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Abstract: In the practice of watershed ecological compensation, due to the inconsistency between the
interests of economic development and the objectives of ecological protection, there are typical game
characteristics among the relevant stakeholders. Taking the ecological compensation between Henan
and Shaanxi in the Yellow River Basin as an example, this paper constructs an evolutionary game
model, obtains the external conditions for various stakeholders to achieve stable cooperation from the
perspective of the government, and demonstrates the necessity of combining vertical and horizontal
ecological compensation. The sensitivity of each party’s decision making to key elements is analyzed
through a simulation. The results show that: (1) the optimal strategy is mainly affected by the initial
willingness of the upstream government and the central government; the strong regulatory power of
the central government can eliminate the influence of the initial will; (2) development opportunity
costs and vertical fiscal transfer payments have the most obvious influence on upstream government
decision-making; (3) the effect on optimal decision state of downstream paying upstream ecological
compensation is higher than that of upstream paying downstream ecological compensation; (4) the
punishment of the central government should ensure the binding force on the lower governments,
and the revenue and expenditure under its supervision strategy should ensure the effectiveness of
the supervision public power. The above conclusions provide support for improving the ecological
compensation mechanism of transboundary basins.

Keywords: ecological compensation for transboundary basins; evolutionary game theory; Yellow
River Basin of Shaanxi Province; stakeholder; simulation analysis

1. Introduction

With the rapid development of society, the economy, and the rapid growth in pop-
ulation, the damage that human production and life causes to watershed ecosystems is
increasing. In order to ensure the sustainable and coordinated development of the water-
shed economy and society, watershed ecological governance has become a necessity [1–3].
Watershed ecological governance often involves multiple administrative units [4–6]. The
dynamic characteristics of a river system mean that the main upstream and downstream
bodies of a river basin involve different interests and unclear rights and responsibilities
in terms of the development and utilization of water resources, environmental protection,
and ecological governance [7–9]. How to solve or alleviate the problems of ecological
externalities has become the key to the ecological governance of river basins [10–12].

In order to reduce or eliminate the problems caused by watershed ecological externality,
many scholars around the world have carried out research on it and put forward solutions,
among which is ecological (environmental) system services payments [13–15]. In the
1990s, this concept attracted the attention of many countries. On the one hand, economic
marketization promoted the market allocation of eco-environmental resources; on the
other hand, payment for ecosystem services not only played a role in the restoration of
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the environment, but also reduced poverty in economically underdeveloped areas to a
certain extent [8,16]. In the late 1990s, ecosystem services payment was widely recognized
by many countries in the field of watershed governance [17–19]. Its advantage is that it
can make multiple administrative units cooperate to manage a watershed and effectively
solve the problem of equity imbalance in the process of watershed ecological governance.
For example, in order to ensure the quality of urban drinking water, New York City,
USA reached a clean water supply agreement to levy fees on drinkers and provide funds
and technology to farmers in the basin to change their mode of production [20–22]. A
downstream hydropower station in Costa Rica makes ecosystem services payments to
maintain and repair the forest coverage in the upstream area, so as to prevent the deposition
of sediment in the downstream reservoir and obtain a stable water flow [23–25]. The
establishment of emission trading rights in the USA has helped with the efficient allocation
of environmental capacity resources [26–28]. Canada’s Grand River ecosystem services
payment project adopts directional compensation to maximize the environmental protection
benefits [29,30].

In China, the ecological compensation system is similar to the payment for ecosystem
services [31–33]. The public nature of natural resources means that the river basin ecological
compensation is dominated by top-down vertical financial transfers, supplemented by
horizontal payments or market trade [34,35]. For example, for the project of returning
farmland to forest (grassland) in the Yangtze River Basin, the government will compen-
sate rural landowners and other providers who provide ecosystem services [36–38]. The
water rights transaction between Yiwu and Dongyang in Zhejiang Province is the first
water rights transaction in China. It not only reduces the cost of obtaining water resources
in Yiwu, but also helps Dongyang obtain economic benefits exceeding the cost of water
savings, so as to achieve a win-win situation [39,40]. Based on the principle of cost sharing
and benefit sharing, the Xin’anjiang River basin ecological compensation project has estab-
lished a cross-province river basin ecological protection mechanism in Anhui and Zhejiang
provinces, which has greatly improved the water quality and quantity of Xin’anjiang River.
It is a successful pilot for China to actively explore the cross-basin horizontal ecological
compensation mechanism [41,42].

Based on the practice of ecological compensation, the central government issued
guiding opinions on accelerating the establishment of a horizontal ecological protection
compensation mechanism upstream and downstream of the basin in 2016 [43]. The docu-
ment stipulated that the central government will provide financial support for the project
according to the river basin ecological compensation agreement between provincial ad-
ministrative regions. Given that it is the “Mother River” in China, the Yellow River Basin
ecological protection and high-quality development is a major national development strat-
egy [44]. The Yellow River Basin covers an area of 795,000 square kilometers and flows
through nine provinces in China. Stakeholders have conflicting needs in terms of eco-
logical protection and governance and economic development [45,46]. The imbalance
or even separation of input and output of ecological protection has a serious impact on
the enthusiasm for ecological protection investment [47] and contradicts the urgent need
for ecological protection in the Yellow River Basin. Therefore, it is urgent to promote a
horizontal ecological compensation mechanism in the upper and lower reaches of the
Yellow River Basin and carry out cross-regional joint prevention and governance [12,48].
Domestic research on the basin ecological compensation mechanism has mostly focused on
the construction of a single vertical ecological compensation [49] or horizontal ecological
compensation mechanism between governments at the same level [50,51]; there is little
research on the collaborative construction of a basin ecological compensation mechanism
by higher-level governments and upstream and downstream governments. Many studies
on the single compensation mechanism show that the effect of vertical ecological com-
pensation on watershed ecological governance is more significant in the short term. The
main reason is that the local government of the watershed, as the first beneficiary receiving
compensation or financial incentives, has more impetus to improve the environment and



Sustainability 2022, 14, 3374 3 of 23

control pollution. However, the single form and source of compensation lead to a lack of
sustainability for vertical ecological compensation. Horizontal ecological compensation has
strong sustainability in ecological governance, and is more in line with the compensation
principle of “who pollutes, who governs, who benefits, who compensates.” However,
horizontal ecological compensation is not perfect in terms of standard accounting and
implementation constraints, which means the internal motivation of actors to participate in
river basin ecological compensation is insufficient; in addition, the mechanism construction
is difficult and the compensation effect is not significant. In some cross-regional water
pollution control studies, the higher-level government as the regulator is considered to
participate in the construction of an intergovernmental ecological compensation mechanism
in the upstream and downstream of the river basin. However, in the practice of river basin
ecological governance, the higher-level government is not only the regulator, but also often
bears the responsibility of the compensation subject [10].

