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We consider a stochastic tournament game in which each player is re-
warded based on her rank in terms of the completion time of her own task and
is subject to cost of effort. When players are homogeneous and the rewards
are purely rank dependent, the equilibrium has a surprisingly explicit charac-
terization, which allows us to conduct comparative statics and obtain explicit
solution to several optimal reward design problems. In the general case when
the players are heterogenous and payoffs are not purely rank dependent, we
prove the existence, uniqueness and stability of the Nash equilibrium of the
associated mean field game, and the existence of an approximate Nash equi-
librium of the finite-player game.
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1. Introduction. To put our mathematical problem of a large population tour-
nament into a real life context, consider the pre-Google time when a lot of players
were competing to build a successful internet search engine. This is a game in
which the future reward depends mostly on which player would come up first with
a superior product, and not so much on the actual date of the invention. This is the
type of tournament games we mostly focus on in this paper: many players with the
rewards depending only on the ranking of the times needed to complete a task, in
which the progress is gradual rather than sudden.

We formulate the large population tournament as a mean field game—a stochas-
tic game with infinitely many small players interacting through their aggregate
distribution, introduced by Lasry and Lions (2006a, 2006b, 2007), and Huang,
Caines and Malhamé (2007), Huang, Malhamé and Caines (2006). The advantage
of the mean field formulation is that the equilibrium has an appealing decentral-
ized structure: each player bases her decisions on her own state variable and a
deterministic measure of completion time distribution that is obtained from the so-
lution of a fixed-point problem. One can then use the mean field game solution to
construct an approximate Nash equilibrium of the finite-player game. Apart from
our application to the analysis of tournaments, mean field games have been applied
to macroeconomics by Achdou et al. (2014), analysis of bank runs by Carmona,
Delarue and Lacker (2017), systemic risk by Carmona, Fouque and Sun (2015)
and analysis of queueing systems with strategic servers by Bayraktar, Budhiraja
and Cohen (2019). We also refer to the works of Guéant, Lasry and Lions (2011),
Bensoussan, Frehse and Yam (2013) and Carmona and Delarue (2018) for further
reading.

What sets our set-up apart from the above is the rank-based feature of our prob-
lem: players are rewarded according to how their completion times are ranked.
The completion time is the hitting time of the player’s own diffusion process,
whose drift she controls by costly effort. Mean field games with rank-based fea-
tures are generally difficult to analyze due to the lack of a priori regularity of the
rank function that depends on the equilibrium. Except for the terminal position
ranking game of Bayraktar and Zhang (2016) and the one-stage Poisson game of
Nutz and Zhang (2017), one can usually only hope for abstract existence under the
weak formulation as in Carmona and Lacker (2015), Example 5.9. Hence, one of
the contributions of our work is the construction of a solvable mean field model,
which is rare outside the classical linear-quadratic framework. Moreover, even in
the general setup without an explicit solution, we are still able to handle reward
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functions that are discontinuous in the rank variable. A key ingredient to our anal-
ysis is recognizing that the optimally controlled state density is a distortion of the
density of Brownian motion by a factor related to the Cole—Hopf transformation
of the value function. Particle systems with rank-based interaction, but no strategic
actions, have been widely studied in the literature; see, for example, Shkolnikov
(2012), and the references therein. A recent paper by Nadtochiy and Shkolnikov
(2019) considers particles interacting through hitting times.

In economics, the analysis of tournaments goes back to the seminal paper of
Lazear and Rosen (1981), which has inspired many papers that followed, including
Akerlof and Holden (2012), Balafoutas et al. (2017), Olszewski and Siegel (2017)
and Fang, Noe and Strack (2018), among the more recent ones. Most of these
works focus on finitely many players or static models. Recently, there has been
active research on models in which the randomness is driven by Poisson arrivals,
and the player’s effort affects the probability of a breakthrough; see, for example,
Bimpikis, Ehsani and Mostagir (2019), Halac, Kartik and Liu (2017) and Nutz and
Zhang (2017). Those models are aimed more at applications to R&D with sudden
innovation breakthroughs, whereas our model is more appropriate for the cases in
which the progress is incremental.

In our model, when the players are homogeneous in their starting point and effi-
ciency (i.e., cost of effort), and the reward function depends only on the ranks and
the given deadline, we find that the equilibrium has a semi-explicit formula. This
enables us to analyze some interesting comparative statics. In particular, we find
that the aggregate welfare may be increasing in the cost of effort. This indicates, for
example, that for an economy in which building a start-up is a relatively complex
endeavor, the complexity may not be such a bad thing—if it was less complex, too
many entrepreneurs may put in an inefficiently high effort. We also find that, when
the total pie is sufficiently large, high inequality in the rewards has a demoraliz-
ing effect for many players, a phenomenon emphasized in Fang, Noe and Strack
(2018). However, in our model, when the pie is sufficiently small, the higher prize
inequality improves the welfare and the average effort. This is because then, in our
benchmark case in which the total reward amount is fixed, a higher percentage of
players give up, and it is worthwhile for the players who do not give up to exert
higher effort. In the example of internet search engines (or social media sites, or
computer operating systems) the total pie is large, but the rewards are uneven, sug-
gesting that there is loss of efficiency in that many players get discouraged from
applying effort. This logic lends some support to having government subsidies, for
example, for R&D in renewable energy, if those subsidies make the rewards more
even, assuming the profits to be made are substantial.

Having a semiexplicit equilibrium also allows us to tackle the problem of mech-
anism design, that is, designing the game rewards to optimize a social welfare
criterion, an area that has not been widely explored in the mean field game lit-
erature due to the lack of tractability. Our works adds to literature of a principal
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and many agents considered by Elie, Mastrolia and Possamai (2019) and Nutz and
Zhang (2017).

We also consider an extension of the benchmark model where the total reward,
the “pie,” may depend on the population completion rate, as in institutions in which
the wealth created by production increases with the completion rate of individual
tasks. It turns out that, with a completion rate-dependent pie, there may be multiple
equilibria all of which can be characterized in a semiexplicit manner. Furthermore,
by interpolating between a pure contribution game and a pure competition game,
we are able to draw a bifurcation diagram of the equilibria.

While we do not have an explicit characterization of equilibrium when the play-
ers are heterogeneous or when the reward function is not purely rank-based, we
prove its existence using Schauder or Brouwer’s fixed-point theorems, and unique-
ness under an additional monotonicity condition. We also show the stability of the
fixed point, which enables us to approximate the mean field equilibrium by the so-
lution to a finite dimensional system of nonlinear equations. Finally, we construct
an approximate equilibrium for a game with a large finite number of players from
the mean field equilibrium.

The rest of the paper is structured as follows: we present the model in Section 2;
the results for homogeneous players, including comparative statics, optimal reward
design and extension to the completion rate-dependent pie in Section 3; general
existence, uniqueness, stability and the approximation to finite-player games in
Section 4; and a numerical example with heterogeneous players in Section 5; some
minor proofs are provided in the Appendix.

2. Model setup. We consider a game with a large number of independent
players, in which each player can exert effort to move her project forward, and
is rewarded based on the time needed to complete the project and/or the ranking
of that time relative to other players. The completion time is modeled as the first
time that her project value or progress process reach a target level normalized to
level zero. The tournament ends when a given deadline T € (0, oo] is reached.
The total amount of the reward, or the “pie,” is fixed for now, although we extend
in Section 3.5 some of our results to a pie that depends on the ferminal comple-
tion rate, that is, the percentage of players who manage to meet the deadline. The
reader can have in mind a population of technology firms competing to build a
new app/website where the reward depends on the relative time of completing a
superior product (as in the search engines example from the Introduction). More
generally, our setup might include cases in which the players derive utility from
their ranking relative to their peers, even if the ranking is not rewarded by a mon-
etary payment.

The reward a player gets for finishing at time ¢ with rank r is given by a bounded
function R(¢,r) : R4 x [0, 1] — R. We assume R is decreasing in both variables.
Throughout the paper, increasing and decreasing are understood in the weak sense.
When T < oo, we also impose R(f,r) = Ry, for all t > T so that everyone who
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fails to complete her project by the deadline receives the same minimum partici-
pation reward or incompletion penalty. Denote the set of reward functions by R.
We start by assuming an infinite population of players, and later study how well it
approximates a finite population in the limit.

2.1. A single player’s problem. The optimization problem of a single player,
in an infinite population of players, is given as follows. Denote by u € P(R. ) the
distribution of the completion times of the population, and by F), its cumulative
distribution function (c.d.f.). The rank of the single player who finishes at time ¢ is
given by F(¢), as this is the fraction of players who finish before or at the same
time as her. In our game, p will be nonatomic, hence whether the rank is measured
using F, (¢) or F,(t—) does not matter.

Let R, (t) :== R(t, F,,(¢)), which is then a bounded and decreasing function of 7.
We assume the player is risk-neutral and has quadratic cost, and that her state pro-
cess X, representing her distance to completion, follows the stochastic differential
equation (SDE):

2.1 dXs; =—agds + o dBy,

where B is a Brownian motion. The player’s effort process a is admissible if it
is nonnegative, progressively measurable with respect to the filtration of B (the
filtration can be larger; see Remark 2.1), and yields a unique strong solution of
(2.1) up to the first passage time to level zero, and if that time is nonatomic. The
nonatomic condition is for technical reasons, and can be removed if R, is lower
semicontinuous for all 4 € P(R.), which will be the case in our examples. The
optimization problem of the single player has the value function

AT
2.2) v(t,x) =v(t,x; u,c) = supE[RM(r)—/ cafa’s‘X,:x},
a t

where ¢ > 0 is the cost parameter and t = inf{s > ¢ : X; = 0} is the completion
time.

While we assume no discounting for tractability, it can be interpreted as the case
in which the cost of effort and the reward increase exactly at the same rate at which
the discount factor decreases. For example, the salaries in a certain profession in-
crease over time, as does the cost of education and job searching. If those increases
are exactly offset by the players’ discount factor, the value function is as above.
We can also consider the case in which the reward may decrease with the interval
in which completion occurs; see Remark 3.2.

For any y # 0, denote by 7 the first passage time of a Brownian motion to
level y. Its density is well known and given by (see, e.g., page 197 of Karatzas and
Shreve (1991))

2
(2.3) Fro(s) = exp(——), 5> 0.
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Also introduce
u(t,x) =u(t,x;p,c)
2.4)

X

2
R,(t+7],) R (t—i—a—ro)
:=E[exp(4u eo? / >] =E[exp(4ﬂ anzz ! )}

We have the following result.
PROPOSITION 2.1. The value function v(t, x) of the single player’s problem
is given by
u(t, x) =2co? In(u(z, x)).
There exists an optimal (Markovian/feedback) action a* that attains v(t, x), given
by
2 Ux (t’ x)
u(t,x)

1
a*(t’x):_va(t,x)l{x>0}:_o— 1{x>0}-

X

The corresponding completion time t* = t™"* is nonatomic and has probability

density function (p.d.f.)
u(s,0)
(2.5) Jor(s) = ———fee, (s —1), s=1.
u(t,x)”
PROOF. Letu be defined by (2.4), v :=2co?Inu and a* := —v, /(2¢) L (x=0} =
_Uz(ux/u) l{x>0}-

Step 1. Show that v is a solution to the Hamilton—Jacobi—-Bellman (HJB) equa-
tion:

1
(2.6) vs + sup{—avx + Eazvxx — caz} =0,
a

with boundary condition v(z, 0) = R, (t) for0 <t < T, and when T' < 00, also the
terminal condition v(7', x) = R = R, (T+) for x > 0.
By the first-order condition, (2.6) is equivalent to

+ L 4 Lot =0
_— —0 =
Uy de Ux 3 Uxx >

where the supremum is attained by a* pointwise. To show v is a solution to the
above equation with the desired boundary and terminal conditions, it is equivalent

to show its Cole—Hopf transformation u = o)™V gatisfies
1 2
2.7) ur + 50 Uy =0,

with

R, (t R
u(t,O)zexp( M(z))’ u(T,x):exp(%) if T < oo.
2co 2co

But this is immediate from the Feynman—Kac theorem.
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Step 2. Show that the SDE (2.1) controlled by a* > 0 has a unique strong solu-
tion X*(= X*"*) up to t*(= t*"¥), the first passage time of X* to level zero.

