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Carbon trading policy and consumer environmental awareness are increasingly
important to manufacturers’ carbon emission reduction and pricing. To analyze
their strategy selection of carbon emission reduction and pricing, this paper develops
three game models, where two manufacturers could choose no cooperation (NC),
only cooperation in carbon emission reduction (SC), or simultaneous cooperation in
carbon emission reduction and pricing (CC). By solving these models and comparing
their environmental R&D levels, net carbon emissions, and profits, the paper finds
strategy selection for manufacturers and its conditions. Results show that from the
view of the environmental R&D level and supply chain’s profit, NC and SC may be the
optimal strategy and the second-best strategy, respectively. From the net carbon
emission point of view, CC and SC should be the optimal strategy and the second-
best strategy, respectively. As to manufacturers’ profits, CC should be the optimal
strategy, and NC or SC should be the second-best strategy. From comprehensive
views, none of these strategies could be the optimal strategy, but SC may be the
second-best strategy. This paper contributes in three aspects. First, this paper
designs three strategies of carbon emission reduction and pricing for two
manufacturers. Second, this paper takes the initial carbon emission allowances of
the government as one of decision variables. Finally, this paper investigates the
effects of different strategies and finds strategy selections for manufacturers from a
single view and comprehensive views.
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carbon trading policy, consumer environmental awareness, carbon emission reduction,
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1 Introduction

Environmental damage caused by carbon emission has been one of the most important
issues globally, and how to reduce carbon emission has drawn much attention. In recent years,
the digital economy has shown a significant spatial effect on carbon emission reduction (Vi
et al,, 2022; Li and Wang, 2022). However, carbon tax policy (CT) and carbon trading policy
(CET) have been more widely put into practice to curb carbon emissions. However, with
advantages in the effect and cost of carbon emission reduction, CET is more attractive to many
countries (Wang and Wang, 2015) and can increase the potential of firms to reduce carbon
emissions (Chu et al., 2021). In practice, the EU, the United States, Australia, and some other
developed economies have implemented carbon trading policy. As a developing country, China
has been putting great emphasis on the environment issue in recent years and has made a
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promise to peak its carbon dioxide emissions by 2030 and achieve
carbon neutrality by 2060. In practice, China is already taking strong
nationwide actions toward the carbon peak and carbon neutrality
targets. China’ national carbon emission trading market is a good
example. As of the start of 2022, there are 25 operational emission
trading systems around the world, in jurisdictions representing 55% of
global GDP and covering 17% of global emissions'. In addition, many
countries continue to strengthen the concept of environmental
conservation and gradually integrate the requirements of low
carbon into consumers’ daily life, and some consumers with strong
environmental awareness may pay higher prices for low-carbon
products (Chitra, 2007; Yalabik and Fairchild, 2011) and induce
firms to design corporate resource allocation (Su et al.,, 2023) and
produce low-carbon products (Basiri and Heydari, 2017). Under these
backgrounds, firms should invest more in environmental R&D, and
some strong firms produced many lower-emission products. For
example, companies in the fashion apparel industry such as H&M
and Levi’s have adopted cleaner technologies to generate less carbon
emissions during their production (Li and Li, 2014), and consumers
with strong environmental awareness were willing to pay an average
premium of 33% for green goods’. However, since firms non-
cooperatively investing in environmental R&D will bring additional
cost pressure on themselves, some of them choose to cooperate with
their rivals. For example, the truck units of Toyota Motor and
Volkswagen AG are forming an alliance to develop lower-emission
vehicles and can spend R&D money only once instead of twice or
thrice than they would when alone’.

To summarize, it is profound for manufacturers to rethink the
strategy of carbon emission reduction and pricing when they are faced
with CET and consumer environmental awareness (CEA). Though
previous researchers studied carbon emission reduction under CET,
carbon emission reduction under CEA, and carbon emission
reduction under CET and CEA, most of them considered the
cooperation between the manufacturer and the retailer in the same
supply chain. Taking these backgrounds into account, we consider two
two-echelon supply chains consisting of two manufacturers and a
common retailer, where manufacturers make decisions on
environmental R&D levels and wholesale prices of products and
the retailer makes a decision on retail prices of products. Then, we
provide three strategies of carbon emission reduction and pricing for
manufacturers including no cooperation (NC), only cooperation in
carbon emission reduction (SC), and simultaneous cooperation in
carbon emission reduction and pricing (CC), meaning that
manufacturers make all their decisions non-cooperatively, make
their decisions on environmental R&D levels cooperatively and on
wholesale prices non-cooperatively, and make all their decisions
cooperatively, respectively. Questions of interest in this paper are
as follows: 1) what effects do the three strategies of carbon emission
reduction and pricing have on the carbon emission level, net carbon
emission, and profit? 2) from a single view, which strategy should be
chosen by manufacturers? 3) from comprehensive views, which
strategy should be chosen by manufacturers?