The local upstream and downstream governments of the basin disagree with the
central government about economic development and the objectives of ecological and
environmental protection, which means the three parties have typical game characteristics.
The evolutionary game theory was put forward by the ecologist John Maynard Smith; on the
basis of studying the phenomenon of ecological evolution in combination with biological
evolutionary theory and classical game theory, it is free of the total focus on rationality
in the classical game theory [52,53]. Evolutionary game theory holds that human beings
cannot be completely rational, as described in traditional game theory, and obtain the best
response strategy through complex calculation [54]. Evolutionary game theory combines
game theory analysis with dynamic evolutionary process analysis; the difference between
them is that game theory focuses on static equilibrium and comparative static equilibrium,
while evolutionary game theory emphasizes dynamic equilibrium. In the practice of
water pollution control of the East Route of the South-to-North Water Transfer Project,
the evolutionary game theory is used to study the ecological compensation mechanism
between the water-receiving area and the water transfer area with game characteristics [55],
which plays an important role in the construction of a cross-regional water pollution control
system. Therefore, this paper chooses the evolutionary game model to study the ecological
mechanism of cross-regional watersheds. This model can study the behavioral change
process of participants, and modify the strategies of participants in a continuous game to
achieve the optimal state.

At present, the design of a cross-regional watershed ecological compensation mecha-
nism is not perfect. Based on the tripartite evolutionary game framework, this paper takes
the superior government, the upstream government, and the downstream government
as the research object, and dynamically describes the watershed ecological governance
interests of the superior government and the upstream and downstream government. We
intend to study the constraints required by all parties to jointly manage the watershed
ecology, and to analyze the factors influencing the compensation mechanism in terms
of sustainability, fairness, and incentives, so as to provide a basis for the formulation of
compensation standards and schemes.

2. Materials and Methods
2.1. Study Area

The Yellow River flows through nine provinces and regions: Qinghai, Sichuan, Gansu,
Ningxia, Inner Mongolia, Shaanxi, Shanxi, Henan, and Shandong. The development and
utilization rate of water resources in the whole basin is as high as 80%, far exceeding
the recognized warning line of 40% [56]. According to the bulletin on China’s ecological
environment in 2019, the water in the Yellow River Basin is generally slightly polluted.
Among the 137 water quality monitoring sections monitored, class I–III water quality
sections account for 73.0%, class IV and V water quality sections account for 18.2%, and
inferior class V water quality sections account for 8.8% [57]. The discharge of wastewater
and waste gas from large industrial cities and the inflow of heavily polluted tributaries
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are the main reasons for the deterioration of water quality in some sections of the Yellow
River Basin. Domestic sewage discharge and agricultural nonpoint source pollution are
also important reasons for water pollution in the Yellow River Basin [58,59]. In addition
to the problem of water pollution, the disharmony of water and sediment in the Yellow
River is also an urgent problem to be solved. The Loess Plateau, located in the middle
and upper reaches of the Yellow River, is the most serious area of soil and water loss in
China and even in the world. The soil and water loss area of the Loess Plateau accounts
for 98% of the total area of soil and water loss in the Yellow River Basin and contributes
97% of the sediment to the Yellow River, which is the root cause of the flooding of the
Yellow River [60]. On April 20, 2020, the Ministry of Finance, the Ministry of Ecology
Environment, the Ministry of Water Resources, and the National Forestry and Grassland
Administration jointly issued a pilot implementation plan for supporting and guiding the
establishment of a horizontal ecological compensation mechanism in the whole Yellow
River Basin, exploring the establishment of a horizontal ecological compensation scheme.
This policy indicates that the central government will provide technical guidance and
policy and financial support for the cross-regional horizontal ecological compensation pilot.
This paper takes the central government and the upstream and downstream governments
of the river basin as the research object, which is in line with the actual situation of the
combination of horizontal and vertical ecological compensation mechanisms in the policy.

The Yellow River Basin in Shaanxi Province flows from north to south through the
junction of Shaanxi and Shanxi provinces, with a total length of 723.6 km. The basin covers
Xi’an, Tongchuan, Baoji, Xianyang, Weinan, Yan’an, Yulin, Shangluo (part), and Yangling
Demonstration Area. According to the Bulletin of Soil and Water Conservation in 2019,
the total area of soil and water loss in China is 2.7108 million km2, while that in Shaanxi
Province is 48,800 km2, accounting for 1.80% of the total area of soil and water loss in
China, and 18.47% of the total area of 264,200 km2 of the Yellow River. Eight cities and
one district in Shaanxi Province are located in the Yellow River Basin, covering an area of
133,600 km2, of which the area of water and soil loss decreased from 101,000 km2 before
the 1980s to 48,800 km2 in 2019; the average amount of yellow mud and sand decreased
from 800 million tons to less than 300 million tons. It can be seen that the environment of
the Yellow River Basin in Shaanxi Province is very fragile, but if it undertakes important
tasks of ecological environment construction and protection more than the upstream and
downstream provinces, this could restrict the development of the local economy to a
certain extent. The Shanxi–Shaanxi section of the Yellow River flows through the junction
of Shaanxi and Shanxi provinces, as shown in Figure 1. In order to explore the tripartite
relationship, this paper only takes the relationship between the central government, Shaanxi
provincial government, and Henan provincial government as an example to study the
construction of an ecological compensation mechanism for the Yellow River Basin. The three
parties represent the superior government, the upstream government, and the downstream
government of the basin ecological compensation, respectively.
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2.2. Stakeholders in the Construction of Ecological Compensation Mechanism in the Yellow River
Basin of Shaanxi Province

In the ecological compensation of the Yellow River Basin in Shaanxi Province, Shaanxi
provincial government and Henan provincial government, as the upstream and down-
stream managers of the study area, bear the responsibility for the ecological governance. As
the superior government of the upstream and downstream governments of the basin, the
central government should not only coordinate the establishment of a horizontal ecological
compensation mechanism between the upstream and downstream governments of the
basin and supervise the watershed governance of the upstream and downstream govern-
ments, but also make financial transfer payments to the key ecological functional areas of
the basin. Financial transfer payments in key ecological functional areas of the basin is a
fair mechanism to reasonably compensate for restrictions on development in important
ecological areas. Therefore, in the ecological management of the Yellow River Basin, the
central government is not only the regulator but also the main body of compensation.

The interests of the three governments in river basin governance are different, so
the decision-making behaviors of all parties are also different. In the construction of a
river basin ecological compensation system, a two-way regulation mechanism of ecological
compensation is constructed based on the water quality and quantity of the cross-border
section of the river basins of the two provinces. When the upstream government invests in
the ecological management of the river basin to improve the water quality and quantity, as
the beneficiary, the downstream government should compensate the upstream government;
when the upstream government does not protect the ecology of the basin, so that the water
quality and quantity of the cross-border section are lower than the standard value, the
upstream government should compensate the downstream government. In river basin
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ecological governance, the central government should not only supervise the upstream and
downstream governments to oversee river basin ecological compensation, but also make
financial transfer payments to the upstream ecological functional areas of the river basin,
and punish the upstream and downstream areas when they fail to engage in river basin
protection. At the same time, the supervision of the central government is restricted by the
supervision costs, punishment benefits, and overall benefits. The logical relationship of
ecological compensation in the Yellow River Basin of Shaanxi Province is shown in Figure 2.
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3. Model Construction and Analysis
3.1. Construction of Evolutionary Game Model
3.1.1. Model Assumptions

The players of ecological compensation in the Shaanxi Henan section of the Yel-
low River Basin include the upstream government of Shaanxi Province, the downstream
government of Henan Province, and the central government. In river basin ecological
compensation, each game subject with limited rationality will make decisions to maximize
their own interests according to the specific contents of a river basin ecological compensa-
tion agreement. In order to analyze the stability of strategies and equilibrium points of all
parties, the following assumptions are made:

Hypothesis 1. The upstream Shaanxi provincial government, the downstream Henan provincial
government, and the central government are limited rational participants; the information between
them is not completely equal, so they may not be able to determine their own optimal strategy in one
game, but determine the most favorable strategy through multiple games.

