introduction

Multi-issue negotiation protocols represent an important field of study. While there
has been a lot of previous work in this area [2} 3], most of it deals exclusively
with simple negotiations involving independent multiple issues. Many real-world
negotiation, however, are complex ones involving interdependent multiple issues.
Thus, we focus on complex negotiation with interdependent multiple issues.

Most negotiation protocols are evaluated based on one’s own testbed. For
example, [6] and [7] are only evaluated on randomly generated utility spaces.

T. Ito et al. (Eds.): Innovations in Agent-Based Complex Automated Negotiations, SCI 319, pp. 89
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However, the effectiveness of the negotiation protocols is evaluated based on the
same testbed. Thus, in this paper we propose a tool that generates testbeds for eval-
uating multi-issue negotiation protocols by focusing on the utility function based
on cube-based constraints [10] and cone-constraints. Cone-constraints capture the
intuition that agent utilities for a contract usually decrease gradually (rather than
step-wise) by the distance from their ideal contract.

We propose a common testbed generating tool based on XML. The input is the
configuration files that define the number of issues, the number of agents, etc. The
testbed generating tool produces XML files that define the agent’s utility spaces in
XML format as output. This tool has four types of utility spaces: Random, A Single
Hill, Two-Hills, and Several Hills. These types of utility spaces are based on actual
negotiation settings.

In this paper, we define XML tags, which represent utility spaces, that consist
of cone-based and cube-based constraints. By utilizing an XML format, users can
easily understand, modify, and update the meaning of the data and exchange the data
among research communities. In addition, our XML format does not depend on a
certain environment. In this paper, we show cube-based and cone-based constraint
tags that define the building blocks of utility function spaces.

We also demonstrate some examples that use our testbed. First, we show a
JAVA program that searches for agreement contracts in agent utility spaces using
Simulated Annealing (SA). In this program, the XML structure is analyzed using
Document Object Model (DOM)[20], and then agreement points are searched for.
Second, we demonstrate experiments that utilize our testbeds for evaluating the
Distributed Mediator Protocol (DMP) and Hybrid Secure Protocol (HSP) proposed
in [6].

The remainder of the paper is organized as follows. First, we describe a model
of nonlinear multi-issue negotiation. Second, we propose a testbed generating tool
based on XML for multi interdependent issues. Third, we demonstrate examples
using our testbed. Finally, we describe related works and draw a conclusion

2 Nonlinear Utility Function

In the literature of multi-issue negotiations, we consider the situation where n agents
want to reach an agreement with a mediator who manages the negotiation from the
middle position. There are m issues, s; € S, to be negotiated. The number of issues
represents the number of utility space dimensions. For example, if there are three
issues, the utility space has three dimensions. The issues are not “distributed” over
agents, who are all negotiating a contract with N (e.g., 10) issues in it. All agents
are potentially interested in the values for all N issues. Issue s; has a value drawn
from the domain of integers [0, X, i.e., s; € [0, X](1 < j < M). A contract is
represented by a vector of issue values s = (s1, ..., S, ). The objective function for
agreement search protocols can be described as follows:

arg max Z u;i(s).

iEN
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The proposed protocols in the literature try to find contracts that maximize social
welfare, i.e., the total utilities for all agents. Such contracts, by definition, will also
be Pareto-optimal.

In this paper, we deal with cube-constraints and cone-constraints as the utility
function. Every agent has its own, typically unique, set of constraints.

Utility Value

55

4 6 Issue 2

Issue 1

Fig. 1. Example of a cube-constraint

[Cube-constraints] An agent’s utility function is described in terms of con-
straints [10]]. There are [ constraints, ¢, € C. Each constraint represents a region
with one or more dimensions and has an associated utility value. Constraint c; has
value w;(cg, s) if and only if it is satisfied by contract s(1 < k < [). We call this
type of constraint a ”cube-constraint.” Figure [[l shows an example of a binary con-
straint between Issues 1 and 2. This constraint, which has a value of 55, holds if the
value for Issue 1 is in the range [3, 7] and the value for Issue 2 is in the range [4, 6].

In recent works (e.g., [11]]), several types of cube-constraints were proposed. We
also include a variety of cube-contraints in our testbed.

[Cone-constraints] An agent’s utility function can be described in terms of
cone-constraints. By formalizing risk attitude in terms of the cone-constraints,
utility function of agents capture the utility information in real world. Figure 2
shows an example of a binary cone-constraint between Issues 1 and 2. This cone-
constraint has a value of 20, which is maximum if the situation is Scentrar = [2, 2]
The impact region is w zléll, 2]. The expression for a segment of the base is
($1—2)2+(l‘2—2)2/4: .

Suppose there are [ cone-constraints, C' = {cx| 1 < k < [}. Cone-constraint ¢y,
has gradient function gx (Scentral, W), which is defined by two values: central value
Scentral, Which is the highest utility in ¢, and impact region w, which represents
the region where ¢y, is affected. We assume not only circle-based but also ellipse-
based cones. Thus constraint ¢ has value u;(c,s) if and only if it is satisfied by

L .om
! The general expression is 3" «2/w? = 1.
i=1
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, Utility

20|..

So(Scentral, W)

So(Scentral, W)
Issue 2

Issue 2

(A) Risk seeking

N

Issue 1

(B) Risk neutral

Fig. 2. Example of cone-constraints

contract s. In this paper, impact region w is not a value but a vector. These formulas
can represent utility spaces if they are in a n-dimensional space.

In addition, cone-constraints can include the risk attitude for constraints by con-
figuring gradient function g (Scentral, W). If the agent usually has a risk neutral at-
titude for ci, gy, is defined as (B) in Fig.[2l (e.g., proportion). However, the attitudes
(types) of agent can change from risk-seeking to risk-averse for making agreements.
For example, if agents have a risk-seeking attitude for constraint cg, gy is defined
as (A) in Fig. [l (e.g., exponent). If an agent has a risk-averse attitude for cg, gx
is defined as (C) in Fig. 2l If agents have the most risk-averse attitude for c, g
stays constant. Therefore, cj, is shaped like a column if the agents have the most
risk-averse attitude. In real world, there are at least two kinds of risk: 1) the risk of
getting a bad deal 2) the risk of failing to get a deal. In this paper, we assume ““ 2)
risk of failing to get a deal”.

An agent’s utility for contract s is defined as u;(s) = >_., cc seu(ey) WilCksS),
where z(cg) is a set of possible contracts (solutions) of ¢g. This expression pro-
duces a “bumpy” nonlinear utility space with high points where many constraints
are satisfied and lower regions where few or no constraints are satisfied.

Figure [3] shows an example of a nonlinear utility space with two issues. This
utility space is highly nonlinear with many hills and valleys. [10] proposed a util-
ity function based on “cube”-constraints. Compared with cube-constraints, highest
point in the utility space is narrower. Therefore, the protocols for making agreements
must search in highly nonlinear utility space. A simple simulated annealing method
to directly find optimal contracts is especially insufficient in a utility function based
on cone-constraints.

We assume, as is common in negotiation contexts, that agents do not share their
utility functions with each other to preserve a competitive edge. Generally, in fact,
agents do not completely know their desirable contracts in advance, because their
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Highly nonlinear ’

(A) cube constraints (B) cone constraints

Fig. 3. Example of utility space with cone constraints

own utility functions are simply too large. If we have 10 issues with 10 possible
values per issue, for example, this produces a space of 10'° (10 billion) possible
contracts, which is too many to evaluate exhaustively. Agents must thus operate in
a highly uncertain environment.

3 Common Testbed Based on XML for Negotiation Protocols

3.1 Testbed Generating Tool

We have been implementing a common testbed generating tool for multi-issue ne-
gotiation protocols based on XML. The input of a testbed generating tool is a
configuration file that includes the number of issues and the number of agents.
The output is an XML file that defines the agents’ utility spaces. The source code
for this tool is downloadable from: http://www-itolab.mta.nitech.ac.jp/
MultiIssueNegotiations.

Figure [ shows the program flow of our testbed generating tool. First, the utility
space is defined based on the configuration file. Second, constraints are generated
based on the specified type of utility spaces. Finally, an XML file is outputted. The
details of the testbed generating tool are shown as follows:

(1) Defining utility space: The testbed generating tool defines the utility space in-
formation based on the configuration file. The configuration file includes the number
of issues, agents, and constraints as well as the value domain per issue. Constraints
are classified by the number of related constraints. For example, a unary constraint
is related to one issue, a binary constraint is related to two issues, etc. In the con-
figuration file, we write the number of constraints for each related constraint like
“unary constraints include 10, binary constraints include 5, etc.”

(2) Generating utility spaces: In the current implementation, the testbed gener-
ating tool generates utility spaces based on four different types of utility spaces:


http://www-itolab.mta.nitech.ac.jp/MultiIssueNegotiations
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Setting file

————————————————————— Testbed generating tool -

<Number of issues, Number of agents,

Number of constraints, Domain

(1) Define the utility space |

[Generation type]

v - RANDOM
’ (2) Generate the constraints|J * A Single Hill
+ Two-Hills
+ Several Hills

Y
] (3) Output the XML file‘

____________________________________________

Fig. 4. Flow of testbed generating tool

Random, A Single Hill, Two Hills, and Several Hills. Statements about the details
of each type are shown as follows:

Random: In this type, constraints are generated randomly. Such generation is used
in the experiments in several works [10]]. Figure [5 shows an example of utility
space plotted by all statements as agent constraints. This utility space plotted is
highly nonlinear, as Figure[Q(A) shows.

A Single Hill: An example of this type is a collaborative negotiation among the
same type of agents. The utility space plotted by all agents has one higher point,
as Figure B(B) shows. In such utility spaces, reaching an agreement is usually
easy.

Two Hills: An example of this type is a bilateral negotiation between two types of
agents. In particular, such negotiation between buyers and sellers is popular.
The utility space plotted by all agents has two higher points, as Figure B(C)
shows. In such utility spaces, making agreements is hard because the agents are
likely in a hostile relation.

Several Hills: An example of this type is collaborative negotiation among more than
three other types of agents. Collaborative design for a car among designers, en-
gineers, and business managers is a concrete example. The utility space plotted
by all agents’ constraints has more than three higher points, as Figure B(C)
shows. In such utility spaces, finding agreement points is hard because there are
too many hills. Thus search algorithms usually try to find the highest points.
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Utility a Utility o
Issue2 f Issue2 /
Issuerl Issuerl
(A) RANDOM (B) A Single Hill
Utility 4 Utility 4
Issue2 / Issue2 /‘M
Issuerl Issuél
(C) Two-Hills (D) Several Hills

Fig. 5. Generation type

(3) Output XML file: The testbed generating tool outputs the XML file on the
testbed for negotiation. By outputting these files, users can easily understand the
information. Additionally, users can modify, change, and update the data, and XML
data are not dependent on a certain environment. Users like research communities
can also easily exchange data with each other. The details of the XML tags are
described in the next subsection.

3.2 XML Format for Testbeds

We propose the XML format for expressing the agent’s utility function. In XML, this
information is defined by tags. The specification of XML tags in cube-constraints
and cone-constraints is described as follows:

XML format for cube-constraints: Figure[flshows an example of the XML format
for cube-constraints. Figure[Zlshows a tree-structured chart for cube-constraints. The
tree-structured chart enables us to understand the parent-child relation between tags.
A detailed description of the tags is described as follows:
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<UtilitySpace>: <Utility Space> tag shows the specification information about
the entire utility space. This tag has the elements of <Dimension>,
<ValueNumber>, and <Agent>.

<Dimension>: This tag specifies the number of issues. In Figure[6] the number of
issues is four.

<Domain>: This tag specifies the value domain for each issue. In Figure [6] the
domain of all issues is [0,9].

<Agent>: This tag, which specifies the agents, has attributes of agent’s id and
name. In Figure [6] the agent’s id is O and its name is Alice. There could

<?xml version="1.0" encoding="Shift_JIS" standalone="no"?>
<UtilitySpace>

<Dimension>4</Dimension>
<Domain>0-9</Domain>

<Agent no=0 name="Alice">
<ReservationValue>11</ReservationValue>
<Constraint no=0 name="0">
<Cardinality>2</Cardinality>
<Utility>69</Utility>

<Minimum>

<lIssue no=2 name="size"> 4 </Issue>
</Minimum>

<Maximum>

<lIssue no=2 name="size"> 8 </Issue>
</Maximum>

</Constraint>

<Constraint no=1 name="1">

</Constraint>

</Agent>

</UtilitySpace>

<Agent no=1 name="Bob">
<ReservationValue>15</ReservationValue>
<Constraint no=0 name="0">

<Cardinality>1</Cardinality>

</Constraint>
</Agent>
</UtilitySpace>

Fig. 6. Example XML for cube-constraints
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Agent's ID

<Agent> name
Agent's Name

—{ <ReservationValue> l

<Constraint>

[ <Maximum> || <Minimum> || <utility> | [ <Cardinality> |

| <Issue> | I <lssue> |

no. H name ]
| lIssue'sID || Issuename |

Fig. 7. Tree-structured XML chart for cube-constraints

be multiple agent tags in <UtilitySpace> tag. This tag has the elements of
<ReservationValue> and many <Constraint> tags.

<ReservationValue>: This tag specifies the reservation utility value for determin-
ing whether to “agree” or “disagree” with the contract alternatives in a negotia-
tion. In Figure[6] the reservation value is 21.

<Constraint>: This tag, which defines the constraints, has the id of the con-
straint as an attribute. This tag has the elements of <Issue>, <Utility>, and
<Cardinality>. In Figure[f] the id of the constraints is 0.

<Minimum>: This tag defines the possible minimum values for each issue. In Fig-
ure[6l the possible minimum value of Issue 2 is 4. This means that the value for
the issue should have more than 4.

<Maximum>: This tag defines the possible maximum values for each issue. In
Figure[6] the possible maximum value of Issue 2 is 8. This means that the value
for the issue should have less than 8.

<Utility>: This tag defines the utility value in this constraint. The constraints have
this utility value if the value for each issue is in the range defined by <Issue>
tags. In Figure [0l constraint O has a value of 69, and it holds if the value for
Issue 1 is 0, the value for issue 2 is 8, the value for Issue 3 is in the range [4, 8],
and the value for Issue 4 is 4.

<Cardinality>: This tag shows the number of issues related to this constraint. In
Figure [6] the cardinality is one. This is because this constraint is related to
issue 2. In the other words, this constraint is constrained by a issues. In our
definition, the contract has a value if only the issues related to the constraints
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<?xml version="1.0" encoding="Shift_JIS" standalone="no"?>
<UtilitySpace>

<Dimension>5</Dimension>
<Domain>0-10</Domain>

<Agent name="Alice" no="0">
<ReservationValue>21</ReservationValue>
<Constraint no="0">
<Cardinality>1</Cardinality>
<MaxUtility>122</MaxUtility>
<RiskAttitude>1</RiskAttitude>
<CenterPoint>

<Issue name="4" no="4">0</Issue>
</CenterPoint>

<Width>

<Issue name="4" no="4">2</Issue>
</Width>

</Constraint>

<Constraint no="1">

<Cardinality>1</Cardinality>

</Constraint>
</Agent>
</UtilitySpace>

Fig. 8. Cone-constraints XML

satisfy the possible values. In other words, all values are permitted in other
issues not related to the constraint.

XML formats for cone-constraints: Figure [§] shows an example of an XML for
cone-constraints. Figure [9] shows a tree-structured chart for cone-constraints. The
XML tags in the <UtilitySpace> and <Agents> tags are almost the same as the
XML tags for cube-constraints. A detailed description of the tags in the cone-based
constraints is described as follows:

<MaxUtility>: This tag shows the central value, which is the highest utility in the
constraint. In Figure 8] the central value is 122, which is the maximum utility
in the constraint.

<RiskAttitude>: This tag shows a gradient function that represents the risk attitude
for making agreements. In our testbed generating tool, we defined a gradient
function for each number. For example, one is defined that a gradient function
constant is constant. In Figure [8] the risk attitude for making agreements is
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<Agent> name
Agent's Name

_—{ <ReservationValue> |

<Constraint> no.
Constraint's ID

| <width> | | <CenterPoint> | [ <MaxUtility> |

| n
Gwe] [owe]
)

(_Issue'sID ]| _Issue name )

Fig. 9. Tree-structured chart for cone-constraints XML

one. Future work includes an extension that enables users to simply define the
gradient function.

<Width>: This tag shows the impact region, which represents the region affected
by the constraint. The impact region is defined in each <Issue> tag. In Figure
[8 the impact region in Issue 4 is two.

<CenterPoint>: This tag shows the central point, where the utility is maximum. In
the <CenterPoint> tag, the central point is defined by <Issue> tags. In Figure
[8 the central point is O in Issue 4 and all values are permitted in other issues
(Issues O - 3).

4 Examples with Testbed

4.1 Java Program Using the Testbed

In this subsection, we describe the Java program using the testbeds proposed in the
previous section. Our code was implemented in Java 2 (1.5). The program source
codes are downloadable from: http://www-itolab.mta.nitech.ac.jp/
MultiIssueNegotiations/.

Figure [10l shows the flow of the JAVA program using testbeds. This program
inputs XML files generated by the tool. The following are the details of this program
behavior:

Analyzing XML files: In this program, an XML file is analyzed by a Document Ob-
ject Model (DOM)[20]], which is a platform and a language-independent stan-
dard object model for representing HTML or XML documents as well as an
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XML File (Generated by testbed generating tool)

Y
‘(1) Analyze the XML file (using Document Object Model (DOM)‘

) 4
‘ (2) Define the utiltiy function for per agents ‘

\ 4
‘ (3) Make agreements using Simulated Annealing (SA) ‘

Output the results

Fig. 10. Program flow using testbeds

Application Programming Interface (API) for querying, traversing, and manip-
ulating such documents. The information of the structure of the utility space
and the agent’s utility function are read from XML files.

Defining the utility function for each agent: The structure of the utility space and
the agent’s utility function are defined based on the XML analyzed in the pre-
vious step.

Searching agreements using SA: In this program, we provide a simple agreement
algorithm that gathers and aggregates all individual agent’s utility spaces into
one central place and then finds the most optimal contract using simulated an-
nealing (SA) [18]. In simulated annealing, the mediator moves randomly if the
temperature is high, but he/she moves to the highest neighbor if the tempera-
ture is low. A simulated-annealing method of making agreements was employed
in previous works [[10] because this search method is superior to other search
methods, such as hill climbing search in multi interdependent issue negotiation.

In future work, we will generate this program using other programming languages
such as C++, Ruby, Python, and Perl so that this testbed can be used by many users.

4.2 Example of Experiments for Evaluating the Negotiation Protocols

We demonstrate some experimental results to show that our past proposed protocols
can utilize our testbed. In the experiments, we show the experimental results of the
Distributed Mediator Protocol (DMP) and the Hybrid Secure Protocol (HSP) [6]
with the testbed. The details of these protocols are described in [8][6]].

In each experiment, we ran 100 negotiations between agents with Random, A
Single Hill, Two Hills, and Several Hills. The following are the parameters for our
experiments. The number of agents was six, and the number of mediators was four.
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We compared the following methods: “(A) DMP (SA)” is the Distributed Me-
diator Protocol and the search algorithm is simulated-annealing. “(B) DMP (HC)”
is the Distributed Mediator Protocol and the search algorithm is hill-climbing. “(C)
DMP (GA)” is the Distributed Mediator Protocol and the search algorithm is the
genetic algorithm. “(D) HSP (SA)” is the hybrid secure protocol, and the search al-
gorithm in the distributed mediator step is simulated annealing. “(E) HSP (HC)” is
the hybrid secure protocol, and the search algorithm in the distributed mediator step
is the hill-climbing algorithm.

These experiments show the optimality rate in five protocols. The optimality rate
is defined as (maximum utility value calculated by each method) / (DMP (SA)).
Since DMP (SA) usually finds a high optimal contract, we consider it the basis for
comparing other methods.

Utility function: All constraints are one-constraints. The domain for the issue val-
ues is [0, 9]. Constraints include 10 unary constraints, 5 binary constraints, and 5
trinary constraints, etc. (A unary constraint is related to one issue, a binary con-
straint is related to two issues, and so on). The value in the central point is 100 X
(Number of issues). The maximum impact region for a constraint is 7.

The gradient function is defined as four types.

Type 0: u(s) = (Max Value) x log(e — (distance) /(width) * (e — 1)).
Type 1: u(s) = (Max Value) x (1 — (distance)/(width)).
Type 2: u(s) = (1 — (Maz Value))(distance)/ (width) o (Max Value)-1.
Type 3:u(s) = (Maxz Value).
(u(s): utility value at s when sisinthecone — constraints, (distance): distance
between s and the central point, (width): impact region, (Max Value): value at the
central point).
We set the following parameters for the search methods: HC, SA, and GA.

Hill climbing (HC): The number of iterations is 20 + (Number of issues) x 5. The
final result is the maximum value achieved.

Simulated annealing (SA): The initial temperature is 50. For each iteration, the
temperature is decreased by 0.1. Thus, it decreased to 0 by 500 iterations. 20 +
(Number of issues) x 5 searches are conducted while the initial start point is being
changed.

Genetic algorithm (GA): The population size in one generation is 20 + (Number of
Issues) x 5. We employed a basic crossover method in which two parent individuals
are combined to produce two children (one-point crossover). The fitness function is
the sum of all agents’ (declared) utility. 500 iterations were conducted. Mutations
happened at very small probability. In a mutation, one of the issues in a contract
vector was randomly chosen and changed. In the GA-based method, we define an
individual as a contract vector.

Our code was implemented in Java 2 (1.5) and run on a core 2-duo processor
iMac with 1.0 GB memory on a Mac OS X 10.5 operating system.

Figures [[1] ~ [I4] show the optimality rate in five methods. In all types of gen-
eration, “(C) DMP (GA)” is the highest of the five methods, not only RANDOM.
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Fig. 12. Optimality rate (A Single Hill)

Therefore, “(C) DMP (GA)” has high quality to find the optimal contract. Mean-
while, “(B) DMP (HC)” decreases rapidly based on the number of issues in all
types of generation, because hill climbing reaches local optima by increasing the
search space. “(E) HSP (HC)” slightly outperforms “(A) DMP (SA)” in all types of
generation. Therefore, DMP (GA) and HSP (HC) are better for finding the optimal
agreement point in all types of generating, not only in RANDOM.

Comparing Figures[TT12] “(C) DMP (GA)” in Figure [[2]has a higher value than
“(C) DMP (GA)” in[[dl “(D) HSP (SA)” in Figure [[2] also has a lower value than
“(D) HSP (SA)” in[I1l Therefore, the difference of the optimality rates among the
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methods in “A SIngle Hill” is larger than one in “RANDOM?” because the value in
the local optima in “A Single Hill” is a lower value than one in random.

5 Related Works

As far as the authors know, this is the first attempt to create a testbed for multiple
interdependent issue negotiation protocols. The following is a literature review of
multi-issue negotiation problems. All of these protocols are evaluated on the original
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testbed. Our testbed might provide opportunities to compare these algorithms based
on the same criteria.