By the monotonicity and boundedness of R, u is decreasing in both 7 and x,
and

Roo R(0,0)
(2.8) exp<m> <u(t,x)< exp( o0 )

Since 7y has a smooth density, even if R, is not continuous, it is not hard to see
that u € C12(R,. x (0, 00)). In fact, direct differentiation of (2.4) yields

uy(t,x) = lE[exp(—M(Z T oh )> (1 — i)}
X 2co? 7y

N Rut+5T\/ 1 3
e (1,2) = —5 [GXP< 2c0? ><(rf’)2_f_1°>}

It can be shown using the reflection principle that 1/7; has finite moments; in
particular, E[1/77] =1 and E[(l/rf)z] = 3. So u, and u,, are bounded on any
region away from x = 0. It follows that a* is bounded, and Lipschitz continuous
in x on any compact subset of (0, co). Standard SDE theory implies the existence
of a unique strong solution up to 7*.

Step 3. Show that 7* is nonatomic and has the desired p.d.f. (2.5).

We employ a change of probability measure argument. Let B° be a Brownian
motion under some probability measure P°. Define X, := x 4+ o (By — B;) and
T :=inf{s >t : X; = 0}. Let u be the function given by (2.4). Define

and

u(s ANt, Xyar)
Zy = OIS
u(t,x)

We have Z; = 1 and that the paths of Z are P°-a.s. continuous. To see the
latter, observe that if R, (s) is continuous at s = 7(w), then lims_, () Zs; =
exp(R"(T(w))) Ju(t,x) = Z(w)- Since R, is decreasing, it has at most countably
many points of discontinuity. Since 7 is nonatomic under P°, with P°-probability
one, R, (s) is continuous at s = 7, and thus, s — Z; is continuous at s = 7. Path
continuity before time 7 is trivial. By Itd’s lemma,

ouy(s, Xy)

dZ; = u(t,x)
0 s> T,

dB; t<s<r,

where the drift of Z prior to time 7 is killed using (2.7). Since Z is bounded, it is a
P°-martingale. Hence we can define a probability measure P via dP/dP° = Z, =
Z.. Since Z is strictly positive, P is equivalent to P°.
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Next, we rewrite the dynamics of Z as dZ; = Z; dY; where

u

U (5. X)dB® 1<
s, : <s<T.
dY, = RO

0 s> T.

We see that Z is the stochastic exponential of Y. (We could set Z; =1 anddY; =0
for s <t if necessary.) The Girsanov theorem implies that

OlUx

SAT
Bs = B: — 1{32[}/ (r, Xr)dl"
t

u
u
is a P-Brownian motion. Replacing B° by B in the dynamics of X, we obtain
u
dXy=0>"(s, X)s<ryds + 0 dBy = —a*(s, X,)ds + o dBy, s>1.
u

That is, X has the same distribution under PP as the process X* under the candidate
optimal effort a*. Under P, we have

u(s,0)
u(t,x)

from which we conclude that T (and hence t*) is nonatomic and has the desired
p.d.f.

Step 4. Verify that v is indeed the value function and that ¢* is indeed the opti-
mal effort.

The verification argument is standard except for an extra localization step to take
care of the potential singularity of v, near x = 0. Specifically, fixing an arbitrary
admissible control a and the associated state process X, we apply It6’s lemma to
v(s, Xy) from time ¢ to 7, AT, where € > O and 7, := {s >t : X; = ¢}, and use the
HJB equation (2.6). This leads to

P(r eds) =

P°(r €ds), s=>t,

T AT
(2.9) v(t,x) = Ev(te AT, Xount) — E/ ca?ds.
t

Now, as € \{ 0, since 7 is increasing and bounded by inf{s >t : x + 0 (B; — B;) =
0}, it has a limit 79 < 7 := inf{s > ¢ : X; = 0}. We claim that 7y = . Indeed, if
X, > 0, then by path continuity, ¢ = X, > § for some § > 0, for all ¢ sufficiently
small, which is a contradiction.

By monotone convergence theorem, we have that E [, cas2 ds converges

to EftmT cas2 ds as ¢ \( 0. To obtain the limit of Ev(ty A T, X; A7), DoOte that
AT -t AT and Xe a7 = Xear. If T > T, then X; o7 = X7 >0, and v(z: A
T, X A1) — v(T, XT) = Roo = Ry (1) by the continuity of v in Ry x (0, 00).
If T <T,then Xear = X; =0, and v(te AT, X¢a7) — 0(7,0) = Ry(7) if T
is a continuity point of R;,. Since R, has at most countably many points of dis-
continuity (by monotonicity) and 7 is nonatomic by admissibility, we have, after
combining the two cases, that v(t; AT, X A7) converges to R, (7) a.s. Bounded

AT
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convergence theorem then implies Ev(t; AT, X A7) — ER, (7). Note thatif R,
is lower semicontinuous, then we can directly obtain liminf; v(te AT, X A7) >
R, (t) without the nonatomic property of 7. So, letting &€ N\ 0 in (2.9) yields

AT
u(t, x) zE[RM(r)—/ cafds].
t

Since a is an arbitrary admissible control, taking supremum over a leads to the
conclusion that v dominates the value function.
Replacing a by a* which is admissible by Steps 2 and 3, all inequalities above
become equalities, which implies that
*AT

v(t, x) = E[RM(I*) — ‘/tt : c(a*(s, X;k))zds}

is dominated by the value function. Putting everything together, we conclude the
verification proof. [

REMARK 2.1. From the the verification step of the proof of Proposition 2.1,
it is not hard to see that the feedback control a* remains optimal if admissible con-
trols are progressively measurable with respect to a filtration larger than the one
generated by the driving Brownian motion B, as long as B remains a Brownian
motion for that filtration. Later we will use this fact in the construction of an ap-
proximate Nash equilibrium for the N-player game in which each player observes
not only her private state, but also the states of her competitors.

Having computed the best response of a single player to a given distribution w,
we are now ready to study the Nash equilibrium of this infinite population game.
Supposing every player uses the optimal feedback control a* = a*(-; u, ¢) given
by Proposition 2.1, we obtain a new population completion time distribution. If
this new distribution is equal to u, then we say u is an equilibrium (completion
time distribution). We first consider a case in which equilibrium can be fully char-
acterized in Section 3, and then discuss the general case in Section 4.

3. Homogeneous players. In this section, we assume a unit mass of homo-
geneous players with independent Brownian motions driving their state processes.
By homogeneous, we mean the players all start playing at the same time ¢ = 0 and
the same distance xo > 0 from the goal, and they all have the same cost param-
eter c. Moreover, we specialize to the purely rank-based reward functions of the
form

(3.1 R(t,r)=1p<ryH(r) + 1t>1)Roo,

where H > R, is a bounded decreasing function. That is, the only time depen-
dence is through the deadline 7. We will show below that there always exists a
unique equilibrium in semiexplicit form. The proof is based on considering equa-
tion (2.5) as a fixed-point equation for the p.d.f. of the population completion time.
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3.1. Explicit characterization and properties of the equilibrium. Denote by
T} the rth quantile of a completion time distribution 1, and by N (x) the c.d.f. of
the standard normal distribution. We have the following results.

THEOREM 3.1. Suppose that R € R is of the form (3.1).

(i) For T < oo, the unique equilibrium completion time distribution u has a
quantile function given by

I=Fe (1) pr /R H
TrM — F_l (# exp(M) dZ),

(3.2) oo\ 1—F,(T) Jo 2c02
r e [0, Fu(T)],
where
X0
(3.3) Feo ()= 2(1 - N(G—ﬁ»

and the equilibrium terminal completion rate F, (T) € (0, 1) is the unique solution

of

1—Fro (T) pF.(T) Re — H
(3.4) Fpo (T)= I VA p(M) d
xo/o 1—-F.(T) Jo 2co?
Moreover, the value of the game is given by
L 1= Fe (D)
(35) \% :U(O,Xo; [L,C) = ROO+2CU 11’1<TM(T))

(i) For T = oo, the unique equilibrium completion time distribution . has a
quantile function given by

r _H@®@
(36) Tr/L — F—Ol (.f()l CXP( ZCO.Z)dZ).
T,
/o \ f exp(— 29 dz

Moreover, the value of the game is given by

1
3.7 Voo = v(0, x0; i, ¢) = —20021n</ exp(— ;IETZ;) dz).
0 c

PROOF. (i) Suppose T < oo. By (2.5), the fixed-point equation (in terms of
the p.d.f. of the completion time distribution) is

u(t, 05, c)
u(0, xo; i, ¢) Txo/o

fu@) = ), tel0,T].
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Denote y(r) = T /o (T!"). Since any fixed point x has positive density on [0, T,
y(r) is dlfferentlable on [0, F,,(T)] with

ftxo/a( rM) _ u(0, xo; , )

fu (T w(TH, 0,1, 0)

Jy xS dFye (5) + exp(£2)(1 = Fee (1))

y'(r)=

2co

H(F, (T}
exp(—g;.;z 2)
F, (T
Jo " exp(D) v/ (2) dz + exp(L) (1 — D)
- H{r)y

2co?

exp(

Observe that exp(gc—g;)y/ (r) is independent of r, hence is constant for r €
[0, F,,(T)]. Let C be this constant. We have

Reo
C = CFM(T) +CXP<W)(1 — F-[;)O/U (T))

Since Fffo/a(T) < 1, the above equation implies F,(T) < 1 and

1= F ()
exp @) ) y(r)=C= S/ exp Roo , rel0,Fu(T)].
2c02 1— F,(T) 2c0? "

It follows that

_ 1-— FT;O/”(T) rex (Roo _ H(Z)>d
0

o e [0, F (D).

Setting r = F,(T') yields equation (3.4) for F,,(T). The existence and uniqueness
of solution follows from the fact that

(3.8) ¢r) = ﬁ /Or exp(%) dz

is a continuous, strictly increasing function on [0, 1) satisfying ¢(0) = 0 and
lim,_, | ¢ (r) = oco. Finally, we have v(0, xo; i, ¢) = 2c0? Inu (0, xo; , ¢) and

Roo
u(0, xo; u, ¢) = CF,(T) + em(g) (1- Fre (1))

1 — F;/ (T) ( Reo )
= exp 5
— F,(T) 2co

from which (3.5) follows.
(i1) Suppose T = oo. First, note that any possible fixed-point p should have
strictly increasing c.d.f. which satisfies F,(c0) = 1 since the effort is nonnegative
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and the first passage time of a Brownian motion is almost surely finite. Let y(r) be
defined as above. A similar calculation shows that

exp(fc( )) "(r) = /1 <§Icg)y/(z)dz

is constant (denoted by C) and

(2)
F?/J(TM) y(r)_C/ ex ( coz)dz

We can then use y(1) =1 to ﬁnd that C = (f0 exp(—H(Z))dz) !, Having ob-

2co?

tained y(r), we have T}/ = Fo (y(r)) The equilibrium value is v(0, xo; i, ¢) =
2¢o 2 Inu(0, xo; U, c)= 2cazln C. O

REMARK 3.1. Observe that the finite horizon equilibrium converges to the
infinite horizon equilibrium as 7 — oo. To see this, use (3.4) to rewrite the finite
horizon equilibrium quantile function and value of the game as

II(Z)
_ exp(Re ) g7
TM(T)=F.' ( Ffo( i3] X/G(T)) r €0, Fu(T)]
Xo/ff fou eXp(Roo H(Z))d 0
and
V(T) = Roy +2¢021 Py, @
= Ry + 2co n( (T )
lo a )eXp( 2c:(Z))dZ
Fro (T)
:260’2111( FoD) "o/ m )
Jo exp(5E2) dz

As T — oo, F ° (T)/(l — (T)) — 00. For (3.4) to hold, we must have

lim7 5 o FM(T) = 1. It follows that the finite horizon equilibrium T/(T) and
V(T) converge to their infinite horizon counterparts as 7 — 0o, where the con-
vergence is pointwise for the quantile function.

REMARK 3.2. More generally, if R € R is of the form

n
R(t, )= 11 <t=1y8 H(r) + 1i>7} Roo,
k=1

where 0 =Tp < T) <--- < T, =T < 0o, and & is the discounting factor on
[Tr—1, Tk ], then with oy := foo(, o (Ty) and By := F,(Ty), the equilibrium quan-
tile function is given by

1 —ay & [herr Roo — S, H(2)
org (L2 [ (BB g
r rxo/g(l_lgn]; B A P ) Z [0, Bx]
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where 81, ..., B, can be found by solving the following nonlinear system of equa-
tions:
1 —a, [P Roo — 8k H (2)
O — Q1] = / exp| ——————)dz, k=1,...,n.
1= B Jpis 2c0?

