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Abstract. In the context of reducing carbon emissions in the automo-
tive supply chain, collaboration between vehicle manufacturers and re-
tailers has proven to be an effective measure for enhancing carbon emis-
sion reduction within the enterprise. This study aims to evaluate the
effectiveness of such collaboration by constructing a differential game
model that incorporates carbon trading and consumer preferences for
low-carbon products. The model examines the decision-making process
of an automotive supply chain comprising a vehicle manufacturer and
multiple retailers. By utilizing the Hamilton-Jacobi-Bellman equation,
we analyze the equilibrium strategies of the participants under both a
decentralized model and a Stackelberg leader-follower game model. In the
decentralized model, the vehicle manufacturer optimizes its carbon emis-
sion reduction efforts, while each retailer independently determines its
low-carbon promotion efforts and vehicle retail price. In the Stackelberg
leader-follower game model, the vehicle manufacturer cooperates with
the retailers by offering them a subsidy. Consequently, the manufacturer
plays as the leader, making decisions on carbon emission reduction efforts
and the subsidy rate, while the retailers, as followers, compute their pro-
motion efforts and retail prices accordingly. Through theoretical analysis
and numerical experiments considering the manufacturer’s and retailers’
efforts, the low-carbon reputation of vehicles, and the overall system prof-
its under both models, we conclude that compared to the decentralized
model, where each party pursues individual profits, the collaboration in
the Stackelberg game yields greater benefits for both parties. Further-
more, this collaborative approach promotes the long-term development
of the automotive supply chain.
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1 Introduction

The automotive industry, in particular, has been identified as one of the major
contributor to global carbon emissions, and as a result, has been the focus of
regulatory and societal pressures to reduce its carbon emissions. In response to
these pressures, many manufactures have set ambitious goals to reduce their
carbon emissions, including improving energy efficiency and adopting electric
vehicles [I]. However, achieving these goals is not always straightforward, as
manufacturers operate in a complex ecosystem that includes not only themselves
but also retailers, consumers, and other participants.

One important part in this ecosystem is the interaction between the manu-
facturers and their retailers. The manufacturer is responsible for carbon emission
reduction efforts by conducting research and development of low-carbon tech-
nologies and producing low-carbon vehicles. Retailers play a critical role in the
distribution of vehicles, using low-carbon promotions to attract consumers to
purchase low-carbon products. Besides, the manufacturer and retailers may also
cooperate in their emission reduction activities. However, retailers and manu-
facturer are primarily driven by their own interests to maximize profits, which
may lead to suboptimal resource allocation and market efficiency. Therefore,
designing appropriate cooperation models between manufacturers and retailers
is crucial. Generally, decentralized decision-making and the Stackelberg leader-
follower game model are widely adopted [2J3/4]. In decentralized decision-making,
manufacturers and retailers can make independent decisions based on their own
information and considerations. This decision design encourages them to make
optimal decisions based on their own interests. At the same time, decentralized
decision-making can reduce the costs of information exchange and coordination.
Through the Stackelberg leader-follower decision-making, manufacturer can first
formulate the carbon emission reduction effort and subsidy rate, while retailers
react based on the manufacturer’s decisions. This arrangement of decision se-
quences can fully leverage the manufacturer’s advantage and achieve market
efficiency to some extent.

When it comes to government efforts to reduce carbon emissions, various ad-
ministrative measures are implemented, including carbon taxes, building carbon
trading markets, increasing green investments, and more. Among these measures,
carbon trading is the most widely used, which has been implemented in many
countries, including China and the European Union [5]. Under a carbon trading
system, the government initially allocates a certain amount of carbon quotas to
each enterprise based on specific allocation rules. If an enterprise’s actual carbon
emissions are lower than the initial quota, they can sell the excess quotas in the
carbon trading market to generate profit. On the other hand, enterprises that
exceed their carbon quotas need to buy additional quotas to comply with gov-
ernment regulations [6]. It is evident that the carbon trading policy influences
the production and operation decisions of enterprises [7]. Taking the impact of
carbon trading into consideration, Yang et al. [8] designed pricing and emis-
sion reduction models for two competitive supply chains under a carbon trading
scheme. Sun et al. [3] studied multi-period continuous production subject to
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dynamically changing characteristic conditions within the framework of carbon
trading, and proposed different differential game models to explore cooperation
models between the government and enterprises. Unlike existing works that typ-
ically involve two participants, such as one manufacturer and one supplier or one
manufacturer and one retailer, this paper focuses on studying the interactions
among one manufacturer and multiple retailers.