Hypothesis 2. The strategy space of the upstream governments of the basin is to protect the basin
ecology or not to protect the basin ecology, and the probabilities of the two strategies are x and 1 –
x, respectively, x ∈ [0, 1]; the strategy space of the government in the lower reaches of the basin
is to participate in the ecological cogovernance of the basin or not to participate in the ecological
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cogovernance of the basin, and the probability of the government in the lower reaches of the basin
choosing the two strategies is y and 1 – y, y∈ [0, 1], respectively; the strategy space of the central
government is regulatory and nonregulatory, and the probability of the central government choosing
the two strategies is z and 1 – z, z ∈ [0, 1], respectively.

Hypothesis 3. In reality, in addition to the protection funds directly invested in river basin
protection, the upstream areas often restrict industrial development due to the protection of water
sources; therefore, these two variables are considered separately. When the upstream government
of the basin chooses an ecological protection strategy to improve the water quality and quantity
of the basin, the development opportunity cost is C0 and the ecological protection cost is C1. At
the same time, it needs to pay for the management and transaction costs C2 of the joint prevention
and cogovernance of the ecological environment and ecological compensation mechanism, so the
ecological benefit is M1. When choosing the strategy of not protecting the watershed ecology, there
is no need to pay the cost of ecological protection, but when the central government is involved in
the regulatory strategy and the downstream government participates in the cogovernance of the
watershed, it should pay compensation E2 to the downstream. In the construction of a realistic
ecological compensation program, the ecological benefits obtained by the upstream government
through protecting the watershed ecology are far lower than the direct protection costs and sacrificial
development opportunity costs, resulting in the upstream government refusing to protect the
watershed ecology. Referring to this situation, this paper assumes that the ecological benefits in the
upstream of the watershed are lower than the protection costs invested.

Hypothesis 4. The ecological benefit obtained by the downstream government of the basin when
the upstream government chooses to protect the basin ecology is M2, and the downstream govern-
ment does not obtain ecological benefits when the upstream government chooses not to protect the
basin ecology strategy. When the downstream government chooses to participate in the watershed
cogovernance strategy, if the upstream government chooses to protect the watershed ecology strategy,
the downstream government will pay ecological compensation E1 to the upstream government, At
the same time, it needs to pay the management and transaction cost C3 of ecological environment
joint prevention and cogovernance and ecological compensation mechanism. When the downstream
government chooses not to participate in the basin cogovernance strategy, there is no need to compen-
sate and invest in the cogovernance cost. By default, in this case, the upstream government does not
need to compensate the downstream government if the upstream does not protect the basin ecology.
In order to conform to the river basin protection principle of “who pollutes, who protects, who
benefits, who compensates” in the actual situation, the two-way ecological compensation between
the upstream government and the downstream government of the river basin is designed based on
the above assumptions.

Hypothesis 5. When the central government chooses the supervision strategy, the supervision
cost of the watershed environment is B. Under the supervision of the central government, if the
upstream government of the basin chooses the strategy of protecting the basin ecology, the vertical
financial transfer to the upstream government of the basin is A. If the upstream or downstream
government fails to fulfill the obligation of basin ecological protection, the upper government will
punish the upstream and downstream governments by H1 and H2, respectively. When the upstream
government chooses not to protect the ecological environment of the basin, the water quality and
quantity of the basin decline, and the amount spent by the central government to repair the ecological
environment of the basin is D; when the government in the upper reaches of the basin carries out
the ecological protection of the basin, the ecological environment of the basin is improved, and the
ecological benefits brought to the superior government are M. If the central government chooses
the supervision strategy at the same time, the credibility of the central government is improved
and the social benefits brought to the superior government are V due to the remarkable effect of
supervising the ecological governance of the basin. When the central government chooses the
nonsupervision strategy, it will not reward or punish the upstream and downstream governments. If
the upstream government chooses not to protect the watershed ecology with this strategy, resulting
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in the deterioration of the watershed ecological environment and the decline in people’s living
environment, it will bring about a negative social effect for the central government, which is T.

3.1.2. Benefits of Each Subject in Evolutionary Game

According to the assumed model parameters and game relationship, the income
matrix of the three subjects of watershed ecological compensation under different strategy
combinations is determined, as shown in Table 1.

Table 1. Income matrix of tripartite evolutionary game system.

Downstream Government
Central Government

Supervise Z Unregulated
1 – Z

Upstream
government

Protect watershed
ecology

X

Participate in watershed
ecological co governance

Y

Upstream
Downstream

Central

M1 − C0 − C1 − C2 +
E1 + A

M2 − E1 − C3
−B − A + V + M

M1 − C0 − C1 − C2 +
E1

M2 − E1 − C3
M

Do not participate in
watershed ecological co

governance
1 – Y−

Upstream
Downstream

Central

M1 − C0 − C1 − C2 +
A

M2 − H2
−B − A + V + M + H2

M1 − C0 − C1 − C2
M2
M

No protection of
watershed ecology

1 – X

Participate in watershed
ecological co governance

Y

Upstream
Downstream

Central

−H1 − E2
−C3 + E2
−B − D + H1

0
−C3
−D − T

Do not participate in
watershed ecological co

governance
1 – Y

Upstream
Downstream

Central

−H1
−H2

−B − D + H1 + H2

0
0

−D − T

Notes: C0 represents the development opportunity cost to the upstream government; C1 represents the ecological
protection cost to the upstream government; C2 represents the management transaction cost to the upstream
government; C3 represents the management transaction cost to the downstream government; E1 represents the
ecological compensation paid by the downstream government; E2 represents the ecological compensation paid
by the upstream government; H1 represents the punishment of the upstream government; H2 represents the
punishment of the downstream government; M1 represents the ecological benefits of the upstream government;
M2 represents the ecological benefits of the downstream government; B represents the cost of central government
regulation; A represents the fiscal transfer amount of the central government; V represents the positive social
benefits to the central government; M represents the ecological benefits to the central government; D represents
the amount of ecological restoration invested by the central government; T represents the negative social effects
on the central government.

3.2. Evolutionary Model Analysis

The upstream and downstream governments and the central government of the basin
interact with and restrict each other. In order to obtain the maximum expected return,
they constantly adjust their strategies. By establishing a dynamic equation of tripartite
evolutionary game replication, the formation process of stability strategies of all parties
is analyzed. Based on the stability theory of differential equations, the stability of the
strategies of the upstream and downstream governments and the central government are
analyzed. F(x), F(y), and F(z) represent the dynamic strategy adjustment mechanism of
upstream government, downstream government, and central government, respectively,
expressed as equations. According to the Lyapunov stability theory, if a strategy adopted
by the three-party game subject is stable, the probability x, y, and z of the upstream
government, downstream government, and central government of the basin choosing the
strategy meet the following requirements:

F(x) = 0,
d(F(x))

dx
< 0; F(y) = 0,

d(F(y))
dy

< 0; F(z) = 0,
d(F(z))

dz
< 0.