Most previous work on multi-issue negotiation ([2, |3, i4]) has only addressed
linear utilities. Some researchers have been focusing on more complex and nonlinear
utilities.

[L5] explored a range of protocols based on mutation and selection on binary
contracts. This paper does not describe what kind of utility function is used, nor
does it present any experimental analyses, so it remains unclear whether this strategy
enables sufficient exploration of utility space. [1] presents an approach based on
constraint relaxation.

[12] presented a protocol that was applied with near-optimal results on medium-
sized bilateral negotiations with binary dependencies. The work presented here is
distinguished by demonstrating both scalability and high optimality values for mul-
tilateral negotiations and higher order dependencies.

[[L3]] and [14]] also presented a protocol for multi-issue problems for bilateral ne-
gotiations. [25]] and [[16] presented a multi-item and multi-issue negotiation protocol
for bilateral negotiations in electronic commerce situations.

[S] proposed bilateral multi-issue negotiations with time constraints, and [19]
proposed multi-issue negotiations that employ a third party to act as a mediator to
guide agents toward equitable solutions. This framework also employs an agenda
that serves as a schedule for the ordering of issue negotiations. Agendas are very in-
teresting because agents only need to focus on a few issues. [9]] proposed a checking
procedure to mitigate this risk and showed that by tuning this procedure’s param-
eters, outcome deviation can be controlled. These studies reflect interesting view-
points, but they focused on just bilateral trading or negotiations.

6 Conclusion

In this paper, we proposed a testbed generating tool based on XML for multi-issue
negotiation. Our tool provides a common testbed to evaluate the effectiveness of
multi-issue negotiation protocols. Moreover, users can easily understand the mean-
ing of data because it is based on a simple XML format. In this testbed, four types
of utility spaces were provided that corresponded to real negotiation cases. Finally,
we demonstrated examples of experiments using our testbed in which we analyzed
the differences among types of utility spaces.
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Summary. Complex automated negotiations usually involve multiple, interdepen-
dent issues. These negotiation scenarios are specially challenging because the
agents’ utility functions are nonlinear, which makes traditional negotiation mech-
anisms not applicable. Even mechanisms designed and proven useful for nonlin-
ear utility spaces may fail if the utility space is highly nonlinear. For example,
although both contract sampling and constraint sampling have been successfully
used in auction based negotiations with constraint-based utility spaces, they tend to
fail in highly nonlinear utility scenarios. In this paper, we will show that the perfor-
mance of these approaches decrease drastically in these negotiation scenarios, and
propose a mechanism which balances utility and deal probability for the bidding
and deal identification processes. The experiments show that the proposed mecha-
nisms yield better results than the previous approaches in terms of optimality and
scalability.

1 Introduction

Integrative negotiation approaches intend to allow negotiating agents to search for
joint gains when pursuing an agreement [16]. In the last years, there has been
an increasing interest in complex negotiations scenarios where agents negotiate
about multiple, interdependent issues [13]. These scenarios are specially challeng-
ing, since issue interdependency yields nonlinear utility functions for the agents,
and thus the classic mechanisms for linear negotiation models are not applicable. A
more in-depth review on utility space complexity and related-research on automated
negotiations involving complex utility spaces is provided in Section 2.

In particular, this work focuses on multilateral mediated negotiation, where sev-
eral agents try to reach an agreement over a range of issues using a bidding based
negotiation protocol with the aid of a mediator. The utility spaces for the agents are

T. Ito et al. (Eds.): Innovations in Agent-Based Complex Automated Negotiations, SCI 319, pp. 107
springerlink.com (© Springer-Verlag Berlin Heidelberg 2010
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generated using weighted constraints, which results in nonlinear utility functions. In
[[L1], a bidding mechanism is proposed, which is based on taking random samples
of the contract space and applying simulated annealing to these samples to identify
high utility regions for each agent, sending these regions as bids to a mediator, and
then performing a search in the mediator to find overlaps between the bids of the
different agents. In a similar scenario [20], samples are taken from the constraints
space instead. Experiments show that these approaches achieve high effectiveness
(measured as high optimality rates and low failure rates for the negotiations) in the
evaluation scenario they describe (Section 3). However, as we will show empirically
in Section[6.2] these approaches perform worse as the circumstances of the scenario
turn harder (that is, when the utility functions are highly nonlinear, like B2B inter-
actions or distributed automated control systems). Under these circumstances, the
failure rate increases drastically, raising the need for an alternative approach.

Furthermore, as described in [11l], the bidding-based negotiation protocol
presents some scalability concerns due to the extensive search for overlaps per-
formed in the mediator, which finally limits the maximum number of bids each
agent may send depending on the number of agents in the negotiation. In this paper,
we intend to address these problems in the following ways:

e We propose a mechanism to take into account both the utility of a bid for an
agent and its viability (a measure of the likelihood of the bid to yield a deal),
and integrate this mechanism in the contract sampling and constraint sampling
approaches (Section 4). We will show that this balance between bid utility and
deal probability yields a significant improvement in terms of optimality rate and
failure rate over the previous approaches in highly nonlinear scenarios.

e We propose a heuristic search mechanism for the mediator which lowers the
scalability problem while achieving acceptable optimality rates (Section 5).

A highly-nonlinear simulated scenario has been devised to validate our hypotheses
and evaluate the effects of our contributions. This scenario is described in Section
6, along with the discussion of the results obtained. Finally, our proposal is briefly
compared to the most closely-related works in the state-of-the-art (Section 7). The
last section summarizes our conclusions and sheds light on some future research.

2 Complex Utility Spaces

In the last years, there has been an increasing interest in complex negotiation sce-
narios, where agents negotiate about multiple, interdependent issues [13]]. These
scenarios are specially challenging, since issue interdependency yields nonlinear
utility spaces, which make classic negotiation approaches not applicable [[L1]. In
this context, it is necessary to be able to measure the complexity of a given util-
ity space, in order to assess whether the studied scenario is beyond the capabili-
ties of traditional negotiation mechanisms. If this is the case, alternative negotiation
mechanisms, specifically designed for complex environments, will be needed. In
this section we first briefly discuss utility space complexity and present the most
widely used metrics for the assessment of the complexity of a solution space, and
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then we review the most relevant works so far on the field of automated negotiation
in complex utility spaces.

2.1 Utility Space Complexity

Characterization of the structural complexity of utility spaces in negotiation is an
analogous problem to function characterization for optimization. In this context, and
more specifically in the field of optimization using evolutionary algorithms, struc-
tural complexity analysis plays a crucial role, since algorithm search capabilities are
greatly impacted by some structural properties of the optimized function, which is
usually known as fitness landscape in evolutionary computation.

A fitness landscape L may be defined as a tuple [9]

L:<S7f7F7>F’¢>’

where:

e S is the solution space (or genotype space, as it is called in evolutionary
computation).

e f:S5 — Fis a fitness function, analogous to the utility functions which are
used in negotiation.

e F'represents the range of values for the fitness functions. For the case of utility
functions, it is usual that /' C R.

e > represents a partial ordering in F', which allows to compare two solutions
v,w € S given the values of f (v) and f (w). f (v) >r f(w) means that
solution v is preferred against w.

e ¢ is a neighborhood operator, defined as ¢ : S x S — [0, 1], such that given
v,w € S, ¢ (u,v) represents the probability that the search function (usually, a
genetic algorithm) passes from point u to point w.

The ¢ function is directly related to the search mechanism used and its parame-
ters (e.g. simulated annealing temperature or mutation probability for genetic algo-
rithms), which implies an important consequence: the complexity of a utility space
may be different depending on the considered search algorithm and its parameters.
This operator also defines the concept of neighbor solutions in the space. Two so-
lutions v, w € S will be neighbors if ¢ (u, v) is over a given threshold, and will be
denoted v € N (w) or w € N (n). In many fitness landscapes in the literature, ¢ is
a binary operator.

The structural properties of a fitness landscape which are interesting regard-
ing search complexity within the space are determined by the properties of the
local optima in the landscape. A solution s € S is a local maximum if its fit-
ness value is greater or equal than the fitness values of all its neighbors, that is,
f(s) > f (v)Yv € N (s). Local minima are defined in an analogous manner.

Modality is defined as the number of local optima in the space. Despite the
intuitive notion, modality is not directly related to complexity. An unimodal space
may be very complex for a genetic algorithm if its gradient structure is not adequate.
On the other hand, a maximally multimodal space, where half of the solutions are
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local optima but there is a clear, monotonic structure, is very simple for evolutive
search algorithms [10].

Ruggedness is often confused in the literature with modality. However, rugged-
ness in a highly modal landscape does not refer to the number of local optima, but
to the distribution of these optima throughout the landscape, that is, to the vari-
ety of forms like peaks, valleys and ridges. Depending on this distribution, land-
scape ruggedness may or may not imply high complexity. Generally, landscapes
with structured ruggedness distributions will be less complex than those presenting
noisy ruggedness.

For low number of local optima, we can have smooth or neutral utility landscapes
[27]. Landscape smoothness is defined taking into account the existence of attrac-
tion basins towards its local optima. An attraction basin towards a solution s, is
defined as the set of solutions

B (sp) ={so € S|3s1,...,5n € Sconsit1 € N(s;) y f(six1) >r f(s:)Vi}.

The size of the basin is given by the cardinality of the set B (s, ). The larger the
attraction basins in a landscape, the smoother the landscape.

The opposite property to smoothness is neutrality, caused by the existence of
plateaus and ridges in the landscape. Two solutions s; and sy are neutral if f (s1) =
f (s2). A plateau is defined as the set of solutions

P(sn) ={s0 € S[3s1,...,8, € Sconsit1 € N (si) y f(sit1) = f(si) Vi}.

In the evolutionary computation literature we find also the concept of deceptive
landscapes. From an intuitive point of view, a landscape is deceptive if it tends to
lead the search algorithm to solutions other than the optimal [7]. The main problem
of this concept is that it depends strongly on the search algorithm used. For instance,
a highly modal utility space with a high number of local optima with lower utility
than the global optimum would be deceptive for a direct search algorithm (it tends
to get stuck in local optima), but not for simulated annealing or genetic algorithms.
This dependence on the search method makes deceptiveness not useful to compare
different approaches.

Once the properties which has an influence on the complexity of a fitness land-
scape or a solution space have been described, techniques which allow to measure
the complexity of a given space are needed. One of the approaches we can find in
the literature is to study the relationship between the value of the fitness function f
in a given point of the solution space and the distance to that point distance from the
global optimum. In most cases, a high correlation between the distance to a point
from the global optimum and the fitness value for this point (fitness distance corre-
lation, FDC) should make the search for optima easier, so this concept may be used
to predict the difficulty of the negotiation or optimization problem. Evaluation may
be performed quantitatively, by means of the classic expression for the correlation
coefficient for a set of samples

_ Cpp

orop’
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where
n

1 _ _
Crp = — fi—f)(d—d
ST (-
is the covariance of the values of the fitness function f; and the distances from the
global optimum d; for the samples considered, and 7, d, op y op are, respectively,
the means and standard deviations. However, quantitative evaluation often does not
reflect accurately landscape structure, specially for anisotropic solution spaces. In
these cases, a qualitative evaluation may be performed using scatter plots [26]. The
main problem with this metric is the need to know the global optimum of the fitness
function f. An alternative way to measure complexity is the local fitness-distance
correlation, where the correlation coefficient is computed using the distance to the
nearest local optima.

Another statistic which is widely used to assess the complexity of a fitness land-
scape or solution space is autocorrelation. Autocorrelation computes, for every
distance d, the correlation between a function and the same function displaced a
distance d. Computation is made performing a “random walk” throughout the land-
scape, using the ¢ neighborhood operator to determine movement between succes-
sive steps in the walk. This metric allows for a qualitative evaluation of the space
structure by means of a representation of the autocorrelation function of the ran-
dom walk. To make quantitative evaluations, correlation length is used. Correlation
distance is defined as the minimum distance v which makes correlation fall below
a given threshold (usually 0.5), which gives an idea of the distance we can move
throughout the solution space while keeping a certain correlation between samples
[L8]. As it happened with fitness-distance correlation, correlation length depends on
anotion of distance with will generally vary with the search mechanism used, which
makes the metric less generic.

The problem with those metrics is that they do not assess adequately anisotropic
functions. In [9], an statistic characterization is proposed. It is also based on ran-
dom walks, but it adds an analysis of the series of samples defined by the walks,
which results in an stochastic model representing the correlation structure of the
space, instead of generating a single numeric value which summarizes the structure
of the whole space. However, it still depends on performing walks throughout the
space using the ¢ operator, and thus will not be applicable to compare approaches
which have different neighborhood operators. In addition, this characterization is
computationally harder to perform than the previous ones.

As we can see, there is not a clear, preferred method to assess the complexity
of a preference space. In each case, the characteristics of the specific scenario (i.e.
anisotropy, neighborhood operator, knowledge about global optima, computational
constraints...) must be levered in order to select the most suitable technique to char-
acterize the structural complexity of the utility spaces we are dealing with.

2.2 Related Research on Automated Negotiation in Complex Utility Spaces

In the context of a multi-attribute negotiation, complexity of a preference space may
depend at least on the number of issues, the level of interdependency between the
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preferences on the issues, the domain of the issues, the possibility of change over
time of the negotiation context, and the method used to describe preferences. In
general, a large number of issues with a high interdependency and a large domain
contribute to more complex preference spaces. If the negotiation context changes
over time, complexity also increases. The method to describe preferences also has
an influence in the complexity of the preference space. A constraint-based pref-
erence space for instance may present discontinuities which make gradient based
optimizers not applicable, while differentiable utility functions contribute to a faster
local optimization. In this section we review the most representative research on
multi-attribute negotiation for complex preference spaces.

Klein et al. [13] present, as far as we are aware, the first negotiation protocols
specific for complex preference spaces. They propose a simulated annealing-based
approach, a refined version based on a parity-maintaining annealing mediator, and
an unmediated version of the negotiation protocol. Of great interest in this work are
the positive results about the use of simulated annealing as a way to regulate agent
decision making, along with the use of agent expressiveness to allow the mediator
to improve its proposals. However, this expressiveness is somewhat limited, with
only four possible valuations which allow the mediator to decide which contract to
use as a parent for mutation, but not in which direction to mutate it. On the other
hand, the performed experiments only consider the bilateral negotiation scenario,
though agents claim that the multiparty generalization is simple. Finally, the fam-
ily of negotiation protocols they propose are specific for binary issues and binary
dependencies. Higher-order dependencies and continuous-valued issues, common
in many real-world contexts, are known to generate more challenging utility land-
scapes which are not considered in their work.

Luo et al. [[17] propose a fuzzy contraint based framework for multi-attribute ne-
gotiations. In this framework a buyer agent defines a set of fuzzy constraints to de-
scribe its preferences. The proposals of the buyer agent are a set of hard constraints
which are extracted from the set of fuzzy constraints. The seller agent responds with
an offer or with a relaxation request. The buyer then decides whether to accept or
reject an offer, or to relax some constraints by priority from the lowest to highest.
In [15}[16] an improvement to Luo’s model is presented. They devise an expressive
negotiation protocol where proposals include a valuation of the different constraints,
and seller’s responses may contain explicit relaxation requests. It means that a seller
agent may suggest the specific relaxation of one or more constraints. The relaxation
suggested by a seller agent is based on utility and viability criteria, which improves
the negotiation process. Though these constraint-based works model discontinuous
preference spaces, the operators used to compute utility and the utility spaces de-
fined yield monotonic preference spaces, which are far from the complex preference
spaces covered in our work.

Another interesting approach to solve the computational cost and complexity of
negotiating interdependent issues is to simplify the negotiation space. Hindriks et al.
[8] propose a weighted approximation technique to simplify the utility space. They
show that for smooth utility functions the application of this technique results in
an outcome that closely matches the outcome based on the original interdependent
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utility structure. The method is evaluated for a number of randomly generated utility
spaces with interdependent issues. Experiments show that this approach can achieve
reasonably good outcomes for utility spaces with simple dependencies. However, an
approximation error that deviates negotiation outcomes from the optimal solutions
cannot be avoided, and this error may become larger when the approximated utility
functions become more complex. Authors acknowledge as a necessary future work
to study which kind of functions can be approximated accurately enough using this
mechanism. Another limitation of this approach is that it is necessary to estimate a
region of utility space where the actual outcome is expected to be (i.e. it is assumed
that the region is known a priori by the agents).

In [25] utility graphs are used to model issue interdependencies for binary-valued
issues. Utility graphs are inspired by graph theory and probabilistic influence net-
works to derive efficient heuristics for non-mediated bilateral negotiations about
multiple issues. The idea is to decompose highly non-linear utility functions in sub-
utilities of clusters of inter-related items. They show how utility graphs can be used
to model an opponent’s preferences. In this approach agents need prior informa-
tion about the maximal structure of the utility space to be explored. Authors argue
that this prior information could be obtained through a history of past negotiations
or the input of domain experts. However, our approach has the advantage that out-
comes can be reached without any prior information and that it is not restricted to
binary-valued issues.

There are several proposals which employ genetic algorithms to learn opponent’s
preferences according to the history of the counter-offers based upon stochastic ap-
proximation. In [3] a system based on genetic-algorithms for electronic business
is proposed. In this work the utility functions are restricted to take a product com-
bination form (i.e. utility of an outcome is the product of the utility values of the
different issues). The objective function used is based on the comparison of the
changes of consecutive offers. Small changes of an issue suggest that this issue is
more important. For each new population, the protocol enforces that the generated
candidates cannot be better than the previous offer. Unlike other negotiation models
based on genetic algorithms, this proposal adapts to the environment by dynami-
cally modifying its mutation rate. Lau et al. [14] have also reported a negotiation
mechanism for non-mediated automated negotiations based on genetic algorithms.
The fitness function relies on three aspects: an agent’s own preference, the distance
of a candidate offer to the previous opponent’s offer, and time pressure. In this work
agents’ preferences are quantified by a linear aggregation of the issue valuations.
However, non-monotonic and discontinuous preference spaces are not explored. In
[4] a genetic algorithm is proposed which is based on a joint elitism operation and
a joint fitness operation. In the joint elitism operation an agent stores the latest of-
fers received from the opponent. The joint fitness operation combines agent’s own
utility function and euclidean distance to the opponent’s offer. In this work two dif-
ferent negotiation scenarios are considered. In the first one utility is defined as the
weighted sum of the different issue values (i.e. issues are independent). The second
scenario defines a utility function where there is a master issue and a set of slave
issues. Utility is calculated as the weighted sum of the different issue values, but the
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weights of the slave and master issues change according to the value of the master
issue.

In [28] a mediated negotiation framework for multi-agent negotiation is pre-
sented. This framework involves a mediation step in which the individual preference
functions are aggregated to obtain a group preference function. The main interest is
focused on the implementation of the mediation rule where they allow a linguistic
description of the rule using fuzzy logic. A notable feature of their approach is the
inclusion of a mechanism rewarding the agents for being open to alternatives other
than simply their most preferred. The negotiation space and utility values are as-
sumed to be arbitrary (i.e. preferences can be non-monotonic). However, the set of
possible solutions is defined a priori and is fixed. Moreover, the preference function
needs to be provided to the mediation step in the negotiation process, and pareto-
optimality is not considered. Instead, the stopping rule is considered, which deter-
mines when the rounds of mediation stop.

Fatima et al. [[6] analyze bilateral multi-issue negotiation involving nonlinear util-
ity functions. They consider the case where issues are divisible and there are time
constraints in the form of deadlines and discounts. They show that it is possible
to reach Pareto-optimal agreements by negotiating all the issues together, and that
finding an equilibrium is not computationally easy if the agents’ utility functions
are nonlinear. In order to overcome this complexity they investigate two solutions:
approximating nonlinear utilities with linear ones; and using a simultaneous proce-
dure where the issues are discussed in parallel but independently of each other. This
study shows that the equilibrium can be computed in polynomial time. An important
part of this work is the complexity analysis and estimated approximation error anal-
ysis performed over the proposed approximated equilibrium strategies. Heuristic
approaches have generally the drawback of the lack of a solid mathematical struc-
ture which guarantees their viability, which raises the need of an exhaustive experi-
mental evaluation. An adequate complexity analysis and establishing a bound over
the approximation error contribute to give heuristic approaches part of the technical
soundness they usually lack. Among the limitations of the proposal, we can point
out that this work is focused on symmetric agents where the preferences are dis-
tributed identically, and the utility functions are separable in nonlinear polynomials
of a single variable. This somewhat limits the complexity of the preference space.

In summary, in the existing research nearly all the models which assume issue
interdependency rely on monotonic utility spaces, binary valued issues, low-order
dependencies, or a fixed set of defined a priori solutions. Simplification of the nego-
tiation space has also been reported as a valid approach for simple utility functions,
but it cannot be used with higher-order issue dependencies, which generate highly
uncorrelated utility spaces. Therefore, new approaches are needed if automated ne-
gotiation is to be applied to non-mediated settings involving non-monotonic, highly
uncorrelated preference spaces.
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3 Contract and Constraint Sampling for Negotiation in
Complex Utility Spaces

3.1 Constraint-Based Nonlinear Utility Spaces

Nonlinear agent preferences can be described by using different categories of func-
tions, like K-additive utility functions [2], bidding languages [24], or weighted con-
straints [12]. In this work we focus on nonlinear utility spaces generated by means
of weighted constraints. In these cases, agents’ utility functions are described by
defining a set of constraints. Each constraint represents a region with one or more
dimensions, and has an associated utility value. The number of dimensions of the
space is given by the number of issues n under negotiation, and the number of di-
mensions of each constraint must be lesser or equal than n. The utility yielded by
a given potential solution (contract) in the utility space for an agent is the sum of
the utility values of all the constraints that are satisfied by that contract. Figure [I]
shows an example for two issues and three constraints: a unary constraint C'1 and
two binary constraint C2 and C3. The utility values associated to the constraints
are also shown in the figure. In this example, contract x would yield a utility value
for the agent u(x) = 15, since it satisfies both C'1 and C'2, while contract y would
yield a utility value u(y) = 5, because it only satisfies C'1. It can also be noted
that unary constraint C'1 can be seen as a binary constraint where the width of the
constraint for issue 2 is all the domain of the issue, so we can generalize and say
that all constraints have n dimensions.

C2:10

3r OX

Issue 2

C1:5

0 1 2 3 4 5
Issue 1

Fig. 1. Example of a utility space with two issues and three constraints.
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More formally, we can define the issues under negotiation as a finite set of vari-
ables z = {x;|i = 1,...,n}, and a contract (or a possible solution to the negotiation
problem) as a vector s = {«$|i = 1, ..., n} defined by the issues’ values. Issues take
values from the domain of integers [0, X].