The game value in this case is V = Ry + 2co? ln(}:—%z). Similarly, a semi-explicit
formula can be derived for the case T = oo.

The semiexplicit solution allows us to obtain the following comparative statics
analytically. The proof is based on elementary calculus and can be found in the
longer ArXiv version arXiv:1811.00076.

PROPOSITION 3.1. Suppose that R € R is of the form (3.1) with H contin-
uous. Then the terminal equilibrium completion rate B := F, (T) and the game
value V (written as Voo when T = 00) have the following properties:

(i) When T < 00, B is increasing in T and decreasing in xo and c, where the
monotonicity in T and xq are strict. Moreover,

li =0, li =1, li =1, li =0,
T11>no}8 TLmooﬂ x()li)n()ﬂ XognOO'B

Iim g =1, Cll)ngoﬁ = FTEO/U(T)'

c—0

(i) When T < o0, V is increasing in T and decreasing in xo. Moreover,

lim V = Ry, lim V =V, lim V =V, lim V = Re.

T—0 T— 00 x0—0 xX0—> 00

(iii) Vo is independent of xq, and increasing in c with
1
lim Voo = H(1—) = lim H (), lim Ve :/ H(r)dr.
c—0 r,/1 c—00 0

(iv) If Hy > H», then Voo (H1) > Voo (Hp). When T < 00 and R; = 1;<7)H; +
Lir>1yRijo0, if Hl— R1,00 > Hy— R 0, then B(R1) > B(R2) and V(R1) — Ry 00 >
V(RZ)_RZ,OO-

The results in items (i), (ii) and (iv) are intuitive and not surprising. Somewhat
surprising, at first sight, might be the fact stated in (iii) that the value V, of the
infinite horizon game is increasing in the cost parameter c. Let us consider the
limiting cases. When the cost goes to zero, all the players will apply very high
effort and the value will converge to the value H (1) (if H is left continuous at 1) of
the lowest ranked player. On the other hand, when the cost goes to infinity, they will
apply very small effort and the project values be driven by pure noise, which results
in an aggregate gain of [ H (F, (1)) dF, (1) = fol H (r) dr, where the equilibrium
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measure 4 is distributed as 7y, in the limit. Since H is decreasing, the averaged
value is higher than H (1).

In effect, low cost incentivizes players to apply too much effort in competing
with each other, without resulting in good ranking. It is a rat race without winners.
Define the (total) welfare as the aggregate game value of all players. When the
population is homogeneous and have unit mass, the terms “welfare” and “game
value” are used as synonyms. For the aggregate welfare, it does not matter which
of the players finish early, and competing too hard with each other to reach the goal
sooner decreases the welfare. Thus, in this game it is beneficial if the players are
discouraged from working too hard by having a high cost of effort. For example, if
building a start-up was too easy, too many entrepreneurs may apply too high effort.
However,with a finite deadline, as we will see in the next subsection, the effect of
the cost on the value may be increasing or decreasing. Moreover, if the pie was not
fixed, but for example, if it grew with the population completion rate and the speed
of completion, then lower cost may lead to higher value.

We end the theoretical analysis with a result on the expected total effort, needed
later below for further comparative statics.

PROPOSITION 3.2. Let T < oo. Suppose that R € R is of the form (3.1). Let
W be the unique equilibrium completion time distribution given by Theorem 3.1(i),
and af :=a*(t, X;; |, ¢), X, © be the associated equilibrium action, state process
and completion time, respectively. Then the expected total effort in equilibrium is
given by

(3.9)

AT x0(Fu(T) — Fre o (T))
E/ a; dt = .
0 I —Fee (T)
xo/o

PROOF. From X;.1 = xo — OMT a*dt + o Biar, we get E OMT a*dt =
xo — EX¢a7. To compute EX,,7, we make use of the change of measure in-
troduced in the proof of Proposition 2.1. Let P° and Z, as in step 3 of the proof
of Proposition 2.1 with (¢, x) = (0, xg). We have

EXoar = Elljr=1 X171 = E¥ [Zoo1 (=1 X 7]

R
ofu(t, X:; 1, ) o[ exp(52%)
:EP |:—T 1{T>T}XT] = P [7%0 1{T>T}XT]
u(0, xo; i, ©) u(0, x0; i, )
R
exp(5-2= R
— 2(,()'2 E]P X‘[/\T-
u(0, xo; i, ¢)

Since X is a martingale under P°, we have E P x AT = Xo. By Theorem 3.1(i),
v(0, XO;M,C)) = Fy (D) ( Reo )

2c02 )T 1= FuT) " P\2co?
Putting all pieces together, we get (3.9). [

u(0, xo; ,c) = exp(
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We see that the expected total effort increases with the completion rate F, (T)
when xo, o, T are fixed. Since F), (T') decreases with ¢, so does the expected total
effort.

3.2. The finite deadline: Numerical comparative statics. We now perform a
numerical study of the equilibrium in games with a finite deadline. The benchmark
choice of model inputsare T = 1,0 = 0.25, x9g = 1, ¢ = 1 and Ry, = 0. Whenever
we vary one parameter, we keep the other parameters fixed.

Figures 1 and 2 illustrate some features of the equilibrium with a smooth reward
function H(r) = 6(1 —r)?, and a step reward function H(r) =5-1[0,0.25)(r) +2-
110.25,0.5)(r) + 1[0.5,11(r), respectively. We can see the following:

Equilibrium completion time c.d.f. Contour of equilibrium value function

05

02

\
0 2 0.4 0.6 0.8

Equilibrium effort Contour of equilibrium effort

] 0.2 0.4 0.6 0.8

FiG. 1. Eguilibrium completion time distribution, value function and effort function with
H(r)=6(1-r)%
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Equilibrium completion time c.d.f. Contour of equilibrium value function
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Contour of equilibrium effort
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t

F1G. 2. Egquilibrium completion time distribution, value function and effort function with
H(r)=5"1{0,0.25 ) + 2 1{0.25,0.5 (") + 1{0.5,11(")-

Equilibrium effort

Y

[N

e For a large subset of time-location pairs (¢, x), the effort is low. The effort is
high initially when there are a lot of players around the same level of progress,
and close to the cutoff dates that distinguish between different rank rewards (the
only such cutoff date being the deadline in the case of a smooth reward). Thus in
Figure 2, there is, for example, a lot of completion in the short interval before F,
hits 0.25 because 0.25 is the cutoff point for a higher reward. Once that point is
crossed, the players apply low effort until getting close to the next cutoff point,
so that the completion rate increases very slowly in the period between a cutoff
point and close to the next cutoff point.

e Moreover, the effort is very low (but not zero) when it is hard to complete the
task due to distant location or high cost, or when the reward too small. In those
cases (figures not shown), we find that the players maintain a low effort, relying
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TABLE 1
Equilibrium quartiles, completion rates and game values under varying deadline

T 1st quartile median 3rd quartile Fu(T) Vv
0.5 0.281 - - 44.9% 0.074
1 0.285 0.613 - 61.9% 0.121
2 0.289 0.630 - 73.6% 0.166
5 0.293 0.649 2424 83.4% 0.215
10 0.295 0.658 2.545 88.1% 0.237
100 0.296 0.666 2.661 96.0% 0.256
00 0.296 0.667 2.667 100% 0.257

on randomness of the project to bring them closer to completion, which happens
with low probability.

e The c.d.f of the completion time for early times is close to, but not exactly equal
to zero, because some players finish early by sheer randomness, even if they
apply low effort. After those, there is a whole bunch of players who apply the
optimal strategy and, when the reward is piecewise constant, finish about the
same time. This is where the first sudden increase in the c.d.f shows up.

In the remaining part of this section, we fix H(r) = 6(1 — r)? except in Sec-
tion 3.2.2 where we analyze the dependence on H.

3.2.1. Dependence on the tournament horizon. Table 1 shows that as the dead-
line increases, both the equilibrium terminal completion rate and the game value
increase (as proved in Proposition 3.1). However, with a longer deadline it takes
longer to reach a fixed percentage of completion. On the other hand, we also see
that the quantile functions are not too sensitive to changes in the deadline, except
near the discontinuity » = F,,(T). This suggests that competition alone is often
good enough to drive the progress; the external deadline provides a little extra, but
not significant motivation.

3.2.2. Dependence on the reward function. Next, we focus on the two-
parameter family:

H(r)=K(1+p(d-n?,

where K = fol H (r) dr represents the total reward budget, and p determines the
convexity of the reward function. A large p means that most of the reward is given
to highly ranked players. In many examples, including population income in US,
the prize money decreases in a very convex manner, with high “earners” earning a
very large chunk of the pie.

We see from the top left panel of Figure 3 that, with a moderate value K =
2, as p increases, the peak of f, = F l; shifts to the left, meaning most of the
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F1G. 3. Equilibrium completion time distribution and game value under different total reward K
and convexity index p. The numbers on the curves in the top panels represent their corresponding
game values.

players finish earlier. On the other hand, this is at the expense of a lower population
completion rate, since the laggards, knowing that the reward drops quickly once
the leaders have occupied the high ranks, put in less effort and give up more easily.
The lower completion rate also leads to a lower game value; see the bottom left
panel of Figure 3. Thus, when the pie is not too small, the higher the convexity of
the reward function, the lower the welfare. That is, shifting the rewards more to
the highly ranked players decreases the welfare. However, the monotonicity of the
welfare in p is only true when there is sufficient benefit for finishing early. The top
right panel of Figure 3 shows that when the reward K is small (similar behavior
can be observed when xg or c is large), both the population terminal completion
rate and the game value are no longer decreasing in p. A more complete picture is



LARGE TOURNAMENT GAMES 3713

shown in the bottom right panel of Figure 3. We only plot the game value, since it
moves in the same direction as the completion rate.

We focus now on the following implications of our results: since the expected
total effort increases with the (terminal) completion rate when we fix xg, o, T
(see Proposition 3.2), the expected effort will be lower as we increase p in the top
left panel of Figure 3; that is, the expected total effort decreases with the level of
competition (more unequal rewards). Thus, when the total pie is large enough, the
competitiveness resulting from inequality in rewards has a demoralizing effect, as
in Fang, Noe and Strack (2018). However, the top right panel of Figure 3 shows
that when the total pie K is small, the completion rate, and hence the effort level
may go up with more unequal payment. This is because there is another effect
that decreases competitiveness—a higher percentage of players gives up, and if
the rewards are more uneven it is still worthwhile for the players who do not give
up to exert higher effort, bringing up the aggregate completion rate. That is, the
players who do not give up are less discouraged by the prize inequality, because
they compete within a smaller group. If we consider, for example, the competi-
tion of building internet search engines, or means of renewable energy as a large
tournament race, since the total pie is large and the rewards are uneven, our re-
sults suggest that government subsidies for R&D that make the rewards more even
among different players may be efficiency improving, by making the players less
discouraged.

3.2.3. Dependence on the cost parameter. Figure 4 illustrates the dependence
on the cost parameter c. As c increases, the welfare value first experiences an
increase before it starts to decrease. The intuition is the same as in the case of
T = oo (in which case the value is always increasing in cost): the aggregate welfare
does not depend on the relative ranks of the players, while, with low cost, the

Game value (T=1) Game value (T=00)

> 0.08 -

0.4

0 L L L L 02

FI1G. 4. Game value against the cost parameter.
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players compete for those ranks “too hard” against each other, raising the realized
cost of effort and bringing down the welfare value. Thus, higher cost ¢ can be
beneficial, by discouraging the players to work too hard. However, as ¢ continues
to increase, the possibility of failing to finish by the deadline starts to offset the
benefit of a reduced effort, and the value starts to decrease. We note that with
Poisson type uncertainty (sudden breakthroughs), in the infinite horizon model of
Nutz and Zhang (2017), the game value is independent of c.

3.3. Reverse engineering: Realizing a target distribution. Theorem 3.1 allows
us to obtain, for a given reward function, the corresponding equilibrium distri-
bution. The opposite problem is also important: if we want to achieve a certain
equilibrium distribution, how do we go about it? The following two theorems, for
T =00 and T < oo respectively, do the following:

(i) identify which distributions u are realized in equilibrium and by which
reward function;

(i1) identify conditions under which a distribution © can be realized by an ex-
pected budget not higher than a given budget K.

These results are also helpful in allowing us to convert an optimization over reward
functions to an equivalent one over the set of feasible equilibrium distributions.
The latter problem is easier in some cases; see Section 3.4.3 for an example.

