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Abstract

Bi-level programming techniques are developed for decentralized decision prob-
lems with decision makers located in a two-level decision making system; the upper
decision maker is termed the leader while the lower is the follower. Both the leader
and the follower try to optimise their own objective functions and the corresponding
decisions do not control but do affect those of the other level.

This research aims at solving bi-level decision problems with five extensions, i.e.
multiple leaders/followers/objectives, fuzzy coefficients and goals. By using particle
swarm optimisation and/or cut set and/or goal programming and/or Nash equilibrium
concept, related mathematical models and corresponding algorithms are developed to
solve fuzzy linear bi-level decision problems, fuzzy linear multi-objective bi-level de-
cision problems, fuzzy linear multi-follower multi-objective bi-level decision prob-
lems, fuzzy linear goal bi-level decision problems, multi-leader one-follower bi-level
decision problems, one-leader multi-follower bi-level decision problems, and multi-
leader multi-follower bi-level decision problems. A fuzzy bi-level decision support
system is then developed which implements all the algorithms to support bi-level de-
cision making with different features. Finally, by using these bi-level models and
algorithms, we explore possible applications in the fields of railway train set organisa-
tion, railway wagon flow management, strategic bidding in the electricity market, and
supply chains to solve real world bi-level decision problems. The results of experi-
ments show that the models and algorithms are effective for solving real world bi-level

decision problems.
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1 Introduction

1.1 Background

Bi-level programming technologies, initiated by Von Stackelberg (1952), are mainly
developed for solving decentralised management problems with decision makers in a
hierarchical organisation, with the upper termed the leader and the lower the follower
(Bard 1998). In a bi-level decision making, the control of decision factors is partitioned
amongst the leader and follower who seek to optimise their individual objective func-
tions, and the corresponding decisions do not control but do affect that of the other level
(Aiyoshi & Shimizu 1981). The leader attempts to optimise his or her objective func-
tion but he or she must anticipate all possible responses from the follower (Lai 1996).
The follower observes the leader’s decision and then responds to it in a way that is per-
sonally optimal. Because the set of feasible choices available to either decision maker
is interdependent, the leader’s decision affects both the follower’s payoff and allowable
actions, and vice versa.

To motivate a quick understanding of bi-level decision problems, we now give an
example as an illustration. The example is from the relationship between a manufac-
turer and a retailer. Suppose the articles involved are newspapers: the retailer orders
newspapers from the manufacturer and sells them to the readers. Both the manufac-
turer and the retailer wish to make as much profit as possible from their newspaper
sale. The equations to calculate the manufacturer’s profits (/') and the retailer’s profit

(f) are as follows:
F=(C-D)-Q
(A_O)ga Q <£
(A-C)-C(Q-E),Q=¢

where D is the manufacturing cost, C' is the wholesale price per unit, () is the quantity
ordered by the retailer, ¢ is the quantity sold by the retailer, and A is the retail price.

To maximise the profit, the manufacturer wishes the wholesale price and order
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quantity to be as large as possible. However, the manufacturer can only control the
wholesale price, while order quantity is determined by the retailer. Even if the whole-
sale price is controlled by the manufacturer, it is not the case that the larger the whole-
sale price, the higher the profit, because when the wholesale price increases, the retailer
probably decreases the order quantity to avoid profit loss. Now the problem is how to
decide the value of the wholesale price for the manufacturer to maximise profit. This
is a typical bi-level decision problem. The manufacturer is the leader and the retailer
is the follower.

To formulate a bi-level decision problem, suppose the leader controls the vector
r € X C R", while the follower has control over y € Y C R™. The leader moves
first by selecting an x in an attempt to minimise his or her objective function F'(z,y)
subject to certain constraints. Then, the follower observes the leader’s action and reacts
by choosing a y to minimise his or her own objective function f(x,y) under some

constraints as well. Thus, a bi-level decision problem is formatted as follows:

Definition 1.1.1. (Bard 1998) Forz €¢ X C R",y € Y C R™, a bi-level decision

problem is defined as:

:IEIéI)I(IF(iL’,y) (1.1a)

subject to G(x,y) < 0 (1.1b)
i 1.1

min f(z, y) (1.1c)

subject to g(x,y) < 0 (1.1d)

where F : R" x R™ — R, G : R" x R™ — RP, f : R" x R™ — R!, and
g: R"x R™ — RI.

Once all functions defining the bi-level decision problem in (1.1) are restricted to
being affine, i.e. have linear formats, the problems will become linear bi-level decision
problems.

In a real case, to formulate bi-level decision problems, the coefficients of the
objective functions and the constraints are sometimes obtained through experiments
or experts’ understanding of the nature of those coefficients. It has been observed
that, in most situations, the possible values of these coefficients are often only im-
precisely or ambiguously known to the experts and cannot be described by precise
values. With this observation, it would certainly be more appropriate to interpret the

experts’understanding of the coefficients as fuzzy numerical data which can be rep-
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resented by means of fuzzy sets (Zadeh 1965). Bi-level linear decision problems in
which the coefficients are characterised by fuzzy numbers are called fuzzy linear bi-

level decision problems.

Definition 1.1.2. (Zhang, Lu & Dillon 2007a) A fuzzy linear bi-level (FLB) decision
problem is defined as :
Forre XCR"WyeY CR™"F:XxY — F(R),and f: X xY — F(R),

gjrél)rle(a: y) =éle 4+ dly (1.2a)
subject to A1z + Byy < by (1.2b)
r;éi? flx,y) = o +dly (1.2¢)
subject to 212:1: + Bgy < 52 (1.2d)

where &, & € F™(R), dy, dy € F™(R), by € F(RP), by € FI(R), Ay = (ay)
ELij € F ( > bij < F(R) 1212 = (éij>q><n’ éij S F(R), Bg
5;; € F (R) and F'(R) is the set of all finite fuzzy numbers.

|
—
e
<
~
i)
X
s

In a bi-level decision problem, the decision makers from either level may have
several objectives which should be considered simultaneously. Often, these objectives
may be in conflict with each other, with any improvement in one achieved only at the
expense of others. Fuzzy multi-objective linear bi-level decision problems are thus
defined to model and solve linear fuzzy bi-level decision problems in which several
conflicting objectives, for either the leader or the follower, are to be optimised simul-

taneously.