Agent utility space is defined as a set of constraints C' = {c¢x|k =1, ...,1}. Each
constraint is given by a set of intervals which define the region where a contract
must be contained to satisfy the constraint. In this way a constraint c is defined
as ¢ = {If|i = 1,...,n}, where I¢ = [z 2%%] defines the minimum and
maximum values for each issue to satisfy the constraint. Constraints defined in this
way describe hyper-rectangular regions in the n-dimensional space. Each constraint
¢k has an associated utility value u(cy).

A contract s satisfies a constraint c if and only if z§ € I{Vi. For notation simplic-
ity, we denote this as s € x(cx ), meaning that s is in the set of contracts that satisfy
ck. An agent’s utility for a contract s is defined as u(s) = 3_., cc|seu(cy) (Cr), that
is, the sum of the utility values of all constraints satisfied by s. This kind of utility
functions produces nonlinear utility spaces, with high points where many constraints
are satisfied, and lower regions where few or no constraints are satisfied.

3.2 Contracts Sampling and Simulated Annealing in Bidding-Based
Nonlinear Negotiation

In our previous work [[11]], we presented a bidding-based protocol to deal with non-
linear utility spaces generated using weighted constraints. The protocol consists of
the following four steps:

1. Sampling: Each agent takes a fixed number of random samples from the contract
space, using a uniform distribution.

2. Adjusting: Each agent applies simulated annealing to each sample to try to find a
local optimum in its neighborhood. This results in a set of high-utility contracts.

3. Bidding: Each agent generates a bid for each high-utility, adjusted contract.
The bids are generated as the intersection of all constraints which are satisfied
by the contract. Bids defined in this way represent hyperrectangle regions in the
n-dimensional solution space. Each agent sends its bids to the mediator, along
with the utility associated to each bid.

4. Deal identification: The mediator employs breadth-first search with branch cut-
ting to find overlaps between the bids of the different agents. The regions of
the contract space corresponding to the intersections of at least one bid of each
agent are tagged as potential solutions. The final solution is the one that maxi-
mizes joint utility.

The protocol is evaluated in a nonlinear scenario for different number of agents and
issues, and it achieves good results in terms of optimality (measured as the ratio
between the solutions found using the protocol and the optimal solution computed
using complete information) and failure rate (measured as the ratio between unsuc-
cessful negotiations and total negotiations).
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3.3 Maximum Weight Independent Set and the Max-Product Algorithm

In [20], we proposed an alternative perspective for the bidding process, based on
looking at the constraint-based agent utility space as a weighted undirected graph.
Consider again the simple utility space example shown in Figure[ll Think about each
constraint as a node in the graph, with an associated weight which is the utility value
associated to the constraint. Now we will connect all nodes whose corresponding
constraints are incompatibles, that is, they have no intersection. The resulting graph
is shown in Figure 2l

To find the highest utility bid in such a graph can be seen as finding the set of
unconnected nodes which maximizes the sum of the nodes’ weights. Since only in-
compatible nodes are connected, the corresponding constraints will have non-null
intersection. In the example, this would be achieved by taking the set {C1, C2}.
The problem of finding a maximum weight set of unconnected nodes is a well-
known problem called maximum weight independent set (MWIS). Though MWIS
problems are NP-hard, in [1], a message passing algorithm is used to estimate
MWIS. The algorithm is a reformulation of the classical max-product algorithm
called “min-sum”, and works as follows. Initially, every nodes 7 send their weights
w; to their neighbors N () as messages. At each iteration, each node 7 updates the
message to send to each neighbor j by subtracting from its weight w; the sum of
the messages received from all other neighbors except j. If the result is negative,
a zero value is sent as message. Upon receiving the messages, a node is included
in the estimation of the MW IS if and only if its weight is greater than the sum of
al messages received from its neighbors. Message passing continues until MW IS
converges or the maximum number of iterations is exceeded. This is formally shown
in Algorithm 1.

Algorithm 1. Min-sum algorithm for MWIS estimation

Input:

i=1,....n: nodes (constraints) in the weighted graph o;|i = 1. ...,n: weight (utility) of each

node (constraint) N(i): set of neighbors of each node (incompatible constraints)

gy s maximum number of iterations

Output: MWIS: estimation of the MWIS

1=0;n_ ;=N je N(i)

while r < 1,,,;, do

I =1+ 1; foreach i do
! i . r-1

| m_, ;= max{0. % — Fps;reny M Wil

end
, 1 ’ I—1

MWIS' = {i|ay > Tren(n M}

if7 > 1 and MWIS' = MWIS"™! then

| remrn MWIS

end
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Since the algorithm is deterministic, only one bid can be generated for a given
set of constraints. To solve this, in [20], the algorithm is applied to a subset of
constraints C" = {c} |k = 1,...,n¢;n. < l;¢}, € C}. The constraints ¢}, are ran-
domly chosen from the constraint set C'. In this way, a different constraint sub-
set C” is passed to the algorithm at each run, which will result in different, non-

deterministic bids.

Fig. 2. Weighted undirected graph resulting from the utility space in Figure[Tl

4 Bidding Mechanisms for Highly-Nonlinear Utility Spaces

The use of weighted constraints generates a “bumpy’ utility space, with many peaks
and valleys. However, the degree of “bumpiness” is highly dependent on the way the
constraint set is generated, and specially on the average width of the constraints. In
[[L1]], constraints are generated by choosing the width of each constraint in each is-
sue randomly within the [3,7] interval. Since the domain is chosen to be [0,9], this
generates rather “wide” constraints. Figure[Blshows an example of the resulting two-
dimensional utility space for 50 “wide” binary constraints. On the other hand, Fig-
ure [4] shows an utility space obtained using “narrow” constraints. Comparing both
figures we can see that, though both utility spaces are nonlinear, the space gener-
ated using narrow constraints is more complex, with narrower peaks and valleys. As
the number of issues under consideration increases, the differences between having
wide or narrow constraints become more relevant. Though the approaches proposed
in [11] and [20] work perfectly in scenarios like the example shown in Figure 3
we will see that their performance (in terms of optimality and failure rate) decreases
drastically in highly nonlinear scenarios defined using narrow constraints, and there-
fore an alternative approach is needed to deal with these highly nonlinear utility
spaces.
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Fig. 3. Example of a nonlinear utility space generated by using “wide” constraints

Fig. 4. Example of a highly nonlinear utility space generated by using “narrow” constraints

4.1 Constraint/Bid Quality Factor

If we compare the utility spaces shown in Figures[3|and[4] we can see that the main
difference between them (apart from the absolute utility values, but they have no
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effect in optimality) is the width of the peaks. Highly-nonlinear scenarios will yield
narrower peaks. Since the mechanisms outlined above lead agents to choose those
peaks (or high-utility regions) as bids, the result is that narrower bids will be sent to
the mediator. The width of the bids (or more generally, the volume of the bids in the
n-dimensional space), will directly impact the probability that the bid overlaps a bid
of another agent, and thus the probability of the bid resulting in a deal. Intuitively, an
agent with no knowledge of the other agents’ preferences should try to adequately
balance the utility of their bids (to maximize its own profit) and the volume of those
bids (to maximize the probability of a successful negotiation). To formally represent
this, we define the quality factor of a constraint or a bid as Q. = u% - v =%, where
u. and v, are, respectively, the utility and volume of the bid or constraint ¢, and
« € [0,1] is a parameter which models the risk attitude of the agent. A risk averse
agent (v < 0.5) will tend to qualify as better bids those that are wider, and thus
are more likely to result in a deal. A risk willing or selfish agent (o > 0.5) will, in
contrast, give more importance to bid utility.

Our hypothesis is that by taking into account this quality factor in the bidding
mechanisms, with adequate values for the parameter «, will result in a better balance
between utility and “width” in agent bids, and thus negotiations will yield higher
optimality rates and lower failure rates.

4.2 Using the Quality Factor within the Simulated Annealing Algorithm

To make the simulated annealing bidding approach to take advantage of the quality
factor Q is fairly straightforward. We just need to make the simulated annealing op-
timizer to search for contracts which maximize the quality factor Q instead of the
agent utility. Since the quality factor Q is a feature of a region, not a contract, the
adjusted contracts must be mapped to the high utility regions where they are con-
tained before they are accepted or rejected by the simulated annealing engine. This
can be easily done by checking all constraints in the agent preference model and
computing the intersection of the constraints which are satisfied by the candidate
contract. The volume of this intersection can then be used to compute the quality
factor Q of the region. The mechanism can be seen in Algorithm 2. The function
adjust_annealing(x, Q(.,a),nsa, Tsa) uses simulated annealing to returns a re-
gion of optimal quality factor using as starting point a sampled contract = (1).

4.3 Q-Based Tournament Selection for the MWIS Approach

The quality factor Q cannot be directly introduced into the max-product or min-sum
algorithm, because the algorithm is based in a weighted graph where weights are
additive, and the quality factor is not additive (that is, the quality factor of the inter-
section of a set of constraints is not the sum of the quality factor of the constraints).
Thus, a different approach is needed to introduce this factor in the algorithm. The
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Algorithm 2. Bid generation using simulated annealing over quality factor

Input:
D solution space domain
7 maxunumn number of bids
g reservation utihity for the agent
C: constraint set defining agent’s urility space
1 agent’s utility function
¢ agent’s attitude parameter
Q- function which computes the quality factor of a region
ng4: iteration bound for the simulated annealing algorithm
Ts4: imtial temperature for the simulated annealing algorithim
Output:
B: bid set
B=o:
k=0
while & < i do
k=k+1;
x = random _contract();
b = ad just_annealing(x. Q(.. ot ), nsa. Tea )
if 11(0) = ugz then
| B=BUb:

end
remove_duplicates(B)

Algorithm 3. Bid generation using MWIS and Q-based tournament selection

Input:
2y, maximum munber of bids
1p: reservation utihity for the agent
C': constraint set defining agent’s utility space
£2: constraint weights for the agents
w: agent’s utility function
1, number of randomly chosen constraints passed to the MWIS algorithm
nywrs: maximm munber of iterations for the MWIS algorithm
o agent’s atlitude parameler
n;: number of candidate subsets in towmament selection
Output:
B: bid set
B=@,
k=0;
while & < 1, do
c=k+1;
1 ' = rournament _selection(C.ne, ¢.n,):
{nodes.weights,neighbors} = build tree(C'. Q);
MWIS = minsum(nodes. weight s.neighbors. mywis )
b= generare_bid (C', MWIS);
if u(b) > uy then
| B=RBJb:

end
removeduplicates(B)
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approach proposed in [21]] can be seen in Algorithm 3. We propose to use a four-
nament selection [22] based on the constraint quality factor () when generating the
subset of constraints C’ to be passed to the max-product algorithm (1). This tourna-
ment selection works as follows. For each bid to generate, a number n; of candidate
constraint subsets are randomly generated. From these subsets, the one which max-
imizes the product of the quality factors Q of its constraints is chosen as the subset
C’ to be used for the max-product algorithm. In this way, since high-@Q) constraints
are more likely to be selected, we expect the average Q for the resulting bids to be
higher.

5 A Probabilistic Mechanism for Deal-Identification

Scalability was identified as one of the main drawbacks in our bidding based nego-
tiation protocol [[1L1]]. Once agents have placed their bids, the mediator performs an
exhaustive search for overlaps between the bids using a breadth-first algorithm with
branch cutting. In a worst case scenario, this means searching through a total of n;*
bid combinations, where ny is the number of bids per agent, and n, is the number
of negotiating agents. In the experiments, we limited the number of combinations to
6,400, 000. This means that, for 4 negotiating agents, the maximum number of bids
per agent is "{/6400000 = 50. This limit becomes harder as the number of agents
increases. For example, for 10 agents, the limit is 4 bids per agent, which drastically
reduces the probability of reaching a deal. This is specially true for highly-nonlinear
utility spaces, where the bids are narrower.

To address this scalability limitation, in [21] we proposed to perform a proba-
bilistic search in the mediator instead of an exhaustive search. This means that the
mediator will try a certain number np. of randomly chosen bid combinations, where
Npe < nZ“. In this way, n. acts as a performance parameter in the mediator, which
limits the computational cost of the deal identification phase. Of course, restricting
the search for solutions to a limited number of combinations may cause the mediator
to miss good deals. Taking this into account, the random selection of combinations
is biased to maximize the probability of finding a good deal. Again, the parameter
used to bias the random selection is (), so that higher-Q) bids have more probability
of being selected for bid combinations at the mediator.

The mechanism is formally shown in Algorithm 4. We can see that the number of
analyzed bid combinations is limited to np. (1), and that the function combine_bids
(B, U, Q) select the bid combinations to analyze (2). Limiting bid combinations at
the mediator allows us to remove the limit on the bids issued by the agents, which
increases the probability of finding potential deals. Finally, the algorithm selects
from all deals found the one which maximizes social welfare, computed using the
sw (s,U) function (3). In [21]], social welfare is computed as the Nash product [23],
that is, the product of the utilities that a potential solution gives to every agent.
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Algorithm 4. Probabilistic deal identification

Input:
A: set of negotiating agents
1y = |A|: number of negotiating agents
B: set of bids 1ssued by every agent
U7 declared utilities for every agent’s bids
@: declared quality factors for every agent’s bids
sw: social welfare function
e maximum number of bid combinations at the mediator
Qutput:
s¢: final deal
n=0:
S=;
1 while n < ng,. do
2 s = combine_bids (A,n,, B.U,Q):
if s 7 @ then
| S$=8Us;
n=n+1;
end
3 57 = arg {maxgessw(s. U}

6 Experimental Evaluation

The hypotheses of this work are that the proposed mechanisms provide an improve-
ment to the optimality of the negotiation process over the previous works described
in Section 3. To evaluate this, we have performed a set of experiments to compare
the results of the basic approaches with the results obtained introducing the quality
factor Q in the bidding and deal identification mechanisms.

6.1 Experimental Settings

Several experiments have been conducted to validate our hypotheses. In each ex-
periment, we ran 100 negotiations between agents with randomly generated utility
functions. Each negotiation was run for each of the different approaches analyzed.
For each set of utility functions we applied a nonlinear optimizer to the product of
all agents’ utility functions to find the optimal contract and its associated joint util-
ity value. This optimal contract was used to assess the optimality of the different
approaches.
We ran experiments with the following parameters:

e Number of agents n, = {4,...,14}. Number of issues n = {4,...,20}. Domain for
issue values: integers within the interval [0, 9].

e [ uniformly distributed random generated constraints per agent: 5 unary con-
straints, 5 binary contraints, 5 trinary constraints, etc.

e Utility for each m-ary constraint drawn from a uniform distribution in the do-
main [0, 100 x m)].

e Different average widths for constraints, ranging from 2 to 7.
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Settings for simulated annealing: initial tempreature 7o = 30. Number of itera-
tions: 30.

Maximum number of bids generated per agent n, = 200 X n.

Parameters for () calculation: o = 0.5.

Number of candidate sets in tournament selection n; = 10.

Number of constraints in each candidate set for tournament selection n, =
min (20,1/2).

Maximum number of bid combinations at the mediator: n;. = 6400000. For
the non-probabilistic, basic mediator, this is achieved by limiting the number of
bids sent to the mediator by each agent to "¢/6400000.

Joint utility for a failed negotiation: 0.

Experiments were coded in MATLAB and run on a 2x3.2Ghz Qad-Core Intel Xeon
processor with 4Gb memory under Mac OS X 10.5.4.

6.2 Experimental Results

Figure [5 shows the results of 100 runs of the experiments for 6 agents and 6 issues.
The vertical axis represents the median optimality rates of the experiments, while
the horizontal axis represents the degree of non-linearity of the utility spaces of the
agents, measured using a ruggedness factor based on correlation distance [18]]. Four
sets of values have been represented:

basic contract sampling with simulated annealing, and basic constraint sampling
with MWIS, represented in dashed lines, with triangle and square vertices, re-
spectively (both lines coincide in the figure).
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Fig. 5. Optimality rate results for 6 agents and 6 issues with different constraint widths.
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e contract sampling using Q-based simulated annealing and Q-based mediation,
represented in a solid line, with triangle vertices,

e (Q-based tournament selection for constraint sampling, MWIS, and Q-based me-
diation, represented in a solid line, with square vertices.

We can see that both basic contract sampling and basic constraint sampling yield
high optimality rates for medium ruggedness, but the median optimality rate de-
creases drastically (in fact, it drops to zero) as the ruggedness increases (that is, for
highly nonlinear utility spaces). The Q-based approaches yield slightly lower opti-
mality rates for wider constraints, which is reasonable, since the Q is used to make
a trade-off between utility and deal probability. However, as the agents’ preference
model turns highly nonlinear, introducing the quality factor Q in the bidding and
deal identification mechanisms significantly outperforms the previous approaches,
yielding acceptable optimality rates even with the narrowest constraint widths. From
these results we can conclude that the quality factor ) can be used to improve failure
rate in highly-nonlinear utility spaces, and both simulated annealing and tournament
constraint selection with MWIS are suitable ways to select which constraints to use
for bid generation.

Regarding scalability, Table [I] shows the optimality rates obtained for one of
the studied approaches (MWIS) for a fixed maximum constraint width (4) when
the number of agents and issues increases, comparing the results obtained using the
basic approach with those obtained introducing the quality factor. We can see that
introducing the quality factor Q in the mechanisms significantly improves scalabil-
ity with the number of agents and issues.

Finally, Table 2] shows the medians and their 95% confidence intervals for the
ratio between the bidding, deal identification and total times of our proposed ap-
proaches and their corresponding basic approaches. We can see that for both con-
tracts and constraints sampling the use of the quality factor Q introduces a slight
overhead over the bidding time, but this overhead is compensated by the significant
improvement in deal identification times due to the use of the probabilistic mediator.
Also, a comparison of the total negotiation time for both Q-based approaches has
been included in the table.

Table 1. Scalability with the number of agents and issues

I}

a|Approach| 6 10 14 20
MWIS [0.9915(0.7521| O 0
MWIS-()|0.9728]0.9352|0.8903]0.8471
MWIS [0.6732] 0O 0 0
MWIS-Q]0.9584{0.9057]0.8551]0.7513
MWIS 0 0 0 0
MWIS-Q]0.8203[0.7745]0.7232]0.5403

10

14
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Table 2. Performance comparison

Approaches Bidding Time Ratio
median conf. mnterval

SA-Q/SA 1.0982 1.0888,1.1076|
MWIS-Q / MWIS |1.0892 1.0832. 1.0951]
Approaches Deal Identification Time Ratio

median conf. mterval
Q-mediator / mediator| 0.2018 |0. 1942,0.2093

Approaches Total Negotiation Time Ratio
median conf. interval
SA-Q/SA 0.8417 0.7963,0.8870]

MWIS-Q / MWIS [0.4285 0.4012.0.4559|
MWIS-Q/SA-Q |0,1792 0.1788,0.1797|

7 Discussion

In [L1], the authors propose a single-shot, auction-based protocol which samples
the contracts space and uses simulated annealing to identify high utility regions
in the agent’s utility spaces to be sent as bids to a mediator. In [20], instead of
performing a direct sampling of the contract space, different techniques are used
over the constraint space to generate bids. We use these works as a starting point to
provide effective bidding and deal identification mechanisms for highly-nonlinear
utility spaces, where the “narrowness” of the agents’ high-utility regions makes the
failure rate of their approaches drastically higher. Our approach is based on using
a quality factor (), which balances bid utility and bid volume to take into account
the likelihood of the bid resulting in a deal. This is a somewhat similar approach
to the notion of viability seen in [15] for fuzzy-constraint based negotiation or the
similarity criteria used in [5] for linear utility spaces.

Other technique for addressing non-linearity in negotiation is to approximate
the utility functions by means of linear regression techniques or average weighting
methods, as proposed in [8]]. However, as authors acknowledge, these approaches
are not useful for non-smooth utility spaces.

Finally, there are other works which suggest the use of expressive negotiation
protocols in multi-agent negotiations. In [[19], gradient information is used to bias
the search for solutions in linear unmediated negotiation, and [[L6] uses relax re-
quirements in bilateral buyer-seller negotiations.

8 Conclusions and Future Work

The performance of existing auction-based approaches for negotiation in nonlinear
scenarios dramatically decreases when confronted with highly nonlinear scenarios
where the negotiating agents’ high utility regions are very ‘“narrow” and so it is
very unlikely that high utility bids overlap. This paper presents a mechanism to bal-
ance bid “width” and bid utility, and integrate this mechanism into two previous
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approaches. The experiments show that the proposed mechanisms significantly im-
prove the previous approaches in highly nonlinear utility spaces in terms of failure
rate and optimality. However, there is still plenty of research to be done in this area.
The impact of the parameter « in the optimality rate should be analyzed. In addi-
tion, we are interested on designing and evaluating different tournament selection
and probabilistic deal identification mechanisms, using different probability density
functions. Finally, we are working on iterative negotiation protocols, where agents
may change their attitudes or relax their bids as the protocol iterates.
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project 2008005, ~’Do-it-Yourself Smart Experiences”, and partially supported by the Spanish
Ministry of Education and Science grant TIN2008-06739-C04-04.
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Summary. In the convoy formation problem, two embodied agents are negotiating
the synchronization of their movement for a portion of the path from their respec-
tive sources to destinations. We consider a setting where the negotiation happens in
physical time, thus the agents have the opportunity to perform actions while negoti-
ating. Thus, the agent’s behavior is controlled by the interacting pair of negotiation
and action strategies. After considering the challenges of acting while negotiating
for the general convoy formation problem, we focus on a specific case where con-
voys can traverse a rectangular obstacle which is unaccessible to individual agents.
We propose a general framework for building interacting negotiation and action
strategies based on the selfishness and the optimism parameters. We propose two
strategies with minimal opponent modeling, and a more complex strategy which
uses particle filters to create a time evolving opponent model. Through a series of
experiments we study the interaction between the negotiation and action strategies
and compare the performance of the proposed strategy pairs in incomplete informa-
tion scenarios.

1 Introduction

Let us start by defining the convoy formation problem for embodied agents. Two
agents A and B move from their source positions S4 and Sp to their destinations
D 4 and Dp. We assume that the agents move along the paths given by the function
P4 (t) — L, which we read by saying that agent A is at the location L at time ¢.

At the initial timepoint ¢, we have P4 (to) = S and we define the arrival time

of A as the smallest time t,.,. for which P4 (ts) = D 4. For every path we define
the unir cost cp(t), and the cost of a time segment C'(¢1,t2) = :12 cp(t)dt. Most
of the time, we are interested in the cost of the path C'p(tg, terr). In the simplest
case we are only interested in the time to reach the destination. This corresponds
to a unit cost ¢p(t) = 1, and the cost of the path Cp(tg, tarr) = tarr — to. Many
environmental factors can be modeled by the appropriate setting of the unit costs.

For instance, the unit cost might be dependent on the location cp(t) = f(Pa(t))

T. Ito et al. (Eds.): Innovations in Agent-Based Complex Automated Negotiations, SCI 319, pp. 129
springerlink.com (© Springer-Verlag Berlin Heidelberg 2010
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or on the speed of the agent cp(t) = f(P/4(¢)). Locations or speeds which are
unfeasible to the agent can be set to have an infinite unit cost.