Let Ho be the set of bounded, decreasing reward functions from [0, 1] to
[Roo, ©0), and

E:Ho—> PRL) forT =o0,
Er:Ho— P(Ty) forT < oo,

be the mappings from H to the equilibrium completion time distribution u, where
To =10, T]U {00}. When T = o0, the purpose of introducing R is to facilitate
the study of optimal reward design in Section 3.4, where a lower bound on the
reward function is necessary for the design problem to be well-posed. Observe
that &£ is translation invariant, that is, £(H 4+ C) = £(H) for any C € R such that
H + C > Ry. We first show that £ and £r are one-to-one mappings up to a.e.
equivalence, and in the infinite horizon case, also up to an additive constant.

LEMMA 3.1. Let H|, H, € Hy.

(i) Suppose E(Hy) = E(Hp) = u, then Hy = Hy + C a.e. for some constant C.
(ii) Suppose Er(Hy) =Er(Hy) =, then Hy = Hy a.e. on [0, F,,(T)].

PROOF. We only prove (ii); case (i) is similar. By (3.2),

- Fffo/a(T) Fu() ex <Roo — H;(2)
0

da t O,T,.:l,z.
1 — Fu(T) 2¢02 )Z <10.71.7

F‘[; /o (t) =
0
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Differentiating both sides and rearranging terms yields

1 —Fe (T)
Hi(FH(t)) = 2C0’21H<%) + ZCO'zln(TXO/ZT)> + Ry a.e.
T ©

xg/o

It follows that

Fu(T) T
/0 \H] (ry— Hz(r)]dr =/0 ]H] (F,L(t)) — Hz(Fﬂ(t))]flL(t) dt =0,

and consequently, H; = H» a.e. on [0, F,(T)]. U

Here and in the sequel, we identify a reward function H with its equivalence
class under a.e. relation.

Denote by P+ (R,) (resp., P*(Tp)) the set of probability distributions on R,
(resp., To) that have strictly positive density on Ry (resp., [0, T]). The key quantity
is the normalized density

Su = fulfe

xo/a’

and if T < o0, also the normalized incompletion rate
1 — F,(T)

1—Fpo (T)

Ifo/o

Oy =

THEOREM 3.2. Fix K > Roo. For u € PY(Ry), define
H, (r) :=2co?Ing, (F ' ().
We have:

() ue&Ho) ifand only if n € PT(Ry) and In {u is bounded and decreasing.
Moreover,

E7Nw)={H, +C:C > Roo —2ca’In(infg,)}, 1 e&Ho).

(ii) For u € E(Ho), fOI(HM(r) + C)dr < K ifand only if C < K — 2¢0% x
fooo Ing, (1) du(t).

PROOF. (i) Necessity holds by Proposition 2.1. For sufficiency, given any
w € PT(R4) such that In¢, is bounded and decreasing, H, is also bounded and
decreasing. Since F 1110, 11 — Ry is bijective, H, + C > Ry if and only if
C > Rso — 2co? In(inf ¢w). Itis straightforward to check that p satisfies (3.6) with
H = H,. Hence, £(H,, + C) = £(H,) = 1 by the translation invariance of £. By
Lemma 3.1(i), any admissible reward scheme realizing p differs from H, by a
constant. (ii) follows from straightforward calculation. [
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THEOREM 3.3. Fix T < o0 and K > Rso. For i € PT(Ty), define
H,,(r) := Roo +2c0 110, 5,1 (" {In g (F; 1 (1)) — In8 . ).
We have:

() w e Er(Ho) if and only if u € PT(Tp), In {u is bounded and decreasing,
and inf; (0,71 ¢, (t) > 8,.. Moreover,

ET_I(M) = {H S HO . Hl[O,Fu(T)] = ﬁﬂl[O,FM(T)]}, uE ET(HO)
(ii) For u € E7(Ho), fol ﬁﬂ(},) dr — FH(T)
if and only if

H,(r)dr + (1 — F(T))Reo < K

/lng'ﬂ(t)du(t)< — R + F,(T)Ins,.
CG

PROOF. (i) Let u € E7(Hop). By Proposition 2.1, u € PT(Ty) and In S 18
bounded and decreasing. Moreover, since H > R, we have that for ¢ € [0, T],
t t,0; u, H(F,(t) —R
) w00 :%exp( (Fu(1)) oo> -y
fee o (0 (0, x0; 1, €) 2c0?

é'u(t):

Conversely, given any u € 73+(']I‘) such that In ¢, is bounded and decreasing, and
inf;ef0,77 Su(t) = 8y, we have H € 7—[0 It is straightforward to check that u sat-
isfies (3.2) with H = H , that is, &7 (Hu) ©. By Lemma 3.1(ii), any admissi-
ble reward scheme realizing ;4 must agree with ﬁ on [0, F,,(T)]. On the other
hand, since the reward after rank F, (T) is 1rrelevant in determmlng the individ-
ual’s best response, any H € Hy Wthh agrees with H on [0, F,,(T)] satisfies
Er(H) = 5T(HM) = u; (ii) follows from stralghtforward calculatlon Il

3.4. Optimal reward design. The semiexplicit characterization of the equilib-
rium allows us to further study the optimal reward design problem for a principal
or social planner. We continue to consider only the reward functions of the form
(3.1) with H € Hy, in which case there exists a unique equilibrium with comple-
tion time distribution denoted by £(H) or E7(H).

We consider three different optimization criteria: minimizing time to achieve
a given population completion rate (Section 3.4.1), maximizing welfare (Sec-
tion 3.4.2) and maximizing net profit (Section 3.4.3). To preview the results: for
the first two criteria, the optimal reward is a two-step function—the same reward
for all sufficiently high ranks, and the same minimum guaranteed payment R,
for the low ranks. This is different from the one-stage Poisson game of Nutz and
Zhang (2017) where the quantile-minimizing reward scheme is concave for high
ranks. For the third problem where for a given profit function g, we maximize the
expected profit Eg(r) minus the cost of reward, with T drawn from the infinite
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horizon equilibrium distribution, the optimal reward for finishing at time ¢ is a lin-

ear transformation of g(¢) for ¢ lower than a bonus deadline 7, and R, otherwise.
Here, we only highlight the proof of the third problem where we rely on the

result from reverse engineering. All other proofs are provided in the Appendix.

3.4.1. Minimizing the time to achieve a given completion rate. We fix a dead-
line T € (0, o], a total reward budget K, a target completion rate & € (0, 1) and a
minimum participation reward Ry, < K, and look for reward function H (r) > R
that minimizes the time it takes « fraction of the population to complete their
projects in equilibrium. More precisely, the feasible set of reward functions is

1
H::{He?—[o:f H(r)der} for T = oo,
0

and, with S(H) := FgT(H)(T), T < o0,

B(H)
‘%:z{HeHo:ﬂ(H)Za,/ H(r)dr—i—(l—,B(H))RoofK}.
0
For H € H, let T,(H) := Tag(H) be the «-quantile of £(H). We wish to find
T; = infyey Ty (H), and identify the minimizer H*, if it exists. Similarly, for
HeHr,let T,(H;T) := TfT(H) be the a-quantile of £7(H). We will look for
the optimizer of 7)(T) = infyene To(H; T).

REMARK 3.3. For the finite horizon problem, there are two different ways to
impose the budget constraint: (i) to require fol H(r)dr < K, as in the definition of
‘H; in this case, the budget may not be fully utilized due to a portion of the players
failing to complete by time 7, but the advantage of such a constraint is that the
total reward does not go over K even out of equilibrium; (ii) to bound the total
reward only in equilibrium: ff H) g (r)dr + (1 — B(H))Ro, as in the definition
of 1% ; such a constraint is weaker, but it might be violated if the population does
not end up in equilibrium. It turns out, as we will see in Theorem 3.5, that the two
constraints result in the same optimal value and optimal reward function.

The following two theorems present the optimal reward functions and the cor-
responding equilibria.

THEOREM 3.4. Let T = oo. Then infgey T,,(H) is uniquely attained (up to
a.e. equivalence) by the uniform scheme with cutoff rank o:

K —R
H*(r) = Roo + T“’l[o,a](r).

The minimal time is

o
T* =T, (H*) = F! ( )
« = TaH7) Fo/o a+(1—a)exp(§;c§°20
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The c.d.f. of u = E(H™) is given by

1 K= R\ ift<T}
- (a+( —a)eXP<W>> w0 @) ift =Ty,
Fu®) = Reo— K

(t) +Ol(1 — (t))(l —exp(m>) l.ft > T;

The equilibrium value attained by each player is
R — K
V=Rs — 2c021n<oz exp(L) +1- a),
2aco?
and the equilibrium effort, in feedback form, is

20exp(525) — 1IN'(
./T* t ,/T* t
a(t7'x) = K ROC 9

1+ 2[exp(5,,5) — 1M1 - N(gm)]

where N and N' are the c.d.f. and p.d.f. of the standard normal distribution.

THEOREM 3.5. Let the deadline T < oo, the minimum participation reward
Roo, the total reward budget K > Roo and the target completion rate a € (0, 1)
be given. We have T, (T) = ianeH“T‘ To(H; T)=infyey T (H; T). Let T be the
optimal time given by Theorem 3.4.

o IfT <Ty,then H7 =2 and T;(T) =
o IfT >T7,then T;(T) =T, is uniquely attained (up to a.e. equivalence) by the
uniform scheme with cutoff rank o:

K —R
H*(r) = Roo + Twl[o,a](r).

The c.d.f. of u = Er(H*) on [0, T1, the equilibrium value V attained by each
player and the equilibrium effort a(t,x), t € [0, T] in feedback form have the
same expression as those of Theorem 3.4.

The minimum budget needed to ensure that « fraction of players finish by time
T is

Kunin=R —I—2acazln( ¢ x/a( )>
min — 0 l—a .[ /J(T) .

The reward scheme which achieves the goal with budget Ky, is given by
Kmin — R
H(r) = R + yl[o,a](r).

Under the given budget K, the maximum equilibrium completion rate omax at-
tainable at time T is the unique solution of

F)?O/ (1) Omax ( Roo — K )
Cr:= = exp
1— F‘L’;’O/o (T) I — amax 2Olmaxco'2



LARGE TOURNAMENT GAMES 3719

that is, amax = (1 + Kzf’;:oo W(Cr 1))_1, where W is the Lambert-W function.

The reward scheme which yields omax is given by

K — Ry
H(F)=Roo + 41[0,amax](")-

max

3.4.2. Maximizing welfare. 'We now find the reward scheme that maximizes
the total welfare, that is, the aggregate game value of all players, again in the
homogeneous case.

THEOREM 3.6. Fix the participation reward R~ and the reward budget K >
Roo. Then:

(1) When T = oo, the maximum welfare supy .y Voo (H) = K is uniquely at-
tained (up to a.e. equivalence) by the uniform scheme H*(r) = K (thus, with zero
effort by everyone).

(i) When T < 00, the maximum welfare
1= Fe (T)
sup V(H)=Rs + 2c021n<—°)
HeH). l—«a
is uniquely attained (up to a.e. equivalence) by the uniform scheme with cutoff
rank o

K — R
H*(r) = R + T‘”l[o,a](r),

where o is the maximum attainable completion rate by time T, given in Theo-
rem 3.5. Moreover, H* also maximizes the expected total effort given by Proposi-
tion 3.2.

3.4.3. Maximizing net profit. 'We now suppose that each project completed at
time ¢ generates a profit of g(¢#) = g(¢; xo) for a principal. We assume that g is
continuous, bounded and decreasing, and that g £ g(oco). The principal wants to
maximize the expected net profit E[g(t) — R, (7)], T ~ i, subject to the partici-
pation constraint R > R,,. We only consider the case T = oo.

THEOREM 3.7. Suppose T = co. A reward scheme H* € Hy is optimal if and
only if
H*(r) = Roo + g(F () A 1) — &(13),
where the “bonus” deadline t; is given by t;; =inf{z > 0: g(z) = g(z*)} for some
, I5% 8V D) fre (D exp(505) di
7* = argmax

z€[0,00) fo“ff;O/U(S)eXp(%)ds

’
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and where the associated equilibrium distribution * has p.d.f.

feo O exp(So)

2co?