Many studies have investigated the influence of consumers’ low-carbon pref-
erences on the supply chain. Xia et al. [5] incorporated reciprocal preferences
and consumers’ low-carbon awareness into a supply chain model consisting of
a single manufacturer and a single retailer, and examined how these prefer-
ences affect the decisions, performance, and efficiency of the supply chain mem-
bers. Wang et al. [2] studied the carbon reduction decisions of automotive sup-
ply chain members under total control and transaction rules using differential
game theory, where consumers’ low-carbon preferences were also a significant
factor affecting companies’ emission reduction decisions. Chen et al. [9] devel-
oped a closed-loop supply chain model for recycling and remanufacturing based
on Stackelberg leader-follower game theory, considering consumers’ low-carbon
preferences and government subsidies, and established profit models for each
stakeholder under centralized and decentralized decision-making models. They
also examined the impact of consumers’ low-carbon preferences on the profits
and decisions of supply chain members. Xu et al. [4] developed a cost-sharing
model for the automotive supply chain, considering the dynamic changes in con-
sumers’ low-carbon preferences. They argued that consumer demand would be
affected by the low-carbon reputation of products, which in turn would impact
product sales. Similar insights can also be found in the studies of [BITO/TI], which
suggest that market demand depends on a company’s green reputation and the
level of environmental friendliness of its products, and that the formation of
a green reputation requires coordination among supply chain members. These
studies highlight that consumers’ low-carbon preferences have become an es-
sential factor in supply chain decision-making. Additionally, we noted that [2/4]
considered dynamic consumer low-carbon preferences in their research. Dynamic
preferences are more reflective of their impact on the supply chain compared to
static preferences. Therefore, drawing inspiration from [3/4], our paper aims to
introduce dynamic consumer low-carbon preferences based on green low-carbon
reputation.

In reality, the process of reducing carbon emissions within the supply chain is
a dynamic and long-term endeavor. Throughout this process, the level of emis-
sion reduction and the green low-carbon reputation of vehicles, as well as con-
sumers’ low-carbon preferences, are continuously changing. This prompts us to
adopt a dynamic perspective to study the interaction between the manufacturer
and n retailers. Differential game theory, as an important dynamic game model,
can provide solutions for dynamic equilibrium outcomes in continuous time [12].
By utilizing the Hamilton-Jacobi-Bellman equation, we analyze the equilibrium
strategies of participants in two distinct models: a decentralized model and a
Stackelberg leader-follower game model. In the decentralized model, each par-
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ticipant makes individual decisions, whereas in the Stackelberg game model,
the manufacturer engages in collaboration with the retailers by offering a sub-
sidy. Unlike previous studies that mainly focus on the manufacturer’s strategy of
carbon emission reduction efforts and the retailers’ strategies for low-carbon pro-
motion, our study goes further by incorporating the retailers’ decision-making
process regarding retail pricing. Furthermore, to enhance the realism of our
model, we introduce carbon trading as an additional element.

The remaining parts of this article are organized as follows. Section 2 pro-
vides the introduction of the problem and the necessary assumptions. In Section
3, two differential cooperation models are established and the corresponding
equilibrium solutions are analyzed. Section 4 conducts the experiments and the
numerical analysis to verify our theoretical results. Finally, Section 5 presents
the conclusion and discussion on further directions. The detailed proofs of the
main results are placed in the full version.

2 Problem assumptions and notations

This paper focuses on a two-tier automotive supply chain consisting of a man-
ufacturer and n retailers. The manufacturer is responsible for carbon emission
reduction efforts to develop low-carbon technology and producing vehicles under
a brand, and its investment in low-carbon technology can enhance the low-carbon
reputation of its products and the emissions reduction level. The retailers strive
to improve the low-carbon reputation of the brand of vehicles through carbon
promotion efforts, such as publicity, subsidies, and other efforts to attract more
consumers. Both the manufacturer and the retailers’ efforts can improve the
low-carbon reputation of this brand of vehicle. In addition, due to the existence
of cap-and-trade regulation, the manufacturer needs to consider the impact of
carbon trading when making decisions.