Two agents form a convoy if they are following the same path P4 5(t) over the
period of time [tjm;n, tspl,;t]. An agent is motivated to join a convoy because of the
convoy advantage: the unit cost for the convoy is smaller than for the individual
agent over the same path. One example is the case when convoys can traverse areas
which are not accessible to individual agents: 3t € [tjoin, tsprit] I Payp = 1
with ¢p 4(t) = oo and c¢p a4+p(t) = ¢ € R. Naturally, convoy and non-convoy
segments of the path need to be contiguous in space: Pa(tjoin) = Pp(tjom) =
PA+B(tjoin) = Ljoin and Py (tsplit) = Pp (tsplit) = PA+B(tsplit) = Lsplit-
We call Lo, and 4, the join locations and time, and Lp;; and ¢4 the split
locations and time, respectively.

We are considering self-interested agents which are searching for the path with
the smallest cost from source to destination. This path might or might not include
segments traversed as a convoy. In the following we assume that the agents are
using negotiation to agree on the segment traversed as a convoy. The negotiation
succeeds if an agreement is reached over a quadruplet (Ljoin, tjoin, Lsplit; tsplit)-
Convoy negotiation is thus a multi-issue negotiation, with two temporal and two
spatial issues. It can be seen as a six-issue negotiation if we consider the spatial
location L = (z,y) as two issues.

In [6][7]] we have considered a simplified convoy formation problem called Chil-
dren in the Rectangular Forest (CRF), where the convoy advantage is represented by
the convoy’s ability to traverse a rectangular obstacle which is not accessible to the
individual agents. The CRF problem presents many challenges of the general prob-
lem such as the difficulty of establishing whether an offer is feasible to the opponent,
whether it represents a concession or not, and the difficulty of simultaneously ne-
gotiating temporal and spatial issues. At the same time, the CRF problem simplifies
away the path planning problem, as all the Pareto-optimal deals correspond to paths
formed of at most three linear segments.

The work described in this paper represents a step towards bringing convoy ne-
gotiation closer to a more realistic setting. Rather than assuming that the agents are
negotiating instantaneously, we assume that the negotiation process is happening in
physical time, during which the agents can take real world actions, such as moving
towards their destination, their expected meeting point or other locations. The im-
mediate consequence is that in addition to the negotiation strategy, the agents also
need to consider the action strategy. The relationship between the two is complex.
A good action strategy will consider the current status of negotiation; in its turn, the
actions taken by the agent will change the value of the exchanged offers.

The remainder of this paper is organized as follows. Section [2] discusses related
work. Section 3 introduces some general considerations about the acting while ne-
gotiating for the convoy formation problem. In Sectiond] we define the acting while
negotiating (AWN) in the context of the CRF problem. Section [3] describes the
selfishness/optimism meta-strategy for the AWN problem and two implementations
with minimal opponent modeling. Section [6] describes a negotiation strategy which
uses a particle filter to trace the dynamically evolving opponent model. In Section[7]
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we describe several experiments studying the interaction between the action and ne-
gotiation strategies, as well as comparing the different action and negotiation strat-
egy pairs. We conclude in Section [

2 Related Work

There is a wide literature on multi-issue negotiations under incomplete information.
Negotiating in the spatio-temporal domain, however, has received relatively little
attention. In the following, we briefly review some of the recent papers which over-
lap in some aspects with our work, and whose approach (even when applied in a
different domain), influenced our approach.

In the value oriented domain, the most frequently taken approach for modeling
the overlap between the negotiation time and physical time is the deadline model.
In these cases, agents do not need a separate action strategy, but they need to take
the time in consideration in their negotiation strategy.

Sandholm and Vulkan [9]] analyze the problem of negotiating with internal dead-
lines where the deadlines are private information of the agents. The negotation prob-
lem is a “split a single pie”, zero-sum negotiation. They find that for rational agents,
the sequential equilibrium strategy requires the agents to make no concessions until
their deadline; then, the agent with the earliest deadline concedes the whole issue
under negotiation.

Fatima, Wooldridge and Jennings [2]] study three different negotiation procedures
for multi-issue negotiation under deadlines. In the package deal procedure, all issues
are discussed together, in the simultaneous procedure, issues are discussed indepen-
dently but simultaneously, while in the sequential procedure, issues are discussed
one after another. The authors find that the package deal is the optimal procedure
for both agents.

Another aspect of the problem considered by us is the incomplete information
regarding the utility and feasibility of the offers to the opponent. Information in-
completeness can span a very wide range of aspects. In a simple value oriented
negotiation, one might not know the opponents utility function or strategy, but usu-
ally all offers are feasible, and very often, there is no uncertainty over whether an
offer is a concession or not. Information uncertainty is an additional problem when
the utility function is non-linear.

Golfarelli et al. [3}14] consider robotic agents which are assigned tasks associated
with physical locations. The tasks carry precedence constraints (execute one specific
task earlier than the other) and object constraints (fetch the object in order to execute
the task). Agents can collaborate by swapping tasks through an announcement-bid-
award mechanism to reduce the execution cost of the tasks.

Saha and Sen [8] consider the problem of negotiating efficient outcomes in a
multi-issue negotiation where some of the parameters of the agent are not common
knowledge and distinguish between “distributive” and “integrative” scenarios.

Crawford and Veloso [[1] consider the multi-agent scheduling problem, where the
agent can dynamically learn the opponents behavior and choose between a strategies
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proposed by a number of distinct “experts”. The performance is measured in terms
of total utility achieved over a series of trials.

Ito et al. [5] consider inter-dependent multi-issue negotiations which allow very
complex nonlinear utility functions. The proposed solution is a bidding based nego-
tiation protocol, in which each agent creates bids by sampling its own utility space.
The mediator is responsible to identify a final contract by finding all the combina-
tions of bids that are mutually consistent.

Tykhonov and Hindriks [10] use Bayesian learning to study the opponent’s pref-
erence for a specific issue. They form a series of discrete hypotheses about the type
of the opponent, with associated probabilities. These probabilities are updated based
on Bayes’ rule and the distance between the expected utility of the opponent’s bid
and the utility of actual bid.

3 General Considerations

3.1 Possible Action Strategies

The idea that a negotiation is a process which is happening in physical time is not
new, but in many applications it is considered under strong simplifying assumptions.
For instance, the split the pie game, used to model worth oriented negotiations, fre-
quently assumes that the pie shrinks a fixed fraction at every negotiation round.
Although this is a good model for motivating the agents to reach a deal as soon as
possible, it does not capture the ability of the agents to take actions, and the rela-
tionship between the elapsed time and the value of offers is unrealistically simple.

In the case of the convoy formation problem, allowing acting while negotiating
means that we consider every negotiation turn to take a time ¢,, during which the
agents can move on any feasible trajectory. For the remainder of this paper, we will
make the assumption that ¢, is a constant value. Agents participating in a negotiation
under these conditions need to have both a negotiation and an action strategy.

Let us now consider several extreme examples of action strategies. The simplest
action strategy would be for the agent to stand still during the negotiation. The
disadvantage of such approach is that the value of all possible deals will become
lower with the amount of time wasted during negotiating. For instance, an agent
which spends 100 seconds negotiating, finding out that no deal is possible, then
moving on the conflict deal trajectory, would arrive 100 seconds later than an agent
which did not even negotiate. This scenario is very similar to the “shrinking pie”
scenarios in worth-oriented negotiations, which also assume that the agents do not
act while negotiating.

The second strategy would be to continue on the originally established trajectory
of the conflict deal. This corresponds to a pessimistic agent, which up to the moment
when a deal is agreed upon will assume that no deal is possible. The advantage of
this choice is that the agent has a guarantee that it will not fare worse than the
conflict deal. Unfortunately, moving on the conflict deal trajectory will reduce the
value of every offer, and it can make some offers unfeasible in the sense that
the agent can not reach the proposed join location L, in time o4, .
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At the other extreme, the agent might act optimistically: it can move on the short-
est trajectory to the location of its own latest offer. Provided that the offer is ac-
cepted, this is the action which would provide the agent with the lowest possible
cost. On the other hand, it requires a risky commitment from the agent: if no deal
will be reached, or if the deal reached will be relatively far from the predicted one,
the cost to destination will be actually higher than if the agent has not participated
at all in the negotiation.

Between full optimism and pessimism, agents might choose a hedging strategy
which moves at an intermediate trajectory between the conflict deal and the agent’s
own offer.

3.2 Baseline and Pragmatic Rationality

Allowing agents to act while negotiating requires us to refine our definition of ra-
tionality of a deal. At the beginning of the negotiation, at time ¢y, the agent has a
conflict deal path with cost Cpupic;. According to the baseline rationality definition,
any offer which has a higher cost than Ci,pic/ is not rational and it will not be ac-
cepted by the agent. If the agent is taking risks by acting optimistically, at some point
in time t,, it might find itself in the position that it has already incurred costs Cy, and
the best path from current location L, to the destination will have a cost Cf,, 4;., If
at this moment an offer with cost Cyg,, is received, it will be called pragmatically
rational if Cypor + Cp < C’gfmﬂicl and baseline rational if Cog,r + Cy < Ceonficr- A
rational agent will need to act based on the pragmatic rationality, as the original con-
flict deal alternative is not available any more at this moment in time. Occasionally,
the agent might find it necessary to accept deals which are not baseline rational.

However, when we are measuring the overall performance of the negotiation
strategy / action strategy pairs, the term of comparison should be the original con-
flict deal. In order for a strategy pair to be acceptable, it needs to be baseline rational
at least in the statistical average.

4 Acting While Negotiating in the CRF Model

In the following we shall study the issue of acting while negotiating in the Chil-
dren in the Rectangular Forest (CRF) problem, an instance of the convoy formation
problem where the “convoy advantage” is the ability of the convoy to traverse a
rectangular region inaccessible to the individual agents. We assume the negotiation
protocol to be Simple Exchange of Binding Offers (no argumentation). We also as-
sume a zero-knowledge environment; the only source of information of the agents
is through the offers of the opponent. We will consider the cost of a path to be the
time to destination along that path.

When an agent receives an offer from its negotiation partner, it first checks it
for feasibility. An offer is not feasible if the agent can not reach the designated
locations on time, and we will consider these offers to have a cost of +oo. For an
offer O = (Ljoin; tjoins Lispiirs tspiir) Made at time t.,, the agent A with speed of v 4,
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source location at L2 | current location at L4, and destination at L4 will calculate

src? crt dest
the cost of the offer as:

dist(L2,Ljoin)

+00 if toy + > tjoin
CA(O) - +o0 if %W > tsplit - tjoin (l)

dist(Lypi, L -
tsplit + M OtherWISe

vA
Similarly we define the cost of the conflict deal as the time spent in the negotiation
until the current moment ¢, plus the time necessary to reach the destination from
the current location L., by going around the forest. Note that the cost of both the
collaboration and the conflict deal depend on the state (the current time and location
of the agent). As we discussed in the general convoy formation case, the pragmatic
rationality of the offer is also state dependent. An offer might be pragmatically ra-
tional for an agent at a certain moment in the negotiation, even if its cost is higher
than the original conflict deal cost. The opposite case is also possible: an offer which
would have been favorable at the beginning of the negotiation might not be rational
for the agent in the current state (for instance, if the agent is already well on its way
towards the conflict deal).

At the other extreme from the conflict deal is the “ideal offer” with the cost
C,;ist, which corresponds to the earliest time the agent can reach its destination,
assuming an opponent which is ideally collaborative and has ideal capabilities. For
a real opponent, this ideal offer might not be rational, or even feasible. We define
the utility of an offer by the fraction of how much it can save from the cost of the
conflict deal in comparison to the ideal offer.

CA  _ CAO)
UA 0) — conflict 2
( ) ch‘grgﬂict - Cﬁst ( )

With this definition, the utility of non-rational offers is negative and the utility of
non-feasible offers is minus infinity.

5 Strategies for the AWN Problem

5.1 The Selfishness-Optimism Meta-strategy

We have seen that an AWN agent requires a pair of interacting strategies for ne-
gotiating and acting. To capture the relationship between the two into an easy-to-
understand framework, we propose a technique which integrates the offer acceptance
decision and the action strategy into a single meta-strategy. This selfishness-optimism
meta-strategy does not define the offer formation mechanism; this needs to be pro-
vided separately, and is normally inherited from non-AWN strategies.

The selfishness ) is the lowest utility of the offer, as defined by Equation2l which
the agent is ready to accept. A fully selfish agent (A = 1) will only accept its ideal
offer, a fully benevolent agent (A = 0) will accept any rational offer.
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The optimism ~ governs the agent’s movement and represents the amount of
hedging between moving towards its own latest offer versus the conflict deal lo-
cation. A fully pessimistic agent (v = 0) assumes that there will be no deal and
move on the conflict deal trajectory.

The reader might notice that this meta strategy can be immediately generalized
by making the A\ and  parameters variable over the course of the negotiation. An
agent, seeing that the opponent conceded too readily, might decide to drive a hard
bargain by increasing its selfishness. An agent might make its optimism dependent
on an external machine learning system which predicts the likelihood of a deal. A
particularly Machiavellian agent might even make offers only to confuse the oppo-
nent and move to a predicted deal location which is far from its current offer.

For the remainder of this paper, we will assume agents with the A and v pa-
rameters fixed and determined at the beginning of the negotiation. The algorithm
for selfishness-optimism meta-strategy is shown below, where B () is the belief at
time t,and NEXTOFFER(.) is the offer formation function to calculate the next
counter-offer.

Algorithm 1. The selfishness-optimism meta-strategy

: receive(OF )

1

2 B(r) + UPDATE(B(1—1),0" ,);
3: if isFeasible (O:‘_ J) and U7 (0;"_1) > A then
4: send(Of_): // form agreement
5: else

6:  O)=NEXTOFFER(B(1).A):
7. If @ == null then

B: send(@): // conflict deal

9:  else
10: send(0 ):
11: end if

12: end if

13: move(L(t). B(t). y):

5.2 Minimal Opponent Models

We assume a zero-knowledge environment: the only information the agents have
about each other is extracted from the offers. Under these conditions, one of the
main challenges of any convoy negotiation is offer formation. With four issues in
every offer, the negotiation space is very large. There is no natural ordering of the
offers, thus an agent can never be sure whether the offer it made is a concession to
the opponent or not, and whether it is feasible or rational for the opponent. Finally,
as the opponent is also acting while negotiating, the utility, rationality and feasibility
of the offers changes with the passing of time and the actions of the opponent. All
this makes it important for the agent to build a model of the opponent as part of its
negotiation strategy.
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In the following we consider some initial information which can be extracted
from the initial offers of the agents. An offer does not immediately identify the
agent’s source and destination, even if the agent offers its own ideal trajectory. The
factor which is relatively easy to identify is the speed capability of the agent. As
every offer is binding, the first offer made by an agent will identify a minimum
value on the agent’s speed capability based on the speed on the common trajectory
portion. Unless the agent is engaged in deceptive practices, this first offer will be
based on its maximum possible speed.

The agent making the second offer can find itself in one of two possible situ-
ations. It can find that the opponent’s speed is larger than its own. Then it needs
to structure its counter-offer based on its own, lower speed. On the other hand, if
it finds the opponent’s speed to be smaller than its own capability, it will make an
offer assuming the opponent’s speed for the common part of the trajectory, without
disclosing its own higher capabilities. Either way, by the end of the first offer ex-
change, the agents will know their maximum common speed, and will use this in
all subsequent offers. Thus, the remainder of the offers will always be feasible for
the common portion of the trajectory. It is, however, much harder to determine the
current location of the opponent agent.

5.3 Two Offer Formation Strategies

Let us now describe two offer formation strategies which use only minimal user
models.

Monotonic Concession in Space (MCS) calculates the next offer by conceding
in terms of the location fields, towards the opponent’s last offer. It is parameterized
by the conceding pace at each side of the forest (C,,, Cs). If the utility of the next
conceding offer is below the selfishness, or no concession is possible (e.g. the oppo-
nent’s last offer and the agent’s last offer are identical in location), the negotiation
stops with no agreement.

The MCS strategy resembles the monotonic concession strategy from single-
issue worth-oriented domains. There are, however, some important differences.
Conceding in the meeting and splitting location does not necessarily represent a
concession in terms of utility. As the MCS agent does not know the opponent’s
location, the offer might not be feasible in terms of the join time.

One of the main problems of the MCS strategy is that by uniformly conceding in
the two spatial components, it excludes a large parts of the negotiation space.

Uniform Concession (UC) strives to perform a better exploration of the offer
space, while trying to present the offers in an order which would try to achieve the
best deal which the opponent would still accept. UC first generates a pool of all
possible offers, described as combinations of meeting and splitting location with a
certain resolution, as well as possible time buffers for the meeting time. The splitting
time is calculated based on the maximum common speed. Only the offers which are
rational, feasible and have an utility higher than the selfishness A are included in the
pool.
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UC defines a conceding rate « and a current utility range (with the span of «)
for each round. When calculating the next offer, the agent only searches the offers
in the current utility range for the one most similar to the opponent’s offer. The
utility range starts at 1 and decreases with « each round until the selfishness level
is reached (see Algorithm 2). Thus every offer made will be a concession of about
«, in terms of the offering agent’s utility. At every round, the UC selects from the
current utility range the offer which is the most similar to the opponent’s last offer.
The similarity between two offers is defined by the sum of squared difference of
each issue (see Equation[3). If the offer pool is empty, the negotiation is halted.

Of — argmin(/|0 — OF,|?) )

Algorithm 2. Offer formation in the Uniform Concession agent
1: Create Set (offer) to hold all possible offers;
2: while Ser (offer) is empty do
lower = lower — o:
if lower < A then
return Oy ¢ null;
end if
find all Offer that U (Offer) < (lower, lower + «);
8 add all Offer in Set{of fer):
9: end while
10: find most similar Offer to OF | in Set (offer);
11: return Opey < Of fer:

S el

6 Opponent Modeling with Particle Filters

As the opponent is moving while negotiating, in our case, opponent modeling re-
quires not only learning the initial parameters, but also maintaining a dynamically
evolving model of the opponent, a problem of probabilistic reasoning over time.
In this section we describe the PF strategy which uses a Sampling-Importance-
Resampling (SIR) particle filter to update its beliefs about the opponent, then uses
a K-Means clustering technique to extract a likely hypothesis on which the offer
formation is based.

6.1 The Particle Model

The PF strategy represents its knowledge about the opponent as a cloud of weighted
particles. In the following we discuss (1) the particle representation, (2) the predic-
tion model, describing how the particles evolve in time and (3) the sensor model,
which describes how observations (which in our case are offers made by the oppo-
nent) affect the weight of the particle.
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The Particle Representation

A particle should contain all the information the learning agent needs to know about
the opponent. We represent the particle X at time ¢ as a vector of its opponent’s
current state:

Xt = <Lsr(:7 Lcrta Ldesta Sz >

where L, is the source location, L., is the current location, Lg4.s; is the destina-
tion, and S;4 is an identifier of the strategy used by the opponent. The strategy is
chosen from a set of discrete strategies.

The Prediction Model

At every negotiation round, the particle Xy is updated from its previous state X¢_1
using the following equations:

Lsr(z(t) = Lsrc(t - 1) + gsrc

Lgest (t) = Lgest (t - 1) + gdest

Lcrt(t) = f(Sid7 Lcrt(t - 1)) + gcurrent
Sia(t) = Sia(t — 1)

X, =

where f(.) is a function to calculate the next location according to the opponent’s
action strategy ;4 and its former location L.,+(t — 1) and ¢ is random noise gen-
erated from the two-dimensional normal distribution accounting for the uncertainty
of the estimation.

The Sensor Model

The particle weights are updated with every new observation. For each particle 4,
the PF agent calculates the probability Pr(O¢|X1) that a hypothetical opponent
described by the particle would make the specified offer. To do this, we first calcu-
late the offer which would have been made by the agent described by the particle
Oecap(X}) and then calculate the probability based on the difference of the real offer
from the expected offer:

Pr(0¢|X}) = Pr(O¢|Ocap(X7}))
= g4(yj7 tja Ys, ts|y;zp, t§Ip7 ygxpv tgxp)
= g(yjly;"")g (X515 ) g (yslys™) g (ts[t5™)
In the formula, (y;,t;,ys,ts) are the actual values in the opponent’s last offer

Oy. g4(.) is the four-dimensional Gaussian p.d.f which centers at expected offer
Oecap(X}). The weight of each particle is updated accordingly:

w;(t) = Pr(0¢|X)w;(t — 1)

The particle weights are normalized after the update, and if the estimate of effective

number of particles
- 1

Neff - pi
> i (wi)?
is less than the threshold Nypreshoid, W€ resample using the stratified resampling
algorithm.
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6.2 Offer Formation

Algorithm 3 describes the calculation of the next offer by the PF agent. First, we
associate an offer to every particle. By making the assumption that the particle is
correct, we generate the offer the same way as if we would have a full-knowledge
negotiation: the offer will be feasible to both agents and have a utility larger than
their respective selfishness levels. If more than one such offer can be generated, we
choose the one which provides largest utility to the opponent.

Algorithm 3. Offer formation in the PF agent

: for all particles i do

|

2: search all O where Upgen ( o ) = A and Uspponem (()" ) = A
3: if not found O then

4: O}, ¢ null:

5: else

O ('J;-,m — arg maxo Uspponen ( o)

7 end if

5: end for

9: if no particle has i’_)'}'wSr or Y w; < threshold then
10: return Oyey < null;

11: else

12: cluster all particles whose O,y # null:

13:  calculate weights of all clusters:

14: find the cluster j with the highest weight:

15: return Oueyy — Opel j):

16: end if

If none of the particles has a feasible associated offer, the PF agent breaks the
negotiation. Otherwise the agent proceeds to choose an offer based on the offers
associated with the particles. Calculating the mean across all the particles is not
a good choice, as the particles might represent disjoint hypotheses. By taking the
average over the complete set of particles, the resulting estimate might fall in the
low probability zone between hypotheses.

Our approach is to perform K-Means clustering on all the particles which have
assigned offers. The distance metric used is the sum of squared difference between
the issues. The cluster with the highest sum of weights is selected for offer forma-
tion. The averaged offer of the selected cluster will become the next counter-offer
to the opponent.

7 Experimental Study

7.1 The Influence of the Selfishness and Optimism on the Agent Trajectories

To understand the impact of the selfishness and optimism settings on the behavior
of agents, we have run a series of experiments. We considered a scenario where a
mutually advantageous deal is possible. The size of the map is 600x400, with the
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(a) Fully optimistic (b) Fully pessimistic

(c) Very selfish (d) Very generous

Fig. 1. The influence of the selfishness and optimism to the course and the outcome of the
negotiation. The meta-strategy of agent B is fixed to Ag = 0.6 and yp = 1. The values for

agent A are:[@]Aa = 0.6, va = 1,[B)] a = 0.6, 74 = 0,[[] X = 0.8, v = 1 and [(d)]
A=02,vy=1

forest located at (200,25) with the size of 200 x350. Agent A moves from (100,150)
to (500,150) with the speed of 1.0, agent B with the fixed values of A = 0.6 and
v = 1 moves from (100,250) to (500,250) with the speed of 1.0. Both agents use
the MCS strategy(C,,, = 2,Cs = 2) to calculate the next offer. This is a “hard”
scenario, because the social deal is only marginally better than the conflict deal.