3.2.1. Three-Party Evolutionary Game Subject Replication Dynamic Equation

According to the three-party evolutionary game matrix in Table 1, the expected return
U11 of the upstream government choosing to actively respond to the watershed ecological
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protection strategy, the expected return U12 of choosing to negatively respond to the water-
shed ecological protection strategy, and the average expected return U1 are, respectively:

U11 = yz[M1 − C0 − C1 − C2 + E1 + A] + y(1− z)[M1 − C0 − C1 − C2 + E1]
+(1− y)z[M1 − C0 − C1 − C2 + A] + (1− y)(1− z)[M1 − C0 − C1 − C2]
= yE1 + zA + M1 − C0 − C1 − C2

(1)

U12 = yz[−H1 − E2] + y(1− z)[0] + (1− y)z[−H1] + (1− y)(1− z)[0] = −zH1 − yzE2 (2)

U1 = xU11 + (1− x)U12 = xyE1 + xyzE2 − yzE2 + xzA + xM1 − xC0 − xC1 − xC2 − zH1 + xzH1. (3)

Therefore, the replication dynamic equation of government strategy selection in the
upper reaches of the basin can be obtained as follows:

F(x) =
dx
dt

= x
(
U11 −U1

)
= x(1− x) [yE1 − yzE2 + zA + M1 − C0 − C1 − C2 + zH1]. (4)

The expected return U21 of the downstream government participating in the basin
cogovernance and the expected return U22 not participating in the basin cogovernance, and
the average expected return U2 are, respectively:

U21 = xz[M2 − E1 − C3] + x(1− z)[M2 − E1 − C3] + (1− x)z[−C3 + E2] + (1− x)(1− z)[−C3]
= xM2 − xE1 − C3 + zE2 − xzE2

(5)

U22 = xz[M2 − H2] + x(1− z)[M2] + (1− x)z[−H2] + (1− x)(1− z)[0 ] = −zH2 + xM2 (6)

U2 = yU21 + (1− y)U22 = xM2 − zH2 + yzH2 − xyE1 − yC3 + yzE2 − xyzE2. (7)

Therefore, the replication dynamic equation of government strategy selection in the
lower reaches of the basin can be obtained as follows:

F(y) =
dy
dt

= y
(
U21 −U2

)
= y(1− y) [−xE1 + zE2 − xzE2 − C3 + zH2]. (8)

The expected return U31 under supervision of the central government, the expected
return U32 without supervision, and the average return U3 are, respectively:

U31 = xy[−B− A + V + M] + x(1− y)[−B + V + H2 − A + M] + (1− x)y[−B− D + H1]
+(1− x)(1− y)[−B− D + H1 + H2]
= xV − xA + xM− B− D + H1 + H2 + xD− xH1 − yH2

(9)

U32 = xy[M] + x(1− y)[M] + (1− x)y[−D− T] + (1− x)(1− y)[−D− T] = xM− D− T + xD + xT (10)

U3 = zU31 + (1− z)U32 = xzV − xzA− zB + zH1 + zH2 − xzH1 − yzH2 + xM− D− T + xD + xT + zT − xzT. (11)

Thus, the replication dynamic equation of the central government’s strategy selection
can be obtained as follows:

F(z) =
dz
dt

= z
(
U31 −U3

)
= z(1− z) [−xA + xV − B + H1 + H2 − xH1 − yH2 + T − xT]. (12)

3.2.2. Stability Analysis of Equilibrium Point of Tripartite Evolutionary Game System

From F(x) = 0, F(y) = 0, F(z) = 0, eight system equilibrium points can be obtained.
The Jacobian matrix of the three-party evolutionary game system is as follows:


(1− 2x)[yE1 − yzE2 + zA + M1 − C0 − C1 − C2 + zH1]

(
x− x2

)
[E1 − zE2]

(
x− x2

)
[−yE2 + A + H1](

y− y2
)
[−E1 − zE2] (1− 2y)[−xE1 + zE2 − xzE2 − C3 + zH2]

(
y− y2

)
[E2 − xE2 + H2](

z− z2
)
[−A + V − H1 − T]

(
z− z2

)
[−H2] (1− 2z)[−xA + xV − B + H1 + H2 − xH1 − yH2 + T − xT]


The equilibrium points and eigenvalues (eigenvalue means that A is an n-order square

matrix; if there is a number m and a non-zero n-dimensional column vector x, so that
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Ax = mx holds, then m is an eigenvalue of A) in the tripartite evolutionary game system
are obtained, as shown in Table 2.

Table 2. Equilibrium points and eigenvalues of tripartite evolutionary game system.

Equilibrium Point
Characteristic Value

λ1 λ2 λ3

P1(0, 0, 0) M1 − C0 − C1 − C2 −C3 −B + H1 + H2 + T
P2(0, 0, 1) M1 − C0 − C1 − C2 + H1 + A E2 − C3 + H2 B− H1 − H2 − T
P3(0, 1, 0) E1 + M1 − C0 − C1 − C2 C3 −B + H1 + T

P4(0, 1, 1)
E1 − E2 + A + M1 − C0 −

C1 − C2 + H1
−E2 + C3 − H2 B− H1 − T

P5(1, 0, 0) −M1 + C0 + C1 + C2 −E1 − C3 −A + V − B + H2
P6(1, 0, 1) −M1 +C0 +C1 +C2− A−H1 −E1 − C3 + H2 A−V + B− H2
P7(1, 1, 0) −M1 + C0 + C1 + C2 − E1 E1 + C3 −A + V − B

P8(1, 1, 1)
−M1 + C0 + C1 + C2 − E1 +

E2 − A− H1
E1 + C3 − H2 A−V + B

Notes: C0 represents the development opportunity cost to the upstream government; C1 represents the ecological
protection cost to the upstream government; C2 represents the management transaction cost to the upstream
government; C3 represents the management transaction cost to the downstream government; E1 represents the
ecological compensation paid by the downstream government; E2 represents the ecological compensation paid
by the upstream government; H1 represents the punishment of the upstream government; H2 represents the
punishment of the downstream government; M1 represents the ecological benefits of the upstream government;
B represents the cost of central government regulation; A represents the fiscal transfer amount of the central
government; V represents the positive social benefits to the central government; T represents the negative social
effects on the central government.

The Lyapunov system stability theory [61] judges the stability of the system through
the positive and negative eigenvalues of the Jacobian matrix—that is, when all eigenvalues
of the Jacobian matrix have negative real parts, the equilibrium point is at the asymptotic
stability point; when the eigenvalues of Jacobian matrix are less than or equal to zero, and
the eigenvalues equal to 0 have no multiple roots, the equilibrium point is in a critical stable
state; and when any eigenvalue of Jacobian matrix has a positive real part or an eigenvalue
equal to 0 has multiple roots, the equilibrium point is in an unstable state.