1 https://icapcarbonaction.com/en/publications/emissions-trading-
worldwide-2022-icap-status-report

2 http://i.aliresearch.com/file/20160803/20160803103534.pdf

3 https://www.reuters.com/article/hino-motors-volkswagen-idINL3N1RP32F
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To answer these questions, we develop three four-staged game
models of the two supply chains faced with the CET and CEA from the
perspective of game theory. Then, based on the equilibriums of these
models, we compare the carbon emission level, net carbon emission,
and profits of manufacturers and the supply chain and find the
optimal strategy and the second-best strategy for manufacturers
from a single view. Finally, we make a comprehensive comparison
and find the second-best strategy for manufacturers and its condition
from comprehensive views. Through this research, we can analyze
effects of different strategies and find strategy selection from different
views for manufacturers and provide a scientific basis for supply chain
management and related policy improvement.

The remainder of this paper is organized as follows. Section 2
presents the literature review. Section 3 describes model formulation
and notation. Section 4 presents the three game models. Section 5
provides the results and discussion. Section 6 concludes this paper.

2 Literature review
2.1 Carbon emission reduction under CET

Some researchers only took manufacturers as an objective. Wang
et al. (2018) divided manufacturers into under-emitter manufacturers
and over-emitter manufacturers and found conditions under which
the over-emitter manufacturers’ decisions were identified. Given
carbon emission reduction, Xia et al. (2020) divided manufacturers
into low-carbon manufacturers and ordinary product manufacturers
and analyzed impacts of the CET on retail prices, sales, and profits.
Other researchers took the supply chain consisting of a manufacturer
and a retailer as the objective. Wang et al. (2016) designed a wholesale
price premium contract and a cost-sharing contract and found that
these two contracts could increase the manufacturer’s carbon emission
reduction rate and the supply chain’s profit; the cost-sharing contract
could increase profits of both the manufacturer and the retailer, and
the wholesale price premium contract could increase the profit of the
(2018) analyzed the effects of the
manufacturer’s promotion and the retailer’s promotion through the
manufacturer’s channel and a retail channel. However, all these

supply chain. Yang et al.

researchers only took CET into account and neglected CEA.

2.2 Carbon emission reduction under CEA

CEA could prompt the supply chain to provide green products
(Zhang et al., 2020) and always benefit the manufacturer (Li et al,
2021). Under the three structures, Liu et al. (2012) constructed three
models where the manufacturer (manufacturers) decided carbon
emission reduction and wholesale prices and the retailer (retailers)
decided the retail prices of products separately and analyzed the
impacts of CEA on the supply chain players. In a supply chain
compromised of a manufacturer and a retailer, Du et al. (2015)
found that compared to the wholesale-price contract, both the
revenue-sharing contract and the quantity-discount contract could
increase the supply chain’s profit, and the carbon emission reductions
in the decentralized supply chain could be the same as those in the
centralized supply chain. Zhang et al. (2019) found that retailer’s
fairness concerns would not change the carbon emission reduction but
could influence the wholesale price and retail price. Liu and Li (2020)
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TABLE 1 Meaning of parameters, variables, and functions.
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Gm Production of the manufacturer m

Wy Wholesale price of a product sold by the manufacturer m to the retailer R who sells the product to consumers with a retail price
Pm Retail price of a product produced by the manufacturer m and sold by the retailer to consumers

Xim Environmental R&D level for the manufacturer m

em Net carbon emission of the manufacturer m

Environmental R&D spillover rate

D Environmental damage caused by carbon emission
CS Consumer surplus
em Government’s free allocation of carbon allowance for the manufacturer m
Pe Clear price of a carbon allowance in the carbon trading market
0 Sensitive parameter to measure consumers’ environmental awareness
T Profit of a firm i(i = m,r)
w Welfare of the government
Government Manufacturers Retailer
 Amount of free allocation »[ Environmental R&D level >
- Retail price
of carbon allowance - Wholesale price

FIGURE 1
Game rules for each carbon emission reduction and pricing strategy.

found that the introduction of CEA could increase the carbon
emission reduction of the supply chain, both the carbon emission
reduction and profit of the supply chain in the centralized scenario are
higher than those in the decentralized scenario, and the bilateral cost-
sharing contract could effectively encourage the manufacturer and the
retailer to engage in carbon emission reduction. Wang et al. (2021) found
that both carbon emission reduction and production in the centralized
model are much higher than those in the decentralized model. However,
all these researchers only took CEA into account and neglected CET. Xia
etal. (2022) found that either with or without a cost-sharing contract, the
carbon emission reduction in the decentralized scenario was no more than
that in the centralized scenario.