Considering the interaction between the manufacturer and the retailers, we
propose two cooperation models: the decentralized model and the Stackelberg
leader-follower game model, to explore the strategy selection and interaction
among the participants, respectively. Each model accounts for the interdepen-
dence between the manufacturer and the retailers, as well as the impact of carbon
trading and consumer green preferences on their decision-making process.

Tabel |2 provides the notations used in this paper.

2.1 Model Assumptions

Assumption 1. Both the carbon emission reduction effort F,, of the manufac-
turer and the low-carbon promotion effort L, of retailer 4 affect the low-carbon
reputation G of the brand of vehicles. Similar to [4], this dynamic process of
G(t) is described by the following differential equation:

GO) = pim B (8) + Y pr, B, (8) = 6G (1),
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Table 1. Notations and description.

Notation Descriptions
t Time period
G(t), G(0) Low carbon reputation of the vehicle at time ¢, and initial value of the
low carbon reputation, G(0) > 0.
En, Er, Manufacturer’s carbon emission reduction effort, retailer i’s low-carbon
promotion effort.
Am, Ar;  Manufacturer’s cost coeflicient related to carbon emission reduction, re-
tailer cost coefficient related to the promotion of low-carbon vehicle,
Amy Ay > 0.
Mm, ttr; Influence coefficient of manufacturer emission reduction efforts on the
reputation, influence coefficient of retailer’s low-carbon promotion efforts
on reputation, fm, pr, > 0.
w Influence coefficient of manufacturer emission reduction efforts on the
emission reduction level, w > 0.
P, pi, pe Manufacturer’s wholesale price, retail price, price per unit of carbon emis-
sion credit, p, pi, pc > 0.
Qi(t) Demand function for retailer ¢ at time ¢ and the total demand is Q(t) =

n

i=1 Ql(t)
0 Low-carbon preference of consumers, 6 > 0.
a; retailer ¢’s potential sales, a; > 0.

b, c Influence coefficient of price on sales, influence coefficient of other retail-
ers’ prices on sales, b; > 0,0 <c < 1.

Fo Carbon emission quota.
F(t)  Total quantity of carbon quota trading at time ¢.
1 Decay coefficient of low-carbon reputation, § > 0.

Discount rate of profit, p > 0 .

where (., and p,,, ¢ =1,--- ,n, are the influence coefficients of manufacturer’s
and retailers’ efforts on the reputation, 6 > 0 is the decay coefficient of low-
carbon reputation.

Assumption 2. By assumptions for demand in [13], the demand Q; of the
vehicles sold by retailer i is decreasing with the retail price p; and increasing
with the price pj, j # ¢ set by others. In addition, the higher lower-carbon
reputation G(t) can positively influence demand Q;(¢). Thus

n

Qi) = (a —bipi+e Y APyG(),

k= lk;éz

where b; > 0 is the coefficient of the effect from the retail price p; on demand
Q;. Since the effect from other retail price py # p; on @; is no more than the
effect from p;, we let the coefficient 0 < ¢ < 1.

Assumption 3. The carbon emissions level of the vehicle is determined by the
manufacturer’s efforts in emission reduction (through low-carbon technology in-
vestment and development), with the emission reduction level being proportional
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to the manufacturer’s efforts, denoted by a coefficient w. Thus, the vehicle’s emis-
sion reduction level is equal to w - Ey, (). Similar to the assumption in [5l2], we
assume that the initial carbon emissions per unit product is 1, indicating the
emission reduction per unit product is 1 - w - E,,(¢), the per unit product car-
bon emission is 1 — w - E,,(t), and the total emission of the manufacturer is
(1 —wE,(t) Yi, Qi(t). Let us denote the carbon quota of the manufacturer
at time t as F(t), with Fy being the initial carbon quota. Therefore, the carbon
quota of the manufacturer is expressed as:

F(t) = Fo — (1 —wEn(t)) Z Qi(t).

It is worth to note that when F'(¢) > 0, the manufacturer possesses excess carbon
quotas that can be traded for financial gain in the carbon market. Conversely,
if F(t) < 0, the manufacturer is obligated to procure carbon quotas from the
market to comply with the government’s regulations.

Assumption 4. The costs of emission reduction efforts paid by the manufac-
turer and retailer are quadratic functions of E,,(t) and E,, (t), respectively, which
are popular and have been adopted by a lot of literatures [23)5]. Therefore, the
costs of efforts respectively paid by the manufacture and retailer i are

Con(t) = %/\mEfn(t), Cri(t) = %/\EQ ).