One of the eigenvalues of P3 (0,1,0) λ2 is C3, which is a positive value. λ1, one of the
characteristic values of P5 (1,0,0), is also positive according to Hypothesis 3: “the ecological
benefit stipulated in this paper is lower than the input cost.” One of the eigenvalues of P7
(1,1,0) λ2 is E1+C3 is also a positive value. According to the Lyapunov stability theorem [61],
these three points are unstable equilibrium points, and the other five points can be judged
by adding other constraint condition. This paper aims to study the ecological compen-
sation scheme to promote the coordinated governance of river basins by governments at
all levels. P7 (1,1,0) is an unstable equilibrium point, indicating that the upstream and
downstream governments cannot consciously fulfill the obligations of river basin ecological
protection, so only the conditions of P8 equilibrium point are considered. P8 (1,1,1) is the
best case of watershed ecological compensation construction. It represents the upstream
government to protect the watershed ecology, the downstream government to participate
in CO governance, and the central government to supervise the watershed protection. In
order to make the three-party subject strategy of evolutionary game stable at P8 (1,1,1)
equilibrium point, all eigenvalues should be less than zero, so the constraint condition of
−M1 + C0 + C1 + C2 − E1 + E2 − A− H1 < 0

E1 + C3 − H2 < 0
A−V + B < 0

(1) must be satisfied. Under this con-

straint, P4 (0,1,1), P6 (1,0,1), and P2 (0,0,1) are in an unstable state, and P1 (0,0,0) may be
in a stable state, indicating that the stable point is not unique under the assumption and
the above constraint condition, which indicates that the initial intention of the three game
players for collaborative watershed governance will have an impact on the final decisions
of the three players.
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4. Simulation Analysis
4.1. Influence of Initial Probability on Replication Dynamic System

By simulating the decision-making process of the upstream and downstream of the
basin and the central government under different initial probabilities, this paper analyzes
the impact of different initial probabilities of the three parties participating in the game
on the final decision making and replication dynamic system of the three parties, and
studies the influencing factors of eliminating the hybrid strategy. The proposed parameter
set meeting the constraint condition (1) is shown in Table 3. The simulation sets with
the upstream government strategy selection probability x, the downstream government
strategy selection probability y, and the central government strategy selection probability z
have four initial values, which are 0.2, 0.4, 0.6, and 0.8, respectively. The initial probability
of this tripartite game player passes 4 × 4 × 4 permutation and combination, so a total
of 64 initial probability combinations can be obtained. Firstly, the influence of different
initial probabilities on the stability strategy of the system under constraint condition
(1) is simulated and analyzed. Secondly, the influence of different initial probabilities
of upstream government, downstream government, and central government on their
respective decisions is simulated and analyzed. The results of simulation analysis are
shown in Figure 3A–D.

Table 3. Parameter set of simulation analysis satisfying constraint condition (1).

Influence factor C0 C1 C2 C3 E1 E2 M1 A H1 H2 B V T

Numerical value 15 10 2 2 5 5 15 7 6 8 20 30 5

Notes: C0 represents the development opportunity cost to the upstream government; C1 represents the ecological
protection cost to the upstream government; C2 represents the management transaction cost to the upstream
government; C3 represents the management transaction cost to the downstream government; E1 represents the
ecological compensation paid by the downstream government; E2 represents the ecological compensation paid
by the upstream government; H1 represents the punishment of the upstream government; H2 represents the
punishment of the downstream government; M1 represents the ecological benefits of the upstream government;
B represents the cost of central government regulation; A represents the fiscal transfer amount of the central
government; V represents the positive social benefits to the central government; T represents the negative social
effects on the central government.

It can be seen from Figure 3A that the stability strategy of the system under constraint
condition includes two cases: three game subjects jointly participate in watershed eco-
logical compensation (1,1,1) and none participate in watershed ecological compensation
(0,0,0), which is consistent with the results of equilibrium point stability analysis above.
Figure 3B,D shows that when the initial probability of upstream government and central
government is high enough, some decision curves finally tend to 1; in Figure 3C, under
different initial probabilities, some decision curves of downstream governments tend to 1.
Therefore, it can be inferred that the initial probability of the upstream government and the
central government has a great impact on their final decision, and the impact of the initial
probability of the downstream government on their final decision can be ignored. It can be
seen from the bold decision-making curve in Figure 3B–D that the decision-making curve of
the central government and the upstream and downstream governments of the river basin
finally tends to 1—that is, the upstream government and the central government tend to
participate in the river basin ecological compensation only when their initial willingness to
participate in the river basin ecological compensation is high. If the initial value of strategy
selection probability representing the initial will of the upstream government or the central
government is not large enough, the final decision will tend not to participate in the basin
ecological compensation. Comparing the time when the decisions of the three game players
reach the final stable state in Figure 3B–D, it can be seen that the time when the decisions
of the central government reach the stable state is the shortest, followed by the upstream
government, and the time when the decisions of the downstream government reach the
stable state is the longest. The above inference shows that the initial probability will affect
the final decision of the central government and the upstream government of the basin, and
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the final decision of the central government will affect the final decision of the upstream
and downstream governments.
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It can be seen from Figure 4A that when the central government selects the supervision
strategy, the decision-making process curve of upstream and downstream governments
with different initial willingness to cooperate will tend to 1—that is, participating in water-
shed ecological compensation; when the central government chooses the nonregulatory
strategy, the decision-making process curve of upstream and downstream governments
with different initial willingness to cooperate will tend to 0—that is, they will not participate
in watershed ecological compensation. It can be inferred that under the parameter set
satisfying the constraint condition (1), when the central government does not supervise the
river basin ecological compensation, the upstream and downstream governments cannot
consciously implement the river basin ecological compensation measures regardless of the
initial willingness to engage in ecological compensation cooperation; however, when the
central government supervises the basin ecological compensation, regardless of the initial
willingness of the upstream and downstream governments to cooperate in ecological com-
pensation, they will eventually choose to participate. From the above inference, it can be
seen that if the central government under different initial probabilities can reach the stable
state of supervision, the impact of different initial probabilities on system stability can be
eliminated. What the central government can subjectively adjust in the ecological compen-
sation scheme is the punishment and supervision costs for the upstream and downstream
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governments when they fail to perform their obligations. Combined with the eigenvalue of
P1 equilibrium point and Lyapunov system stability theory, when the sum of the punish-
ment benefits of the central government and the negative social value brought by the ecolog-
ical deterioration of the river basin without supervision is greater than the supervision cost,
the final stable state of the central government must tend to the supervision strategy. At this

time, the constraint condition is


−M1 + C0 + C1 + C2 − E1 + E2 − A− H1 < 0

E1 + C3 − H2 < 0
A−V + B < 0

−B + H1 + H2 + T > 0

(2) ; a

simulation analysis of the impact of different initial probabilities on the stability of repli-
cation dynamic system under constraint (2), and the parameter set satisfying constraint
(2), is shown in Table 4. Table 4 adjusts the punishment intensity and supervision cost of
the central government compared with Table 3. The results of the simulation analysis are
shown in Figure 4B. It can be seen from Figure 4B that under the parameter set in Table 4,
P8 (1,1,1) is the only stable equilibrium point. The simulation analysis is consistent with the
above inference, which is effective and has practical significance for the formulation of a
watershed ecological compensation scheme.
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Table 4. Simulation analysis parameter set satisfying constraint condition (2).