Definition 1.1.3. (Zhang, Lu & Dillon 2007b) A fuzzy multi-objective linear bi-level
(FMOLB) decision problem is defined as:
Forr e XCR"yeY CR" F:XxY — F(R),and f: X XY — FYR),

gg{l F(z,y) = (o +dhy, ého+dhy, ... che +dhy)T (1.3a)
subject to Ayx + Byy < by (1.3b)
min f(x,y) = (e +dhy, e+ dhy, .. éha + doy)T (1.3¢)
subject to 121235 + BQy = 52 (1.3d)

where ¢, o € Fn(R), Jhl’ JiQ € Fm(R>, h = 1,2...,s,1=1,2,...t, 61 € FP(R)’
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by € FUR), Ay = (ij) o B1 = <Bij>pxm’ Ay = (@) gns B2 = (5i)) g
Qij, bij, €45, 51y € F(R).

Although much research has been carried out in the area of bi-level programming,
existing technologies have mainly focused on a specific situation comprising only one
leader and one follower. In cases of real world bi-level decision problems, however,
the lower level of a bi-level decision may involve more than one decision unit. The
leader’s choice is therefore affected by the objectives and strategies of his or her lower
counterparts. For each possible decision from the leader, those followers may have
their own different reactions. The relationships among these multiple followers could
be complex: they may or may not share their decision variables; they may have in-
dividual objectives and constraints but work with others cooperatively, or they may
have common objectives or common constraints (Lu, Shi & Zhang 2006). For exam-
ple, in the newsboy problem, more than one retailer (followers) may be involved. The
manufacturer (leader) tries to establish the most suitable wholesale price to enlarge his
or her profits that is bound to be influenced by the responses from different retailers.
Each retailer has his or her own individual policies to optimise the objective towards
different wholesale prices decided by the manufacturer. These followers may share
the same decision variables, or may have the same objectives or constraints when spe-
cific interests are involved. In such cases, the decision of the manufacturer (the leader)
is partially dependent on the environment data put forward by all these retailers (the
followers). This is a typical multi-follower bi-level decision problem.

In real world bi-level decision problems, there are also decision situations, although
relatively scarce, in which more than one leader is involved. For instance, in an elec-
tricity bidding market, each generating company needs to submit a set of hourly gen-
eration prices and available capacities for each of their electricity generation units for
the following day. According to these data and an hourly load forecast, the market op-
erator allocates the generation output for each unit. The generating companies, located
in the upper level, wish their profit to be as high as possible, while the operator, as the
follower, pursues the lowest cost. In this bi-level decision problem, unlike classical
bi-level problems, there is more than one leader.

In a bi-level decision making process, the leader or follower may set a goal for the
objective that he/she wishes to attain. A preferred solution is then defined to minimise
the deviation from the goal. We again take the newsboy problem as the example.
Although both the manufacturer and retailer wish to maximise their profits, they may

have some expected profit levels (goals) on their minds. As long as the actual profits
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reach these levels, they will be satisfied. Therefore to set goals for objectives aims to
yield a satisfactory solution rather than an optimal one.

This research addresses bi-level decision problems with these particularities: fuzzy
coefficients, multiple objectives for decision makers located either in the upper or the
lower level, more than one followers, many leaders, and goals. Based on the combina-
tion of these specialties, seven bi-level decision problems are identified, i.e. FLB deci-
sion problems, FMOLB decision problems, fuzzy linear multi-follower multi-objective
(FMMLB) bi-level decision problems, fuzzy linear bi-level goal (FLBG) decision
problems, multi-leader one-follower bi-level (MLOFB) decision problems, one-leader
multi-follower (OLMFB) bi-level decision problems, and multi-leader multi-follower
bi-level (MLMFB) decision problems.

These seven problems are the precise research issues focused on this thesis.

1.2 Objectives

Based on the research issues discussed in Section 1.1, three objectives are proposed

in this research.

(1) To develop approaches for bi-level decision problems.

In this research, bi-level decision problems are classified into different cate-
gories by considering factors of fuzzy/crisp coefficients, linear/non-linear formu-
las, multiple/single objective(s), multiple/single leader(s), multiple/single fol-
lower(s), and objective/goal optimisation strategy. Based on these factors, which
impose tremendous influence when formulating bi-level decision problems, seven
different kinds of bi-level decision problems are addressed in this research: FLLB
decision problems, FMOLB decision problems, FMMLB decision problems,
FLBG decision problems, MLOFB decision problems, OLMFB decision prob-
lems, and MLMFB decision problems. The mathematical definitions of these
particular bi-level decision problems will be provided and corresponding algo-

rithms for solutions will be developed.

(2) To develop a software system to support bi-level decision making.

This decision support system will be able to identify and build up frameworks
for the seven kinds of bi-level decision problems discussed above. Solutions for
each of these problems will be derived with the help of the algorithms integrated

in the system at the back-end. As a decision making system, it also has functions
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of problem identification, data collection and processing, model input, method

selection, and visualised solution supply.

(3) To explore applications for the bi-level decision making system.

To apply the proposed techniques in this study and to test the correctness and
efficiency of the proposed models and algorithms, applications in railway trans-

portation, electricity market, and supply chains are developed.