Figure [l shows the path of the agents for four different settings of the selfishness
and optimism for agent A. As the MCS strategy does not depend on the current
location, the actual offers exchanged are identical. Interestingly, however, in cases
(a) and (d) the agents agreed to form a convoy, while for (b) and (c) they did not.
Figure[TFa shows agent A with A4 = 0.6 and v4 = 1, that is, of average selfishness
but fully optimistic. The agent moves towards its own offer at every step which
results in a curving trajectory as the offer evolves. As the agents are getting closer
and closer together, the utility of their respective offers keeps increasing, thus a deal
is eventually reached.
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In Figure[T}b agent A is fully pessimistic and of average selfishness (A4 = 0.6,
v4 = 0). Agent A moves in a straight line towards the conflict deal, making both its
own and the opponent’s offers less and less valuable, despite the concessions of the
opponent. Finally, the offer which the agent needs to make according to its strategy
becomes of lower utility than its selfishness, the negotiation is terminated, and the
opponents move on the conflict deal trajectory. Note that agent B actually ended up
on a trajectory which is worse than the original conflict deal.

Figure [[lc shows a run with A being fully optimistic but of high selfishness
(Aa = 0.8, v4 = 1). The trajectories are initially similar to case (a), however,
through a series of concessions, agent A will reach a point where its next offer will
have an utility smaller than its selfishness. At this point A breaks of the negotiation
and moves to the conflict deal. In this case both agents end up on trajectories which
are worse than the original conflict deal.

Finally, Figure [Itd shows a case when A is fully pessimistic but of low selfish-
ness (A4 = 0.2, v4 = 0). Despite the fact that it starts to move towards the direction
of the conflict deal, A and B successfully form a deal because A will accept a rela-
tively low utility rational offer. Thus A will reverse its course and move towards the
collaborative deal. Note that A had lost some utility by making the “detour” towards
the conflict deal.

7.2 The Influence of the Action Strategy on the Offer Pool

Let us consider a negotiation turn where agent A needs to make an offer. We call
the agent A’s offer pool, the set of offers which are rational and feasible for A. The
supervisor’s pool is the set of offers which are feasible and rational for both A and
B. Some strategies, such as UC generate the agent’s pool explicitly. The supervisor’s
pool can not be computed by the agents in partial knowledge negotiations.

In the acting while negotiating problem, both the agent pool and the supervisor’s
pool decreases at every negotiation round, as some offers become unfeasible, as a
result of the passage of time and the action strategy of the agent.

One way to characterize the agent and the supervisor pools is to consider the
histogram of the offers in function of their utility. Figure 2] plots the evolution of
these histograms over the negotiation scenario described in the previous section.
Series of gray lines show the agent’s offer pool, and black lines the supervisor’s
pool. Figure Pla considers a fully pessimistic agent. As expected, the agent offer
pool shrinks at every iteration. Furthermore, the maximum utility of the agent’s offer
pool also becomes lower at every iteration, reflecting the fact that by moving on the
conflict deal trajectory, the agent is reducing its own choices. The supervisor’s pool
is shrinking on its own as well, and eventually becomes empty.

Figure Plb considers a fully optimistic agent. We note that the offer pool is still
shrinking at every iteration, but the amount of decrease is smaller. Furthermore, the
maximum possible utility remains very close to 1.0 during the negotiation, because
the agent optimistically moves towards these high utility offers. We also notice that
the rate of shrinking of the supervisor’s pool is much slower than in the pessimistic
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Fig. 2. Evolution of the histograms of offer pool (gray lines) and the supervisor’s pool (black
lines) function of the utility. [(@)]y = 0 (fully pessimistic) and [(B)]y = 1 (fully optimistic).
For both cases, the A = 0.6.

case. Most of the offers which were feasible at the beginning of the negotiation
remain feasible if the agent acts optimistically.
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7.3 Opponent Modeling in the PF Agent

We will illustrate the opponent modeling in the PF agent and the overall benefits of
the approach by tracing an example where the MCS agent ends in conflict, while a
PF agent with the same selfishness and optimism succeeds in negotiating a deal.

Let us consider the negotiation in Figure [Ilc, where A is an MCS agent with
A = 0.8 and v = 1, which ends in conflict. We repeat the experiment, replacing the
MCS agent with a PF agent, with the same A and ~ values.

Figure [ shows the evolution of the particle filter through the first six steps of
negotiation. In this figure, a particle is represented by two dots — one on the current

(a) step O (b) step 1

(c) step 2 (d) step 3

(e) step 4 (f) step 5

Fig. 3. Evolution of the opponent model in the PF agent. The black dots and the corresponding
dashed line is the cluster selected for offer formation. The gray dots are particles belonging
to the other clusters.
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location side and one on the destination side. The particles from the cluster chosen
for offer formation are shown in black, while the others in gray.

We note that the particles show a relatively large spread which changes from
step to step. This is a result of the way in which the offers are formed based on the
strongest cluster. If the opponent declines the offer, this represents a strong negative
feedback to the selected cluster. This leads to a large variation in the particle cloud,
further amplified by the resampling step. Nevertheless, the particle clouds track rel-
atively well the current location and destination of the opponent, which allows the
PF agent to choose better offers from the offer pool. In our case, at negotiation
round 10, the opponent accepts the PF agents offer, and they move together to their
meeting location. Thus, the PF agent, under the same selfishness and optimism pa-
rameters, and starting from zero knowledge, could “save” a deal, which was lost for
a MCS agent using the same parameters.

7.4 Statistical Performance Comparison

The quality of a specific action strategy / negotiation strategy pair can be measured
by the average utility of the deals it can reach over a set of randomly chosen repre-
sentative scenarios against specific opponents. The statistical averaging is necessary
because some strategies might be a better fit for certain scenarios: for instance, fully
pessimistic action strategies will yield the best performance in scenarios where no
deal is possible.

Figure ] shows the performance of four strategies with various values for opti-
mism and selfishness. The top figure shows the relative utility obtained while the
bottom the number of cases where a deal was formed. For all experiments, the op-
ponent uses the MCS strategy with A = 0.6 and v = 1, The four strategies are MCS,
UC and PF to which we add MCSN, a variant of MCS where the action strategy is
to not move until a deal is agreed or the negotiation is broken. Thus, the MCSN
agent does not perform acting while negotiating, and the optimism parameter has
no impact in this case.

The first obvious conclusion is that the all the proposed acting while negotiating
strategies outperform the MCSN “don’t act” strategy. There is also a clear advantage
of UC and PF approaches compared to MCS in terms of average utility and number
of deals, for every combination of optimism and selfishness. There is a relatively
smaller difference between PF and UC. The PF strategy obtains a higher percent-
age of successful deals and it achieves a higher average utility for the majority of
optimism and selfishness values.

Different strategies obtain their maximum utilities at different selfishness and
optimism values. For MCS this value is at A = 0.8 and v = 0. For PF and UC it
is around A = 0.6 and v = 0.2. Note, however, that these values are dependent on
the opponent, and further studies with a range of opponents are necessary before
definitive conclusions can be drawn.
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average utility

optimism selfishness

number of successful deals

optimism selfishness

Fig. 4. Relative performance of various strategies negotiating with (another MCS agent) over
100 scenarios. Top: average utility, bottom: number of successful deals

8 Conclusions

In this paper we introduced the acting while negotiating variant of the convoy for-
mation through negotiation problem. We have identified that the main challenge of
this problem is the interaction between the negotiation strategy and the action strat-
egy. We have introduced several negotiation and action strategy pairs both without
and with opponent modeling capabilities.
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Our future work involves both extending the proposed strategies to more general
settings, as well as in developing more complex action strategies, such as strategies
where the opponent model is used to adjust the optimism of the action strategy.
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Summary. This paper presents a multi-player multi-issue negotiation model to
solve a resource allocation problem. We design a multilateral negotiation protocol,
by which rational players bid sequentially in consecutive rounds till a deadline. Ev-
ery player’s bid is a proposal for resources allocated to himself. In this framework,
we perform a thorough theoretical analysis of negotiation with complete informa-
tion, which is also a preliminary for the more complex incomplete information case.
Here we extend known results on single issue bilateral negotiations to multiple play-
ers and multiple issues. We show that, under a complete information setting, we can
derive the negotiation strategies which form a subgame perfect equilibrium. We also
show that when a discount factor exists, an agreement will be reached immediately
at the end of the first negotiation round. The outcome is Pareto optimal, when every
player maximizes his utility by making trade-offs between issues and selects the
bid that is best for his opponents amongst multiple bids that would give the same
maximum utility to himself.

1 Introduction

With the rapid development of multi-agent systems, automated negotiation has been
widely used to solve coordination and cooperation problems in complex systems. In
this paper, we propose a solution when multiple players allocate multiple resources
amongst themselves through negotiation. In contrast to most previous work on two-
player multi-issue negotiation [6]] or multi-player single-issue negotiation [12, 9L [16]],
the negotiation model presented in this work is a multi-player multi-issue strategic
negotiation model. It is also different from the model of multiple bilateral negotia-
tion between more than two players [8]; it is a multilateral negotiation that always
involves all players in a single negotiation.

We design a negotiation protocol where each player bids a desired allocation
of resources only for himself. Compared to Rubinstein’s alternating-offer bargain-
ing [14], in which one player’s proposal includes the allocations for all players,
this model applies to many real negotiation scenarios and the equilibrium solution

T. Ito et al. (Eds.): Innovations in Agent-Based Complex Automated Negotiations, SCI 319, pp. 147
springerlink.com (© Springer-Verlag Berlin Heidelberg 2010
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applies to those scenarios directly. Fatima et al [[6] study different approaches to
multi-issue negotiation and conclude that the package approach, i.e. when all issues
are bundled and negotiated concurrently, is the optimal way for multi-issue nego-
tiation. In our work, we extend this concurrent multi-issue negotiation model from
two players to multiple players, in a model where we let every bid made by a player
include the desired allocation of all resources.

The model presented in this paper tackles several problems introduced by multi-
player negotiation. First, we discuss the bidding order problem in the negotiation
between more than two players and provide a simple way to solve it. Second, we
describe the reasoning process behind the negotiation strategies for more than two
players, present the resulting strategies, and give mathematical proofs of their prop-
erties. Although we just analyze the negotiation with complete information in this
paper, the proposed model is a fundamental result of automated negotiation. This
paper thus is an important step towards the incomplete information case and pro-
vides a benchmark for multi-player multi-issue negotiation.

We briefly describe the negotiation model here and present the full details in the
next sections. We study solutions with n > 2 players to allocate m > 2 resources
amongst themselves through negotiation, which takes place round by round under
a time constraint, a negotiation deadline. All players have to reach an allocation
agreement, otherwise no resource will be allocated. Different from the two-player
negotiation where one player’s allocation determines his opponent’s allocation indi-
rectly, in the n-player negotiation, even if one player’s allocation is determined sep-
arately, the rest of the players still need to negotiate the allocations of the resources
left. Instead of letting one player propose the allocations for all players as done in
[2, [14]], we let all players sequentially propose only the resources to be allocated
to himself, because this is all they are interested in. We set the negotiation under
a complete information environment, in which all information is common knowl-
edge, and derive equilibrium strategies of the players which form a subgame perfect
equilibrium (SPE) [[15] from two-dimensional reasoning, which will be discussed
later. Given another time constraint, a discount factor that decreasing the utilities
of agreements during the negotiation, an agreement can be reached immediately at
the end of the first round. Further, the solution is Pareto optimal when each player
selects the bid that is best for his opponents amongst multiple bids that would give
the same maximum utility to himself.

The rest of the paper is organized as follows. Section 2 describes the negotiation
model including the problem model, the negotiation protocol and utility functions.
Section 3 proposes the equilibrium strategies formally and proves several proper-
ties of the outcome. A simple example of the equilibrium strategies is also given.
Section 4 gives a brief summary of related work. And finally, Section 5 presents the
conclusions and future work.

2 The Negotiation Model

Suppose a complex task requires a finite set of n > 2 players to perform, given a
finite set of m > 2 divisible resources. We assume every player has a monotonically
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increasing utility for the allocated resources. Every player’s allocation can only be
implemented if all players agree with it. To solve the problem of resource allocation,
we propose a solution where n players allocate m resources amongst themselves
through multilateral negotiation. For the sake of simplicity, we interpret an amount
x, as an allocation percentage of the k" resource where xj, € [0,1]and 1 < k < m.
We denote the complete set of the total amounts of resources by a vector 1 in which
every element is 1. In the rest of this paper, we use the term issue to indicate the
amount of a resource negotiated by the players.

2.1 The Negotiation Protocol

In this section, we impose a negotiation protocol that describes how players can
act and interact during the negotiation. We let the negotiation take place round by
round r € N, in which the players can take actions. There are two common time
constraints, a negotiation deadline v € N and a constant discount factor § € (0, 1).
If the players cannot reach an allocation agreement on all issues in any round r <
v, the negotiation fails and all players get nothing. We let disagreement denote
this outcome, which is the worst outcome of this negotiation. Given an allocation
agreement at a subsequent moment, the utility that a player gets is decreased by the
discount 9.

We let n players take actions sequentially in consecutive rounds till the dead-
line . Different from Rubinstein’s alternating-offer bargaining [[14], in each round
r < =, we let each player bid one desired combination of the m issues for himself
sequentially, given the bidding order of the current round 7. In this work, the ne-
gotiation protocol requires the bidding orders of all rounds to be pre-specified and
fixed during the whole negotiation, but the way to generate the bidding orders can
be various. Because the order can be different in each round, we let a given player be
represented by a different bidder in each of the rounds. For instance, in the case of
three players 1, 2 and 3, the bidding orders can be ((1,2,3),(2,3,1),(3,1,2),...),
in which player 1 is represented by the first bidder, the third bidder and the second
bidder in rounds 1, 2 and 3 respectively. We let bidder i € N represent the i*" bidder
in a round where 1 < i < n and let N denote the set of bidders {1,...,n} of a
round.

When it is a bidder’s turn to bid in round r < ~, given the bids of the previous
bidders in the current round, the bidder can either accept those bids and make his
own bid, or reject those bids, in which case the negotiation passes on to the next
round. At the beginning of every round r, the issues available for bidders to bid
are always the complete set of issues 1. The issues cannot be bidden separately.
The bidder either bids a combination of all m issues or rejects to bid for any issue.
Therefore, the set of all possible bids is B = [0, 1]™ and bidder 4’s bid is an m-
vector X; € B. An elemenﬂ Tik € X; represents the k" issue of bid x; where
1 < k < m. We let reject denote the action of rejection. Therefore, the set of all
possible actions of every bidder is A = B U {reject}. We let a; € A denote bidder

! In this paper, we also use € to represent the relation that an element belongs to a vector.
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i’s action in a round and let a € A™ denote an action profile chosen by n bidders in
the round. We define the constraint C of an agreement to be:

reject ¢ aanda = (x1,...,X,) subjectto Vk € {1,...,m} Zx,k <1
i=1

Given the definitions above, we propose the negotiation protocol.

e In each negotiation round r < ~, from the first bidder to the last bidder, every
bidder i € N takes an action a; € A sequentially.

e Inroundr < 7, given all previous bids (x1, . .., X;_1), bidder ¢ can either accept
them and bid x;, or reject them. If bidder ¢ bids x;, then it is bidder ¢ 4 1’s turn
to choose his action/response. If bidder ¢ chooses to reject the previous bids,
the current round 7 ends and the negotiation passes on to round r + 1. Once
bidder n accepts all previous bids and bids x,, and the action profile a satisfies
the constraint C, an agreement is reached and the negotiation stops successfully.

e If no agreement is reached in any round r < +, the negotiation stops unsuccess-
fully and the outcome is disagreement.

2.2 Utility Functions

As defined in the last section, the outcome of the negotiation is some agreement
or disagreement. Each player’s preferences over the outcomes is represented by a
utility function, which is common knowledge in this game. In the following, we
define all functions for a bidder. Recall however that the mapping of a player and
the bidder representing him in each negotiation round is specified by the bidding
orders.

Because of the discount factor d, an agreement reached in different rounds in-
troduces different utilities to the players. Hence, the utility depends not only on
the action profile but on the round number as well. We define the utility function
u; : A™ x N — R, where u;(a, r) represents the utility that bidder i € N would get
in round r € N, if the bidders all chose their actions as specified in a € A™. Note
that disagreement only happens at the end of the negotiation deadline v, when the
action profile a does not satisfy the constraint C, and its utility is normalized to zero.
An agreement may be reached in any round » < -, when the action profile a sat-
isfies the constraint C. In this situation, the utility that bidder ¢ would get through
action profile a only depends on his own bid x; € a; we define a general valuation
function v; : B — R to express this value. In this work, we assume the valua-
tion function to be a monotonically increasing function of any element x; ;, € X;
(1 < k < m). Formally, the utility function is given by:

B 0 if » =« and not C
Ui(a,r) = {67"—1 . ’U7(X7) if r < Y and C (l)

Note that the range of v;(x;) is R but not R™, which means the value of an allocation
for bidder ¢ can be negative, so the utility of an action profile a for bidder ¢ can be
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negative, if action profile a actually happens. However, because the rational bidders
prefer disagreement to any allocation with a negative utility, that action profile a
cannot really form an outcome of this game and disagreement is the worst outcome
of this game. This makes the model more expressive than the typical problem of a
cake partition. To reach an agreement, in which his opponents accept any allocation
with zero utility at the end of the game, the bidding player still has to leave a min-
imum amount of resources to them but not nothing. This point makes the problem
setting in this work relevant to more scenarios in the real world.

Before we derive the negotiation strategies, we make the following assumptions
about the players and negotiation.

e Unanimity: only a unanimous agreement can be accepted and then be
implemented.
Rationality: every player will act in order to maximize his own utility.
Patience: all players are patient enough to stay in the negotiation till the deadline
v, if no agreement has been reached yet.

e Benevolence: when a player can choose between multiple outcomes which are
indifferent to him but not to his opponents, he will choose the one that is best
for his opponents as far as he knows.

In this work, we assume the negotiation takes place under a complete information
setting. The time constraints, the above assumptions and the preferences of players
are all common knowledge.

3 The Negotiation Strategies

In this section, we investigate the equilibrium strategies of the players of the ne-
gotiation and use the notion of subgame perfect equilibrium [[15], which induces
a Nash equilibrium in every subgame (round), to examine the solution formed by
those equilibrium strategies.

3.1 Description of Strategies

We analyze the equilibrium strategies to specify the optimal action of every bidder
¢t € N in any round » < <, when it is his turn to bid, given the previous bids
in round r. Bidder ¢’s optimal action is to maximize the utility that he would get
when the game ends. Bidder ¢’s equilibrium strategy is computed by considering all
possible actions in A to find the one that has the maximum utility. As specified by the
utility function (), any bid’s utility for bidder i is determined not only by bidder i’s
valuation but also by whether his opponents accept it. Every bidder’s optimal action
is the one that maximizes his own utility with the consideration of his opponents’
responses. Therefore, all bidders’ optimal actions in a round are best responses to
each other; the action profile forms a Nash equilibrium [12]]. When it is bidder ¢’s
turn to bid, we let h; = (X1,...,X;—1) denote the history of previous bids in the
current round and let H denote the set of all possible profiles of bids in the game.
We define the optimal action function s; : H x N — A, where s;(h;, ) is bidder i’s
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optimal action in round r, given previous bids h; in round r. We let a; denote the
optimal action of bidder ¢ in the current round 7.

We let —7 denote the set of all bidders other then 7 in a round, so a combination
of their actions can be represented by a_; = X jen—; a;. Given an action a; € A,
bidder ¢ reasons his opponents’ responses a_; first, and then calculates the utility of
the action profile a = (a;,a—_;) for himself. The utility function () only gives the
utilities of an action profile a € A™ for every player, when a forms either the out-
come of an agreement or disagreement in round +. However, when action profile
a contains a reject in the current round » < y and the negotiation passes on to the
next round 7 + 1, the utilities that the players would get are not specified. We think
the utility of an action profile a for bidder ¢ € N in round » < «y to be equal to the
utility that the player represented by bidder ¢ in round r would get in the next round
r + 1, if action profile a does not form an agreement in the current round r. We
define a function w; : A x H x N — R, where w;(a;, h;, r) represents the utility
that bidder 7 would get through action a; in round r, given the history h;.

When it is bidder ¢’s turn to bid in round r < -+, bidder ¢ needs to reason the
utility that he would get in round r + 1. The result will be compared to the utility of
any possible bid for him to determine his optimal action. To calculate the utility of
any bid x; € B, bidder ¢ needs to reason the best response of each of the remaining
bidders j > 7 in round 7 to his own bid x;. The best response is bidder j’s optimal
action derived from (i) the previous bids (X1, ...,X;_1), (ii) bidder i’s possible bid
x;, and (iii) the reasoned optimal action of bidder j’ where i < j < j. The reasoning
also requires the information of the utilities that all players would get in the next
round r + 1. Eventually, bidder ¢ in round r does two-dimensional reasoning from
the current round to the last round and from the first bidder to the last bidder in each
round, which is a recursive procedure with a base case that all players will get zero
utilities after round , if no agreement has been reached.

3.2 Formal Definition of Strategies

Given the description above, we formally define the optimal function and present
the negotiation strategies. We develop some notations first. As the presentation of
the strategies is concerned with the consecutive rounds, we let r and r 4+ 1 denote
the current round and the next round respectively. We use a letter and the letter with
a tilde to denote a bidder of round 7 and a bidder of round r + 1 respectively, which
represent the same original player. For instance, bidders i and 7 denote the i*" and
7" bidders in rounds r and r + 1 respectively; they have the same utility function as
they represent the same player.

Formally, given the history of previous bids h; = (X1,...,X;—1), the optimal
action function is defined by:

si(hi,7) € argmax w; (a;, hi, )
a; €A
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where
0 ifr>n
wi(ag, hi,r) = u;(a,r) ifr <~yandC
wi(af, hy,r +1) otherwise
where
a—= (hi,ai, (Iirl, vy afl)

aiv1 = Sit1(hiv1,7), hivr = (hisa;)
Vj e {’L +2,... ,n} {CL; = Sj(hj,?“), h]‘ = (hj_l,(ljfl)}

VieN {a;: — s5(hs,r +1),h; = (hj_l,a;:fl)} . 2)

In any state of any round r, when it is bidder i’s turn to bid, he uses the above
optimal function to calculate the optimal bid/response, given the previous bids in
the current round 7.

We let S7 denote the equilibrium strategy of a player when he is represented by
bidder i € N in round r < ~, let S denote the equilibrium strategies in round r
where S” = (S7,...,S"),and let S = (S!,...,S7) denote the strategy profile of
the players of this game.