J5° frs (5 exp(E5n) ds

fu*(t) =

The maximum net profit is
sV fe exp(“S%)) 4
J§° Fre o (5) exp(E5n8) dis

(oo}

Note that in equilibrium the players receive H*(Fy+(t)) = Roo + gt A 1) —
g(ty) for finishing at time . That is, the optimal reward for finishing at time #
is a linear transformation of g(¢) for those who finish before the bonus deadline
ty; otherwise it is the minimum guaranteed payment. Thus, it is optimal for the
principal to align the players’ interest with her own.

PROOF OF THEOREM 3.7. By Theorem 3.2, we only need to optimize over
n € E(Hp), which can be realized by the reward H,, + C for any constant
C > Roo — 2co? In(inf fu/ fT ) It is clear that among the translations of H,,,

the principal should choose the smallest C which meets the reservation reward
constraint, namely, C, := Ry — 2co? In(inf Sulfee /J). Hence we can rewrite the
*0

optimization problem as

U= s;gﬂp /OOO [g(z) — 26021n<%) — Cﬂ:|fﬂ(t)dt.

The proof consists of two steps: (i) Fix b = inf f,/ f,xoo o € (0, 1] and solve the
constraint optimization problem:

L & _ 2 Su (@) >:| .
Uuo):= fﬂzsgjgo / /0 [g(t) 2co ln(ibfr;o/a B fu(®)dt — Rso
XO o

subject to the additional integral constraint

/0 fu@®dt=1.

In addition, we also need to f,/ f,;o /O be bounded and decreasing in order to

obtain a bounded, decreasing reward function H,,. This can be verified after we
find the optimizer. (ii) Maximize U (b) over b € (0, 1].
We begin with the first step. Define

L(fu, 23 b):= /Ow[g(t) B 2ca21n< Su(®)

bfee (1)

—A(/Ooofu(t)dt—l).

>]fu(t) dt
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For each fixed A, the integrand, being a concave function of f),, attains a pointwise
maximum on [bf;o , (1), 00) at
XO o

— A +
(3.10) fu(b)(t)=bfr;0/,,(t)eXP([g(2tzoz _1] )

We then find A = A}, via

g()—

3.11) 1_[ fu(b)(s)ds_/ bf, (s)exp([ eg?

— 1} )ds =:p(X).

Note that the above equation has a unique solution A, € (—o0, g(0) — 2co?] since
¢ is continuous, strictly decreasing and satisfies ¢(g(0) — 2co?) =b < 1 and
lim) _ oo ¢ (A) = 00. Since any A > g(0) — 2c¢o? (which is only possible when
b =1) leads to the same f, ), we may assume without loss of generality that
A < g(0) — 2co?. Tt is clear that for each b € (0, 1], f'l’(’(b)/fr)?o/(r is bounded and

decreasing. So the associated reward scheme H,, ;) + Cp ) € Ho.
Next, consider the function ¥ : [0, co] — (0, 1] defined by

e _(f Pty ® (W) dt)l,

It can be shown that i is decreasing with 1 (0) = 1, and strictly decreasing on
any interval where g is strictly decreasing. This implies ¥ (z1) = ¥ (z2) if and only
if g(z1) = g(z2). Let bg := ¥ (00) € (0, 1). It is not hard to see from (3.11) that
b > by if and only if g(o0) < 2co? + Ap. We consider two cases for b.

Case 1. If 0 < b < by, or equivalently, g(c0) > 2co? + Ap, the positive part in
(3.10) and (3.11) can be removed, leading to

fez (O exp((30 — 1)
J5° fre , () exp(2505 — 1) ds

In this case,

Ub) = /OOO [g(t) - 2cozln<%)]fﬂ(b)(1‘)dt ~R
Tro/o

Sfuw (@) =

— bOfffo/g () exp(M).

2¢0?

o b 8() — g(o0)
:A |:g(OO) +2c021n b_0i|b0ft;0/‘7([) exp(T) dt —

0, l’ —_
< [ ecomry,, oK E Yar -

57 8(00) fr (D exp(Ey) di R
—_ - o0 —- .
I5° fez, ), () exp(5r) ds
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Case 2. If bg < b < 1, or equivalently, g(co0) < 2c02 + Ap, let
tp ;= inflt > 0: g(r) < 2ca? 4+ Ap} € [0, 00]
be the point after which the constraint f, ;) > b f,;o /o will be binding. By the

continuity of g and that g(0) — Ap > 2co?, we must have g(ty) = 2c02 + Ap. It
follows that

[g(S) —hp 1]+ _ [g(S) —g(tb)Tr _ 8 Am) —glty)

2¢0? 2¢0? 2c0?

Thus, we are again able to get rid of the positive part in (3.10) and (3.11), and get
(g(t Alp) — g(lb))

(3.12) Suw) (@) =bfre  (t)exp 2002

xg/o

and

o0 — _1
a1y b=([T 1, wen(ELEZE 4 <y,

Recall that i has the property that ¥ (z1) = ¥ (z2) if and only if g(z1) = g(z2).
So if z is another solution of ¥ (z) = b, then we must have g(z) = g(#p), and since
tp is the first time g hits 2¢0? + Ap, we must have z > 1. In other words, 7, can
be characterized as the smallest solution of 1/ (z) = b. Alternatively, if b = ¥ (zp),
then 7, = inf{z > 0: g(z) = g(z0)}, independent of the choice of zg.

Using (3.12)—(3.13), we obtain

> Juw) (@)
U(b) = [g(t) = 2cozln(”7)}f & () dt — Roo
/(; bfr'fo/{, (t) .

I sV ) fey (D) exp(45 7% dr
J5° fr, , () exp(45530) ds

Observe that setting 7, = 0o in the above expression yields Up.
N Combining the two cases, we see that U (b) < U(o0) if b € (0, by) and U (b) =
U (tp) if b € [bg, 1], where we introduce the auxiliary objective function

g vty exp(Ehdr

J5% frz, , () exp(45252) ds

U2): Reo.

Clearly, SUPpe(0,11 U (D) <sup,c(0.00] U (). Since U (2) is continuous and U ©0) >
g(00) — Roo = l~](oo), SUP,¢[0,00] 17(2) is attained by some z* < oo which can be
found numerically.

CLAIM. Maximizing U (b) is equivalent to maximizing U(z) in the following
sense:
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(1) Supbe(o’l] U(b) = Supze[ovoo] le(Z),
(i) b* € argmax,co 1 U(b) if and only if b* = ¥ (z*) for some z* €

arg max_ o, oo U (2)-

The proof of the claim relies on the observation that if b = ¥ (z) > by, then
Ub)=U(ty) > U(z). Indeed, b = ¢ (z) implies that z > 1, and g(z) = g(#) as
we have argued before, which further yields g(¢# A z) = g(¢ A t). Consequently,

J57 8V 1) fre (D exp(5722) di

Ub)=U(n) = — Roo
J5° fre,, () exp(55:22) ds
J5° 8V ) fo (D exp(§23) di _
> — Roo = U (2).

J5° fr, , () exp(55:2) ds

The above observation implies that if z* is optimal for U, then we have
suPpe. 1) U (B) = U (Y (2%)) = U(z") = sup ¢(p.00) U(2) > suppe(g,1 U (b). This
proves the first claim and the “if”” part of the second claim. For the “only if” part
of the second claim, suppose b* is optimal for U, then U (b*) = sup,¢(g.1) U (b) =
SUP_¢[0,00] U (2) = U (00). Since U (b) < U(OS) for all b € (0, bg), we must have
b* € [bo, 1]. It follows that b™ = ¥ (1+) and U (1px) = U (b*) = sup¢ .11 U (D) =
SUP_ ¢[0,00] U (2)- The latter implies 7+ is optimal for U.

In view of the claim, we can find the optimal value and all optimizers of
suppe(o.1) U (b) by solving the auxiliary problem. For each optimizer z* for the
auxiliary problem, we get an optimal b* = v/ (z*). We then recover f,« = fu.p*)
by (3.12) and H,+ by Theorem 3.2. The optimal reward is given by H*(r) =
Hy(r) + Roo — 2¢0% Inb* = Roo + g(F. (r) Atye) — g(tp). O

3.5. Extension: Completion rate-dependent pie and multiple equilibria. Con-
sider a reward pie that depends on the aggregate completion rate by time 7' < oo.
(That rate is 100% when T = o0.) Specifically, we assume the reward for finishing
at time ¢ rank r, and when the population completion rate (by time T') is 3, is given
by

(3.14) R(t,r,B) =1u<ryH(r, B) + 11>1) R (B),

where H : [0, 1] x [Fffo/a(T)’ 11— R and R : [F,;O/a (T),1] — R are con-
tinuous in B. That is, the individual reward for finishing at time t equals
R(z, F, (7), F, (T)) where p is the completion time distribution of the popula-
tion. What we have in mind is an organization or a society in which the overall
wealth coming from individual projects is higher when more individuals complete
their goals. The role of r and § are different in that the former measures individ-
ual performance in relative terms, and the latter measures population performance.
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Moreover, the game is competitive in » and collaborative in 8. Similar to the case
of a fixed pie, the equilibrium also admits a semiexplicit characterization.

THEOREM 3.8. Let T < 00. Suppose the reward function is of the form (3.14).
Then there exist at least one equilibrium, and a distribution [ is an equilibrium
completion time distribution if and only if for r € [0, F,,(T)],

1—Fpo (T) /r _
Gy )
- Fy 0 2co

3.15) T} =F!
X()/U

where

Feo (1) =2(1 - N(%))

Moreover, the equilibrium terminal completion rate F,(T) € (0, 1) is a solution of

T)?o/(’ (T)

— Fre (T)

(3.16) ol
1 Fu ™ Roo(F (T)) — H(z, F(T))
= 7/ exp( 3 )dz.
1—F,.(T) Jo 2co

The associated value and expected total effort of the game are given by
3.17 V) = Roo (Fa(T) 4 2007 In( e D)

and (3.9), respectively.

The proof is similar to the case of a fixed pie, so we omitted it here. A sketch
proof can be found in arXiv:1811.00076. Note that we do not necessarily have
uniqueness under conditions of Theorem 3.8. Equation (3.16) may have multiple
solutions, leading to multiple equilibria. For example, when H (r, 8) = Roo(B) +
B, one can check that equation (3.16) may have one, two or three solutions, de-
pending on the value of T, xg, ¢, o (see Figure 5). Among the equilibria, the
dominant one (i.e., the one with the highest game value) corresponds to the largest
solution of (3.16). In this example, we see that by limiting the size of the projects
or imposing a long enough deadline, the “bad” equilibria can be avoided.

When reward R(¢, r, B) is independent of rank r and increasing in completion
rate B, we have a contribution game in which, by gradually injecting rank depen-
dence into the game, one can analyze the effect of competition on the completion
rate and the game value.

Consider, for example,

R@t,r.p)=TI(A)[y + ly=r)(1 — ) He(r)]


http://arxiv.org/abs/arXiv:1811.00076
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o Multiple equilibria
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FIG. 5. The blue solid curve plots the right-hand side of (3.16) as a function of F,(T) with
c=1,0=0.25 and H(r, ) = Roo(B) + B. The two horizontal lines plot the left-hand side of
(3.16) in the two critical cases. We see that there is a unique equilibrium when F,;: L < 0.0063

0

or Ft\r_»/ > 0.0505, two equilibria when F,; o = 0.0063 or 0.0505, and three equilibria when
X0 o 0 o

0.0063 < Fffo/a < 0.0505.

where I1(8) := K (1 + B) represents the size of the pie, y € [0, 1] is the fraction of
the pie that is used to reward participation, and H¢(r) = 1+¢€(1 —2r) specifies how
the remaining (1 — y) fraction of the pie is shared among players who finish by the
deadline and are ranked. A larger € corresponds to a larger degree of competition
(or inequality) among ranked players. When € = 0, we have a pure contribution
game. Figure 6 plots the equilibrium completion rate and game value against € for
y = 0.5. We see that the degree of inequality in the rewards has a positive effect
on the equilibrium completion rate and the game value when the pie (i.e., K) is
small, an adverse effect when the pie is large, and a mixed effect when the size of
the pie is moderate. The intuition is the same as in the case of a fixed pie.