Assumption 5. Due to the fact that the n retailers are the retailers of the
same brand of automobile vehicles, which are provided by the manufacturer,
their business scale, target customers, and sales models are all similar. Therefore,
we suppose these n retailers to be homogeneous, and thus the cost coefficients,
the impact coefficients of effort levels on reputation, and the price sensitivity
coeflicient are all set to be the same, that is, A\, = A, = Ay = ... = Ay,
W = fhpy = by = . =y, b=b1 =bo=...=b;.

3 Model formulation

Based on the assumptions in Section 2, this section establishes two differential
game models to analyze the equilibrium strategies of the manufacture and the
retailers, by considering the long-term impact of carbon trading and low-carbon
reputation of vehicles. For the sake of convenience, we omit ¢ in the following.

3.1 Decentralized model

Before establishing the decentralized model, it is necessary for us to clarify that
the objectives of the manufacture and the retailers are all to maximize their own
profits individually over an infinite time, and the discount rate is denoted by
p > 0. Therefore, their objective functions are formulated as follows.

max J,, :/ o Pt |:pZQi +pe(Fo— (1= wEm) Y Qi) - %AmEfn dt, (1)
0 i=1 i=1

max Jﬁ :/ e !t {piQi — %)\TET%.} dt, (2)
0
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where p is the wholesale price, p. is the price of per carbon credit, which
are given in advance; and p; is the retail price set by retailer 7. Let VD VTD
denote the profit functlon of manufacture and retailer 4, respectively. Thus the
corresponding Hamiltonian-Jacobi- Bellman (HJB) equations are formulated as:

D = = 1 2 D’
pV.2 = max [pZQi + pe(Fo— (1 —wEy,) ;Qi) = A B + Vi (o o

+> B, — 5G)} ) 3)
i=1
pVT? = max [ple — %)\TEfi + Vr?/(mem + Z/LTE” — 5G)] . (4)

=1

Let us denote ¢; = a; —bp; +¢> i %, meaning that Q;(t) = 0G(t)g;. So

Zqi:Z( i —bpi+e Z bpk Zaz l—C)pri- (5)

i=1 i=1 k= lk;éz

Proposition 1 Under the decentralized model, the optimal carbon emission re-
duction effort of the manufacturer and the optimal low-carbon promotion efforts
of retailers are

POWG YT qi + (2 24PG + BD),um
Am
the optimal retailer price set by retailer ¢ is
D* _ (n=1)(2—-clai+cdp_, ax (7)
! b(2—c)(2n—2+c) ’
the optimal trajectory of low carbon reputation is:
ABP i, + A iz 30 DP
A /AP = AmAep
and the optimal profits of manufacture and retailer i are:
Vil = AGP*)?+ BGP* +CP, V7 =DPGPr + HP, 9)
where AP, BP CP and DP are the coefficients in the value functions V,2(G) =
APG?*+ BPG +CP and V,P = DPG + HP,

D
D
S (6)

D* D*
EP, , BP =

GD* _

(8)

D A0+ 2 mp — ApOwpim Y i qi — /AP
AT = - ) (10)
87
A A0 (p — pe i+ AN D;
BD — (p p )Z’L 1 qi + M i=1 (11)

2AmArp + /AP '
2
pefo By BPYIL, peEn
p 2Amp p '
D AmPpiqi0

DP = . : 13
Am(p +06) = pebwpm D20y @i — 2Au3, (13)

where AP = (4dp.Owpim Y i) @i — 4Am6 — 2Amp)? — 16(tmpcbw > 1| ¢;)* > 0.
The proof of Proposition [I] is provided in the

cP =
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3.2 Stackelberg leader-follower game model