Proposition 1. The equilibrium strategy of bidder i € N in round r < v is S},
which is given by Algorithm 1. The strategy profile S = (S',...,S7) induces a
subgame perfect equilibrium of the game. If an agreement exists in this game, it will
be reached immediately at the end of round 1.

Algorithm 1. ST (i € N,r <)
Input: previous actions h; = (X1,...,X;—1)
Output: optimal action a;
a; = si(hi,r)
if aj = x; € B then
else
reject h;
end if

Proof. We argue that the strategy profile S forms a subgame perfect equilibrium, so
we need to show that .S induces a Nash equilibrium in every subgame (round). We
are going to prove that the optimal action of any bidder ¢ € N in any round r < 7y
given by the equilibrium strategy S; is the best response to the optimal actions
of his opponents —i given by the equilibrium strategies S ;. We give a proof by
contradiction.

In any round r, when it is bidder ¢’s turn to bid, his optimal action is a] =
ST, given the previous bids induced by the equilibrium strategies. We let a* ; de-
note action profile induced by the equilibrium strategies ST ;, given a;. Suppose
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any other strategy used by bidder 7 is to choose another action a; € A where
w;((al,a’;),m) > wi((af,a*;),r), when all players other than i adhere to S”,
which induces the action profile a’_;, given a!.

When the profile of optimal actions a* = (a}, a*,) can form an agreement in
round r, the utility u;(a*, r) has been maximized in Equation (2]) while the utility
u;(a*,r) is no less than the utility that bidder j would get in round r + 1 where
j € N. Because all utility functions are monotonically increasing, if the action
profile a’ = (a},a’;) is a profile of bids and increases the utility for bidder 4, a’
either violates the constraint C or lets at least one of other bidders get a utility less
than the utility that he would get in round r + 1, if a’ is really implemented. Hence,
the action profile a’ cannot form an agreement in round r. The utility that bidder
i can get by taking action a/ in round r equals to the utility that he would get in
round r + 1, which is no more than the utility w;(a*,r). There is a contradiction.
Because the utility function defined in this work is completely general, it is possible
that no agreement exists in the game. For any action profile, every player gets the
same utility, zero, so there is also a contradiction. Therefore, the optimal action a is
bidder ¢’s best action/response to his opponents’ actions induced by the equilibrium
strategies. The equilibrium strategies S” induces a Nash equilibrium in round r and
the strategy profile S induces Nash equilibrium in every round r < +, which is a
subgame perfect equilibrium.

When the strategy profile S can form an agreement a in round r < +, then every
bidder i € N gets a utility u;(a,r), which is no less than the utility that he would
get in the next round r + 1. The action profile a can also be an agreement in round
r+ 1. Because of the discount factor ¢, at least one bidder ¢ in round  has u,(a, r) >
u;(a,r + 1) and any other bidder j in round r has u;(a,r) > u;(a,r + 1). Under
the assumption of benevolence, an agreement reached earlier is always preferred by
all players. Thus, an agreement will be reached immediately at the end of round 1
and the negotiation stops. O

In the optimal action function (2)), it is possible that bidder ¢ € N has multiple bids
that have the same maximum utility, which are indifferent to bidder ¢ but not to bid-
der j > 4. There may be an opportunity to increase the outcome utility for bidder j
without decreasing the outcome utility for bidder ¢. Therefore, under the assumption
of benevolence, if bidder ¢ has multiple bids that have the same maximum utility,
we let bidder ¢ choose the one that is best for bidder ¢ + 1. If bidder ¢ still has more
than one bid that is best for bidder 7 + 1, we let bidder 7 choose the one that is best
for bidder 7 + 2, etc. This selection will last until bidder ¢ has only one optimal bid
left or bidder n has already been considered by bidder .

Proposition 2. The equilibrium outcome is a Pareto optimal under the assumption
of benevolence.

Proof. We argue that the equilibrium outcome is Pareto optimal, so we need to
prove that no other outcome can increase the outcome utility for any player without
decreasing the outcome utility for any other player, when every player chooses his
optimal action benevolently. We give proof by contradiction.
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When the equilibrium strategies .S can reach an agreement a at the end of the
first round. Suppose bidder i € N has another bid x; that the action profile a’ =
(x},x" ;) also forms an agreement in that round where u;(a’,1) > wu;(a,1) and
uj(@’,1) > uj(a,1) (j € N — ). Because all utility functions are monotonically
increasing and u;(a, 1) has been maximized in Equation (2]) when every player has
already benevolently selected his bid, the bid profile a’ either violates the constraint
C so that a’ is not an agreement or lets at least one bidder j get u;(a’, 1) < u;(a,1).
There is a contradiction. Therefore, the equilibrium outcome a is a Pareto optimal.

When no agreement can be reached by using the equilibrium strategies S, every
player gets zero utility. It is impossible to increase the utility of any player without
rejections from other players Therefore, the equilibrium outcome introduced by S
is a Pareto optimal solution of the game. O

Proposition 3. The negotiation mechanism is individually rational.

Proof. Because whether the outcome is an agreement or disagreement, every
player gets a utility no less than zero, which is also the utility for every player if he
does not participate the game, the negotiation mechanism is individually
rational. O

3.3 A Simple Example

In this section, we use a simple example to illustrate the negotiation model and
equilibrium strategies. Suppose three students need to share an office. They all prefer
to have the office only to themselves. They therefore decide to time-share the office,
but they agree to allow the others to leave their stuff (books, etc.) behind in the
cupboard. Each of the students would like to have the office as long as possible. Let
therefore the first issue be the part of the working day a student has on his own.
They also like to get as much space in the cupboard as possible. Let the second
issue thus be the part of the cupboard they are entitled to. The dean overheard them
discussing and said: “you should take turns in making proposals to each other, but if
you haven’t reached an agreement before noon, I’1l give the room to someone else.
Determine the order of the turns by drawing straws.”

Given the above case, we let three players, 1,2 and 3, denote the students and
let the shares of time and cupboard be the first issue and the second issue re-
spectively. We let z; ;. denote the i*" player’s proposal for the k*" issue and let
zix € {0.1,...,0.9} for simplicity reasons where ¢ = 1,2,3 and k = 1,2. We
assume that there are at most three negotiation rounds and the bidding orders are
((1,2,3),(2,3,1),(3,1,2),...). We define the following valuation functions for an
agreement a = (X1, X2, X3) for each of the players:

’U1(X1) =8 X r11 + 2 X T1,2 — 1.5

’U2(X2) =5H X T21 + 5 X T2 — 1.3

’U3(X3) =3 X r31 + 7 x T3,2 — 1.4
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These valuation functions are part of the utility function of each player i, as defined
in Equation ([TI). We set the discount factor to § = 0.8. The optimal bid of every
player in every round according to the equilibrium strategy is given in Table 1 below.
This table shows that in each round, the three bids form an agreement, and that every
player’s utility is at least as high as his utility in the next round. Unless one or more
players submit bids other than their equilibrium strategies, the negotiation will stop
at the end of the first round.

As a final example, suppose that player 3 bids (0.8,0.8) in the last round, de-
viating from its equilibrium strategy. In that case, either player 1 or player 2 will
not receive enough of the issues to obtain a positive utility. Therefore, no agreement
will be reached and every player will get zero utility.

Table 1. Example of 3-player 2-issue Negotiation

1

S

round 1 X U;

i=1 (0.2, 0.1) 0.3>0.24
1=2 (0.7, 0.2) 3.2>2.16
1=3 (0.1, 0.7) 3.8 > 3.6
round 2 x2 u?

=2 (0.7, 0.1) 2.16 > 0.128
1=3 (0.1, 0.8) 3.6 > 3.584
i=1 (0.2, 0.1) 0.24 > 0.192
round x; u)

=3 (0.7, 0.7) 3.584 >0
i=1 (0.2, 0.1) 0.192 >0
1=2 (0.1, 0.2) 0.128 >0

4 Related Work

In this section, we discuss some work related to multi-player and/or multi-issue
negotiation with complete information. The best known negotiation model is the
alternating-offer bargaining game [[14]]. Basically, in a two-player game, one player
proposes a partition of a single issue to the other player. The opponent can accept
the proposal, make a counter-proposal, or quit the negotiation. The negotiation con-
tinues until reaching an agreement or a finite deadline. Stahl identifies the optimal
strategies for rational players with perfect information in such a game with a fi-
nite time horizon [17]. Rubinstein identifies a unique SPE, which is reached im-
mediately, in a perfect information setting with an infinite time horizon [14]. The
Stahl-Rubinstein model [14], two-player single-issue bargaining, has been extended
into two directions, either the negotiation between more than two players or the
multi-issue negotiation. The model of n-player single-issue negotiation has been
investigated in [2, 19, [16]. One proposer is chosen by a pre-specified order in each
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stage of a multi-stage game; he proposes a partition of one issue for all players
and other players then respond sequentially. If players have time preferences with a
common constant discount factor, there is a unique allocation of a pie amongst three
players, which tends to an equal partition as players become more patient [9]. It is
possible to obtain an equilibrium similar to the unique SPE of the two-player game
by limiting the strategies available to players to history independent strategies [[L6].
Some other work addresses the multiple players game by modifying the structure of
the game. For instance, players are engaged in a series of bilateral negotiation [8]
and any player that reaches a satisfactory agreement may “exit” the game [4, [L1].
Two-player multi-issue negotiation has been studied in two ways. Multiple issues
are negotiated one by one, so the role of a negotiation agenda has been studied by
various work [[1} 3, 5 [7, [10]. Alternatively, multiple issues can be treated as one
package. A comparison between the package approach and the sequential approach
is made in [6] and the former shows a better outcome as it introduces the opportunity
of trade-offs.

The model built in this work includes both many players and many issues. We let
each player bid only for himself sequentially; every bid is searched in an inherently
infinite set of bids. The game is multilateral and all issues are negotiated as one
package. Both a common deadline and a common constant discount factor are set;
players are not permitted to exit. A model of many player and multidimensional is-
sue spaces has been studied in [[13]]. In that work, according to a pre-specified vector
of “access probabilities”, one proposer is selected in each negotiation round. The
solution is a limit of equilibrium outcomes, as the number of negotiation rounds
increases without bound. Their model let n players form multiple admissible coali-
tions. If an admissible coalition has the proposer and his proposal is accepted by all
members in that coalition, the proposal will be imposed to all n players. The model
is more practical, especially in political field. Compared to it, our model is more
general and can be directly used on n equal players.

5 Conclusions and Future Work

In this paper, we have proposed a general multi-player multi-issue multilateral nego-
tiation protocol. Given two time constraints, the deadline and the discount factor, we
proposed equilibrium strategies under a complete information setting. Given these
strategies, an agreement can be reached immediately at the end of the first round, if
it exists, and the solution is a subgame perfect equilibrium. By making trade-offs be-
tween issues, every player’s utility in the equilibrium outcome is maximized and the
solution is Pareto optimal. To our knowledge, this is one of the first papers to study,
from a game theoretic perspective, the case of multi-issue negotiation with multiple
players. This case introduces a new level of complexity to deriving subgame perfect
equilibrium strategies, in comparison to bilateral bargaining. The result of this work
can be widely and directly used to solve allocation problems of resources, tasks, etc.

With the technique developed in this paper, we are currently developing a solution
for the incomplete information cases, in which the optimal actions of players are
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concerned with their beliefs about types of each other. This is a complex problem as
those beliefs will change due to ongoing new bidding information.

Besides the incomplete information case, there are several other interesting direc-
tions for extending this work. It will be interesting to study a model where different
players have different deadlines and discount factors also. If the bidding order of
each round cannot be determined before the negotiation, the equilibrium strategies
will be quite different. Finally, we can try relaxing the constraint of monotonicity
and study the model with more general utility functions.
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Summary. Automated negotiation has become increasingly important and perva-
sive since the advent of e-Business. It frees people from tedious interactions,
improves the efficiency of e-business and ensures the accuracy of complex ser-
vice composition. However, there are limitations of the existing negotiation mod-
els. Firstly, the majority of existing negotiation models are price” bargain type of
negotiation. It does not consider the reasons lead to the bargain position. Secondly,
a few interest based negotiation models proposed in recent years are able to con-
sider the underlying reasons of the counter party’s position, therefore, have more
chance to reach an agreement. However, they focus on individual’s alternative solu-
tion seeking. None of these models promote the most productive human negotiation
approach, especially in the global economic context, to constructively cooperate and
seek for possible win-win situations. In an e-business environment, it would be more
powerful if new services could be built on multiple parties’ existing services to form
a cooperative solution. This paper proposes a negotiation model to enable negoti-
ation parties to exchange preferences and knowledge, develop optimal cooperative
solutions for mutual benefits. It is a cooperative-competitive win-win strategy.

1 Introduction

E-business provides businesses with efficiency, cost saving and productivity. In the
e-business environment, service consumers interact with service providers to receive
services. However, in some cases, the service requested by the consumer can not be
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fulfilled by the producer. The consumers and the producers need to negotiate their
service requirements and offers. In addition, each parties wish to reach their best
interests. Therefore, negotiation widely exists and it is a key activity in e-business.

Negotiation automation is to let software components to negotiate automatically
on behalf of human being. Because of the large number of potential parties and
various types of negotiation issues, automated negotiation becomes essential in the
world of e-business. Meanwhile, automated negotiation has become an increasingly
popular research topic.

Recently, agent technologies have been applied to automated negotiation. Nego-
tiation automation can significantly reduce negotiation time (making large volumes
of transactions possible in small amounts of time) and can also remove some of the
reticence of humans to engage in negotiation (e.g., because of embarrassment or
personality) [1]], hence the formalization of negotiation has received a great deal of
attention from the agent Community [2].

Traditionally, people use negotiation as a means of compromise in order to reach
mutual agreement. In general, negotiation is defined as an interactive process which
aims to achieve an agreement for business parties. Self interested agents work for
their own goals and are competitive among each other by nature. In an e-business
environment, it is also desirable for negotiation agents to have an incentive to coop-
erative in order to achieve efficient mutually beneficial win-win solutions. That is to
say, cooperation is regarded as having the same level of importance as competition.
Hence the new term coopetition is created to describe the cooperation-competition
characteristics of business activities.

Most of the existing negotiation automations are ”price” bargaining type of nego-
tiation that focus on fixed bargaining positions, or simple interest based negotiation
that focuses on seeking alternative solutions for individual agents to avoid conflicts.
They are not focused on finding mutual gain solutions which will give negotiation
parties an opportunity to plan on the whole (even if self interested) and make full
use of all parties capabilities and maximize the overall benefit.

This paper proposes a knowledge based model for negotiation automation, and it
tries to find optimal mutually beneficial solutions for the negotiation parties using
shared knowledge of all parties. The rest of the paper is organized as follows: Sec-
tion 2 introduces the negotiation strategies and related works. Section 3 introduces
our cooperative-competitive negotiation model and section 4 proposes the compu-
tational model for negotiation agents. Section 5 provides the algorithms to automate
the key negotiation processes, and Section 6 illustrates the method with a case study.
Section 7 concludes the paper.

2 Negotiation Strategies and Related Works

Negotiation strategies: The traditional negotiation focuses on bargaining positions,
such as price, delivery time and quantity etc. It is termed Position Based Negotia-
tion (PBN). In a PBN, the involved parties are firmly committed to their bargaining
positions. A position tells others what a negotiation party wants, and reflects his/her
point of view on a certain issue. It does not tell others about the complex decision
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making process that lead to the position; nor does it provide others the opportunity
to take his/her interests into account. In position based negotiation, the involved
parties argue only their positions. Their underlying interests may never be explicitly
mentioned. If no agreement on the positions can be reached, the negotiation fails.

An example for setting up an educational game environment is illustrated below
and no agreement was made in this case

A : Could you help me develop an educational game for Primary One math class?
B : Sorry, we don’t have software development services.
A : That is OK. Bye.

Interest Based Negotiation (IBN) [3] focuses on satisfying the underlying reasons
rather than to meet the stated demands. Interests of a negotiation party tell others
why he/she wants something. They reflect his/her underlying concern, needs or de-
sire behind an issue. In interest based negotiation, the interests of participants are
identified and explored, which helps them to understand the others’ perspectives
instead of simply reacting to the positions. By discussing the reasons behind the
positions and thinking of alternatives, mutually acceptable agreement is more likely
to be reached.

In the above scenario, the goal of A is to set up an educational game environment,
so B proposes an alternative solution: buy the game system instead of developing
the game system. There will be an agreement if it is acceptable to A, see example
below.

A : Could you help me develop an educational game for Primary One math class?

B : Sorry, we don’t have software development services.

A : Iwant to set up an educational game environment.

B : Do youwant Math Discovery Educational Game System which is an integration
of hardware, communication software and Math Discovery game software? We
have it in stock.

A : That is perfect.

Related work in agent community: Intelligent agent, as a new type of autonomous
components for constructing open, complex and dynamic systems, is one of the most
suitable software entities to carry out negotiation automation. Agent community
also takes negotiation as a core part of agent interactions. Jennings et al. [2]] defined
negotiation as the process by which a group of agents try to come to a mutually
acceptable agreement on some matter.

The research of negotiation automation in software agent community can be cat-
egorized into three main approaches [2]]: game theoretic approach [4]], heuristic ap-
proach [5] and argumentation-based approach [6][7]. The game theoretic approach
applies game theory techniques to find dominant strategies for each participant.
The heuristic-based approach applies heuristic decision making during the course
of the negotiation. Negotiators are not allowed to exchange additional information
other than the proposal in both approaches. They are mainly used for position based
negotiations.
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The Argumentation-Based approach allows agents to exchange additional infor-
mation. It enables agents to gain a wider understanding of their counterparts, thereby
make it easier to resolve certain conflicts especially for conflicts due to incomplete
knowledge. Argumentation based negotiation is a broad term, it refers to all the ne-
gotiations that exchange additional meta-level information (arguments) during the
negotiation process [2]. This approach provides support for interest based nego-
tiation strategy, as negotiators can exchange their pursuing interest/goals through
argumentation.

There are some recent studies using argumentation based agent approach to re-
alize interest based negotiation strategy. To list a few, Rahwan et al [8] proposed a
framework for intelligent agents to conduct interest based negotiation. They studied
the relationships between agent’s goals and the types of arguments that may influ-
ence other agents’ decisions, as well as defined a set of locutions that can be used
in the negotiation procedure. Pasquier [9] gave a fully computational specification
of negotiation agents using the 3APL agent language, where the agents are able to
propose alternative plan(s) for the underlying goals. Tao et al designed a computa-
tional model and algorithms to fully automate the key components of interest based
negotiation [[10]. Based on suitable knowledge models, automated interest based ne-
gotiation is also applied in educational contexts for curriculum negotiation [LL1][[12]].
Pasquier et al [13] conducted empirical study on interest based bargaining and re-
framing agents, where the agents can exchange information about their underlying
interests and alternatives to achieve the interests. The simulation demonstrated the
advantages of interest based negotiation.

3 Cooperative-Competitive Negotiation Model

Cooperative-competitive Negotiation (coopetitive negotiation) is a new model of
negotiation we propose in this paper that the negotiation parties can cooperatively
use their knowledge to jointly create a solution acceptable to both parties. They can
share information to have a more globalized view, they can exchange goals to pursue
mutual benefits and share capabilities to develop cooperative solutions. Meanwhile,
self interested agents work on their own benefits. They are competitive among each
other. This model enables negotiators to find optimal solutions among competitive
options. Hence, this is a new model of negotiation and it advanced interest based
negotiation by introducing the cooperative-competitive characteristics. For the same
educational game set up scenario, better solutions could be developed if it is based
on multiple parties’ knowledge and capabilities. As illustrated in the following ex-
ample, a solution could be using the existing hardware and buying software from B
with a total cost $5000, or a more cost effective solution to buy software from C and
B respectively with a total cost $4500.

A : Could you help me develop an educational game for Primary One math class?
B : Sorry, we don’t have software development services.
A : Iwant to set up an educational game environment.
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B : Do you want Math Discovery Educational Game System for $8000 which is
an integration of hardware, communication software and Math Discovery game
software? We have it in stock.

A : Ialready have our hardware system.

B : You can use your hardware system and buy communication software ($2000)
and Math Discovery game software ($3000) from here.

A : Ok, the total cost is $5000 and that is good.

Or another party involve in the negotiation:

A . Ialready have our hardware system.

B : You can use your hardware system and buy communication software ($2000)
and Math Discovery game software ($3000) from here.

C : Isell communication software for $1500. You can use your hardware, buy
communication software from me, and buy Math Discovery game software from
B.

A Ok, the total cost is $4500 and that is excellent.

This example demonstrated that a good negotiation strategy should exhibit the fol-
lowing capabilities:

- Finding alternative solutions when no agreement on stated positions.

- Exchanging information to form a globalized view.

- Choosing the optimal among competitive solutions.

- Seeking cooperative solutions that aggregate individual’s capabilities.

- Pursuing mutual benefits which form the foundation of long term cooperation.

Unlike the existing interest based negotiation models, the proposed model not only
uses the argumentation based approach to exchange goals or preferences, provides
alternative solutions to avoid conflicts but also introduces cooperative and competi-
tive characteristics.

More specifically, our model distinguishes itself from the existing interest based
negotiation in the following aspects. Firstly, most of the existing interest based ne-
gotiation models focus on individual alternative solution seeking so as to avoid con-
flicts. Our model focuses on multiple party joint solution construction to resolve
the conflicts. It is a cooperative solution. Secondly, the methods in existing inter-
est based negotiations are to find a solution without conflict. Our model is able to
find the optimal solution during the process of searching for nonconflicting solu-
tions. It is a competitive solution. Thirdly, some existing methods have restrictions
that higher level goals (from the same agent or different agents) cannot share sub
goals or resources, so as to remove the potential conflict. They are more suitable
to model agents that work separately and in separate domains. Our model allows
agents to share sub-goals and resources, and enables agents (even if self interested)
to build solutions that satisfy the combined goals from multiple parties. Overall, our
model advances the existing interest based negotiation methods by introducing the
cooperative competitive characteristics.
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4 Cooperative-Competitive Negotiation Agent

4.1 Overview

Agents are autonomous entities that make decision independently and work towards
their goals. Complex goals can be considered as a composition of sub goals. Sub
goals may be further decomposed to next level sub goals. The goals and the sub
goals form a hierarchical structure. The goals and their relationships are the knowl-
edge of agents to interact with the environment and evolve. The knowledge is main-
tained in the knowledge base of agent.

The Coopetitive Negotiation Agent proposed in this paper is a generic model
representing the core parts of cooperative-competitive negotiation. The main com-
ponents are a knowledge base and a negotiation engine.

The knowledge base stores the knowledge about goals. The negotiation engine
manages the negotiation process and generates negotiation solutions automatically.
It has the following main functionalities:

- Generate a Proposal: In the context of e-Business context, for service provider, a
proposal is an offer to consumers for certain services. For service consumer, a
proposal is a request for certain services.