4. General case: Existence, uniqueness, stability and e-Nash equilibrium.
In this section, we work with general reward functions R € R, and no longer as-
sume players are homogeneous. We introduce heterogeneity by assuming that a
tournament is characterized by the initial condition (zy, 7, m), where o < T is the
starting time, 7 is the proportion of players that have already finished by time ¢y,
and m € P(Ry+4+ X [¢,c]), with 0 < ¢ < ¢ < 00, is the joint distribution of the
time-fg location, denoted by &, and the cost of effort ¢ of the population still play-
ing. Here for simplicity, we do not consider inhomogeneity in o € [o, o] which
could be easily incorporated by taking m to be the joint distribution of (£, ¢, o).
We assume that we are in the nondegenerate case 7 < 1.
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Equilibrium completion rate (y=0.5) Game value (y=0.5)

K=1.75 K=2

€ €

FIG. 6. F,(T) and V against €. Parameters are set to xo =c=T =1,0 =0.25 and y =0.5.
When K = 1.5, there is an interval of € where the mapping € — F;,(T) is multivalued, meaning the
game has multiple equilibria.

4.1. Existence of a fixed point. Given an initial condition (#o, 7, m), for a rep-
resentative player we introduce a binary random variable 6 € {0, 1} with P(6 =
1)==m and P(0 =0) =1 — 7. We interpret 9 as the player’s game completion
status at time #p; & = 1 means game is completed and & = 0 means game is in
progress. If 8 = 0, we further pick a time-#g location £ and cost of effort coeffi-
cient ¢ randomly from the joint distribution m. The initial randomizations (6, &, ¢)
are assumed to be independent of the Brownian motions driving the state process.

For a given starting time g, fix a [fg, 00)-supported completion time distribution
w of the population with u({fg}) = m, that is, u is a modification of the completion
time distribution by moving all the mass before time 7y to time #g. Since the prob-
ability for finishing exactly at time fg is zero, such a modification does not affect
the player’s optimization problem.

The existence proof will be based on a fixed-point argument. For that purpose,
we now define the best response mapping & which maps p to the distribution
L(z,) of the optimal completion time t,,. Assume for the moment that 7 < oo. If
6 =1, we set T, :=1. If 6 =0, we solve the player’s optimization problem with
initial randomization (&, ¢) and using payoff function R, (t) = R(¢, F,,(t)). Under
the convention that inf & = oo, we set 7, :=inf{r € [19, T] : X" =0} A A, where
A is a fixed number in (7', 00) corresponding to incompletion, and

dX{ =—a*(t, X/ ;n,c)dt +odB;, X =&.
By Proposition 2.1, we know that for ¢ € (tp, T'], the density of the optimal
completion time is given by

u(t,0; p,c)

P dt|0 =0,&,¢) = o (t—1gp).
(T, € dt] §,0) u(m’s;“’c)frs/g( 0)
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It follows that
4.1) P(ty=1t) =m, Pry=A)=1-P(r, <T),

/’ u(s,0; u, c)
I

IP’(r,Lst)ZﬂJr(l_”)E[ o u(to, &; 1, c)

fi (s = s |

4.2)
teln, T].

In terms of the p.d.f., we have

u(t,o’ M, C)
Wffé’/a (r— lo)], te(t, T

Let T := [79, T]1U {A}. Our goal is to find a fixed point of &0 : > L(t,,) in
the space P(T) of probability measures on T, which is compact in the topology
of weak convergence We remark that P(T) can be embedded in the vector space
M(T) of finite signed measures on T, endowed with the Kantorovich—Rubinstein
norm which coincides with the 1-Wasserstein metric on P(T) and metrizes the
topology of weak convergence on P(T); see pages 119-120 and Corollary 6.13 of
Villani (2009). When T = oo, we can define ®-7" in a similar fashion with A :=
oo. In this case, additional care is needed to ensure the compactness of P ([tp, 00]);
see the proof of Theorem 4.1 for details.

The main ingredient of fixed-point theorems is the continuity of the best re-
sponse mapping which, in view of (4.2), amounts to the continuity of u(¢, x; u, ¢)
with respect to w. We can guarantee this by restricting ourselves to reward func-
tions R € R that are continuous in the rank variable, or more generally, of the form
R(t,r) = G(t, H(r)) for some functions G : Ry x R~ R and H : [0,1] — R
such that y — G(¢, y) is continuous for each ¢, and H is monotone. In this way,
the (potential) discontinuity in rank is decoupled from time variable. To fix nota-
tion, let

4.3) P(r, edt) =(1— n)E[

Rp:={ReR:R(t,r)=G(t,H{r)),
y+— G(t, y) is continuous for each ¢, H is monotone},
where D stands for “decoupled” or “decomposable.”

There is another case that is sufficient for existence of a fixed point. Consider
piecewise constant H of the form

d

@4) H@) =) Rilpy o) + Rastlp, O0=ro<ri<---<rg<l,
k=1

and define
Rs:={ReR:R(t,r)=G(t, H(r)), H is of the form (4.4)},

where S stands for “step function.” The nice thing about R € Ry is that R, de-
pends on j only through its quantiles (T, ..., Tf ); the shape of u between each
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neighboring Tk” ’s becomes irrelevant. In other words, each i can be encoded to
d numbers. As a consequence, we have a fixed-point problem in a d-dimensional
space instead of the infinite dimensional space of measures.

We now state our general existence theorem.

THEOREM 4.1. Assume R € Rp URg. Then "™ has a fixed point. Thus,
an equilibrium exists.

PROOF. Assume first T < co. We consider Rp and R g, separately.

(a) Assume R € Rp. In order for F, not to hit the (potential) discontinuity of
H on a nonnegligible subset of [7y, 7], we need to make sure that it is not flat
there. Observe from (4.3) that any fixed-point u of &7 if it exists, must have
a strictly increasing c.d.f. on [fg, T']. This motivates us to define the following
nonempty, convex subset of P(T):

b
4.5) Dy:= {M e P(T) : u(la, b]) > / S (@) dtVa,b €1, T]},
where
(4.6) S@)=0- n)exp(

We claim then that:

(i) ®™"(P(T)) S Dy.
(i) Dy is closed under weak convergence.
(iii) Any u €D r has strictly increasing c.d.f. on [to, T'].

R — R(0,0)

7202 )Eftg/a (t—1y) > 0.

(i) follows from (4.3) and (2.8). (ii) holds because w, converges to u weakly if
and only if limsup,, 1, (C) < u(C) for any closed sets C C T. (iii) is obvious.

(ii) implies that D is a closed subset of the compact space P(T), hence is also
compact. To apply Schauder’s fixed-point theorem in M(T), it remains to show
that @’ js continuous on D . For metrizable spaces, continuity is equivalent
to sequential continuity.

Let {ur} € Dy converge to u weakly. We wish to show L(t,,) converges to
L(z,) weakly. It suffices to show that E¢(t,,) — E¢(t,) for any ¢ € Cp(T).
From (4.1)—(4.3), we see that
/T u(t, 0; pig, c)

I

P02 IR e -]

E(ty,) = @(to)r + (1 —”)E[ . u(to, &; pi, ¢)

T u(t,0; uk, )
ro -1 - E| [ RS Sr —war])

Since u is bounded by a constant independent of iy, to show the expected val-
ues converge, we only need to show that for every x > 0 and realization of c,
u(t, x; ug, c) converges to u(t, x; u, c) fora.e. t € (to, T'1.
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Weak convergence of p to p implies Fy,, () converges to F,(¢) at every point
of continuity of F,. Since F,(¢) and H (r) are monotone, they have at most count-
ably many points of discontinuity, denoted by #1, #2, ... and r{, ra, . .., respectively.
Now, since u € Dy, F, is strictly increasing on [#g, 7] by item (iii) above. It fol-
lows that each r; can only be attained by F, (1) for at most one ¢t € [#, T'], de-
that F,, (1) converges to F,(t), that H(F,, (t)) converges to H(F, (7)) and that
Ry, (1) = G(t, H(F,, (t))) converges to R, (t) = G(t, H(F,(t))). The bounded
convergence theorem applied to (2.4) then yields the pointwise convergence of
u(t,x; ur,c)tou(t,x; u,c).

(b) Assume R € Rg. Let Tk“ = Tr/,f be the (r¢)-quantile of u fork =1,...,d,
and set TOM =0, Ta’f 11 = A. Exploiting the piecewise constant structure of H, we
have

d+1
4.7 @@:?*WRWW%mm,zﬂmﬂ.
Since R, depends on u only through its quantiles (T, ..., Tj ), as pointed out

earlier, the fixed-point problem can be reduced to a finite dimensional one in the
space

Q:={T,....T)eT™:T1<Th<---<Ty},

where T := [t0, A] is the convex hull of T.

We will use the notation Rq(?), u(t, x; q, ¢) and tq instead of R (¢), u(t, x; u, c)
and 7, where q = (71, ..., Ty) is a vector of quantiles. The best response mapping
is reformulated as

T
LT,
Any fixed-point q of ® induces a fixed-point L(zq) of &7 Note that Q is a
convex, compact set which is mapped into itself under ®. Once we show © is
continuous on 9, we can use Brouwer’s fixed-point theorem to conclude that ®
has a fixed point. Continuity is proved as follows.

Letq, =(T{",....,T]) — q=(T1,...,T;) in Q. Itis easy to see from (4.7) that
Rq, (t) converges to Rq(?) if t ¢ {T1, ..., T4}. Since 1/, is nonatomic, bounded
convergence theorem implies for any (¢, x) € [0, T] x R4 and any (positive) re-
alization of c,

O:q— (TIL(T‘*),.

u(t,x;qu,c) > u(t,x;q,c) asn— Q.

Once we have the pointwise convergence of u, we can then use (4.3) to obtain

c L .
weak convergence of L(tq,) to L(tq). To show T ) T, (rq), we consider
three cases of k € {1, ..., d}.

‘C(r(bz) ‘C(T‘l) —

Case (i). If i < m, then by our construction, T, =T, 1o.
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Case (il). If 7 < rp < Fr (T), then we observe from (4.3) that 74 has strictly

positive density in (7, 7). So the quantile function of L(zq) is continuous in

(7w, Fr,(T)]. Weak convergence of L(tq,) to £(zq) then implies Tkﬁ(rq”) — Tkﬁ(tq).

Case (iii). If rg > Fr, (T), then TkL(T") = A. By weak convergence of L(tq,) to

L(7q) and the continuity of Fr, at time 7', we have that Fy, (T) — F, (T). This

implies rx > Fr, (T) and hence Tk'c(rq”) = A for n sufficiently large.

Finally, we consider the case T = oco. For the case R € Rp, let us view
[#0, 0o] as the one-point compactification of [#y, c0) which is homeomorphic to
[0, 1]. Then P([ty, oc]) is again a compact, convex subset of the space of finite
signed measures M ([#, 00]) endowed with the Kantorovich—Rubinstein norm.
It can be shown that weak convergence of uy to p in P([tg, oo]) still implies
the convergence of F,, to F, at the continuity points of F, (here oo is a con-
tinuity point of Fj, if and only if wu({oo}) = 0), from which we can obtain
u(t,x; u,c) = u(t,x; u, c) pointwise on [0, 00) x Ry, and E¢(z,,) — E¢(t,)
for any ¢ € Cy([tg, 00]). Thus, the proof from the case T < oo remains valid.

For the case R € Rg, we identify Q = {(T1, ..., Ty) € [to, T <T <
-+ < Ty} with the convex, compact set ) := {(y1, ..., yq) € [0, 1]d 1y <y <
-+ < yq} under some homeomorphism /. Since the extended real line is not a
vector space, Schauder’s fixed-point theorem does not directly apply to Q. Instead,
we look for a fixed pointof E:=ho® o h~!in ), where © is the original best
response mapping. Any fixed-point y of & induces a fixed- point q = 2~ (y) of ®.
Since A is a homeomorphism, E is continuous if and only if ® is continuous. The
proof then proceeds similarly as before. [J

4.2. Uniqueness of the fixed point. Denote by ACTTO the set of measures w €
P(R4) with c.d.f. F, that is absolutely continuous on [f9, T'] N [y, 00). The fol-
lowing monotonicity condition, which we will show is sufficient for uniqueness, is
in the same spirit as Lasry and Lions (2007). The proofs in this section are slight
variations of those in Bayraktar and Zhang (2016), Section 3.2. So we only provide
a sketch here. Interested readers can refer to arXiv:1811.00076 for details.

ASSUMPTION 4.1.  Forany u, u' € ACtTO such that F, (tg) = F,/(tp), we have

T
/t (R — Ry)(®)d(p — i) (1) <0.