1.3 Contributions

Corresponding to the objectives of my research described in Section 1.2, my doc-

torial research produces mainly eight contributions:

(1) Mathematical models for FLBG, FMMLB, MLOFB, OLMFB and MLMEFB de-

cision problems. (Objective 1)

(2) PSO-based algorithms for FLB, MLOFB, OLMFB and MLMFB decision prob-
lems. (Objective 1)

(3) A-cut and goal programming-based algorithms for FLBG and FMOLB decision
problems. (Objective 1)

(4) A fuzzy bi-level decision support system that supports bi-level decision making

from multiple angles. (Objective 2)

(5) A bi-level decision model for railway train set organising optimisation. (Objec-
tive 3)

(6) An OLMFB decision model on railway wagon flow management. (Objective 3)
(7) An MLOFB decision model in electricity markets. (Objective 3)

(8) Bi-level pricing models in supply chains. (Objective 3)

1.4 Organisation of this Thesis

This doctorial thesis consists of ten chapters:
Chapter 1 presents an overview of this research, including research issues, research

objectives, and research contributions.
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Chapter 2 reviews the related research areas, including bi-level programming, lin-
ear bi-level programming, multi-objective linear bi-level (MOLB) programming, multi-
follower bi-level (MFB) programming, multi-leader bi-level (MLB) programming and
fuzzy bi-level programming, the relationship between bi-level programming and other
optimisation problems, complexity and optimality conditions of bi-level problems, ap-
plications of bi-level programming techniques, bi-level decision support systems, and
particle swarm optimisation techniques.

Chapter 3 studies FLB decision problems by presenting a cutset-based decision
model and developing a particle swarm optimisation (PSO)-based algorithm for solv-
ing them.

Chapter 4 studies FMOLB decision problems by presenting a cutset-based decision
model and developing a A—cut and goal-programming-based algorithm for solving
them.

Chapter 5 studies FMMLB decision problems. A model framework is proposed
to define FMMLB problems by different cooperation in objectives, constraints, and
decision variables among followers. Then three algorithms, i.e. a Branch-and-Bound-
based algorithm, a K'th-Best-based algorithm, and a PSO-based algorithm are devel-
oped for solving them.

Chapter 6 studies FLBG decision problems by proposing a cutset-based decision
model and developing an approximate algorithm for solving them.

Chapter 7 studies general bi-level problems where the objectives and constraints
for leaders and followers may have arbitrary formats. In particular, MLOFB, OLMFB,
and MLMFB decision problems are addressed by giving the mathematical definitions
and developing PSO-based algorithms to solve them.

Chapter 8 presents the development of a fuzzy bi-level decision support system,
which implements the algorithms developed in Chapters 3, 4, 5, 6 and 7 to support
bi-level decision making.

Chapter 9 applies the bi-level programming techniques developed in this study on
real world problems including railway transportation, electricity markets, and supply
chains.

Chapter 10 summarises the entire thesis and highlights the future research work.

1.5 Publications Related to this Thesis

Below is the list of my published, accepted and submitted papers during my PhD
study.
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2 Literature Review

2.1 Bi-level Programming

From a historical point of view, bi-level programming is closely related to the eco-
nomic problem of kelberg (Stackelberg 1952) in the field of game theory. The original
formulation for bi-level programming appeared in 1973, in a paper authored by J.
Bracken and J. McGill (1973), although it was W. Candler and R. Norton (1977) who
first used the designation “bi-level” programming. However, it was not until the early

nineteen eighties that these problems started to receive the attention they deserved.

2.1.1 Bi-level Programming and Other Optimisation Problems

The fact that some important mathematical programs, such as minimax problems,
linear integer problems, bilinear problems, and quadratic programming can be viewed
as special instances of bi-level problems illustrates the importance of these problems
in researching bi-level problems.

Although it is simple to view a minimax problem as a bi-level problem, it was
not until 1977 that Gallo and Ulkucu (1977) first exploited the reduction of a bilinear
problem to a linear bi-level problem. This result also established that any integer of
concave quadratic problem can be converted to a bi-level problem. However, this
conversion is not entirely possible since the reciprocal result indicates that there exist
a penalised bilinear problem whose global optimal solutions are also global solutions
of the corresponding bi-level linear problem.

Although some researchers have attempted to establish a link between two ob-
jective optimisation and bi-level problems (Bard 1984a; Unlu 1987), none of them
succeeded so far in proposing conditions which guarantee that the optimal solution of
a given bi-level problem is pareto optimal or efficient for both upper and lower level
objective functions (Shi 2005).

A static Stackelberg problem can differ from a bi-level problem insofar as the upper
level function is minimised. If the reaction set of the follower is not a singleton for

some selections from the leader, then a solution of the static Stackelberg problem may
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not be a solution of the bi-level problem (Shi 2005).

2.1.2 Complexity of Bi-level Programming

The difficulty and complexity of solving a bi-level problem is easily confirmed by
looking at its simplest version, the linear bi-level problem. Examples of linear bi-
level problem with an exponential number of local minima will be generated using the
method proposed by Calamai and Vicente (1994). The tightest complexity result is
from Hansen et al. (1992), where it has been established that a linear bi-level prob-
lem is strongly NP-hard. A linear bi-level problem was then shown to be NP-hard by
Jeroslow (1985) using satisfiability arguments common in computer science. More-
over, Vicente et al. (1994) have shown that only checking local optimality in a linear
bi-level problem is a NP-hard problem. Bard (1991) then provided an alternative proof
by constructively reducing the problem of maximising a strictly convex quadratic func-

tion over a polyhedron to a linear minimax problem.

2.1.3 Optimality Conditions of Bi-level Programming

Research on optimality conditions is one of the central topics in bi-level study.
Several optimality conditions in bi-level programming have been proposed in the liter-
ature.