- Accept/Reject a Proposal: Whether to accept or to reject a proposal depends
on many factors, including whether a consumer needs the offer, whether the
provider is able to offer the service and whether the price, time, quality or other
criteria are satisfied.

- Exchange Information: An agent normally has incomplete knowledge. So the de-
cision is made based on limited local information. If agents exchange infor-
mation during the negotiation, it is possible to find more options for solving a
problem. Hence there are more chances to achieve an agreement.

- Develop a Mutual Beneficial Solution: Agents have the ability to make use of
information shared from other agents, find a solution to meet goals of all agents.

- Alter Negotiation Positions: If no agreed deal is reached, an agent may consider
changing to other sub goal(s) while still supporting the same super goal.

4.2 Knowledge Model for Cooperative-Competitive Negotiation Agent

In e-business environment, a negotiation agent should have knowledge about its
goals and how complex goals can be composed from elementary goals where the
elementary goals can be achieved by primary services. The knowledge base of a ne-
gotiation agent is a collection of goals and relationships among goals. It is defined
as a 3-tuple KB = <G, R, C'>, where

G: {gl = 1,2’.../,7“}
R ={ri: gio — gi, g2, - GiklGi0, gi1, - - gix € G,i=1,2,---m}
C = {c(g)lg € G}
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G is a goal set, R is a relationship set where each relationship r; describes how
a super goal is decomposed to sub goals. g;o is termed as the head of a relationship,
gi1, Gi2, - - - Gik, are termed as the tail of a relationship.

C'is a criteria set which will be discussed later. ¢(g) is the criteria values relevant
to g, such as price, delivery time, quality of service, payment methods and etc.

According to the super-sub goal relationship, goals of an agent form a goal hier-
archy, which is a network and it is not necessary a tree.

e Atom Goal

A goal g is called an atom goal if there is no decomposition relationship such that
it has g as the head and other goals as the tail. Atom goals are goals that can not be
decomposed to other sub goals. They are corresponding to the primary services in
an agent’s belief.

An atom goal of one agent maybe a composite goal of another agent, because
agents have different belief about the basic services they can operate. For example,
for a real estate agent, obtaining a house is an atom goal. However it is a composite
goal for a builder agent which may contains a sub goal of buying a block of land
and a sub goal of building a house.

e Decomposition

Following some relationship in R, a goal g can be decomposed into sub goals (not
necessarily atom goals). The set of the sub goals are called a decomposition of g. A
goal may have different decompositions.

A goal is achievable if it can be decomposed to a set of atom goals, and the
services corresponding to the atom goals are all available.

For example, in a holiday booking scenario,

G = {g1 ="have holiday booking”,
g2 ="have transport booking”,
g3 ="have accommodation booking”,
g4 ="obtain air ticket from X Airline”,
g5 =obtain booking of A Hotel”,
g6 ="obtain train ticket from Y railway services” }

R={r1:91— 92,093,72: 92 — 4,73 : g3 — 5,74 : g2 — g6}

Here, {92, 93}, {94, 93}, {94, 95} and {gs, g5 } are all decompositions of g;. Goal g1
can be achieved by {g4, g5} or {gs, g5} , i.e. for a holiday booking, one solution is

to take flight of airline X and live in Hotel A. Another solution is to go by train from
Y Railway services and live in Hotel A.

e Criteria of Goals

There are some criteria to describe a goal (service), such as price, delivery time,
quality of service, payment methods and etc. We define the criteria of a goal g as a
vector (v1,vs, - - - , Up) from a domain vector (D1, Do, - -+, Dy,).
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c(g) = (v1,v2,+++ ,vn) € (D1,Da,- -+, D,), D; is the domain of v;.

For example, if a goal g is "Buying a Lenovo Notebook model S10”. ¢(g)=($900,
2, {cash, credit card}) from domain (R, I'", {cash, credit card, bank transfer}).
This may mean, the price is $900 from a positive real number domain, the delivery
time is two days from a positive integer domain, and the payment method is either
by cash or by credit card from a set domain contains all possible payment methods.

For a certain service, the values in the criteria allow negotiators to make compar-
ison between competitive solutions and to request an optimal one. Suppose agents
are able to compare the preference among multi-criteria[14]]. For example a simple
way could be by using weight to combine all dimensions in the criteria to a single
value then compare this single value.

In the rest of this paper, we consider criteria as a single value and suppose the
smaller value is the better without loss of generality. For composite goals, they have
different decompositions each having different criteria values. ¢(g) is the smallest
among them or a lower bound of them. The estimated criteria of composite goals
can be used as a heuristic in search algorithms. Choosing a small estimated value
can make sure the goal has more opportunity to be considered. For atom goals, if
it corresponds to an available service, ¢(g) is the actual service criteria value. If
it is corresponding to an unavailable service according to the agent’s knowledge,
c(g) = +oo.

e AND/OR Graph Representation of Knowledge Base

For easy presentation of our algorithms, we also define the graph representation
of a knowledge base. An AND/OR Graph[15]] is a hyper graph. Instead of arcs
connecting pairs of nodes in the graph, there are hyper arcs connecting a parent
node with a set of successor nodes. These hyper arcs are called connectors. Suppose
K B=<Ggp, R, C> and its AND/OR Graph representation is Q) = (Gg, E, C),
where

Gg = Gkp,i.e.nodes in @ are the goals in K B,

E = {(gi0,{gi1, 9i2, - - - gix })|gi0 — i1, gi2» - - gar € R}, i.e. connectors in @
are decomposition rules in K B.

Leaf nodes in @) are atom goals in K B.
e Solution Graph and Partial Solution Graph

In an AND/OR graph (), a node g can be expanded to its successors by following
exactly one connector. Each successor node can be expanded further in the same way
and a graph rooted on g will be generated. The graph is called a Partial Solution
Graph of g. If all the leaves of the partial solution graph are the leaves of (), the
partial solution graph is a solution graph. Partial solution graph and solution graph
are graph representations of goal decompositions.

In the above holiday booking example, the AND/OR Graph representation of the
knowledge base is shown in Figure 1(a). Two possible solution graphs are shown in
Figure 1(b) and two partial solution graphs are shown in Figure 1(c).
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Fig. 1. Graph representation of the holiday booking K B. (a) Graph representation of the
knowledge base (b) Possible solution graphs (c) Partial solution graphs

Suppose the knowledge base of an agent is maintained periodically so that it has
no loop decomposition and the decompositions are all minimal. The requirement
of non loop decomposition means a goal’s decomposition can not include the goal
itself. Formally, there is no decomposition Z of a goal g such that g € Z. Minimal
decomposition means there is no decompositions Z; and Zs of a goal g such that
Zy C Za. i.e. the rules will not produce unnecessary sub goals. For example, if
{91, 92} and {¢1, g2, g3} are two of the decompositions of a goal, then it does not
meet the minimal decomposition requirement because gs is unnecessary.

Knowledge Base Revision [16] can provide the system with learning capabilities
by adding in new knowledge and removing/revising existing knowledge during the
negotiation process. The details of knowledge base revision will be omitted here.

5 Negotiation Automation

e Goal Decomposition Algorithm

Firstly, we will provide a method to decompose a goal, named g, to atom goals
(which correspond to primary services) using a heuristic search strategy.
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Suppose we have a knowledge base K B which contains relationships about goal
decompositions. For an atom goal, if it corresponds to an available service, ¢(g) is
the actual service criteria value. If it is not available, ¢(g) = +oo. Suppose the agent
is able to perform multiple criteria preference analysis [14] and find the solution
with the optimal criteria. For simplicity, we consider the smaller criteria solution as
the better one.

Algorithm Decompose listed below will decompose g to atom goals based on
Nilsson’s AO* algorithm [[15]]. During the process of creating a search graph and
marking a partial solution graph, the algorithm is gradually approaching to the op-
timal solution by using the criteria of each goal as heuristics. The algorithm starts
from g, selects and marks the connector with the smallest criteria as the temporary
best solution for g. Then continues to decompose the sub-goals of g. Whenever new
information that makes changes to the criteria of a goal is encountered, the algorithm
will propagate the newly discovered information up the goal hierarchy, re-calculate
the criteria and make a new selection among connectors.

Algorithm. Decompose (g)

1. Create a search graph Q, Q = {g}
If g is an atom goal, label g as Solved. cost (g) = ¢ (g)
2. Until g is labeled Solved , or cost (g) = +oo do
a. // Select node to expand Compute a partial solution graph H in @) by tracing
down marked connectors in () from g (marks will be discussed later in this
algorithm)
Select any non terminal leaf node n of H
b. // Expand node n by generating its successors
o Ifn—ni,ne---ni € R, Add all sub goals of n to @)
e For successors n; not occurring in @, cost(n;)= c(n;)
o If n; is leaf, label Solved.
c. // Propagate the newly discovered information up the graph
S ={n} // S is a set of nodes that have been labeled
// solved or whose cost have been changed
Until S is empty do
e Remove a node m ( m has no descendants in S) from S
e //Computer the cost of each m’s decomposition
/I cost (m) is the minimum cost among all connectors For each connec-
tor m — mj 1, M2, -+ , Mk
Cost;(m) = cost(m;1) + cost(miz) + - - - + cost(mix)
Cost(m) = min;(cost;(m))
Mark the best path out of m by marking the connector with minimum
cost
e If all nodes connected to m through this new marked connector has
been labeled solved, label m solved
If m solved or cost of m just changed, add all of the ancestors of m to .S
3. If g is labeled Solved, return True, else return False
End of Decompose.
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e Proposal Generation

An agent selects its high level goal, named g based on certain reasoning mechanism.
If algorithm Decompose (g) returns True, the partial solution graph H is the current
pursuing solution graph for goal g. Based on H, if a goal can not be realized by
the agent itself, it will be proposed to other agents. A proposal could be an offer
proposal from the provider agent to advise its services, or a request proposal from
the consumer agent to ask for services.

Hence a proposal is a goal g € H. It can be an atom goal for a single service, or
a composite goal for a complex service.

e Cooperative-Competitive Solution Construction

When an agent receives a proposal g, it will evaluate it and then decide whether
to accept or deny it. If no agreement can be reached, the participating agents may
consider exchanging negotiation related information, including information from
K B and pursuing goals.

Upon receiving new knowledge from other agent(s), the agent will carry out a
temporary knowledge base revision by adding the new knowledge to its existing
knowledge base. Whether to incorporate the new knowledge permanently in the
knowledge base will be decided by the agent through other mechanism. The tempo-
rary knowledge base revision can be implemented by algorithm KBRevision listed
below.

Suppose the knowledge base of the agent is K B=<G, R, C>, and the agent will
revise the K B to incorporate new knowledge noted as K B’=< G’,R’,C">.

Algorithm. KBRevision( )
For each new goal in G’, add into G
For each new relationship in R’, add into R if it doesn’t cause loop decomposition
For each new criteria cpew (1)
If there is no criteria of n exists in K B, add cyew(n) into C
If there is criteria coq(n) exists and co1q (1) # Chew(n),

a. ¢(n) = min(coa(n), Cnew(n)), which makes sure the low criteria so-
lution has the opportunity to be selected

b. propagate the new criteria to upper lever goals (details will be omitted
here as it is similar as what have been done in algorithm Decompose,
step 2.c.)

c. If nisanatomin KB’
Addn — n’ in KB, ¢(n)=Chew(n)
If nis an atom in KB
Addn — n” in KB, c(n”)=co14(n)

End of KBRevision.

Based on the newly build temporary knowledge base,
If Decompose (g) =True
Partial solution graph H is the solution to g
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This solution is a cooperative solution because it is constructed on both parties’
available options. It is also a competitive solution because it selected the best cost
solution.

e Mutual Beneficial Solution Construction

If party A has goals g}, g4, - - - g% and party B has goals gk, g%, - - - g%, they want
to seek opportunity to achieve their mutual goals. We can add decomposition knowl-
edge gmuwal — 94, 934, 9%, 95, 9%, - 9, into the knowledge base. If Decom-
pose (gmutual) 18 T'rue, the partial solution graph H is the solution to gyutual-

e Negotiation Position Alternation

If there is no solution for the current proposal g, the participating agents may also
consider other alternative goals that support the same super goal as that g does. This
can be achieved by

f = father of g in the current pursuing solution graph G
make f the new proposal

By doing so, the agent changes the negotiation position from g to f, and work on
other possibilities to achieve f.

e Correctness and Advantages of the Method

If no solution for g, i.e. all decompositions of g contain unavailable services, ac-
cording to the algorithm cost(g) will reach +o00 , so the algorithm returns false.

If there is a solution from g to a set of atom goals, and if for all goal decomposi-
tion relationshipn — nq,ng - - - ng, e¢(n) < ¢(n1)+c(nz) - - -+c(nk), the algorithm
will terminate and return True. By tracing the marks, graph H is the optimal solu-
tion. cost(g) is the cost of the solution.

Hence, with the restriction that for all composite goal g, the estimated criteria
c(g) is always smaller than the sum of its sub goals, i.e. the estimated criteria is
always smaller than the real criteria, the algorithm can find the optimal solution.

By limiting the estimated criteria of a goal g to be not bigger than the actual
criteria, the actual low criteria solution of g will have the opportunity to be explored.
Howeyver, if the estimated criteria are much lower than the actual criteria, this will
direct the algorithm to spend time to explore this seemingly optimal but actually not
optimal branch. Hence a good estimation will reduce the unnecessary search and
find the optimal solution.

The proposed method is flexible in handling negotiation conflicts and has the
following advantages:

- Find alternative solutions or alter pursuing goals when there is no agreement on
initial negotiation positions.

- Find cooperative solutions based on the knowledge of multiple parties.

- Find optimal solutions among competitive options.

- Find mutual beneficial solutions by using a joint goal.
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6 Case Study

6.1 The Conference Management Problem

AB University (ABU) wants to organize a conference. Some conference matters
planned include arranging meeting rooms, printing meeting materials and organiz-
ing a museum visit activity. ABU hopes to reduce the cost so it is going to use its
own meeting room (cost $0), print meeting materials by itself (cost $3000) and ask a
third party to arrange the museum visit (with estimated cost $5000). So the planned
budget is $8000.

XY Event Management Company (XYE) can provide conference management
services for others include rent rooms, print meeting materials and organize a city
tour. It also organizes celebration activities such as birthday parties, weddings.

The negotiation starts when AB University requests museum visit event manage-
ment from XY Event Management.

Position Based Negotiation: In position based negotiation, the negotiation will stop
when XYE replies that it doesn’t provide museum visit event management.

Interest Based Negotiation: Considering interest based negotiation, ABU and XYE
may further discuss why museum visit is needed. After knowing museum visit is
part of the entertainment activity of a conference, XYE is likely to suggest replac-
ing the museum visit by a city tour and propose to provide the whole conference
management service to ABU, with total cost $10000. The cost includes room rental
$3000 from CD Hotel, $4000 for meeting material printing and $3000 for the city
tour. If ABU accepts the proposal, the negotiation may stop here.

6.2 Cooperative-Competitive Negotiation

In real world, ABU and XYE may further seek cooperation to optimize the solution.
For example, with city tour to be arranged by XYE, and conference to be hosted
in ABU’s conference rooms instead of spending the cost to rent rooms from CD
Hotel. Now let’s use our proposed Cooperative-Competitive model to illustrate the
automated negotiation processes.

Suppose the agent A; of ABU negotiates with the agent As of XYE for relevant
services. For simplicity of presentation, we define some symbols to represent the
goals. Suppose

g1 : Organize conference

go : Self-organize the conference

g3 : Arrange meeting room

g4 : Print meeting materials

g5 : Arrange museum visit

ge : Rent room from CD Hotel

g7 : Use AB University meeting room
gs : Operate business
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go : Out source conference management (ABU) / Provide conference manage-
ment for others (XYE)

g10 : Manage celebration activity

g11 : Arrange city tour

g12 : Rent meeting room from EF Centre

Suppose the knowledge base of A; is K B; and the knowledge base of A is
K Bs. For simplicity, we put the (estimated) prices with the goals together.

KB1 = (G1, R1, Cl) where
G1 = {91(88000), g2($8000), g3(30), g4($3000), g5($5000), g6($3000), g7($0) }
Ri = {91 — 92:92 — 93,94, 9593 — 96393 — 973 }

KBQ = (Gg, Rg, CQ) where

G2={91($9000), g3($3000), g4($4000), g6($3000), gg($9000), g9($10000),
910($8000), g11($3000), g12($4000) }

Ry = {91 — 9998 — 99;98 — g10599 — 93,94, 911593 — g6; 93 — 912;}

The current goal of A; is to “organize conference”. After calling Decompose
(g1), the solution graph is listed in Figure 2 (the price is listed beside each goal
node). A; proposes to use its meeting room with no cost (g7), print meeting materi-
als by itself (g4) and request others to arrange the museum visit (gs). The total cost
is about $3000.

Fig. 2. Solution Graph of g1 in A;

There is no service relevant to “arrange museum visit (g5)”, Ao rejected the pro-
posal. No agreement on the initial proposal, A; will consider altering the initial
negotiation position. A; will share its goal “’self organize conference (g3)”. As still
has no relevant services. A; will continue to share its higher level goal ”organize
conference (g1)”.
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With the knowledge that A; is aiming to organize the conference, A knows
that “organize conference” can be done by not only “’self organize the conference”
(g1 — g2) but also “out source conference management” (g3 — ¢gg). As is able
to provide conference management for others” (gg), so it provides an alternative
solution to A; that A5 will help A; to organize the conference and replace the
“arrange museum visit (g5)” with “arrange city tour (g;1)”. The solution graph (by
tracing down the marks from g;) is listed in Figure 3. The total cost is $10000.
Because the algorithm only expands the relevant nodes, goals such as gs and g1 are
not considered here.

With the relevant knowledge shared by As, A; could revise its knowledge
base to incorporate the new knowledge K B’=<G’, R’, C’> contained in As’s
proposal, where G’={g1, g9, g3, g1, gu1}. R'={g1 — go5 99 — g3, 9a,
9115}, C’={c(g94)=%4000, c(g11)=%3000, ¢(g9)=3$10000}. After using algorithm

$1oooo
N0
$OL0
$4000~—"$3000

$3000 5540! ”

Fig. 3. Solution Graph of g1 proposed by Az

Fig. 4. The temporary knowledge base of Ay
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3000 g5 $3000 $4000

Fig. 5. Solution Graph of g; based on shared knowledge

$3000 oo $3000 $4000 $2000 $3000

Fig. 6. Three Parties Cooperative Solution Graph of g1

KBRevision to incorporate the new information, the temporary knowledge base of
Aj is as shown in Figure 4.

From the temporary knowledge base, A; could use Decompose (g1) to build a
solution graph as shown in Figure 5. The total cost is $6000.

If there is a Tourism Company (TC), whose agent A3 shares knowledge about
its service “arrange city tour (g11)” with the cost of $2000, a more cost effective
solution could be built as shown in Figure 6. The total cost is $5000. The final
solution constructed is a cooperative solution from three parties and with the best
cost among the competitive options.

As it shows, most of the current interest based negotiations focus on individual al-
ternative solution seeking, whereas our model is able to build alternative multiparty
joint solutions and choose the most effective one.
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7 Conclusions and Future Works

This paper proposed a new computational model for negotiation automation:
coopera-tive-competitive negotiation. Cooperative-competitive negotiation allows
involved parties to dig into the higher level goals behind their positions and use
mutual knowledge to construct new solutions, so the solutions are planned based
on knowledge and preference from all parties and they are cooperated mutually
beneficial decisions. The cooperative-competitive negotiation is more powerful and
constructive than position based negotiation or simple alternative solution seeking
kinds of interest based negotiation.

In our subsequent research, we will focus on the design of knowledge models
(such as using Fuzzy Cognitive Map [17], Dynamic Cognitive Networks [[L8]) that
better represent human negotiation processes.
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Summary. The Shapley value and Banzhaf index are two well known indices for
measuring the power a player has in a voting game. However, the problem of com-
puting these indices is computationally hard. To overcome this problem, we analyze
approximation methods for computing these indices. Although these methods have
polynomial time complexity, finding an approximate Shapley value using them is
easier than finding an approximate Banzhaf index. We also find the absolute error
for the methods and show that this error for the Shapley value is lower than that for
the Banzhaf index.

1 Introduction

Coalition formation is a key form of interaction in multi-agent systems. It is the pro-
cess of joining together two or more agents so as to achieve goals that individuals on
their own cannot, or to achieve them more efficiently [10]. Often, in such situations,
there is more than one possible coalition, and the agents/ players must decide how to
form a coalition and how to split the gains of cooperation between the members of a
coalition. In this context, cooperative game theory offers a number of solution con-
cepts such as core, kernel, and stable solution [[10]. A number of multiagent systems
researchers have used and extended these solutions to facilitate automated coalition
formation [[16}117,[14,[13]]. A key problem, in the context of multi-agent systems, is
to study the computational aspects of the solutions that game theory provides. For
example, [4] shows that the problem of finding the core is NP-complete. Another
problem with these solutions is that, often there is more than one possible solution.

In order to overcome the problem of multiple solutions, Shapley proposed a so-
lution called the Shapley value [15]. The Shapley value not only provides a unique
solution to coalitional games but also provides a measure of how much influence
or power a player has in determining the outcome of a game. The higher a player’s

T. Ito et al. (Eds.): Innovations in Agent-Based Complex Automated Negotiations, SCI 319, pp. 179
springerlink.com (© Springer-Verlag Berlin Heidelberg 2010
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Shapley value, the more control he has in determining the outcome of a game. Thus
the Shapley value can be viewed as an index for measuring the power of players in
a game. Like Shapley value, the Banzhaf index [2] is another way of measuring a
player’s power. However, a key drawback of both these power indices is that com-
puting them for voting game is, in general, #P-complete [5 [12]]. In other words,
it is practically infeasible to try to compute the exact Shapley value or Banzhaf in-
dex. Hence, in order to overcome this computational complexity we present a new
randomized method for finding an approximation for these indices.

The time complexity of the proposed approximation methods is polynomial in the
number of players. Now, the quality of an approximation is evaluated in terms of its
error of approximation. To this end, we find the absolute error for the proposed
methods and show that this error for the Shapley value is lower than that for the
Banzhaf index.

Although some approximation methods for the Shapley value have been pro-
posed in the past, to our knowledge, there has been no study of their performance
in terms of the approximation errors (see Section 3] for details). This paper not
only provides new approximation methods, but also analyzes them in terms of their
erTors.

The rest of the paper is organised as follows. Section 2] provides the background
to voting games and power indices. In Section3lwe present our approximation meth-
ods. In Section ] we analyze their absolute error. Section 3l discusses related litera-
ture. Section 6] concludes.

2 Background

A coalitional game (NN, v), consists of:

1. afinite set, N = {1,2,...,n} of players, and
2. a function, v, that associates with every non-empty subset .S of IV (i.e., a coali-
tion) a real number v(.S) the worth of .S that corresponds to it.