In the Stackelberg leader-follower game model, the manufacturer supports the
retailers by offering a subsidy. In this model, the manufacturer plays as a leader
to disclose its carbon emission reduction effort E,, and subsidy rate z; to retailer
7 in the first stage, and its objective function is

o n n 1
max J2 :/ eipt{ i +pe(Fo— (1 —wEn, D) — = AmE2
i p;Q pe(Fo — ( );Q) 5

_ % S ArxiEEi} dt. (14)
=1

Then, in the second stage retailer ¢ determines its low-carbon promotion ef-
fort E,, after observing the manufacturer actions as a follower. Therefore, the
objective functions of retailer i is given by:

oo 1— i
max J;S; :/ e |:P1Q1 - Qx )\,«Ei.:| dt. (15)
0

Let V.5, V¥ denote the value functions of manufacture and retailer i, respec-
tively. We have the Hamiltonian-Jacobi- Bellman (HJB) equations as

s _ n n 1 ) 1 n )
pVim = max {p;@ +pe(Fo — (1 — wEn) ;Qi) — gAmbn = 5 ;mE

VS (jimEm + > B, — 5(;)} , (16)
i=1
Vi = max @i = LT 4V (B 4 3 B, - 06) a7

=1

Proposition 2 Under the Stackelberg leader-follower game model, the equilib-
rium carbon emission reduction effort of the manufacturer and the low-carbon
promotion effort of retailer i are presented as follows:

s PBWG I qi+ (2A°G 4+ BV )pm g+ DS
E’m = ! >\m I E’lﬁ = M’ (18)
the equilibrium retailer price py* is
* —1)(2— i -
P = (n )(_ c)a jCZk_l ak7 (19)
b(2—c)(2n —2+c¢)
the equilibrium subsidy rate x} is
5 ~S 5y _ s
xI—Z(A G7; +B°)—D; (20)

- 2(ASGS + BS)+ DY’

the equilibrium trajectory of low carbon reputation is:

ABI o pi2, + AnB3 A pi2 + 22mp2 S D?
oS _ Pm + 4n P+ 2Ampr D00 . (21)

IVZAIEED W W)
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and the equilibrium profits of manufacture and retailer i under the Stackelberg
leader-follower game are

VS = AGP? £ BSGS + ¢, VS =DSGS + HY, (22)

whereh AS, B%,C® and D? are the coefficients of the value functions V5 =
ASG?* 4+ BSG + C% and V;% = DYG + HY, with the formulations as:

45A s 4 22mArp — AN fmpew® Y0 i) — /A
8()‘7'”271 + n)\mﬂg) ’

A0 — ) " s + AN L2 S D;
BS — (P—pe)D i qi + Pr 3 iy 7 (24)

2AmArp + /A5

peFo | B2, 4nB%u% —4BSu2Y" DS 4 u2Yr DF

o

(23)

S
= 2
¢ P + 2 mp 8Arp ’ (25)
D,LS _ 4/\m/\T9piqi (26)

AmArp + AS A pi2 + /A5’

where

A% = (AN A + 2 Arp — AN pinpew Y 3:)% = 16X (Mgt + A7) (pebw D qi)°.

=1 i=1

The proof of Proposition []is provided in

4 Numerical analysis

This section performs numerical experiments to assess the models’ validity, con-
duct the sensitivity analysis of key parameters, and provide managerial insights.
Moreover, we simulate the impact of changes in low-carbon reputation and sup-
ply chain members’ profits under the scenario without carbon trading, aiming
to examine the decision-makings under various policy conditions.

Drawing upon the works of Wang et al. [2] and Xu et al. [4], we set the
relevant parameters for our numerical experiments as: G(0) = 0, A,,, = 500, A, =
100, tor, = 2, = 0.5,w = 0.4,p = 15,0 = 0.6,b = 0.9,¢ = 0.8, Fy, = 500,60 =
0.8,p=0.6,n =6.

We distinguish the existence of carbon trading policy by setting p. =1 >0
and the scenario without carbon trading by setting p. = 0.

The results of the identical decision-making model are depicted using the
same color scheme. Specifically, the decentralized model is represented by the
color cyan, while the Stackelberg game model is represented by the color blue.
Furthermore, solid and dashed lines are employed to differentiate between cases
with and without carbon trading, respectively. Finally,, we use the superscript
'N’ to denote the scenario where the carbon trading policy is not implemented.
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4.1 Changes in manufacturer’s and retailer’s profits over time

This section discusses the variation of profits for the manufacturer and the re-
tailer over time for the decentralized model and the Stackelberg game model
respectively in Fig. 1-(a) and Fig. 1-(b).

From the figures, we can observe that conditional cooperation leads to im-
proved profits for both manufacturers and retailers. This is achieved through
manufacturers providing subsidies to retailers to incentivize the adoption of more
low-carbon promotional measures. Additionally, in the absence of carbon trad-
ing, both decision-making models result in lower profitability compared to the
scenarios with carbon trading. This indicates that manufacturers derive benefits
from engaging in carbon trading.