0

PROPOSITION 4.1. Assumption 4.1 is satisfied if the function
R(t7x) - R(tv )’)

h(t,x,y):= 9 xX=Y
a—R(f,x) t€lto, T1N[tg,0),0<x=y <1
X

telt, T1N[ty,00),0<x#y=<1,


http://arxiv.org/abs/arXiv:1811.00076
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is well-defined, nonpositive, increasing in t, x, y, and the functions R(t, F, (1)),
h(t, Fy (1), F,y(t)) are absolutely continuous on [ty, T] N [tg, 00) for any w, u e
AC,{). In particular, Assumption 4.1 is satisfied for reward functions of the form
R(t,r) = ly<tyH(r) + 1{t>1yRoo, Wwhere H is a convex, decreasing, CZ[O, 1]
function, such that H(r) > Roo forall r.

PROOF. Using integration by parts for absolutely continuous functions, one
can show that

T T
2/1 (Ru — R)@) d(p — 1) (1) = (Fu(t) = Fuo(0)h(t, Fu(), Fu (1))
0

1=ig
T 2
— (Fu — Fu)~ () dh(t, Fu (1), Fu(1)).
fo
The boundary term is nonpositive since F), (f9) = F,/(tp) and & < 0. The remaining
term is also nonpositive since h(z, F, (¢), F,/(¢)) is increasing. [l

THEOREM 4.2. Under Assumption 4.1, ®0™"™ has at most one fixed point.

PROOF. Suppose u and p are two fixed points of ®0-7" Write v(t, x; ¢) :=
v(t, x; m,c) and v'(t, x;¢) ;== v(t, x; 1, c). Let (0,&, ¢) be a randomization ac-
cording to the initial condition (#g,w,m), and let X*, X“/, T4, T be con-
structed as in Section 4.1. By Assumption 4.1, It6’s lemma, the PDE satisfied
by v and v/, and that u = &0 () = L(t,), R, (to) = R(to, m) = R,y (to) and
R, (t) = R,/(t) = R for any t > T, one can show that

T
0= [ [Ru®) = Ry®]d(u— )0

fo
10— T AT
= E[—{Q_O} {/ T =) (e X ) dr
4C In)

‘Ell_//\T , 2 M/
+ (v, —vx)(t, X7 5 ¢)dt

fo

> 0.
So on the set {8 = 0}, we must have
vy (2, X1 C)1{10§f<fp,/\T} =vl (¢, X} C)l{t()§l<TMAT}P x dt-a.e.

By the uniqueness of the solution of the SDE (2.1), X* and X ” are indistinguish-
able up to time 7, A T. Thus, on the set {t, < T}, we have 7, = 7,/ a.s. On the
set {t, > T}, we also have 7,y > T, and consequently, 7, = 7, = A by our con-
struction. It remains to note that 7, = 7, a.s. implies p = L(7,) = L(t,y) = .

O
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4.3. Stability of the fixed point. How stable or sensitive is the equilibrium with
respect to changes in the reward function? This question is not only of interest
in its own, but also provides the basis for numerical computation of the mean
field equilibrium (see the beginning of Section 5). Specifically, the stability result
guarantees that the sequence of equilibria of discretized (mean field) games, if
converging, will converge weakly to an equilibrium of the original game.

Introduce a Lipschitz condition:

Rpr = {R €Rp:3Lg eRs.t.
|G(t, 1) — G(t, y2)| < Lgly1 — y2| Vt € Ry, y1, y2 € R}

We then have the following stability (continuity) result.

THEOREM 4.3. Suppose {R,(t,r) = G(t, H,(r))} € Rpr is a sequence of
reward functions which converges to R(t,r) = G(t, H(r)) € Rpr in the following
sense:

|Hy — Hllp1j0,—> 0 asn— oo.

Let i, be a fixed point of the best response mapping ®°""™ associated with R,
(given by Theorem 4.1). Then [, has a subsequence which converges weakly to a
fixed-point  of the best response mapping ®0™" associated with R.

PROOF. Assume first T < oo. First, we construct a weak limit. Since each u,,
belongs to the compact space P(T), we can extract a subsequence of w, which
converges weakly to some . With a slight abuse of notation, we still denote the
convergent subsequence by uj,.

Next, from part (a) of the the proof of Theorem 4.1, we know 7™ is continu-
ous on D. It follows that ji,, := & (1, ) converges weakly to &0 (). The

main task is to show the the c.d.f.s of i, = ®0"™ (w,) and of fi, = OO (1)
are uniformly close for n large. More precisely, we claim that

(4.8) | Fuu,, — Fiiylloo < CllHn — Hl 110,13

for some constant C independent of n. Observe that by our definition of the best
response mapping, both F,, and Fj;, stay constant after time 7" until time A where
they jump to one. So to bound | F),, () — Fj, (¢)], it suffices to restrict our attention
tot € [tg, T].

Denote by u, the transformed value function associated with the reward func-
tion R,. Using (2.4), the Lipschitz continuity of G(¢,-), the assumption that
G(t,x) = Ry forall t > T, (4.3) and (2.8), we can obtain the following two esti-
mates:

(4.9) Elun(t0, &; pn, €) — u(to, &; pin, ©)| < C1llHy — Hll 110,13
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T
E |un(ts0§ Mn,c) —u(t,0; ,un,C)|fr§/a(t_t0)dt

(4.10) 10
<CilH, - H”Ll[o,l],
where
Lg (R(0,0) R(0,0)—Roo>
Cl = — .
2co2(1 —m) 2co? 2co?

Then we use (4.2), (2.8), (4.9) and (4.10) to deduce that
sup | Fy, () = F, ()]

1€l19,T]

R(0,0) R —R
<Ci(1 — n){exp( — %) —i—eXp(zEGO;)}llHn — Hilp1p0,13,

2co? co

which proves (4.8).

Finally, we show the weak limit p is a fixed point of ®"-""_ Since fi, con-
verges to @0 (u) weakly and |F,, — Fj,| converges to zero uniformly, we
know 1, also converges to ®0-7" (;1) weakly. By uniqueness of the weak limit,
we must have &0 (1) = 1.

For T = oo, we use the compactification of P([#g, co]) as in the proof of Theo-
rem4.1. O

4.4. Approximate equilibrium of the N -player game. We want to see when we
can approximate a game with finitely many players with the game with infinitely
many players. Our results will be derived for the reward functions that are Holder
continuous in the rank variable. For o € (0, 1], define

Ree :={ReR:3ILy € Rs.t.
|R(t,r1) — R(t,r2)| < Lolr1 — r2|*Vt € Ry, ry, r2 € R}
CRp.
For simplicity of the presentation, we consider only a freshly started tournament,

that is, 1o =0, and 7w = 0.
The N-player system is given by

it —

t
X —x~—/ ajsds+oBi;, i=1,...,N,
0

where By, ..., By are independent Brownian motions, and a = (ay, ..., ay) is a
vector of admissible actions, meaning that each g; is nonnegative and progressively
measurable with respect to the filtration of By, ..., By, and yields a unique strong
solution X{" up to 7/ :=inf{r > 0: X;" =0}, and if 7, is nonatomic.

Let V2 = % Z,N:1 8fiai be the empirical distribution of the completion time.
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DEFINITION 4.1. An admissible action vector a = (ay, ..., ay) is called an
€-Nash equilibrium action of the N-player game if for any i € {1, ..., N} and any
admissible control 8, we have

@
T ' AT

a; i 2 /3 Tiﬂ/\T 2
E[RﬁN*a(ti ’) —/0 cia;, dli| +e> EI:R;ZN'afS (Tl- ) —/0 C,‘ﬁt dt],

where afB =(ay,...,ai—1,B,di+1,...,aN).
We have the following approximation result.

THEOREM 4.4. Assume R € Rce for some o € (0,1] and (xi,ci), i =
1,..., N are iid. samples from m. For any fixed-point . of ®%9" the vector
a=(ay,...,ay) with

iy 1= —Q2e) " et X )l @ i=1. N

is an O (N ~%/?)-Nash equilibrium action of the N -player game, as N — 00.

PROOF. Let p and ag;; be defined as in the theorem statement. To sim-
plify notation, we omit the superscript of any state process X; and its first
passage time t; if it is controlled by the optimal Markovian feedback strategy
—Qc¢i) " Mo, x; WU, ci). For a given (deterministic) initial position x and cost c,
let

AT ]

V(x,c):=v(0,x;u,c)= E[Rﬂ(rx’c) — / 4—v§(t, X% u,c) dt}
0 c

be the value of the game with infinitely many players, where
vx(t» XlJ‘Y’C; MM C)
2c

and 7%°¢ is the first passage time of X*:¢ to level zero with distribution ¢ (-; x, ¢).
Since X;|(x,,¢;) is an identical copy of X**“/, we have
Xi, ci].

It is also easy to see that the ;’s are i.i.d. random variables with distribution m ®
g = . Let

dX;C’C= 1{[<-[X,L‘} dt""O'dBt, X376=X

AT -
V(xi,ci)IE[Ru(Ti) _./0 ciaj , dt

N 1 al
T = — 8
M N; T

be their empirical distribution, and

AT
JN = E|:Rﬂ1v(r,-) —/ cia}t, dt
) ,

xi,ci:|
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be the (random) net gain of player i in an N -player game when everybody uses the
candidate approximate Nash equilibrium a. We first show that JZ.N and V(x;, ¢;)
are close.

Rewrite iV as gV = %% + NT_I,&IL where

1
-N
n_; = N 1 8‘Ej
N 11751'

is the empirical distribution of (N — 1) i.i.d. samples from the distribution n. By
Dvoretzky—Kiefer—Wolfowitz inequality,

2
P(”Fﬂﬂi _Fu||oo>Z)§2€_2(N_l)Z Vz>0,
which implies that
oo
E[1Fpy, = Fulle] = [ P(1Fay, = Fulloo > 2)dz
<foo2e_2(N_1)zzdz= __z fooe_zyzdy.
—Jo (N —1)1/2 Jy
By the «-Holder continuity of R, we then have
V(xi,ci)— JN
= E[(Ru(ti) — Ryn () |xis ¢i] < Lo E[|Fan (1) — Fu(m)|* |xi, ¢i]

1 N-—-1 @
= LaE|: ﬁ(l - Fp,(fi)) + T(Fﬁyi (i) — FM(‘L’,')) xi,cii|

1 N—1 o
< Lk (7 + “y— 1Fwy, = Fulo)

< Lo[<i + N—_lE”F—N — Full )a = O(N*"‘/z) as N — oo.

—T\N N asi RIS

Note that we can drop the conditioning because /111' ; 1s independent of (x;, ¢;).
Next, consider the system where player i makes a unilateral deviation from

the candidate approximate Nash equilibrium a; say, she chooses an admissible

control 8. Denote her controlled state process by X ;3 , and the state processes of all

other players by X ; as before for j #i. Let

1 1 N—1
=N . } : -N
VTN <8%’3 .#8’-") No T TN
J#L

be the corresponding empirical measure of the completion times, and

xiaci]

riﬂ/\T
DARGESS E[RDN () - / i Bt di
0

1
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be the corresponding net gain for player ;. We have
VAR

1

—V(xi,ci)

= E[Ryn (Tiﬁ) - Ru(tiﬂ)m’ ci]

B riﬁ/\T )
+E[RM(1:I. - [7 aprar

< E[Ryn (cf) = Ru () Ixi, i),

1

AT
x,-,c,-:| —E|:RM(‘L'Z‘)—/(; Ci&l%tdl‘

xi»cii|

where we have used the optimality of a; for the ith player’s problem (in response
to w) in the last step. (a; is optimal in the filtration of By, ..., By by Remark 2.1.)
Similar to how we estimated V (x;, ¢;) — Jl-N , we can show

J,-N’ﬂ — V(xi,ci)

<LEl| 2 refy+ X e
= Fule) +

= (Far, () = Fulel)

NTTN

Combining the two estimates, we obtain

i
1 N -1
sLQE[( IIF@N‘—FMMOO) ]=0<N‘“/2) as N — oo.

JNP =GN =3P =V e+ (V) = IN) = O(NT?) as N — oo,

This shows a is an O (N ~%/?)-Nash equilibrium action. [

REMARK 4.1. For reward functions that are merely continuous in the rank
variable, we still have convergence of the approximation, but we do not know the
convergence rate.