2.3 Carbon emission reduction under CET
and CEA

Luo et al. (2016) considered two manufacturers with different
carbon reduction efficiencies and constructed two models where
manufacturers made decisions cooperatively or non-cooperatively.
They found that manufacturers who made decisions cooperatively
could increase profit and decrease total carbon emissions. However,
they neglected the cooperation in pricing. Cao et al. (2017) analyzed
the impacts of CET on the production and carbon emission reduction
level of the manufacturer.

Frontiers in Environmental Science

In the supply chain consisting of a manufacturer and a retailer, Xia
et al. (2018) considered that the manufacturer decided the emission
reduction rate and the retailer decided the promotion level and
investigated their optimal decisions and profits. Wang et al. (2020)
designed several contracts and found that the one-way cost-sharing
contract was beneficial for the supply chain, the two-way cost-sharing
contract could also achieve this effect if the sharing rate is small, and
the joint carbon-emission reduction could be an optimal choice for the
supply chain. Liu et al. (2021) provided three carbon emission
reduction modes and found that the carbon emission reduction
level was the highest in the joint carbon emission reduction, and
firms would prefer the single carbon emission reduction or the joint
carbon emission reduction under different conditions. However, these
studies analyzed the interaction between the manufacturer and the
retailer and were not able to investigate the cooperation between
manufacturers.

In the two two-echelon supply chains, each of which consists
of a manufacturer and a retailer, Yang et al. (2017) found that
in which both
decentralized, cooperation could
emission reduction but decrease retail prices and horizontal

compared to the structure chains were

vertical increase carbon
cooperation could damage retailers’ profit. In the supply chain
consisting of a supplier and a manufacturer, Bai et al. (2018)
found that compared to the decentralized scenario, the
centralized decision scenario could increase the supply chain’s

frontiersin.org
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profit and decrease its carbon emission. However, these studies
neglected the cooperation in pricing and took initial carbon
emission allowances of the government and the price of carbon
emission trading as given.

Our key contributions lie in the following aspects. First, this paper
designs three strategies of carbon emission reduction and pricing for
two manufacturers, which can be better to describe the operation
practice. Second, this paper takes the initial carbon emission
allowances of the government as one of decision variables, which
can extend the existing game models to four-staged ones. Finally, this
paper investigates the effects of different strategies and finds strategy
selections for manufacturers from a single view and comprehensive
views, which contributes to explaining various strategies between
manufacturers.

3 Model formulation and notation

This paper considers two two-echelon supply chains consisting of
two manufacturers producing a homogeneous product and a common
retailer. The production of the manufacturer m (m = 1,2) is g,, and is
sold to the retailer R with a wholesale price w,,; then, the retailer R sells
the product to consumers with a retail price p,. During the
production, the production of a one-unit product produces one-
unit carbon emission. Under CET and CEA, the manufacturer
invests in environmental R&D to reduce carbon emission. For
carbon emission reduction and pricing, the manufacturer m can
choose NC, SC, or CC. In each carbon emission reduction and
pricing strategy, the government and members in the two supply
chains play a four-staged game, which is shown in Figure 1. At the first
stage, the government decides the amount of free allocation of carbon
allowance for each manufacturer. At the second stage, each
manufacturer decides the environmental R&D level. At the third
stage, each manufacturer decides the wholesale price. At the last
stage, the retailer decides the retailer price. The meaning of
parameters, variables, and functions in this paper is given in Table 1.

3.1 The cost structure

For simplicity, the marginal production cost of each manufacturer
is neglected. To reduce carbon emission, the manufacturer m can
invest in environmental R&D. The cost of environmental R&D for
manufacturer m is C,, = x2/2 (Bai et al, 2018), where x,, is the
environmental R&D level of manufacturer m. Then, net carbon
emission of manufacturer m is e, = gy — X — X, Mn =12,
m # n, where (0 <f<1) is the environmental R&D spillover rate.

3.2 The demand function

Based on Katsoulacos et al
CS = (Gm + gu)*/2,
6(0<6<1) to measure consumers environmental awareness, and the
product is sold to consumers at a retail price py, =1 — g — gu — Oey,.
Then, consumers’ demand function can be obtained as follows:

G = [0 = (1 +0)pom + pu+ 0(1+0) (x, + Pxn) — O (B + x,)]/[0(2 + 0)].
1)

(2001), consumer surplus is

and we introduce a sensitive parameter
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3.3 The CET

Carbon emission damages the environment, and environmental
damage caused by carbon emission is D = (e, +e,)’/2 (Poyago-
Theotoky, 2007). The government’s free allocation of carbon
allowance for the manufacturer m is e,,. The manufacturer m
needs to buy additional allowance from the carbon trading market
if e,, > €,,; otherwise, the manufacturer m can sell additional allowance
on the carbon trading market, and the clear price of carbon allowance
in the carbon trading market is p,.