It is worth noting that in the decentralized model with carbon trading, retail-
ers experience higher profitability than in scenarios without carbon trading. This
suggests that retailers benefit from the enhanced reputation resulting from man-
ufacturers’ carbon emission reduction efforts. Overall, if the vehicles produced
by the manufacturer are environmentally friendly, they can generate more profits
from the carbon trading market and allocate subsidies to support retailers’ pro-
motion efforts. By channeling a portion of the carbon trading revenue into the
supply chain, both the manufacturer and retailers are incentivized to actively
participate in low-carbon management, ultimately leading to the decarboniza-
tion of the entire supply chain.

1000

Profit of the manufacture under two models
Profit of the retailer under two models.

200 §

100 2

Time Time

(a) Manufacturer’s profits. (b) Retailers’ profits.

Fig. 1. Manufacturer’s and retailers’ profits under different models.
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4.2 Changes of low-carbon reputations and supply chain profits
over time

14 1000

Low-carbon reputation

200 F

Total profit of the supply chain under three models

0 1 2 3 4 5 6 7 8 9 10 0 1 2 3 4 5 6 7 8 9 10
Time Time

(a) Low-carbon reputation under different (b) Total profits of supply chain under dif-
models. ferent models.

Fig. 2. Low-carbon reputations and total profits of supply chain under different models.

Fig. 2 illustrates the trajectories of low-carbon reputation under three scenarios,
which increase with the increase of time ¢ and stabilize as t approaches infinity. In
Fig. 2-(a), we can observe that the low-carbon reputation under the Stackelberg
game model is higher than that under the decentralized model, which indicat-
ing that cooperation can enhance low-carbon reputation even if it is one-way.
Furthermore, reputations were improved across all models where carbon trading
was implemented. Therefore, supply chains should collaborate rather than act
independently in the search for low-carbon solutions and the government should
consider carbon trading as an alternative policy after subsidy cancellation.

From the Fig. 2-(b), it can be seen that the profit of supply chain in the
Stackelberg game model is higher than that in the decentralized model, which
demonstrates a similar trend as the low-carbon reputation shown in Fig. 2-
(a). These findings highlight the importance of prioritizing cooperation among
supply chain members in the long run, as it can yield better profit performance
and cost reduction. Moreover, the implementation of carbon trading enhances
supply chain profits. Therefore, it is imperative for supply chain members to
remain vigilant and adapt to policy changes accordingly.

5 Conclusion

This study employs a differential game framework to examine the dynamic
decision-making process related to low-carbon strategies within the automotive
supply chain. Departing from previous assumptions of fixed marginal profit, this
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study places emphasis on the joint decision-making regarding pricing and low-
carbon operations. By considering the influence of carbon trading policies and
the reputation of low-carbon vehicles, two interaction models between the man-
ufacturer and n retailers are discussed: the decentralized model and the Stack-
elberg game model. For each model, the equilibrium decisions of all participants
and the trajectory of low-carbon reputation are analyzed. The key conclusions
derived from this study are as follows:

— In the Stackelberg game model, where the manufacturer plays as the leader,
providing subsidies to retailers to incentivize their low-carbon promotion
efforts, several positive outcomes are observed. Compared to decentralized
decision-making, the Stackelberg game model leads to improvements in sup-
ply chain profit, effort levels, and low-carbon reputation. This demonstrates
that conditional cooperation through the Stackelberg model can effectively
motivate supply chain members to actively engage in emission reduction
activities.

— The low-carbon reputation of vehicles has a significant impact on market de-
mand. Both retailers and manufacturers can increase their respective efforts
to enhance the reputation of their vehicles, expand market share, and boost
revenue.

— The implementation of carbon trading policies contributes to carbon emis-
sion reduction within the automotive supply chain and enhances the indus-
try’s low-carbon reputation to a certain extent. However, it is important to
note that the initial adoption of carbon trading may impose challenges on
the supply chain. Therefore, it is crucial for the government to dynamically
adjust relevant policies to ensure a smooth transition towards a low-carbon
supply chain.