To formulate optimality conditions, it is often necessary to use the single-level re-
formulation of a bi-level problem. An early research in this direction of replacing the
lower level problem with an infinite number of constraints is shown in (Bard 1984a).
The following attempt, which formulates necessary and sufficient optimality condi-
tions, assumes the lower level problem has a unique strongly stable optimal solution
(Dempe 2001).

Necessary optimality conditions using the reformulation of a bi-level problem un-
der the help of the optimal value function of the lower level problem were studied
by Liu and Han (1997) and Ye (1997). Applying Duality theory to the lower level
problem can derive a minimax problem where optimality conditions can be developed
(Malhotra & Arora 1999). Necessary optimality conditions of Kuhn-Tucker were stud-
ied by Chen et al. (Chen & Florian 1994).

Optimality conditions for set-valued optimisation problems have been derived un-
der different assumptions and have used various differentiability tools. These tools are
sometimes restrictive for bi-level problems due to their special structures (Shi 2005).

The use of a Farkas-Minkowski theorem of the alternatives is demonstrated by Hwang
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(2002). An explicit description of the set valued objective function by finite functions
is used in the literature (Craven & Luu 1997).

2.2 Linear Bi-level Programming

2.2.1 Definition of Linear Bi-level Programming

A large part of the research on bi-level programming techniques has centred on its
linear version, the linear bi-level decision problem, in which all formulas of both the
objective functions and constraints from a leader and the follower are linear functions.

The general form of bi-level programming can be defined as:

Definition 2.2.1. (Bem-Ayed 1993)

min F(z,y) = clz+diy (2.1a)

S

subjectto Ayx + By < by (2.1b)
min f(z,y) = cax +diy (2.1¢)
yey
subject to Aoz + Boy < by (2.1d)

where c1, ¢o, dy, do, by, by are constant vectors; A, A, By, By are constant matrices;
x, y are vectors of the decision variables of the upper and lower problems, respectively;

F’, f are the objective functions of the upper and lower problems, respectively.

Although the definitions of a bi-level decision problem vary considerably from one
reference to another, most recent publications tend to agree on Definition 2.2.1 as the
general form. Nevertheless, there are many attempts to extend the model and expand

its use to more general problems.

2.2.2 Properties for Linear Bi-level Programming

Property 2.2.1. Semi-feasibility (Bem-Ayed 1993)
A point (x,y) is said to be semi-feasible if and only if Ajz + Byy < by, Az +
Boy < bs, and x,y > 0. The set of semi-feasible points is a polyhedron called the

semi-feasible region.

Property 2.2.2. Feasibility (Bem-Ayed 1993)
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A point (g, yo) is said to be feasible if and only if o > 0 and y, is optimal to the

lower problem. The set of feasible points is called the feasible region.

(1) The feasible region is composed of a piecewise linear constraint region consist-

ing of a set of edges and hypersurfaces of the semi-feasible region (Bard 1984a).

(2) The feasible region is connected (Gallo & Ulkucu 1977).

Property 2.2.3. Optimality (Bem-Ayed 1993)
A point (z*, y*) is said to be optimal if and only if:

(1) (x*,y*) is feasible;
(2) for all feasible points (zo, yo), ¢} + df = 120 + d1yo;
(3) for all feasible points (z*,y), if day = doy then dyy* = dy.

The third condition states that if the lower decision maker is indifferent between
y* and y when z is fixed to x*, then the upper decision maker must also be indifferent

between x*, y* and z*, 1.

Property 2.2.4. Convexity properties

The feasible region of a linear bi-level decision problem does not need be convex
since it is composed of a set of faces of the semi-feasible polyhedron.

Although not necessarily convex, the feasible region of a linear bi-level decision

problem has some of the properties of convex sets:

(1) If the feasible region is compact, then no feasible point can be expressed as a
convex combination of points that are semi-feasible or not feasible. Equivalently,
if a feasible point x is expressed as a convex combination of semi-feasible points,
then the points are also feasible (Gallo & Ulkucu 1977).

(2) Any extreme point of the feasible region is also an extreme point of the semi-
feasible region (Bialas & Karwan 1982).

(3) At least one optimal solution of a linear bi-level decision problem, if there is

one, occurs at a vertex of the feasible region (Bard 1984a).

(4) At least one optimal solution of a linear bi-level decision problem, if there is

one, occurs at a vertex of the polyhedron (Bard 1984a).
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Property 2.2.5. Kuhn-Tucker condition (Kuhn & Tucker 1951)
A necessary condition that (z*, y*) solved a bi-level decision problem defined by

Definition 2.2.1 is that there exist row vectors «* and v* such that (z*, y*, u*, v*) solves:

Inl)I(l F(z,y) =cx + dyy (2.2a)

xe

subjectto Ayx + By < by (2.2b)
AQIL‘ + Bgy < bg (22C)
u(by — Asx — Boy) +vy =0 (2.2d)
r>20y>20u=>0v=0 (2.2e)

This Kuhn-Tucker condition provides a single-level equivalent formulation for a

linear bi-level decision problem.

Property 2.2.6. Inclusion of infimum and supremum constraints (Bem-Ayed 1993)

It means an infimum (inf) constraint has the following form:
w=inf{y;:j=1,...,m} (2.3)

where w and y; are variables.