Therefore, profit functions of the retailer and the manufacturer m
are shown as follows:

T = (pm - wm)Qm + (pn - wn)Qm (2)
Tt = Wmfm — an/z = Pe (em - ém)- (3)
The  welfare  function  of the  government  is

W =, + m, + 7, + CS — D, which is as follows after arranging:

W = PG + PuGn + (Gm +q,l)2/2— (=, +xi)/2— (em +en)2/2.
@

4 Model solutions

With backward induction, we obtain solutions for the

aforementioned models.

4.1 Model solutions for NC

In the last stage, the retailer determines retail prices to maximize
its profit. Substituting (1) in (2), the problem of optimal retail prices
can be described as follows:

r;mgc 7o = {(Pm = @m) [0 = (1 + 0) Py + Py + O(1 + 0) (x, + Pox) = (B + X))
" +(Pn = @) [0+ P — (L+0)pyy + O(1 + 0) (B + x,) — 0 (x + Pxn)]}
/162 +6)]. (5)

Combining 0m,/0p; = 0 and 0m,/0p, = 0, the optimal retail price
for the product of the manufacturer m can be solved as follows:

P = [1+ @p + 0y + Bxn)] /2. (6)

Substituting (6) in (2), consumers’ demand function for the
product of the manufacturer m can be rewritten as follows:

G = {0~ (1 + Oy, + @, + 6 (1 + 0) (s + Pxu) = (B + x,)]}/[20(2 + O)].
(7)

In the third stage, the problem of the optimal wholesale price of the
product of the manufacturer m under the NC model can be described
as follows:

MAX Ty = Oy, = X2/2 = Pe (@ = Xm — X = Em)- (8)

Combining 097,,/0w,, =0 with 0m,/0w, =0, the optimal
wholesale price for the product of the manufacturer m can be
solved as follows:

w,, =

[0(3+26) + (1+6)(3+20)p, + 0267 +40 + 1) (xy + ) = O(1 +6) (B + %, )]
[ 1(1+26)(3 +26)]. )
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In the second stage, the problem of the optimal environmental
R&D level of the manufacturer m under the NC model can be
described as follows:

max m, =, q, — X-/2 = po(q,, = Xm — BXn — &m)- (10)

Xm

Combining  0m,,/0x,, =0 with 0m,/0x, =0, the optimal
environmental R&D level of the manufacturer m can be solved as

follows:

x,, = —[0a; (e — Bory) + (304 +ﬁ9a?)pe]/((x5 +p0aoag), (1)

where o0 =1+6,0=20>+40+ 1,03 = 26> + 60 + 3, a4 = 36°+
60 +2,a5 = 20° — 20" —3160° — 536> 310 -6, a5 = 26* + 36 — o, B0
Taking into account the clear condition of the carbon trading
market (e, — &, + e, — e, = 0), its clear price is solved as follows:

_— 26008 = 267 (201 + 1)B - 4670, + 3 (20, — 1)
€ +(as + /36 010t5) (€ + €,)}

/[2004?[32 + (2a; + Doy + 0(3], (12)

where a; = 46° + 196 + 170 + 4, ag = 86" + 5260° + 996 + 680 + 15.
In the first stage, the problem of optimal allocation of carbon
allowance under the NC model can be described as follows:

) 2 2 2 2
W - * 2 *\2 2— 3 2.
o= Sl (zq) -3y (z)/
(13)

Combining 0W/0e; = 0 and 0W/de, = 0, the optimal allocation of
carbon allowance under the NC model can be solved as follows:

- 2)an |/ 280,
(14)

where Ay = 4Bt - 287002 (2a; + 1)y, — BPous — 2Bars—
ars, 09 = 40% +2460° + 416> + 240 + 4,010 = 326° + 1806" + 2886°+
1396 + 30 — 6, a1; = 160" + 920° + 16260% + 1036 + 21, ay, = 26" —
50° - 376° —340 — 8, o153 = 320° + 2246° + 15607 — 25226° —
92816° — 148246* — 127316 — 603860 — 14760 — 144, ayy = 326° +
2046° + 2407 — 28876° — 99216° — 157226" — 137006 — 67066* —
17226 — 180, ay5 = 326° +1200° — 81267 — 63726° — 178396° —
264040" — 224486°— 109640° — 28530 — 306. Substituting 14 in 12,
11,9, 7, and 6, the equilibrium clear price of carbon allowance (p[°),

& = —ay (2a — 1) 2 + 1) [46° 3B + 405" + 1o —

m

environmental R&D level (), wholesale price (), production
(qy;)» and retail price (p};’) under the NC model can be solved. It is easy
to find that when 3,0 € (0,1), x/ >0, /¥ > 0,4 >0, pi >0 will
(46%a 2/33 + 400@[32 +ayf— (-
2)ayy)). Figure 2 shows conditions where e];; =0, &) >0, and e <0
can satisfy. Let 46*«a %,8 +460¢9/3 +a0f— (0c1 2)0c11 =0, we can get
the solution 0= g, (); then, we have & =0. If 0< g, (), 46204%[33 +
49049[32 +a0f— (1 —2)a;; <0 will hold; then, €>0 will hold;
otherwise, €/ <0 will hold.