Influence factor C0 C1 C2 C3 E1 E2 M1 A H1 H2 B V T

Numerical value 15 10 2 2 5 5 15 7 13 13 10 20 5

4.2. Sensitivity Analysis of Key Elements

In the replication dynamic system, each key element will have an impact on the evolu-
tionary game process and evolutionary results of the central government and the upstream
and downstream governments of the basin. The final system stability strategy (1,1,1) un-
der constraint (2) conforms to the original intention of the formulation of the watershed
ecological compensation scheme. Therefore, the parameter set meeting constraint (2) is
selected for the sensitivity analysis of key elements, and the initial probability of each game
subject is 0.2. In the practice of watershed ecological governance, the ecological benefit
to the upstream government is usually directly proportional to the direct protection cost
of the watershed ecology invested by the upstream government, but the development
opportunity cost paid for watershed protection varies from place to place, and with the
long-term progress of watershed protection, the development opportunity sacrificed is not
invariable. The two-way ecological compensation standard of the upstream and down-
stream governments is the top priority in the formulation of an ecological compensation
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scheme, and is also an important factor affecting the decision making of the upstream
and downstream governments. Section 4.1 analyzes the central government’s supervision
in the watershed ecology, and the vertical financial transfer to the upstream region is an
important consideration in the formulation of the watershed ecological compensation
scheme. Therefore, the upstream development opportunity cost, the amount of ecological
compensation, the punishment of the central government, and the vertical financial transfer
are key elements in the simulation for the sensitivity analysis.

4.2.1. Sensitivity Analysis of Opportunity Cost of Development in the Upper Reaches of
the Basin

In order to analyze the impact of the upstream government sacrificing development
opportunity cost on the stability of the replication dynamic system, taking C0 as 7, 11, and
15, respectively, under the condition of meeting the constraint condition (2), it represents
the three situations of low, medium, and high sacrificing development opportunity cost of
the upstream government. The other influencing factors are shown in Table 4. The t of the
replication dynamic system is set to 6 and the step size is 0.3 (that is, the time interval of
each point in the figure is 0.3), and there are 20 points in each replication dynamic curve.
(The steps in the later content of this article represent the time interval of each point on the
curve in the figure.) The simulation results are shown in Figure 5A.
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It can be seen from Figure 5A that under the three conditions of low, medium, and
high development opportunity cost, the time t for the decision making of the upstream
government to reach the stable state is 1.2, 2, and 10, respectively, and the change in the
time for the central government and the downstream government to reach the stable state
under these three conditions is very small and can be ignored.

It can be inferred that the greater the cost of upstream governments sacrificing devel-
opment opportunities, the longer it takes to reach a stable state; comparing the decision-
making curves of the three cases of low, medium, and high cost of sacrificing development
opportunities, it can be seen that the willingness of the upstream government to protect the
watershed ecology will continue to decrease with the increase in sacrificing development
opportunity cost. When the sacrificing development opportunity cost is too large, resulting
in the expenditure of the upstream for protecting the watershed ecology exceeding the sum
of the benefits, compensation, and punishment of protecting the watershed ecology, the
upstream government, under bounded rationality, tends to consider its own interests and
will refuse to protect the watershed ecology.
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4.2.2. Sensitivity Analysis of Vertical Fiscal Transfer of Central Government

Vertical fiscal transfer is the compensation given by the central government to the
protectors whose development is limited by the governance of the watershed ecology.
In order to analyze the impact of the central government’s vertical fiscal transfer on the
stability of the replication dynamic system, A is set to 5, 7, and 9, respectively, to represent
the three cases of low, medium, and high vertical fiscal transfer. The other influencing
factors are shown in Table 4. T of the replication dynamic system is set to 6 and the step
size is 0.1. The results of the simulation analysis are shown in Figure 5B.

As can be seen from Figure 5B, in the three cases of low, medium, and high vertical
fiscal transfer, the time t for the upstream government decision to reach the stable state is
1.6, 1.3, and 1.0, respectively, and the time t for the downstream government decision to
reach the stable state is about 0.9. This change is very small and can be ignored. The time t
for the central government to reach the stable state is 0.8, 1.0, and 2.0, respectively.

It can be seen from the above data that the strategic choices of the upstream govern-
ment and the central government are directly affected by the factors of vertical financial
transfer, and the sensitivity of the upstream government to the changes of vertical financial
transfer is relatively stable. When the amount of vertical financial transfer is too high, the
sensitivity of the central government to this influencing factor will increase significantly.

4.2.3. Sensitivity Analysis of Ecological Compensation

Ecological compensation is a way for the upstream and downstream governments
of the basin to solve the positive and negative externalities of the basin’s ecological gov-
ernance. In order to analyze the impact of the payment of ecological compensation by
the downstream government to the upstream government on the stability of the replica-
tion dynamic system, E1 is set to 1, 5, and 9, respectively, to represent the low, medium,
and high ecological compensation paid by the downstream government to the upstream
government. The other influencing factors are shown in Table 4. The t of the replication
dynamic system is set to 6 and the step size is 0.1. The results of the simulation analysis are
shown in Figure 6A; in order to analyze the impact of the upstream government paying
downstream government ecological compensation on the stability of replication dynamic
system, E2 is set to 1, 5, and 9, respectively, to represent the three situations of low, medium
and high ecological compensation paid by the upstream government to the downstream
government. The other influencing factors are shown in Table 4; the t of the replication
dynamic system is set to 6 and the step size is 0.1. The results of the simulation analysis are
shown in Figure 6B.
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It can be seen from Figure 6A that in the three cases of low, medium, and high
ecological compensation paid by the downstream government to the upstream government,
the time t for the upstream government’s decision to reach the stable state is 2.3, 1.2, and
0.9, respectively; the time t for the downstream government’s decision to reach the stable
state is 0.7, 1.0, and 2.3, respectively, and the time for the central government to reach the
stable state is about 0.9 in these three cases, so the change is negligible. It can be seen from
Figure 6B that in the three cases where the upstream government pays the downstream
government ecological compensation that is low, medium, and high, the time t for the
upstream government’s decision to reach the stable state is 0.9, 1.3, and 2.2, respectively,
and the time t for the downstream government’s decision to reach the stable state is 1.1, 0.9,
and 0.7, respectively. In these three cases, the time for the central government to reach the
stable state is about 1.0; the change is very small and can be ignored.

It can be inferred from the above data that both E1 and E2 of ecological compensation
have a direct and non-negligible impact on the strategic choice of upstream and downstream
governments. Comparing the sensitivity of upstream and downstream governments to the
two kinds of ecological compensation, it can be seen that the sensitivity of upstream and
downstream government decisions to E1 is very high and the difference is very small, but
the sensitivity of upstream government decisions to E2 is higher than that of downstream
governments to E2.