For each coalition S, v(S) is the total payoff that is available for division among the
members of S.

2.1 Weighted Voting Game

A weighted voting game G = (N, v) is a game such that [10]:

U(S):{lifw(5)>q

0 otherwise

for some ¢ € Ry and w; € R, where:
w(S) = Zwi
i€S

! Voting games are an important mechanism for agents to reach consensus.
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for any coalition S. Thus w; is the number of votes that player ¢ has and ¢ is the
number of votes needed to win the game (i.e., the quota). This game is denoted as
(g;wi, ..., wp).

2.2 Weighted k-Majority Game

For the set of n players, a weighted k-majority game (v1 A. .. Avy) is a game where
vy = [qhwt, ... wt], 1 <t < k are weighted voting games and

Lifwt(S)>qtforl <t <k
0 otherwise

(vl/\.../\vk)(S):{

where w'(S) = >, g wi.

2.3 Power Indices

A power index for a voting game is a way of measuring a player’s voting power.
A player’s power is his ability to turn a losing coalition into a winning one. The
Shapley value and Banzhaf index are examples of power indices. The Banzhaf index,
in turn, has two versions: the absolute Banzhaf index and the normalised Banzhaf
index. For a voting game G = (N, v), these indices are defined as follows [[15} 2].

The marginal contribution of player 4 to coalition S with ¢ ¢ S is a function A;v
that is defined as follows:

Aiw(S) = v(SU{i}) —v(S) (1)

This means a player’s marginal contribution to a coalition S is the increase in the
value of S as aresult of ¢ joining it. A player that makes a higher marginal contribu-
tion, on average, has a higher Shapley value. Specifically, a player’s Shapley value
is defined in terms of its marginal contribution as follows [[15]:

Definition 1. The Shapley value (p;) of the game (N, v) for player i is the average
of its marginal contribution to all possible coalitions:

_ 5]} (n — [S] - 1)!
b = Z - x Ajv(S) ()
SCN
Note that for a voting game ({¢; w1, ..., w,)), a player’s marginal contribution is

either zero or one. This is because the value of any coalition is either zero or one. A

coalition with value zero is called a “losing coalition” and with value one a “winning

coalition”. If a player’s entry to a coalition changes it from losing to winning, then

the player’s marginal contribution for that coalition is one; otherwise it is zero. A

coalition S is said to be a swing for player ¢ if S is losing but S U {¢} is winning.
For player ¢« € N, let n); denote the number of swings, i.e.,:

mi=y 1 3)
T;

where 7 is a losing coalition but 7; U {i} is winning. The two versions of Banzhaf
index are defined by expressing 7); over different denominators.
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Definition 2. For player i, the absolute Banzhaf index (3;) is defined as [2]]:

By =mi/2" 4)
Definition 3. For player i, the normalized Banzhaf index ()\;) is defined as [2)]:
Ai =i/ XiLani &)

Note that the normalized Banzhaf index sums to unity over the players: > A; = 1.

The problem of computing the Shapley value or the Banzhaf index for voting
games is #P-complete [5} [12]. In order to overcome this problem, we present new
approximation methods to find these indices.

3 Approximate Power Indices

The methods we propose are an extension of the one presented in [[7]]. In more detail,
[7] is an approximation for the Shapley value for weighted voting games. Here we
extend this to find approximates for the Shapley value and the Banzhaf index for
both wieghted voting games and k-majority games. Section[3.1] deals with methods
for weighted voting games and Section [3.2] with those for k-majority games.

3.1 Weighted Voting Game

The intuition behind the method proposed in [[7] is as follows. As per Definition[I] in
order to find a player’s Shapley value, we first need to find his marginal contribution
to all possible coalitions. For n players, there are 2" ! possible coalitions. Finding a
player’s marginal contribution to each of these 2"~ possible coalitions is computa-
tionally infeasible. So instead of finding the marginal contribution to each possible
coalition, this method finds a player’s expected marginal contribution to random
coalitions of size X where 1 < X < n. This is done by using the approximation
rule R which is defined as follows.

Let the players’ weights in IV be defined by any probability distribution function.
Irrespective of the actual form of this function, let iz be the mean weight for the set
of players and v be the variance in the players’ weights. From this set (V) if we
randomly draw a sample, then the approximate sum of the players’ weights in the
sample is given by the following rule [8]:

Ri:Ifwi,ws,...,wx is arandom sample of size X drawn from any distribution with
mean g and variance v, then the sample sum has an approximate Normal distribution,
N, with mean X 1 and variance % (the larger the n the better the approximatiorﬂ).

We know, from Definition [T} that the Shapley value for a player is the expectation
(E) of its marginal contribution to a coalition that is chosen randomly. The above
rule is used to determine the Shapley value as follows.

2 Also, for large X, any measurement done on a sample drawn with replacement is the same
as that for a sample drawn without replacement [g]].
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*“‘-. : "
“be 2 (o) Sum of weights

Fig. 1. A normal distribution for the sum of players’ weights in a coalition of size X.

For player ¢ with weight w;, let ¢; denote the approximate Shapley value. Also,
let X denote the size of a random sample drawn from N. The marginal contribution
of player ¢ to this random sample is one if the total weight of the X players in the
sample is greater than or equal to a = g — w; but less than b = g — € (where € is an
inifinitesimally small quantity). Otherwise, its marginal contribution is zero. Thus,
the expected (approximate) marginal contribution of player i (denoted EA:X) to the
sample coalition is the area under the curve defined by NV (X, %) in the interval
[a, b]. This area is shown as the region B in Figure[Il (the dotted line in the figure is
X 11). Hence ¢’s approximate marginal contribution to X is:

b X )2
paXx -1 / XL ©)
V2rr/X) Ja

And, as per Definition[I] i’s approximate Shapley value (denoted ;) is the average
of his expected marginal contribution to all possible coalitions:

1 n
pi ==Y EAX (7)
n X=1

The time complexity of this method is O(n) [7].

We now extend this method to find the Banzhaf index. For a game of n players,
let T' denote the number of possible coalitions of X players, i.e., T = C(n, X)
is the number of combinations of X items drawn from a set of n items. Given
this, player ¢’s total approximate marginal contribution to all coalitions of size X
is C(n, X) x EAX where EAY is as computed in Equation[@l In other words, 4’s
approximate number of swings for coalitions of size X is:

n = C(n,X) x BEAY (8)

Hence, i’s approximate number of swings to coalitions of all possible sizes (1 <
X <n)is:

m= > ©)
X=1
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As per Equation] 4’s approximate absolute Banzhaf index (/3;) is:
G =mi/2" (10)
And as per Equation[3] 4’s approximate normalised Banzhaf index ()\;) is:
Ai = 1i/6 (11)
where 6 = Y1 | 7;.

Algorithm 1. BanzhaflndexWVG(n, g, j1. 12, w)
N: Set of players
¢: Quota for the game

e Ak element vector containing the mean weight of the players in N for the  weighted voting
games

172 A k element vector conlaining the variance in the weights of the players in N for the &
weighted voting games

w: A vector of the player’s weights

T =0

fori=1tondo

I_}I' =0

for X = ltondo
a=qg—witb=qg—e

6: F:J;\ = m J:“_—X
i it <= EA¥ % C(n, X)

8: M <= 0 4 0k

9:  end for

10; T's=T+ 1m0

11: end for

12: for i=1 to ndo

13: .'"f,' — :i,iil.r']"_)" A

14; Xi = ni/T

15: end for

16: return /7 and A

Yo

(o= Xu)?
Qe

da

The above steps are described in Algorithm 1. In more detail, Step 1 does the
initialization. In Step 2, we vary X between 1 and n and repeatedly do the following.
Step 3 is another initialization. In Step 4, we repeatedly do the followig. We find
player ¢’s approximate marginal contribution to the random coalition of size X. In
Step 7, we use Equation[6] to find the approximate number of player i’s swings for
coalitions of size X. In Step 8, we do the same for coalitions of all possible sizes.
In Step 10, we find the approximate sum of the swings for all the n players. Finally,
in Step 13 (14), we find i’s approximate absolute (normalized) Banzhaf index.

Theorem 1. The time to compute (3; is O(n?), and that for \; is O(n?).
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Proof. Since the time to compute X! is O(X) and the time to compute EAX (as
per Equationl8)) is O(1), the time to compute 7;* is O(n) (see Equation8). From
Equation[Qwe get the time to compute 7j; as O(n?), and from Equation[IQwe get
the time to compute (3; as O(n?). Note that EAX depends on the weight of player i,
so it is different for different players. However, C(n, X)) and X! are the same for all
the players. Thus, we need to find C(n, X) and X! just once and reuse these values
to compute the Banzhaf index for all the players. So once we find (3; for a player i,
the time to find ﬁJX for j # iis O(1). So the time to find 7j; is O(n). Given this, the
time to find (3; for all players such that i # j is O(n?). It follows that § =Y #j; can
be found in time O(n?) and so can \;.

3.2 k-Majority Voting Game

We now extend the method described in [7] to k-majority games. The intuition be-
hind the proposed method is as follows. As described in Section a k-majority
game is defined in terms of k£ weighted voting games v; (1 < j < k). Given this def-
inition, we first find a player’s approximate marginal contributionto v; (1 < j < k)
using the method in [7]]. Then on the basis of these k£ marginal contributions, we find
an approximate marginal contribution for a k-majority game as follows.

For a random coalition Sx of size X, the approximate marginal contribution of
player ¢ to the game v; A ... A vy is 1 if the following conditions hold:

1. there is at least one game v; (1 < j < k) for which ¢ is the swing player, and
2. for each game vj, the value of Sx U {i}is 1.

We first introduce some notation to formalise the above conditions and then find an
approximate Shapley value. Let Sx be a random sample (of size X) drawn from
N. For game v; and player i, let PLY(Sx) (where Sx C N — {i}) denote the
probability that the coalition Sx is losing but Sx U {i} is winning (i.e., for game
vy, the probability that the expected marginal contribution of 7 to Sx is 1). Also, for
game vy, let PW?(Sx) denote the probability that the coalition S is winning (i.e.,
the probability that marginal contribution of ¢ to Sx is 0). Finally, for game w;, let
u! denote the mean weight of the players, v the variance in their weights, and ¢°
the quota. Then, for a k-majority game, i’s expected marginal contribution to Sx is:

k J k
kEAX = Z(H PLI(Sx)x [] PWg(SX)) (12)

j=1 \f=1 g=j+1
where PL!(Sx) is the area under the normal distribution N (u*, ") between the
limits ¢* — w! and ¢* — €:
1 qt*E z—Xut)2
PL!(Sx) = 7/ e XSy (13)
Vvt /X)) -

and PW?(Sx) is the area under the normal distribution N (1, v*) between the lim-
its ¢* and oo:
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q"—w’—1 o Xut)2 8] o Xut)2
PW'(Sx) = ;</ e X d:v+/ e XS d:v)
\/ZQWVt/X) 0 q

Given PL!(Sx) and PW'(Sx), the approximate Shapley value (as per Defini-
tion[T)) for player ¢ for a k-majority game is:

1 n
or==> kEAS (15)
n
X=1
The above steps are described in Algorithm 2. We now present the time complexity
of this method.

Theorem 2. The time complexity of Algorithm 2 is O(k*n).

Proof. The time to execute the for loop in Step 4 of Algorithm 2 is O(k?). Since
this for loop is within the for loop of Step 2 (which is executed n times), the time
complexity of Algorithm 2 is O(k?n).

We now extend the method described in Algorithm 1 (for Banzhaf index) to k-
majority games. For player 4’, let k77X denote the approximate number of swings
for coalitions of size X. Then from Equation[§] we have the following:

ki = C(n, X) x kEAX (16)

where kEAX is as computed in Equation Substituting Equation [12 in Equa-
tion [I6 we get k7;%. For player i, let k7j; be the approximate number of swings
for coalitions of all possible sizes. Also, for player i, let 3 and ¥ denote the ap-
proximate absolute and normalised Banzhaf indices respectively. Then, player i’s
approximate number of swings over coalitions of all possible sizes is:

ki = > kit (17)
X=1

As per EquationH] i’s approximate absolute Banzhaf index (3F) is:
B = k2" (18)
And as per Equation[3] i’s approximate normalised Banzhaf index (\F) is:
N = kiji /o (19)

where 68 = 3" | k.
The above steps are detailed in Algorithm 3.
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Algorithm 2. ShapleyValue-KMG(k, n, q, pt, v, w)

k: The number of weighted voting games

n: Number of players

¢: Quota for the game

1z A k element vector containing the mean weight of the players in N for the £ weighted voting
games

v: A k element vector containing the variance in the weights of the players in N for the &
weighted voting games

w: The player’s weights for the k£ weighted voting games

1: Tpx=0;
2: for X = 1tondo
3 sum < 0
4 forj=1tokdo
5 prod < 1
6: for f=1tojdo
T a«iqf—wf;bﬁqf—e
1 b ,X(I*Xllf)z
8 prod < prod X\/ﬁfa e 2l dr
9: end for
10: forg=j+1ltokdo
11z a<=q%b =g —w! — 1,0 &0

T—Xpu9)2 et gy2
12: prod < prod x —L ([ e X g 4 [P e X S )
J2rmva /X U0 a ’
13: end for
14: sum <= sum + prod
15:  end for

16:  kEA{ < sum
17 T, <T;+EAX
18: end for

19: gF = T;/n

20: return 3*

Theorem 3. The time to compute 3% is O(k?>n?) and that for \¥ is O(n®k?).

Proof. As per Equation the time to find kEAYX is O(k?). Also, as per Equa-
tion[I8 the time to find kX is O(nk?). From Equation[IZ) we get the time to find
kn; as O(n2k?). From Equation[I8 we know that the time find sz the same as the
time to find kn;. Given this, the time to compute 0" is n times the time to compute
k7. Hence, from Equation[I9 we get the time to compute S\f as O(n3k?).

Now, the quality of an approximation method is evaluated on the basis of its running
time and also its approximation error. To this end, the following section conducts
error analysis for the proposed methods.
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Algorithm 3. Banzhaflndex-KMG(k, n, g, p. v, w)

k: The number of weighted voting games

n.: Number of players

g: Quota for the game

2 A k element vector containing the mean weight of the players in NV for the k weighted voting
games

v: A k element vector containing the variance in the weights of the players in N for the k
weighted voting games

w: An array of player’s weights for the k weighted voting games

1: T; < 0;
2: fori=1ton do
3 for X =1tondo

4: sum <=0
53 forj=1tokdo
6: prod <1
A for f =1tojdo
8: a<=qffw'-f;b<:qff
e xpufy?
9: prod < prod x \/ﬁ }‘b _xﬁdm
10: end for
11; forg=j+1tokdo
12: a<=q b =g’ —w! —1;bhy = x
13: _x(r—ng} bo _x(:: Xpd)
: prod <= prod xm f = de+ ] _ﬂ_g_dm)
14: end for
15: sum <= sum + prod
16: end for
17: kEAY <= sum
18: kn¥ < kEAX x C(n, X)
19: R .
20:  end for
21: T =T+ ki
22: end for

23: for i=1ton do
24 BFem/2rt
25 Ak /T
26: end for

27: return 3* and A*

4 Error Analysis

We first formalize the idea of error and then derive the formula for measuring the
error in the approximate power indices of Section 3l The concept of error relates to
a measurement made of a quantity which has an exact value 18, [3]. Obviously, it
cannot be determined exactly how far off a measurement is from the exact value;
if this could be done, it would be possible to just give the more accurate, corrected
value. Thus, error has to do with uncertainty in measurements that nothing can be
done about. However, although it is not possible to do anything about such an error,
it can be characterized in terms of two essential components [[18} [3[]:
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1. a numerical value giving the best “estimate” possible of the quantity measured,
and
2. the degree of uncertainty associated with this estimated value.

For example, if the estimate of a quantity is « and the uncertainty is e(x) the quantity
would lie in z + e(z). For sampling based methods, uncertainty is characterized in
terms of standard error [[18] which is analogous to the algorithmic term absolute
error. This error is equal to the absolute difference between the approximate and its
exact counterpart [[1]. We first find this error for our approximate Shapley value and
then compare it with the error for our approximate Banzhaf index.

4.1 Absolute Error

Standard error, which we use to measure the absolute error, is defined as follows
(L8 3]:

Definition 4. Standard error is defined as the standard deviation for a set of mea-
surements divided by the square root of the number of measurements.

Given this definition, for a weighted voting game, let e(cX ) be the absolute error in
the approximate sum of weights for a random coalition of size X where:

e(c™) = V(v/X)/V(X)
= V)/X. (20)

Then let e(EA;X) denote the error in the approximate marginal contribution for
player ¢ (given in Equation [6). This error is obtained by propagating the error in
Equation[2Q]to the error in a player’s expected marginal contribution given in Equa-
tion [6l In Equation [6] @ and b are the lower and upper limits for the sum of the
players’ weights for a coalition of size X . Since the error in this sum is e(c ), the
actual values of a and b lie in the intervals a + e(0X ) and b + e(cX) respectively.
Hence, the error in Equation[Blis either the probability that the sum lies between the
limits a—e(c* ) and a (i.e., the area under the curve defined by V(X p, %) between
a — e(oX) and a, which is the shaded region A in Figure[)) or the probability that
the sum of weights lies between the limits b and b + e(c) (i.e., the area under the
curve defined by V(X y, £) between b and b + e(c ), which is the shaded region
C' in Figure [I). More specifically, the error is at most the maximum of these two
probabilities:

X 1 “ _x e=Xw)?
e(EAZ ) = ——— X MAX (& 2v dx,
\/ZQ’/TZ//X) a—e(oX)

b+e(ax) X2
/ e X R da:) 1)
b

On the basis of the above error, we find the error in the Shapley value by using
the following standard error propagation rules. Let z and y be two random vari-
ables with errors e(z) and e(y) respectively. Then, from [[18] we have the following
propagation rules:
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R1 The error in the random variable z = x + y is:
e(z) = e(z) +e(y)
R2 If z = kx where the constant £ has no error, then the error in z is:
e(z) = |kle(z)
R3 The error in the random variable z = x X y is:

e(z) = e(z) +e(y)

4.2 Absolute Error for Weighted Voting Games

Using the above rules, the error in the Shapley value (given in Equation [7)) is ob-
tained by propagating the error in Equation 21] to all coalitions between the sizes
X = 1and X = n. This error (denoted e((g;)) is:

n

> e(BAY) (22)

X=1

S|

e(@:) =

Note that we are finding the absolute error for the Shapley value. Here, it is inter-
esting to note that a related concept for characterising the quality of approximation
is performance ratio. Roughly speaking, this is the ratio of an approximate solution
and its exact counterpart [[1]]. The problem of approximating the Shapley value such
that the approximation ratio is bounded by a constant is intractable unless P=NP [6].
In future, it would be interesting to obtain a similar result for the absolute error as
well.

We now turn to the error in the approximate Banzhaf index. Using the error prop-
agation rules (R1, R2, and R3), we get the error in the 77 (see Equation|[8) as:

e(i) = e(EAY) x C(n, X). (23)
Given Equation 23] the error in 7j; (see Equation [9) is:

n

e(m) = (@) (24)

X=1
From Equations24]and [[0] we get the error in 3; as:
e(Bi) = e(m)/2"" (25)

And, as per Equaton[IT] the error in )\, is:

n

e(\) = e(m) + > _ () (26)

i=1
The above equations lead to the following observation for our methods:

Observation. For a given weighted voting game, we have the following relation-
ship: the approximation error in a player’s normalized Banzhaf index is higher
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than the error in its absolute Banzhaf index and the error in its Shapley value

(e(Ni) > e(@i) and e(Ni) > e(Bi)).

4.3 Error for k-Majority Games

On the basis of the results of Section[4.2] we now analyze the error for k-majority
games. Before doing so, we introduce some notation. Let e(o;% ) be the error in the
approximate sum of weights of Sy for game t. Let e(PL%(Sx)) and e(PW*(Sx))
denote the errors in PL!(Sx) and PW'(Sx) respectively. These two errors are
obtained in the same way as we obtained e(EAX) in Equation 21l Hence we have:

t X
q'—ete(o]) oy emxut)?

1
PLY(S X MAX (/ 2wt dx,
e(PLi(Sx)) = \/_271'1/*/)( gt—e € v

t

¢ —w! o
/ o~ X dx) 27)
qt—wt—e(o7")

and
. ' —wi—1—e(c)) (@—Xxput)?
e(PWH(Sx)) = ——— x (/ e Xt dr +
\/(27.”/1‘//)() qt—wt—1
qt z—xut)?
/ . _xG X; ) d.]?) (28)
gt —e(of)

For k-majority games, let e(kEAZX ) denote the error in i’s marginal contribution to
a random coalition of size X, and let (%) denote the error in 4’s Shapley value.
From rule R3, we get:

k540 = Y (S elPLl(sa) + Y erwoss)) @)

f=1 g=j+1
So the error in ¢’s Shapley value is:

n

e(glh) = e(kEAY) (30)

S|

X=

[

We now analyze the error in Banzhaf index. Combining Equation [29] with Equa-
tion[T6 we get the error in k7% as:

e(k") = e(kEAY) x C(n, X) 31)

The error in k7j; (see Equation[I7) is:

e(kni) = > e(kn)) (32)
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The error in 3F (see Equation[I8) is:
e(Bf) = e(ki;) /2"~ (33)

The error in \¥ (see Equation[I9) is:

n

e(A) = e(kni) + > e(km). (34)

i=1

From the above equations, we make the following observation regarding our
methods.

Observation. For a given k-majority game, we have the following relationship: the
approximation error in a player’s normalized Banzhaf index is higher than the error
in its absolute Banzhaf index and the error in its Shapley value (e(A¥) > e(F) and

e(Af) > e(Br)).

5 Related Work

A number of approximation methods have been proposed for finding an approximate
Shapley value. These include [9, 11} [19]. The method proposed in [9] is based on
computing an approximate Shapley value by making measurements on random sam-
ples of coalitions. However the method does not specify how the samples need to be
drawn. It is important to know how to draw samples because this is a key factor that
determines the quality of approximation. In contrast, our method is based on the ap-
proximation rule defined in Section[3.1]and does not require making measurements
on random samples. The method proposed in [[L1] uses a different randomization
method from ours but like our method, it too does not require drawing random sam-
ples. Finally, [19] presented a randomization method for an approximate Shapley
value in the context of task oriented domains. Also, like our method, |11, [19]] have
linear time complexity. Hence, in future, we need to compare the approximation
error for these two methods with that for ours.

6 Conclusions and Future Work

The Shapley value and Banzhaf index are two well known indices for measuring a
the power a player has in a voting game. However, the problem of computing these
indices is computationally hard. To overcome this problem, we presented new ap-
proximation methods for computing these indices. Although the proposed methods
have polynomial time complexity, finding an approximate Shapley value using them
is easier than finding an approximate Banzhaf index. We also found the absolute er-
ror for our methods and showed that this error for the Shapley value is lower than
that for the Banzhaf index. In future, we need to find the bounds on these errors.
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