always hold, and sign(e}}s) = sign (—(

4.2 Model solutions for SC

Solutions for the optimal retail price and wholesale price under the
SC model are the same as those under the NC model shown in 6 and 9;
then, we solve the second stage and the first stage under the SC model.
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In the second stage under the SC model, manufacturers determine
environmental R&D levels to maximize their joint profit 7,,, = m,, + 7,.
The problem of the optimal environmental R&D level of the
manufacturer m under the SC model can be described as follows:

N
Max M, = w,q,, + w,q, — (X, + xn)/z. (15)

Combining  07,,,/0x,, =0 and 0my,,/0x, =0, the optimal
environmental R&D level of the manufacturer m can be solved as
follows:

% =—(1 +ﬁ)[92a1 + (3a; — 1)51pe]/[/3(2 +p)0%a + 62]’ (16)

0" +30+1,8, = 6" -36° - 126° -
of carbon allowance is solved as follows:

where §; = 90 — 2. The clear price

P, = —{on (26°B + 46°B + 85) — [B(2 + B)O o + 8, (& + 24}/
(B84 + 2384 + 85), (17)
where 63 =26 —20—-1,8, = 46> + 196° + 170 + 4,05 = 46° + 210%+
200 + 5.
In the first stage, the problem of optimal allocation of carbon
allowance under the SC model can be described as follows:

te (;%)2/2—;(96;)2/2—(mie,‘n>2/2,

max W = Zqum
(18)

Combining OW*/9e, = 0 and OW*/de, = 0, the optimal allocation
of carbon allowance under the SC model can be solved as follows:

e = (200 - D[ (1+B)'0 - 1] (28°86 + 435 + 87) [ (24,),  (19)

where A, =38 + 43> 85 + 23289 + 4810+ 811,06 = 46° + 1707 + 140 +
3,0, = 86° + 360 + 310+7, 85 = 86" +300°—696° —4320" —6556° —
4380% — 1360 — 16, 8y = 246" + 796° — 2960° —15500" — 22936° —
152560°— 4740 -56,8,0 =86 +196° — 1580° — 6860"— 9836 —6496* —
2020 24,8, = 86" +86°— 2516° — 9606" — 13486° — 8926* — 2810 — 34.
Substituting 19 in 17, 16, 9, 7, and 6, the equilibrium clear price
of carbon allowance (p;°), environmental R&D level (x;),
wholesale price (wj;), production (gj), and retail price (pj;)
under the SC model can be solved. It is easy to find that when
B,0€(0,1), x59>0,w)>0,g5>0,p5c>0 will always hold, and
sign (%) = sign (— ((1+p)*6~1)). Figure 3 shows conditions where
e€=0, & >0, and & <0 can satisfy. Let (1+)°0—1=0, we can get
the solution 0=1/ 1+ﬁ)2 = g> (B); then, we have e = 0. If 0< g, (),
(1+P)*0-1<0 will hold; then, &<>0 will hold; otherwise, & <0
will hold.

4.3 Model solutions for CC

Solutions for the optimal retail price under the CC model are the
same as those under the NC model, which is shown in (6); then, we
solve the third stage, the second stage, and the first stage under the CC
model.

In the third stage under the CC model, manufacturers determine
their wholesale prices to maximize their joint profit. This problem
under the CC model can be described as follows:

MAX Ty = WGy + Wagls — (X2, + x2)/2. (20)

Wmn>Wn
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en <0
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e >0
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0 0.2 04 B 06 0.8 1

FIGURE 2
Condition for a positive solution of free allocation of carbon
allowance under NC.

Combining 07,/0w,, =0 and 0my,/0w, =0, the optimal
wholesale price of the manufacturer m can be solved as follows:

@5 = [1+40(xy + Bxn) + pe)/2. 1)

In the second stage under the CC model, manufacturers
also determine their environmental R&D levels to maximize their joint
profit. The problem of the optimal environmental R&D level of the
manufacturer 1 under the CC model can be described as follows:

MAX Ty = G Gy + @1 @ — (52, + X2)/2. (22)

Xm>Xn

Combining 07,,,/0x,, =0 and 0m,,,/0x, =0, the optimal
environmental R&D level of the manufacturer m can be solved as
follows:

X =—(1+B)[0+ (8+30)p.]/[6°(1+P) —4(as +1)].  (23)
The clear price of carbon allowance is solved as follows:

P =-{2[0(+p) 1] = [ (1+p)" - (e + D] eu + a0}/
x{2[2(1+B)" (e +3) + 1]}
(24)

In the first stage, the problem of optimal allocation of carbon
allowance under the CC model can be described as follows:

5 2
_(Zém> /2. (25)

Combining aW**/aa =0 and BW**/GEZ =0, the optimal
allocation of carbon allowance under the CC model can be solved
as follows:

e =[0(1+B) - 1][22a +5)(1+p)" +1] /A, (26)
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where Ay =2(4+ P81z + 2813 +2BS1s + 815,815 = 267 + 367 — 320 -
64,013 = 240° + 25607 — 4520 — 864, O14 = 80° + 67 — 1960 — 352,85 = 46° —
567~ 1340 — 228. Substituting 26 in 24, 23, 21, 7, and 6, the equilibrium
clear price of carbon allowance (p$°), environmental R&D level (x{y ), wholesale
price (wj;,), production (g ), and retail price (p{.) under the CC model can be
solved. It is easy to find that when 3,0 € (0,1), x. >0, w)s > 0,4 >0, pie >0
will always hold, and sign(e;) = sign(—((1+ /3)29 —1)). As under SC, if
0<g>(P), e >0 will hold; otherwise, € <0 will hold.

Putting Figures 2, 3 together, we can get Figure 4 to get the
condition for a positive solution of free allocation of carbon allowance
under each model. Then, we can find g, () < g1 () when 0< 3,0 < 1.
Therefore, if 0<g,(fB), all the equilibrium allocations of carbon
allowance under the NC model, SC model, and CC model are
positive, meaning that e/ >0, &} > 0, e >0 will hold.

5 Results and discussions
5.1 Environmental R&D level

This paper first compares the environmental R&D level under the
three models, and their results are summarized in Proposition 1.

Proposition 1. When 0<g,(f), xi5<x; <x wil hold if
f(B)<O8<g2(pB), but hold if
0< 60 <min(f(f),g2(B)).

Proposition 1 indicates that from the view of the environmental R&D
level, CC is a dominated strategy and NC and SC may be the optimal

cCc nec SC 1
X5 <X < x3E will

strategy or second-best strategy, respectively. The environmental R&D
level under CC is always much lower than that under NC and SC, but the
environmental R&D level under NC may be much lower or higher than
that under SC. Especially, the environmental R&D level under NC is
much higher than that under SC if the spillover rate and consumers’
environmental awareness can satisfy f () <0< g, (). Therefore, the
environmental R&D level under NC is the highest, that under SC is much
higher, and that under CC is the lowest if f () < 0 < g, (), meaning that
NC is the optimal strategy, SC is the second-best strategy, and CC is the
dominated strategy at this time. However, the environmental R&D level
under SC is much higher than that under NC if the spillover rate and
consumers’ environmental awareness can satisfy
0<0<min(f(fB),g2(p)). Therefore, the environmental R&D level
under SC is the highest, that under NC is much higher, and that
under CC is the lowest if 0 <8 <min(f(f), g2 (f)), meaning that SC
is the optimal strategy and NC is the second-best strategy, and CC is also
the dominated strategy at this time.

5.2 Net carbon emission

This paper then compares the net carbon emission under the three
models. Let net carbon emissions under NC, SC, and CC be
nc _ nc nc nc SC _— 4SC SC SC
m = Am ~ Xm _ﬁxn’ €m _qm_xm_ﬂxn’
Baxce, respectively, and their comparisons are summarized in Proposition 2.

cc_

€ m

cCo_ cC
and € =g - x|

Proposition 2. When 0< g, (), €. <ej; <elx will always hold.
Proposition 2 reveals that from the view of net carbon
emission, CC is the optimal strategy, SC is the second-best
strategy, and NC is the dominated strategy. Compared to NC,
the manufacturer m chooses SC or CC that can decrease net
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FIGURE 3
Condition for a positive solution of free allocation of carbon
allowance under SC.
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carbon emission and chooses CC that can decrease more net
carbon emission than NC can. Therefore, the net carbon emission
under NC is the highest, that under SC is much higher, and that
under CC is the lowest, meaning that NC is the dominated
strategy, SC is the second-best strategy, and CC is the optimal
strategy.

5.3 Profit

This paper next compares profits of each manufacturer and the
supply chain under the three models.

5.3.1 Manufacturer’s profit
Profit comparison results of the manufacturer m under the three
models are summarized in Proposition 3.

Proposition 3. When 0<g,(B), ny<m, < wil hold if
p; (B) <0< g2 (B), but ms <l < will hold if 0<6<min(p, (B),
9 (B)).