However, this study does have some limitations that should be acknowledged.
Firstly, the model settings do not incorporate the participation of retailers in
carbon trading, which could be a valuable aspect to explore in future research.
Secondly, the decision-making process within the automotive supply chain can
be influenced by various other government policies, such as subsidies and carbon
taxes, which were not extensively considered in this study. Finally, the research
primarily focuses on manufacturers’ direct retail channels and does not delve
into the analysis of dual-channel sales, which could provide additional insights
and avenues for further investigation.
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Appendix A Proof for the decentralized model

From the second derivative, we know that the right hand side of Eqs. is a con-
cave function about FE,,. Let the first derivative equal to zero, the manufacture’s
response function can be obtained as:

_ pewlG i+ V.2 i

ED
m Ao

(27)

Then, we know that the right hand side of Egs. is a concave function

about F,,,p;, respectively. Let the first derivative equal to zero, the retailer’s
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response function can be obtained as:

D/
|1 %
EF = : 28
Ti \r ’ ( )
n bpy
a; +c¢ AP —k
plD _ ? Ezfl,zin n—1 ) (29)

2b
From Egs. and 0 < ¢ < 1,n > 1 we can deduce that:

Qb;PiD Zaz—f—cbz;ok :sz*: 2ui=1 % 1‘11 Z pk*:%_p?*.

k=1,k#i
(30)
Substituting Egs. into Eqgs. , we can get:
—1)(2 —c)a; .
piD — (TL )( C)a + CZk_l ag . (31)

b(2—c)(2n—2+¢)
Substituting Egs. and into Egs. and , we can obtain:

- - 1 wOG ST gi+ Vil i\
PVl =pOG > qi+ pe (Fo — (1 —wEn) ZqﬁG) — Am (P iz Iz )

i=1 i=1 Am

, WG g+ VE i s 12V
+V£(umpw iz 0¥ Vi i +y o B —5G>,

Am
(32)
QVD/Q / cHm 0 i m VD
p%f:piqieG——”;/\” +V,7 (p“ WGZ’AquFVm“ Z’“‘T T 5G>
" m i=1
(33)

According to Egs. and , we further infer that the solution of the manufac-
turer’s HJB equation is quadratic about G and the solution of the retailer’s HJB equa-
tion is linear about G. Therefore, we set V,;2 = APG2+BPG+CP, VD DDG+HP,

and V,,? = 24PG + BD,VT? = DP and substitute them into Egs. l.l and .
Subsequently, we obtain:

(pcew Z g+ 2A,um)
2 m

p(APG* + BPG +CP) = [( 72A6)G2

" chew,uan Z?:l qi + QAB/J/?n ~
+ ((p —pe)0Y i+ ™ +2A> B —BS |G (34)

i=1 i=1

BQIU,2 n
F m B T‘E'ri )
+ Peto + A + izzlu

PewOGm S0 qi + 2AP Gz, 7 ,uf,DiDQ
Am

p(DPG + H{) = (pgif + D{ (
n (35)

BDDz Pm Z M3D2

+



Cooperation Models in Automotive Supply Chain 15

Comparing the quadratic coefficient of G in Egs. (34)), we obtain a quadratic equa-

tion with respect to AP. Solving this equation yields the value of AP as shown in Egs.
_ n 2 /AD
(36)). Noted that when AP = 2Amotamp 4“68%” iz ity e , both parties’ efforts are
less than zero. However, in reality, the effort level cannot be negative. Therefore, A”
2Am 8+ Amp—4pOwpm 311 q;
8uz,

of other terms, we obtained the values of BP?, CP, DP and HP. are determined by
the following equation:

—+/AD
o Furthermore, by comparing the coefficients

equals to

AN+ 20 p — ApeOwipim S a— AP

D
A el : (36)
b AAaA0(p —pe) ST qi + 8ANp; Yo, D
BP = ; (37)
2AmArp + /AP
cF BD2 2 BD Tl TET'
CD — DPct'o + Hm + Z'L:l H 7,7 (38)
p 2Amp p
AmPiqif
DP =
o Am(p+0) — pebwpm >y qi — 2Ap32,° (39)
2pb?  BPDP.2 2D D;
HP = _Hrth ¢ Pm Tt i=l 4
‘ 2Mrp * Amp * 2)\rp (40)

where AP = (4pcOwipim Y1) @i — 4Amd — 2/\mp)2 — 16(pmpebw >0, qi)2 > 0.