5. A case with heterogeneous players. We end our discussion with a nu-
merically computed example with heterogeneous agents, assuming R(f,r) =
Liy<7y15(1 — r)? under which the (Nash) equilibrium is unique. When the players
are heterogeneous, there is generally no explicit characterization of the equilib-
rium. We numerically solve the fixed-point equation

F (t)—E[/t MO0 by } te0,T]

M - 0 u(o’g;u,c) ‘L’E/a Z vé ’ ’
by discretizing the rank space, which is equivalent to approximating R € R by ele-
ments in Rg.* From the stability result (Theorem 4.3), we know that the sequence

4There is an advantage of discretizing the rank variable instead of time variable: when T is large,
a fine discretization of [0, 7] may result in a high computational burden. In contrast, the rank space
[0, 1] remains fixed.
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of equilibria of the discretized games, if converging, will converge weakly to the
unique equilibrium of the original game. We also know from Section 4.1 that the
equilibrium distribution p of the discretized game can be represented by a vector

(T“,...,Tf), where Tk“ is the (rr)-quantile of p and O =rg <ry--- <rg <1
is a partition of the rank space [0, 1]. This allows us to compute p by solving a
nonlinear system of algebraic equations for (T, ..., Tf ).

We consider players that differ in the initial location and cost, with xg € {1, 2}
and c € {1, 4}. Other model parameters are fixed tobe 7 = 1 and o = 0.25. Denote
by B the population terminal completion rate and by fx the terminal completion
rate of the players of type x relative to its initial weight. Similarly, Vi refers to the
game value for a player of type x. The total welfare in the heterogeneous setting is
given by

Total welfare = / V (x0, ¢) dm(xg, c).

Let us call “disadvantaged” (DA) the players who start from a larger distance, or
who have a higher cost of effort. Analogously for “advantaged” (AD) players.
Table 2 shows that for those parameters, the following happens:

e As the fraction of DA players in the population increases, the population com-
pletion rate decreases, but the completion rates of the DA group and of the AD
group both increase. That is, the aggregate percentage of completions is lower
because more of the population is disadvantaged, and not because of working
less hard. In fact, both the value of DA players and the value of AD players go
up with the population fraction of DA players. This is because DA players find

TABLE 2
Equilibrium completion rates and game values under different population composition

Case m B BAD BDA VaD Vpba Total welfare
0 8.1 75.9%  15.9% - 0.178 - 0.178
1 501+ 2801y T38%  922% 0% 0319 0 0.255
2 3501y + 282 60% 100% 0% 1.701 0 1.020
3 501+ 2801  498%  100%  164% 4276 0.022 1.724
4 Loq 1y + %801 498%  100%  37.3% 7338 0058 1514
5 S 49.8% - 49.8% - 0.086 0.086
6 s+ 1804  738%  922%  0.1% 0319 0 0.255
7 350.0)+ 2804  604%  100%  09%  1.675  0.005 1.007
8 3500+ 2804  S519%  100%  19.8%  4.030  0.110 1.678
9 Loy + %804 518%  100%  39.8%  7.091 0253 1.621

10 8(1.4) 51.8% - 51.8% - 0.365 0.365
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it more advantageous to put in higher effort when the fraction of AD players
is lower, due to weaker competition, so that a higher percentage of DA players
completes the task and enjoys a higher value.

e The aggregate welfare is not monotone in the percentage of DA players: it goes
up with the fraction of DA players only in the lower and mid range of the DA
fraction, unlike the groups’ welfares that always go up. When the fraction of DA
players becomes very high, the total population welfare starts decreasing. This
is the result of two conflicting forces: quality (higher individual value) versus
quantity (fewer AD individuals).

These results support two (not very surprising) empirical predictions: (i) in low-
growth industries, or in nonprofit institutions we should not see tournament-based
compensation, especially when they have a high percentage of high-skilled em-
ployees; (ii) in undeveloped countries with large differences in access to good
education, those with less access would give up early.

To recap, a more efficient society (more AD workers) has a higher productivity
(larger B) and may have a higher total welfare, but it makes, in this example, the
individuals worse off, because the efficient workers tend to work too hard and the
inefficient workers tend to work too little.

Figure 7 shows the equilibrium effort corresponding to Cases 6 and 9 in Ta-
ble 2, varying the fraction of low cost versus high cost players. (Other cases lead
to similar observations.) Comparing the effort level between the left two panels
and the right two panels, we see that the low-cost players exert higher effort than
the high-cost players. Their effort region is also larger. On the other hand, players
also tend to play to their opponents’ level. A comparison of the top left panel with
the bottom left panel demonstrates that the effort peak of AD players is signif-
icantly lower when they face weaker competition. Similarly, DA players tend to
raise their effort when they face stronger competition until the competition gets
too strong for them to keep up.

APPENDIX

A.1. Proofs of Theorems 3.4, 3.5 and 3.6. We first solve an auxiliary prob-
lem. Define

(A.1) Jh) = /Oah(r) dr, Kh) = ‘/(;a —Inh(r)dr

and

R
b= {h 1[0, 2] — R: & is increasing, 0 < h < exp(— = >’
2co?

(A.2)
K(h) <

K —R(l —a) }
2co? '
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Equilibrium effort (c=1) Equilibrium effort (c=4)

a(t,x;s,4)

a(t,x;p,1)

Equilibrium effort (c=1) Equilibrium effort (c=4)

@

S
Moo W
o o o

aft,x;,4)
&

a(t,x;,1)

=)

x 0 o t

FIG. 7. Effort function in an equilibrium formed by 80% low-cost players and 20% high-cost play-
ers (top two panels) and 20% low-cost players and 80% high-cost players (bottom two panels).
Everyone starts at xg = 1.

LEMMA A.1. Let o € (0,1] and K > Roo. Then infcp J (h) is uniquely at-
tained (up to a.e. equivalence) at

B = ex (_K — R (1 —oz))
= ©*P 20co? '

PROOF. We first show uniqueness. Suppose i1, hy € h both minimize J.
Then, since 7 is linear and § is convex, h; := (1 — €)h| + ehy is optimal for any
¢ € [0, 1]. Note that any optimizer & necessarily satisfies C(h) = (K — Roo(1 —
oc))/(2cc72), otherwise we can find A € (0, 1) such that Ak € h and J (Mh) < J (h).
This implies (k) = (1 — &)K(h1) + eK(hy) for any ¢ € [0, 1]. However, by the
strict convexity of z — —Inz (and thus of X), this can only happen when i = h;
a.e.on [0, o].
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Next, we show k™ is an optimizer. Let & € b be arbitrary. We have by Jensen’s
inequality that

J(h*) :aexp(—K ~ Kool - a)) < aexp(—élC(h))

2aco?

:aexp(é /Oa lnh(r)dr) §aexp(ln($ /Oah(r)dr)> =JMh).

PROOF OF THEOREM 3.4. By Theorem 3.1(ii), we have

Ty(H) = F5' <fgeXp(_§ICE’r2))dr)
* 0o\ [ exp(— 2y gr )"

Txo/a
2co?

First of all, it is clear from the above expression that one should only pay R
beyond rank o, because H 1[0 o] + Roo1 (4, 1] performs no worse than H. Assuming
H = Ry, on («, 1], we further let () := exp(—%) and write

( fo h(r)dr )
SRy dr + (1 — a)exp(—2) /)

2co?

T,(H)= F!

o
rxo /o

Then, to minimize T, (H), it suffices to minimize .7 (k). Moreover, the feasibility
constraint H € H precisely translates to & € b, under the assumption that H = R,
on (o, 1]. Thus, the solution to our minimum quantile problem is in one-to-one
correspondence to the solution to our auxiliary problem, given by Lemma A.1. All
the statements of the theorem can now be derived in a straightforward manner. [

PROOF OF THEOREM 3.5. By Theorem 3.1(i), we have

1—Fp (T) _
F—l < Txg/o anp<ROO H(r)>dr)§T
0

o Tee 1= B(H) 2co2
Ta(H: 1)Y=y < e,
A a>p(H),

where B(H) = Feg,(1)(T) € (0, 1) is the unique solution of

Fee (T) 1 (¢ [Reo—H(r)
xo/a o0
= ———)dr = i H).
1= Fee (T) 1—2/0 X ( 2co? ) r=9¢H)

CLAIM. The optimal value does not change if we restrict ourselves to reward
Sfunction H which satisfies H(r) = R forall r > «.

To prove the claim, let H € H7 and define H:=Hlp, + Rool(a,1]- We first
check the feasibility of H. Since ¢(,B(I-?); I:I) =¢(B(H); H) <¢p(B(H); I:I) and



LARGE TOURNAMENT GAMES 3741

¢A (z; H ) is increasing, we must have g (I:I ) < B(H). Using this, together with H >
H > Ry, we get

BH) . B(H)
fo H(r)dr—i—(l—,B(H))Roof/O H(r)dr + (1 — B(H))Roo < K.

Thus, H also satisfies the bu(AigetAconstraint. Since B(H) > o, we haveAby the
monotoniAcity of ¢ that ¢(B(H); H) = ¢(B(H); H) = ¢p(a; H) = ¢(a; H), and
thus, B(H) > «. So we conclude that H € ’H"T‘ Next, we have

R 1—Fpo (T) ra R — [:I(r)
X _ xg/o o0
foo/a (To(H; T)) = BT 8D /(; exp<7zccf2 )dr

1—Fpo (T) ra Re — H
S TXo/O’ CXP( [e)e] (r)>dr
1-8(H) Jo 2co?

= Fr)?o/o, (Tot(H§ T)),
which is equivalent to Ty (I:I :T) <Ty,(H; T), and the claim has been verified.

Its immediate consequence is that if B(H) > « and H(r) = Reo for all r > «,
then

B(H) 1
/ H(r)dr—i—(l—ﬁ(H))Roo:/ H(r)dr,
0 0

which implies H7 N {H |(,1] = Roo} = HN{B(H) > a} N {H|(,1] = Ro}. Thus,
we can work with the simpler feasible set H instead of the equilibrium-dependent

As in the T = oo case, we let h(r) := exp(— gc gz) ). In view of the claim above,
we can set h(r) = exp(—%) for r € (o, 1] and only search for the optimal &

on [0, «]. With a slight abuse of notation, we also use (%) to denote the unique
solution z in (0, 1) of

F.o (T) 1 A R
o xp/0 _ o0 _
(A3) Cr:= [ Fe. 1) 1-2 (/0 exp(—2CG2>h(r) dr+(z—z A oe)).

xg/o

The feasibility condition translates to 2 € hr := h N {B(h) > «} where b is defined
in (A.2). Equation (A.3) implies that (k) > « if and only if

J(h) = /Oah(r)dr <Cr(l— oz)exp(—%).

By Lemma A.1,

inf 7 (h) = J (h*) = aexp(— k-d- “)R"O).
hebh

2aco?
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Therefore, we arrived at the following feasibility criteria:

R
hr#0 <<= ph")za j(h*)fcr(l—a)exp<—w>

= T=>F. ( =1
/o a+(1—a)exp( °°)

If hy = @, then there is no feasible reward scheme Wthh attains, in equilibrium,
the desired completion rate of « by time 7. Suppose & € h7 # . Then

. P Reo \ Jo h(r)dr
Ft,?o/a(Ta(H’T)) (1 F (T)) (2002) L—B(h)

Thus, to minimize Ty (H; T'), we only need to minimize

T (Roo>’ hebr.

L0 =157 P 2002

From (A.3), we also obtain

Cr +a —exp(£) T (h)

phy = I1+Cr

, hebr.

It follows that

L(h) = j(h) hebr.
l -« +eXp( )J(h)

Hence, to minimize L(h), it suffices to minimize J (k) over h € hr. Note
that when hr £ &, we have S(h*) > « and thus, A* € hy. This implies h* =
argminy, ., J (h) is also the (unique) optimizer of infyep, J(h). From h*, we can
recover the optimal H* and the associated 7 (T).

Asin the case T = 00, all the statements of the theorem but the last two can now
be derived in a straightforward manner. For the last two, setting 7,7 = T yields the
minimum budget and the maximum terminal completion rate. [

PROOF OF THEOREM 3.6. (i) By (3.7), maximizing V4 over H is equiva-
lent to minimizing J (h) = fo h(z) dz over ) (defined in (A.2)) with « = 1. By
Lemma A.1, argminy, ¢, J(h) = h* = exp(— K/(2cc72)) It follows that H* =
argmax gy Voo (H) = —2co?Inh* =K and Voo (H*) =

(i1) By (3.5) and Proposition 3.2, maximizing the Welfare or the expected total

effort is equivalent to maximizing the terminal completion rate, which we have
solved in Theorem 3.5. [
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