Proposition 3 indicates that from the view of profit of the
manufacturer m, CC is the optimal strategy and both NC and SC
may be the second-best strategy or dominated strategy under certain
conditions, respectively. Compared to NC and SC, the manufacturer
m chooses CC that will always increase profit. Especially, profit of the
manufacturer m under SC is much higher than that under NC if the
spillover rate and consumers’ environmental awareness can satisfy
p; (B) <0< g2 (B), meaning that profit of the manufacturer m under
CC is the highest, that under SC is much higher, and that under NC is
the lowest. Therefore, CC is the optimal strategy, SC is the second-best
strategy, and NC is the dominated strategy under p, (8) <0< g, ().
However, profit of the manufacturer m under SC is much lower
than that under NC if the spillover rate and consumers’
environmental awareness can satisfy 0<6<min(p, (), g2(fB)),
meaning that profit of the manufacturer m under CC is the
highest, that under NC is much higher, and that under SC is
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the lowest. Therefore, CC is the optimal strategy, NC is the
second-best strategy, and SC is the dominated strategy under

PL(B)<0<g:(P).

5.3.2 Supply chain’s profit

Let supply chain’s profits under NC, SC, and CC be
" =y + e, ¢ =+ + o, and 7 =+ ml + s
respectively, and their comparisons are summarized in Proposition 4.

will hold if
hold if

Proposition 4. When 60<g,(f), n°<n*<n™
0<0<min(p,(f),g2(p), but #a°<a™<ng*c wil
P, (B) <0< g (B.

Proposition 4 reveals that from the view of the supply chain’s
profit, CC is a dominated strategy and both NC and SC may be the
optimal strategy or second-best strategy, respectively. Especially, the
supply chain’s profit under CC is always much lower than that under
NC and that under SC. If the spillover rate and consumers’
environmental awareness can satisfy 0<6<min(p, (), g>(f)), the
supply chain’s profit under NC is much higher than that under SC,
meaning that the supply chain’s profit under NC is the highest, that
under SC is much higher, and that under CC is the lowest. Therefore,
NC is the optimal strategy, SC is the second-best strategy, and CC is
the dominated strategy under 0 < 8 <min (p, (), g» (B)). However, if
the spillover rate and consumers’ environmental awareness can satisfy
p, (B) <0< g, (), the supply chain’s profit under SC is much higher
than that under NC, meaning that the supply chain’s profit under SCis
the highest, that under NC is much higher, and that under CC is the
lowest. Therefore, SC is the optimal strategy, NC is the second-best
strategy, and CC is the dominated strategy under p, () <0< g, (B).

5.4 Environmental R&D level, net carbon
emission, and profit

Finally, this paper makes a comprehensive comparison of the
environmental R&D level, net carbon emission, and profit under the

-

three models, and results are summarized in Proposition 5.

Proposition 5. When 0<g,(f), el >e; >el; will always hold;
X <x <, e <mye <mee and < <a™  will hold if
f(B)<0<ga(B), x5 <xle<x, mie <l <mee, m° <™ <™ will
hold if  p(B)<0<min(f(B),g>(B)), X <X <, T <
e < moe, 1 < ¢ <" will hold if 0<6<min(p, (B),p, (), and
Xy < Xipe < Xy T < The < Ty, 1€ < " < 71°€ will hold if
P, (B) <0< g (B.

Proposition 5 indicates that from the comprehensive comparison
of the environmental R&D level, net carbon emission, and profit under
the three models, none of the three strategies could be the optimal
strategy or dominated strategy, but SC may be the second-best
strategy. If f(B)<0<g(f), compared to NC, the environmental
R&D level, net carbon emission of the manufacturer m, and supply
chain’s profit are much lower, but profit of the manufacturer m is
much higher under SC and CC. Compared to SC, net carbon emission
of the manufacturer m and the supply chain’s profit are much lower,
but profit of the manufacturer m is much higher under CC. These
mean that the environmental R&D level, net carbon emission of the
manufacturer m, and supply chain’s profit under NC are the highest,
those under SC are much higher, and those under CC are the lowest,
but profit of the manufacturer 1 under NC is the lowest, that under SC
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FIGURE 4

Condition for a positive solution of free allocation of carbon
allowance under each model.