Substituting the optimal efforts of manufacture and retailer above into the dynamic
function G(t) = pm Em+3"1 ptrEr; —3G(t), we can obtain the steady-state low carbon
reputation and the trajectory of low carbon reputation over time as follows:

BB S e BE _ ABPApd 4 Ahgd I, DP

GP , 41
5 A/ AP = X Arp )
Gt)P =GP + (G0) — GPYe . (42)

Besides, based on the study of [2], the following conditions need to be satisfied in
order to ensure V7 (G) = AG? + BG + C and VT? = D;GP + H; equal to the value
function:

lim V,2(G)e™® = 0. (43)

t—o0

Finally, by substituting G2 into V,2(G), we obtain the net profit of manufacture
and retailer:

VP = AGP? + BGP + ¢, (44)
V2 = D;G? + H;. (45)

This completes the proof. B
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Appendix B Proof of Stackelberg Game Model

According to the backwards induction method, we first take the derivative of Egs. (17))
with respect of E,, and p;. Let the first derivative equal to zero, the response function
can be obtained as:

S/
l’["f‘VT-
ES = T 46
‘ )\r(l—LEi) ( )
n bpy
@i +CQ iy it e
pf = B hb (an)

2b

From Egs. and 0 < ¢ < 1,n > 1 we can deduce that:

23 pf =S wradd g =Y = g(:z;_lz) = > p = % —pi.
=1 =1 k=1 =1

k=1,k#i
(48)
Substituting Egs. into Egs. , we can derive the following equation:

(n=1)R—c)aitcd i, ar
P = b(2—c)(2n—2+¢c) ' (49)

Then, we substitute Egs. (46]) and Egs. into Egs. and take the derivative of
FE,, and z; equal to zero.

_ pcwlG Z?:l qi + Vms Hm
Am ’

I

VS 4+ VS

ES (50)

Xy

(51)

Substituting Eqgs. , and (H1) into Eqs. (16]) and (17), we can obtain:

n n : 0 n ; s’ . 2 2 n 4VS/2_VS/2
PV =p9GZqz-+pc(Fo—(1—wEm)ZQi)—((p‘w 2ot Vin fom) ) = tr 2imy (Vo )

i=1 i=1 2Am 8Ar
! Pcltm 0G " i VmS/ %1 2 - 2V7751j/ B V’V‘S/
v (Rettm® 2oim1 @it Vin i pr Do ( 1)75@7
Am 2\, (52)
52
n 21,8’ s’ s’
pVr *plizlez N,
A PepimwOG S+ VS e @2V T (28 — v
Ly [ Petm@ G Yoy @it Vin im i Vey D ) _so
’ Am 2\,
(53)

According to Egs. and , we further infer that the solution of the manufacturer’s
HJB equation is quadratic about G and the solution of the retailer’s HJB equation is
linear about G. Hence, we set V,5 = A°G? + BSG + C’S,Vr‘j = D?G + H?, and
V,;?/ = 24°G + B®, VTf/ = D¢, by comparing the coefficients on both sides of the
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equation, we get the following values:

(46AmAr + 22 A p — AN pimPew D07 qi) — /A5

o 54

8(Arpfy + nAmp?) 7 o
55— A0 —pe) SO, 0+ AANmp? T, =3 (55)

2AmArp + /AT
5 n 2 n
05 = Pl B i nBhyir — 4B 3, DIy 1 DY (56)
P 2)\mp 8)\rp ’
DS _ AAmAr0piqi (57)
" 20+ ASAp2 + /AS
Dfp2(4nB +2Y0 Df —2B — Df)  B5DS 2

s = DlptnB + 250, D 0 | B'Dipim, (58)

where A5 = (AOAm A 22X A p— AN o DewO >0 qi)2—16)\7»()\,n,ufn+n)\m,uf)(p00w > q:)?.
Substituting the optimal efforts above into the dynamic function, we can obtain the
trajectory of low carbon reputation and the steady-state low carbon reputation over
time as follows:

G(t)° = G + (G(0) — G)e™™, (59)

_ pmEe + 3" peEE _ ABS N p2, + AnBS A + 22 p2 30 DY

5 VAS = A rp

Finally, by substituting G? into V.5 (G), we obtain the net profit of manufacture and
retailer:

G (60)

VS = ASGP? + BSGS + CF, (61)
VS =DJGS + HY. (62)

This completes the proof. B
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