Above constraint is equivalent to the following linear programming:

max w (2.4a)

subjecttow < wj,7=1,...,m (2.4b)

The constraints of this linear programming guarantee that w is a lower bound while
its objective function guarantees it is the greatest one; therefore it guarantees that w is
an infimum since it is the greatest lower-bound of the set {y; : 7 = 1,...,m}. The
same concepts hold for a supremum (sup) constraint since the constraint is equivalent

to:

—w=sup{—y;:j=1,...,m}

Assume that the original mathematical program containing constraint (2.3) has its
objective function and its other constraints all linear. Replacing (2.3) by (2.4) results
in the inclusion of a lower linear objective function as a constraint and hence the for-

mulation of the problem as linear bi-level programming. Supposing the objective is a
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maximisation problem, three cases are considered:

(1) when w has a (strictly) positive coefficient in the original objective function,
the lower objective in (2.4) is redundant and is discarded. The problem is then

solved as a linear programming;

(2) when w has a (strictly) negative coefficient in the original objective function, the
lower objective in (2.4) is necessary in the formulation. The problem must be

solved as a linear bi-level programming;

(3) when w has a zero coefficient in the original objective, it is sometimes possible to
multiply it by a suitable coefficient and add it to the original constraint; thereby,
we can solve the problem as a linear programming. However, most of the time
this suitable coefficient is hard, and often impossible, to find. Therefore, in this

case, it is usually solved as a linear bi-level programming.

The capability of linear bi-level programming to include infimum constraints al-
lows important extensions such as the formulation of any piecewise linear function.
In particular, the first case applies to concave functions and the second case applies to

convex functions.

2.2.3 Methods for Linear Bi-level Decision Problems

A linear bi-level decision problem has the important property that at least one
global optimal solution is attained at an extreme point of the constraint region (Zhang,
Lu & Dillon 2007¢). This result was first established by Candler and Townsley (1982)
for a linear bi-level decision problem with no upper level constraints and with unique
lower level solutions. Later Bard (1984b), Bialas and Karwan (1984b) proved this
result under the assumption that the constraint region is bounded. Based on these
results, there have been nearly two dozen algorithms proposed for solving linear bi-
level decision problems (Bard & Moore 1990; Shi, Lu & Zhang 2005a; Lu, Shi,
Zhang & Ruan 2007b; Shi, Lu & Zhang 2005b; Shi, Lu, Zhang & Zhou 2006; Li,
Tian & Min 2006; White & Anandalingam 1993). These algorithms can be roughly
classified into three categories: the vertex enumeration based approaches (Bard &
Moore 1990; Shi et al. 2005a), which use the important characteristic that at least
one global optimal solution is attained at an extreme point of the constraints set; the
Kuhn-Tucker approaches (Lu et al. 2007b; Shi et al. 2005b; Shi et al. 2006) in which

a bi-level decision problem is transferred into a single level problem that solves the
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leader’s problem while including the follower’s optimality conditions as extra con-
straints; and the heuristics (Li et al. 2006; White & Anandalingam 1993), which are
known as global optimisation techniques based on convergence analysis.

The K'th-Best method proposed by Bialas and Karwan (1984a) is one vertex enu-
meration approach. The method first ranks all extreme points by the upper level op-
timisation problem, then starts from the first point and checks whether it is also an
optimal solution to the follower or not. If the first point is not the Stackelberg solution,
the procedure continues to examine the next best solution to the leader and so on.

The Kuhn-Tucker method is used by Bialas and Karwan (1984a) in their para-
metric complementary pivot algorithm. Bard et al. (1990) replaces the complemen-
tarity constraint (complementary slackness condition) with a separable representation
and applies a general Branch-and-Bound algorithm. Bard (1983) formulates a two-
level programming problem as an equivalent semi-infinite problem and develops his
grid search algorithm through a parametric linear program technique. Unlu (1987)
proposed an algorithm based on bi-criteria programming by using the result of Bard
(1983).

Despite the remarkable success with which K'th-Best and Kuhn-Tucker approaches
have been applied to linear bi-level decision problems, they cannot, however, handle
linear bi-level decision problems well when the constraint functions at the upper-level
are of arbitrary linear forms (Shi et al. 2005b). Shi, Lu, and Zhang (2005¢) extended
the definition of linear bi-level solution by adding the constraints from the upper level
to the follower’s feasible set. Based on this definition, they also updated the Kuhn-
Tucker theory for linear bi-level decision problems (Shi ef al. 2005b) and developed
the extended Kth-Best approach (Shi et al. 2005a) together with the extended Branch-
and-Bound approach (Shi et al. 2006) to solve a wider class of linear bi-level decision
problems.

Genetic algorithms and simulated annealing algorithms are two up-to-date heuris-
tic directions towards linear bi-level decision problems. Mathieu et al. (1994) pro-
posed the genetic algorithm-based bi-level programming algorithm by reproducing the
leader’s decision vector and solving the lower level linear problem to obtain the fol-
lower’s decision vector. The fitness test involves only the leader’s objective function
and the reproductive plan is controlled by both the population size and selection strat-
egy. Simulated annealing algorithms are derived from statistical mechanics with the
aim of finding near optimal solutions to large-scale problems (Bard 1998). Anan-
dalingam et al. (1992) developed a simulated annealing based bi-level programming

algorithm for linear bi-level decision problems. This algorithm makes use of the fact
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that for a given leader-controlled variable, the follower’s rational reaction can be ob-
tained by solving the lower level linear programming, which implies that only compo-
nents of the leader-controlled variables need to be generated randomly. By introducing
a probability of the replacement of the current point by a new point, it promises a glob-
ally optimal solution statistically. Meanwhile, an additional control parameter known
as the temperature is applied to promote the convergence by lowering it in steps when

virtually no change occurs any more.

2.3 Multi-objective Bi-level Programming

For real world cases, decision making often has multi-objective characteristics,
which have been studied in single level decision making, but only a few studies have
been conducted in bi-level decision making situations (Wen & Hsu 1991). In a bi-
level decision model, the selection of a solution by the leader is also affected by the
follower’s optimal reactions. Therefore, a solution for the leader who has multiple
objectives needs to consider both the solution of the leader’s multiple objectives and
the follower’s decision.

For multi-objective bi-level programming, Shi and Xia (1997) have presented an
interactive algorithm. It first sets goals for a leader’s objectives, then obtains many so-
lutions that are close enough to the goals (larger than some certain “satisfactoriness”).
Fixing the preferences from the leader, the follower’s responses will be obtained one
by one. The final solution is obtained once the follower’s choice is near enough to
that of the leader. However, to set “satisfactoriness” is not a direct job: if it was too
big, there would be no solution at all, while huge computation would be caused by too
small a value.