4.2.4. Sensitivity Analysis of Central Government Punishment Intensity

In this paper, the punitive measures of the central government in the evolutionary
game system are divided into two parts: the punitive measures for the upstream govern-
ment and the punitive measures for the downstream government. Therefore, the impact of
the punishment of the central government on the upstream government on the stability of
the system and the impact of the punishment of the central government on the downstream
government on the stability of the system are analyzed separately. In order to analyze the
impact of the punishment of the central government on the upstream government on the
system stability, H1 is set to 8, 11, and 14, respectively, to represent the three situations of
low, medium, and high punishment. The other influencing factors are shown in Table 4.
T of the replication dynamic system is set to 6 and the step size is 0.1. The results of the
simulation analysis are shown in Figure 7A. In order to compare the sensitivity of the
downstream governments of the basin to the punishment of the central government, H2 is
set to 8, 11, and 14, respectively, to represent the three situations of low, medium, and high
punishment. T of the replication dynamic system is set to 6 and the step size is 0.1. The
other influencing factors are shown in Table 4 and the results of the simulation analysis are
shown in Figure 7B.
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It can be seen from Figure 7A that under the three situations of low, medium, and
high punishment imposed by the central government on the upstream government, the
time t for the upstream government’s decision to reach the stable state is 3.2, 1.6, and 1.1,
respectively, the time t for the downstream government’s decision to reach the stable state
is 0.9, 0.8, and 0.7, respectively, and the time for the central government to reach the stable
state is 1.4, 0.9, and 0.7, respectively. It can be inferred that when the central government
punishes the upstream more, the upstream government, the central government, and the
downstream government tend to be stable for a shorter time; the upstream government
is the most sensitive to the change in H1, followed by the central government, and the
downstream government is the weakest.

It can be seen from Figure 7B that under the three situations of low, medium, and high
punishment by the central government to the downstream government, the time t for the
upstream government’s decision to reach the stable state is concentrated at about 1.2, and
the change is negligible. The time t for the downstream government’s decision to reach
the stable state is 4.4, 1.3, and 0.8, respectively, and the time t for the central government
to reach the stable state is concentrated at about 0.8; the change is negligible. It can be
seen from this that the strategy of the downstream government is the most sensitive to
H2, while H2 has little direct impact on the decisions of the central government and the
upstream government.

Comparing Figure 7A,B, it can be seen that, compared with the sensitivity of the
governments at the lower reaches of the basin to the change in H1, the governments at the
upper reaches of the basin are less sensitive to the change in H2. Therefore, under the same
punishment, H1 has a greater impact on the system stability than H2.

5. Discussion

Relying on a single vertical ecological compensation cannot break through the dilemma
of local government protectionism; a single horizontal ecological compensation will lead
to the tragedy of the commons as a public good. Therefore, the focus of watershed gover-
nance lies in the combination of intergovernmental horizontal ecological compensation and
vertical ecological compensation, the establishment of an endogenous intergovernmental
cooperation mechanism, the strengthening of the vertical management role of the govern-
ment, and the combination of vertical embedding and horizontal coordination to improve
the efficiency of watershed governance. This paper establishes a tripartite government
evolutionary game to study vertical and horizontal mechanisms of river basin ecological
compensation. In addition to seeking the conditions that can eliminate the impact of initial
probability on the replication dynamic system, we also analyze the influencing factors such
as upstream development opportunity cost, ecological compensation amount, punishment
of the central government, and vertical financial transfer.

The simulation analysis of government decision making under different initial prob-
abilities shows that, when the central government chooses the nonsupervision strategy,
cooperation in watershed ecological compensation cannot be achieved regardless of the
initial willingness of upstream and downstream governments. Therefore, at this stage,
the supervision of the central government is an indispensable part of the construction of
a river basin ecological compensation system, which is corroborated by the conclusion
that “the lack of constraints and incentives of river basin local governments is a major
obstacle to the construction of ecological compensation mechanism” in many horizontal
river basin ecological compensation mechanisms in China [62]. The central government’s
regulatory measures and regulatory costs should also be considered as important factors in
the formulation of a watershed ecological compensation scheme. The new conditions in
constraint (2) show that the government’s strategic choice of river basin ecological compen-
sation is affected by various factors such as regulatory income, regulatory expenditure, and
vertical financial transfer expenditure. When the regulatory income is higher than the sum
of various expenditures, the central government tends to regulate; on the other hand, the
central government will tend towards a nonregulatory strategy. However, in the practice
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of ecological compensation construction, because natural resources are considered public
goods, the central government will not give up the supervision of river basin ecological
compensation. Therefore, various supervision income, supervision expenditure, and verti-
cal financial transfer expenditure can be regarded as factors affecting the public power of
the central government. When the income is greater than the expenditure, the public power
is strengthened; when the opposite is true, public power is weakened. Severe punishment
is conducive to the strengthening of public power and makes the central government tend
toward a stable state of supervision in a shorter time. However, in practice, it is unrealistic
to increase government revenue by greatly improving supervision through the formulation
of ecological compensation policy; therefore, in addition to improving regulatory bene-
fits, reducing the regulatory cost of the central government is also a necessary means to
strengthen public power.

According to the inference in Section 4.2.1, the compensation standard for sacrificing
the opportunity cost of development in the upstream area in the watershed ecological
compensation scheme needs to be formulated according to local conditions. Especially for
the Yellow River Basin with a large span and different economic development levels along
the way, if the ecological compensation scheme of one region is mechanically applied to
other regions and the differences in economic development levels among the compensated
individuals are ignored, it is very likely to lead to low participation enthusiasm on the
part of some stakeholders, insufficient system implementation and implementation, and an
insignificant compensation effect. In previous practical research on watershed ecological
compensation, it is often mentioned that, with the continuous promotion of ecological
compensation project, the enthusiasm of protectors will gradually decrease, which is con-
sistent with the analysis results of the simulation [63]. This is because the development
opportunity cost sacrificed by the upstream region of the basin is not invariable. With the
steady economic development of the surrounding areas, the development opportunity
cost sacrificed by the upstream region also increases. Therefore, when formulating the
compensation standard for the development opportunity cost sacrificed by the upstream
region, the fixed compensation standard of “one size fits all” cannot be adopted. The
compensation to the upstream government should also increase with the economic de-
velopment of the surrounding areas, so as to maintain the enthusiasm of the upstream
region for the watershed ecological governance and ensure the sustainable promotion of
the watershed ecological compensation.

According to Section 4.2.2, in the formulation of watershed ecological compensation
schemes, the establishment of vertical financial transfer standards is not a case of the
bigger, the better. Properly raising the standard of vertical financial transfer can help the
three-party game players to reach a stable state as soon as possible, but when the standard
is too high, the time for the replication dynamic system to reach final stability will be
greatly prolonged. At the same time, the simulation analysis of vertical financial transfer
factors also shows the necessity of establishing an interprovincial river basin horizontal
ecological compensation scheme. Relying solely or excessively on the role of vertical
financial transfer in river basin ecological compensation will increase the financial pressure
of the central government, and then weaken the public power of the central government
in the supervision of river basin ecological compensation. In the specific practice of river
basin ecological compensation, the central government cannot have unlimited funds as in
the simulation analysis. Therefore, in the formulation of vertical financial transfer payment
standards, we should not only improve the standards on the premise of replicating the
dynamic system to reach a stable state in a short time, but also consider the specific financial
situation of the central government. In previous vertical ecological compensation research,
the research conclusions often only explain that relying solely on the financial support of
the central government is insufficient to meet the needs of long-term watershed ecological
protection and construction; this paper demonstrates this view from the perspective of
evolutionary game, and verifies the necessity of the combination of horizontal ecological
compensation and vertical ecology.
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According to Section 4.2.3, the two-way regulation of ecological compensation in river
basin ecological compensation aims to reflect the characteristics of the combination of water
quantity and quality and the combination of ecological protection behavior and effects in
terms of the practical needs and inherent attributes of water resources, and to judge the
specific payment according to the assessment requirements and assessment conditions of
water quantity and water quality of river cross-provincial boundary sections. However,
the formulation of a two-way compensation standard has an impact on the decisions of
upstream and downstream governments. The ecological compensation E1 paid by the
downstream government to the upstream government has a similar and significant impact
on government decisions. The ecological compensation E2 paid by the upstream govern-
ment to the downstream government has an impact on government decisions, but the
impact on the upstream government is greater than that on the downstream government.
Therefore, when formulating the watershed ecological compensation scheme, under the
condition of meeting the constraint condition (2), we should fully consider the specific
conditions of the upstream and downstream governments, and then formulate the standard
of ecological compensation E1. Although an excessive or too small E1 within the constraint
condition will not affect the final stable state of the system, it will greatly increase the
time for the system to reach the stable state; the formulation of E2 standard gives priority
to the impact on the upstream government, followed by the impact on the downstream
government; moreover, considering the sensitivity of upstream and downstream govern-
ments to E1 and E2, the standard of E2 should not be higher than E1, otherwise the time
for the system to reach the final stable state will be prolonged. At present, the research
on the two-way adjustment of watershed ecological compensation mostly focuses on the
calculation of a compensation standard; the simulation analysis conclusion provides a
reference for the priority of two kinds of ecological compensation in the formulation of
compensation scheme.