is much higher, and that under CC is the highest. Therefore, as a
whole, there is no optimal strategy or dominated strategy, but SC can
be the second-best strategy if f(B)<O0<gy(B). If
p; (B) <0 <min(f (B), g2 (B)), compared to NC, the environmental
R&D level and profit of the manufacturer m are much higher, but net
carbon emission of the manufacturer m and the supply chain’s profit
are much lower under SC; the environmental R&D level and net
carbon emission of the manufacturer m and the supply chain’s profit
are much lower, but profit of the manufacturer m is much higher
under CC. Compared to SC, the environmental R&D level, net carbon
emission of the manufacturer m, and supply chain’s profit are much
lower, but profit of the manufacturer m is much higher. These mean
that the environmental R&D level of the manufacturer 7 under SC is
the highest, that under NC is much higher, and that under CC is the
lowest; net carbon emission of the manufacturer m and the supply
chain’s profit under NC are the highest, those under SC are much
higher, and those under CC are the lowest; profit of manufacturer m
under NC is the lowest, that under SC is much higher, and that under
CC is the highest. Therefore, as a whole, there is also no optimal
strategy or dominated strategy, but SC can be the second-best strategy
if  p,(B)<O<min(f(B),g2(B). If 0<O<min(p, (B),p, (),
compared to NC, the environmental R&D level of the manufacturer
m is much higher, but net carbon emission and profit of the manufacturer
m are much lower under SC. Compared to NC and SC, the environmental
R&D level, net carbon emission of the manufacturer m, and supply
chain’s profit are much lower, but profit of the manufacturer m is much
higher under CC. Therefore, as a whole, there is no optimal strategy,
second-best strategy, or dominated strategy if 0 < 6 < min (p, (), p, ().
If p, (B) <0< g>(B), compared to NC, the environmental R&D level of
the manufacturer m and supply chain’s profit are much higher, but net
carbon emission and profit of the manufacturer m are much lower.
Compared to NC and SC, environmental R&D level and net carbon
emission of the manufacturer m and supply chain’s profit are much lower,
but profit of manufacturer m is much higher. Therefore, as a whole, there
is also no optimal strategy, second-best strategy, or dominated strategy if

P, (B) <0< g:(P).
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6 Conclusion

Three carbon emission reduction and pricing strategies of
manufacturers are NC, SC, and CC. This paper develops three game
models where two manufacturers could choose NC, SC, or CC to analyze
manufacturers’ strategies of carbon emission reduction and pricing under
the CET and CEA. This paper solves these models and compares their
environmental R&D levels, net carbon emissions, and profits. Results
show that from the view of the environmental R&D level or supply chain’s
profit, manufacturers may choose NC or SC as their strategy. From the net
carbon emission point of view, CC and SC should be their optimal
strategy and second-best strategy, respectively. As to manufacturers’
profits, CC should be their optimal innovation strategy, and NC or SC
should be their second-best strategy. As a whole, manufacturers would
choose none of these strategies as their optimal strategy but may choose
SC as their second-best strategy.

From the aforementioned information, we propose the following
management insights. First, manufacturers should select their
strategy of carbon emission reduction and pricing according to
their own situations. Participation in further cooperation in
carbon emission reduction and pricing
benefits, their development. As to
manufacturers with weak strength, NC may be their choice.

may damage
manufacturers’ even
When they enhance their strength in future, SC and CC may be
their choices. As to manufacturers with strong strength and social
responsibility, CC may be their choice. Second, the government
should a design dynamic support system based on the extent of
cooperation manufacturers engaged. The government can provide
more environmental R&D fund, tax reduction and exemption,
financing, and other supports to manufacturers when they engage
in further cooperation in environmental R&D and pricing, to lead
manufacturers form and deepen their cooperation, undermine their
carbon emission

reduction potential, and make a greater

contribution to ecological civilization construction. Finally,
members in the supply chain should properly share their profits.
Different cooperation strategies in carbon emission reduction and
pricing cause different, even opposite, influence on members in the
supply chain. Manufacturers’ participation in deeper cooperation is
good for the retailer to make a higher retail price on a low-carbon
product, which may increase the retailer’s profit but may decrease
manufacturers’ profits. Therefore, members in the same supply chain
should design a proper profit-sharing contract and properly share
their profits.

This study also exhibits several limitations. First, we focus on the
carbon emission reduction and pricing strategy of manufacturers. In fact,
manufacturers and retailers also cooperate in carbon emission reduction,
such as retailers share carbon emission reduction costs of manufacturers,
and manufacturers share low-carbon promotion costs of retailers. This
leads to an extension to analyze a full cooperation between members in
the same supply chain or even between different supply chains. Second,
we assume that the two manufacturers have the same environmental
R&D efficiency. In fact, manufacturers are different in finance,
technology, and other aspects. Future research could examine the
effect of different environmental R&D on strategy selection. Finally,
this paper applies the backward induction to solve the game models.
However, there have been many different domains where advanced
optimization algorithms have been applied as solution approaches,
such as carbon emission reduction (Dulebenets et al, 2017), online
learning (Zhao and Zhang, 2020), scheduling (Kavoosi et al, 2019;

frontiersin.org


https://www.frontiersin.org/journals/environmental-science
https://www.frontiersin.org
https://doi.org/10.3389/fenvs.2023.1120165

Dai et al.

Dulebenets, 2021), multi-objective optimization (Zhao and Zhang, 2020),
and medicine (Rabbani et al., 2017). These approaches could be more
effective in solving decision problems. Future research should explore
more advanced optimization algorithms for this decision problem.
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