Recently, an approximation Branch-and-Bound algorithm, which handles multiple
objectives by the weighting method, has been proposed to solve multi-objective bi-
level decision problems with fuzzy demands by Zhang and Lu et al. (2007b).

For one level multi-objective decision problems, there are generally two sets of
methods (Ehrgott & Gandibleux 2003), exact solution methods (Sakawa 1993; Zadeh
1963b; Kuhn & Tucker 1951; Zadeh 1963a), such as scalarisation methods (Sakawa
1993; Zadeh 1963b) and goal programming (Sakawa 1993), and heuristic solution
methods (Augusto, Rabeau, Dépincé & Bennis 2006; Gandibleux, Mezdaoui & Freville
1997; Murata & Ishibuchi 1995), such as genetic algorithm (Murata & Ishibuchi 1995;
Augusto et al. 20006).

For scalarisation methods, several computational methods have been proposed by
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different characterising approaches to Pareto optimal solutions. Among many possible
ways of scalarising, the weighting method, the constraint method, and the weighted
maxmini method have been the most widely used.

The term “goal programming” was first put forward by A. Charnes and W. W.
Cooper to deal with multi-objective linear programming problems in 1961. It is as-
sumed that a decision maker can specify the goals or aspirating levels for the objective
functions. Subsequent studies on goal programming approaches have been numerous.
The key idea behind goal programming is to minimise the deviations from goals or as-
piration levels set by the decision maker. Goal programming therefore, in most cases,
seems to yield a satisfying solution rather than an optimising one. By introducing the
auxiliary variables, the linear goal programming problem can be converted to an equiv-
alent linear programming problem (Charnes & Cooper 1977; Hwang & Yoon 1981).
Goal programming has been further developed by Lee (1972), Ignizio (1983; 1976),
Charnes and Cooper (1977). Recent research on goal programming can be found in
(Lu, Wu & Zhang 2007d; Saad 2005; Hu, Teng & Li 2007; Pramanik & Roy 2007; Li,
Wu & Yang 2004).

Since Schaffer (1984) first applied the genetic algorithm for multi-objective pro-
gramming, many researchers have made efforts in this direction (Murata & Ishibuchi
1995; Augusto et al. 2006). Schaffer proposed the vector evaluated genetic algorithm
(1984) for finding Pareto optimal solutions of multi-objective decision problems. In
his work, a population is divided into disjoint sub-populations that are governed by
different objective functions. Although Schaffer reported some successful results, it
seems that only extreme solutions can be found as the search directions are parallel
to the axes of the objective space (Murata & Ishibuchi 1995). To avoid this prob-
lem, Tadahiko (1995) presented a new genetic algorithm where the selection proce-
dure takes the weights attached to multiple objectives not as a constant but randomly
specified for each selection, thus utilising various search directions. In this field, some
researches have been dedicated to improve the computing efficiency for “real time
control” problem. Augusto (2006) proposed a genetic algorithm with more efficiency
than regular genetic algorithms by the fact that it replaces the worst individuals by the

offspring from the better one while stabilising the population size.

2.4 Multi-leader Bi-level Programming

Although there exists extensive research on bi-level programming with a single

leader, studies on multi-leader bi-level programming are relatively scarce (Nie 2007).
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A multi-leader Stackelberg decision model is generally viewed as one that leads to
chaos or economic warfare (Sherali 1984). Okuguchi (1976; 1978) and Furth (1979)
have presented consistent extensions of Stackelberg’s decision model to the multi-
leader situation in a way that gives equilibrium rather than disequilibrium solutions.
Okuguchi (1976; 1978) considers a leader-leader duopoly, and Furth (1979) extended
this development to include prices. Both these models are based on the leader-firms us-
ing linear estimators or predictors to describe the reactive behaviour of the other firms.
As pointed out by Furth (1979), these models are therefore not true leader-follower
decision models. The leaders make no attempt to manipulate the outputs or prices
of the followers by using true reaction curves. In contrast, in Hanif’s model (1984),
the leader-firms employ true follower reaction curves, and hence yield a true leader-
follower extension to Stackelberg’s model. Subsequent studies (Yu & Wang 2007,
Ehrenmann 2004) mainly focus on seeking a Stackelberg-Nash-Cournot equilibrium.

2.5 Multi-follower Bi-level Programming

The original bi-level programming technique mainly deals with one leader and one
follower decision problems. In real world applications, multiple followers, that is, mul-
tiple decision units at the low level may be involved. Thus, a leader’s decision will be
affected not only by those followers’ individual reactions but also by the relationships
among them. For each possible solution of the leader, those followers may have their
different reactions. The multiple followers may or may not share their decision vari-
ables. They may have their individual objectives and constraints but work with others
cooperatively, or may have their common objectives or common constraints.

For a bi-level programming with multiple followers, a framework has been estab-
lished and a total of 9 sub problems are identified according to different levels of coop-
eration among follower-controlled variables, objectives, and constraints respectively
(Lu et al. 2006).

In a multi-follower bi-level decision problem, the followers may share or partially
share their decision variables in their objectives and constraints. However, there are
eight different sub-cases within the cooperative situation which are determined by the

relationships among the objectives and constraints of the followers (Lu et al. 2006).

(1) followers with shared decision variables have the same objectives and the same

constraints;

(2) followers with shared decision variables have the same objectives but different
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constraints;

(3) followers with shared decision variables have different objectives but the same

constraints;

(4) followers with shared decision variables have different objectives and different

constraints;

(5) followers with partially shared decision variables have the same objectives and

the same constraints;

(6) followers with partially shared decision variables have the same objectives but

different constraints;

(7) followers with partially shared decision variables have different objectives but

the same constraints;

(8) followers with partially shared decision variables have different objectives and

different constraints.