According to Section 4.2.4, in river basin ecological compensation plan formulation,
the attention paid to the upstream government penalties should be greater than that paid to
downstream penalties, and the punishment of the upstream and downstream governments
should not be too small while meeting the constraint condition (2); otherwise, the time
for the replication dynamic system to reach the stable state will be greatly prolonged. The
above analysis also shows that, with the increasing punishment, the sensitivity of upstream
and downstream governments to it is decreasing. Therefore, it is not advisable to formulate
unrealistic, excessive punishments. In most studies involving the central government’s
supervision of watershed protection, the central government’s punishment for upstream
and downstream governments is not differentiated [55]. Through a simulation, this paper
showed that the punishments meted out by the central government on the upstream and
downstream governments should be different, and proved that the punishment priority
of the downstream government in the formulation of an ecological compensation scheme
should be higher than that of the upstream government.

The applicability of the research model in this paper is not very extensive. The model
is suitable for local governments in the upper and lower reaches of the basin and their
superior governments, but is not suitable for research on the ecological compensation
mechanism between governments on the left and right banks of a basin. This is because,
for governments on the left and right banks of a basin, it is impossible to clearly define the
compensation subject and object. However, the model still plays a great role in the study of
watershed ecological compensation. It can not only be used to study the interprovincial
watershed ecological mechanism (such as in Shaanxi Province, Henan Province, and the
central government in this paper), but can also be extended to the study of watershed
ecological compensation mechanisms in the province. When the model is used to study
the ecological compensation mechanism of river basins in the province, the provincial
government replaces the original central government, and the municipal governments in
the upper and lower reaches of the river basin replace the provincial governments in the
upper and lower reaches of the river basin. The research conclusions of this paper can be
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applied to the ecological compensation construction between provincial governments in the
upper and lower reaches of the Yellow River Basin, but re not applicable to the ecological
compensation construction between provinces on the left and right banks of the Yellow
River Basin.

6. Conclusions

Considering that the punishment measures of the central government and the vertical
financial transfer to the upstream government have an impact on the strategies of upstream
and downstream governments of the basin, this paper demonstrates the necessity of com-
bining the vertical and horizontal ecological compensation of the basin by constructing a
tripartite evolutionary game model between the upstream government (Shaanxi Province),
the downstream government (Henan Province), and the central government. The stability
of equilibrium strategy combination of game system and the influence relationship of
various factors are analyzed. The effectiveness of the analysis was verified by a simulation
analysis, and the necessary conditions were obtained to achieve the stable strategy combi-
nation of Shaanxi provincial government protecting the watershed ecology in the upper
reaches, Henan Provincial government participating in the watershed cogovernance, and
the central government supervising the watershed ecological governance. According to
the sensitivity of the decision making to the influencing factors and the stable conditions,
relevant countermeasures and suggestions were put forward to promote the ecological
governance of the Yellow River Basin. The main conclusions are as follows:

(1) In a tripartite government evolutionary game, the initial willingness of the up-
stream government and the central government to participate in river basin ecological
compensation plays a decisive role in whether the three governments can cooperate to
participate in river basin ecological compensation, and the impact of the initial willingness
of the downstream government to engage in tripartite decision-making can be ignored.
The governments of Shaanxi and Henan provinces cannot consciously fulfill the obligation
of watershed ecological compensation, and the implementation of watershed ecological
compensation scheme can be guaranteed only under the supervision of the central govern-
ment. The central government’s sufficient regulatory public power in river basin ecological
compensation is the key to eliminating the impact of the initial willingness of all govern-
ments. We must ensure that all benefits under the central government’s regulatory strategy
are higher than the regulatory expenditure and vertical financial transfer expenditure.

(2) The development opportunity cost and vertical fiscal transfer payment have the
most obvious impact on the decision making of the upstream government, while the direct
impact on the decision making of the downstream provincial government and the central
government is weak. The two-way regulation of ecological compensation only has a direct
impact on the decisions of upstream and downstream governments. The sensitivity of
upstream and downstream governments’ decision making to the ecological compensation
paid by the downstream government to the upstream government is higher than that
paid by the upstream government to the downstream government. The upstream and
downstream governments were more sensitive to their own penalties than the central
government’s, and the three parties involved in watershed ecological compensation were
more sensitive to the penalties imposed by the upstream governments than to the penalties
imposed by the downstream governments.

(3) The compensation standard for sacrificing development opportunity cost should
be a floating value that changes with the level of local economic development. In the
formulation of a two-way ecological compensation standard, the compensation standard of
Shaanxi Province to Henan Province should not be higher than that of Henan Province to
Shaanxi Province. The standard of vertical fiscal transfer payment should not be set too
high; otherwise, the time for the central government to make regulatory decisions will be
greatly prolonged. It is difficult for the central government to effectively restrict the lower
governments if the punishment is too low. With the increase in punishment, the lower
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governments become less sensitive to it. Therefore, it is not advisable to formulate too
severe a punishment.

According to the analysis of this paper, some suggestions on the formulation of a
watershed ecological compensation scheme in Shaanxi Province can be put forward: (1) ac-
cording to the social and economic development of Shaanxi Province, we must formulate
the accounting standard of sacrificing opportunity cost, and clarify the subject and object
scope of watershed ecological compensation, so as to formulate a reasonable ecological
compensation standard and vertical financial transfer amount. (2) We must improve water
quality and quantity assessment index system, and scientifically establish cross-border
water quality and quantity monitoring stations so as to ensure two-way regulation of wa-
tershed ecological compensation and the effective implementation of central government
supervision measures. (3) We must improve the performance evaluation mechanism of
ecological compensation in water source protection areas, so as to provide the vertical
financial transfer of the central government and the formulation of the standard amount of
ecological compensation in the lower reaches of the river basin. (4) In the formulation of
the two-way ecological compensation standard and the central government punishment
meted out to the upstream and downstream governments, priority should be given to the
impact on the Shaanxi provincial government and the central government.
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