The approach to each sub problem was presented based on the extended Kuhn-
Tucker theorem (Lu, Shi, Zhang & Dillon 2007a).

2.6 Fuzzy Bi-level Programming

Shih et al. (1996) and Lai (1996) first applied the fuzzy approach to bi-level pro-
gramming, although the bi-level problems addressed do not involve fuzzy coefficients.
Their approach is based on the idea that the follower optimises an objective function,
taking the goal of the leader into consideration. Both the leader and the follower elicit
membership functions of fuzzy goals for their objective functions, and in particular, the
leader also specifies those of fuzzy goals for his or her decision variables. The follower
solves a fuzzy programming problem with a constraint on a satisfactory degree of the
leader. This method, however, might cause a final solution that is undesirable because
of inconsistency between the fuzzy goals of the objective function and the decision
variables (Sakawa, Nishizaki & Uemura 2000).

To overcome this problem, Sakawa et al. (2000) developed an interactive fuzzy
approach by deriving a satisfactory solution and updating the satisfactory degrees of
decision makers with considerations of overall satisfactory balance among all levels.

They have used the A-cut method to defuzzify fuzzy numbers:
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Definition 2.6.1. (Zadeh 1965) The A-cut of a fuzzy set A is defined as an ordinary set
A, such that:
Ay = {(E|MA(ZL“) 2 /\} A€ [0’ 1]

If A, is a non-empty bounded closed interval, it can be denoted by:

where A% and A% are the lower and upper bounds of the interval respectively.

In their method, the decision maker at the upper level first denotes the satisfac-
tory degree for all fuzzy coefficients in question, thus transforming the fuzzy bi-level
problem into a non-fuzzy one. Decision makers at both levels specify their own mem-
bership functions by goals that the objective functions should be substantially less than
or equal to some values. As there exist infinite “choices” that meet the requirement
of the satisfactory degree, it is reasonable for both decision makers to optimise their
objectives within these “choices” by maximising the membership functions. Then,
the leader specifies the minimum satisfactory level, and the follower solves the sin-
gle level optimisation problem by adding the leader’s specification as an extra con-
straint. To make an overall satisfactory balance between both levels, Sakawa applied
the method suggested by Zimmermann (1978) and thus transformed the problem into a
linear programming problem. Finally, if the solution, denoted by satisfactory degrees
of the leader and follower, of this linear programming problem meets two require-
ments: first, the leader’s satisfactory degree is not less than a minimum satisfactory
level; second, the ratio of satisfactory degrees between both levels is not beyond the
lower and upper bounds specified by the leader, the algorithm stops, and current solu-
tion is obtained as the final one. Otherwise the leader adjusts the minimum satisfactory
level and recalculates the linear programming problem until the solution is within the
limits.

The methods of both Shih et al. (1996) and Sakawa et al. (2000) are based on
the assumption that decision makers from different levels can essentially cooperate
with each other. For classical bi-level problems, such as the Stackelberg problem
(Stackelberg 1952), which assumes that cooperation is inhibited among decision mak-
ers in different levels, further investigation is still to be carried out.

In our lab, an approximation approach has been developed (Zhang et al. 2007a;
Zhang, Lu & Dillon 2006a; Zhang et al. 2007b; Zhang et al. 2007¢; Lu, Wu & Zhang
2007¢) based on the FMMLB framework building and models formatting (Lu et al.
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2006; Shi et al. 2005b; Shi, Zhang & Lu 2005c; Shi et al. 2006; Shi et al. 2005a; Lu
et al. 2007a). To compare to fuzzy numbers, the following ranking method has been

used:

Definition 2.6.2. (Zhang, Wu, Remias & Lu 2003) For any n-dimensional fuzzy vec-
tors a = (di,...,dy,), b = (b~1, . ,b~n), Qi b; € F(R), under a certain satisfactory
degree a € [0, 1], we define

a <o biff ;X <bLand a;F <bE, i=1,2,--- n,V\ea,1]

Definition 2.6.2 means, when comparing two fuzzy numbers, that all values with
membership grades smaller than « are neglected. When two fuzzy numbers cannot be
compared under a certain « by this ranking method, we can adjust « to a larger degree

to achieve the comparison.

For a problem defined by Definition 1.1.2, the solution can be reached by solving
the associated multi-objectives bi-level decision making problem (2.6) under different
cutsets \;, 7 = 0,1,...,n. (Zhang et al. 2007a):

min (F(z,y))y, = ke +dify,

reX (2.6a)
min (F(z, y))f =cfir+ dli%
zeX ‘
subject to Alfix + Bliy = bli, (2.6b)
Al)lil' + Bliy é bli) '
mi}r/l (f(l‘, y))i = CQix + dziy,
ve - n " (2.6¢)
mun (f(l’, y)))\ = C2)\, % + d2)\iy’
yey '
subject to Agii[f + BQiZ/ § bgi, (2 6d)

where 1 =0,1,...,n.

The weighting method is then adopted to further transfer this defuzzified MOLB
decision problem (2.6) into a linear bi-level decision problem, which can be solved
by the extended Branch-and-Bound algorithm (Shi ez al. 2006) or extended Kth-Best
approach (Shi et al. 2005a). The final solution is reached when solutions under two ad-
jacent cut sets are near enough. Effective as this approach is, it suffers from expensive

calculation when handling large-sized problems.



PHD Thesis, UTS 24

2.7 Applications of Bi-level Programming Techniques

The investigation of bi-level decision problems is strongly motivated by real world
applications, and bi-level programming techniques have been applied with remarkable
success in different domains, such as transportation network design (Clegg, Smith,
Xiang & Yarrow 2001), production planning (Lukac, Soric & Rosenzweig 2006) and
logistics (Zhang & Lu 2007a).

Ben-Ayed et al. have applied bi-level formulations to the network design problem
(1988) arising from transportation systems. In the accompanying formulation, a central
planner controls investment costs at the system level, while operational costs depend
on traffic flows, which are determined by the individual users’ route selection. Because
users are assumed to make decisions to maximise their peculiar utility functions, their
choices do not necessarily coincide with the choices that are optimal for the system.
Nevertheless, the central planner can influence the users’ choices by improving some
links, making them relatively more attractive than others. In deciding on these im-
provements, the central planner tries to influence the users’ preferences in such a way
that total costs are minimised. The partition of the control variables between the upper
and lower levels naturally leads to a bi-level formulation (Bard 1998).

A fuzzy bi-level model has been built up by Feng and Wen to control traffic flow
in a disaster area after an earthquake (2005). When a severe earthquake occurs, the
roadway systems usually experience different degrees of damage, thus reducing the
capacity of those roadways, and causing traffic congestion. How to maintain traffic
functions reasonably to facilitate saving more lives will be the utmost mission task
after quakes. The commander of the Emergency-Response Centre of government at
county and city level (the upper level) aims at allowing traffic to go through the disaster
areas as much as possible within the roadway’s capacity, while the road users (located
at the lower level) always choose the shortest route to actualise emergency rescues. To
solve this decision problem, the bi-level technique has been used to provide an efficient
traffic control strategy for recovery from chaos post-earthquake.

Recently, Ji and Shao (2006) formulated a bi-level programming model for a news-
boy problem. The classical newsboy problem is to find the newspaper’s order quantity
so that it maximises the expected profit of the newsboy, which is addressed by most
research on a single level system. Ji and Shao (2006) located the decision makers in-
volved at different decision levels: the manufacturer is considered to be at the top level
controlling the wholesale prices, and the retailers are followers at the lower level who

decide the ordering quantities of newspaper. Both the manufacturer and retailers aim to
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maximise their own profits. By developing a hybrid intelligent algorithm, the classical
newsboy problem with fuzzy demands and price discounts policy was solved under a
two level framework.

Apart from the applications listed above, bi-level decision problems are frequent
in many other real world cases, such as resources allocation (Onaland, Darmawan &
Johnson 1995), network investigation (Hobbs, Metzler & Pang 2000), and engineering
(Ferris & Tin-Loi 2001). These applications have been stimulating factors for the

development of bi-level programming techniques.

2.8 Bi-level Decision Support Systems

A decision support system (DSS) is a system that supports technological and man-
agerial decision making by assisting in the organisation of knowledge about semi-
structured issues (Zhang et al. 2007b).

Since a bi-level programming is a NP-hard problem due to its non-convexity and
non-differentiability (Pei, Tian & Huang 2006), it is almost impossible to calculate a
solution without the help of a software system. DSSs have been developed for mod-
elling decision situations involving more than one decision maker (Fang, Hipel, Kil-
gour & Peng 2003) or under multi-criteria (Mustajoki & Héamaildinen 2007), such as
multi-objective DSSs (Wu, Lu & Zhang 2005) and group DSSs (Lu, Zhang, Ruan &
Wu 2007e). However, few aforementioned DSSs fall into the category where decision

makers are located hierarchically.

2.9 Particle Swarm Optimisation (PSO)

Particle swarm optimisation (PSO) is a heuristic algorithm proposed by James
Kennedy and Russell Eberhart in 1995 (Kennedy & Eberhart 1995). It is one of the
community-intelligent algorithms for searching a global solution, which comes from
the study of a simple model of a bird community and bird behaviour simulation (Zhao
& Gu 2006).

Inspired by the social behaviour of animals such as fish schooling and bird flock-
ing, PSO is a kind of population-based algorithm. The population of PSO is called
“swarm”, and each individual in the swarm is called “particle”. The similarity be-
tween PSO and other evolutionary algorithms lies in the fact that the individual in the
community is moved to a good area according to its fitness to the environment. Un-

like other evolutionary computation methods, however, each particle in PSO has an
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adaptable velocity (position change), according to which it moves in the search space
(Parsopoulos & Vrahatis 2002). Moreover, each particle has a memory, remembering
the best position it has ever visited in the search space (Eberhart & Kennedy 1995).
Thus, its movement is an aggregated acceleration towards its best previously visited
position and towards the best particle of a topological neighborhood.

Suppose current search space for PSO is n—dimensional, then the :—th particle of
the swarm can be represented by a n—dimensional vector, x; = (x;1, T;o, . . -, xin)T.
The velocity (position change) of this particle can thus be represented by another
n—dimensional vector v; = (v;1, Vja, . . . ,Um)T. The best previously visited position
of the i—th particle is denoted as p; = (pi1, pia; - - -, Pin) .. Defining g as the index
of the best particle in the swarm (i.e., the g—th particle is the best), and letting the
superscripts denote the iteration number, the swarm is manipulated according to the

following two equations (Eberhart, Simpson & Dobbins 1996):

k41 _ ok k k k(ok k
Vg = Wy + ery(pia — i) + cry (Pgg — i) 2.7)
k+1 _ .k k+1 ’
Tig = Tig + Vyq
where d = 1,...,n denotes the d—dimensional vector, ¢ = 1,2,..., N denotes

1—particle, N is the size of the swarm, w is the “inertia weight”, c is a positive constant,
called “acceleration constant”, and 7, 7, are random numbers, uniformly distributed
in [0,1],and & = 1,2, ... determines the iteration number.

To escape from local optimisations, “stretching” technique (Parsopoulos & Vrahatis
2002) can be used. The “stretching” on a objective functions F'(z,y) is defined by:

G(z,y*) = F(z,y) + nllz — 2*||(sign(F(z,y*) — F(z*,y*)) + 1)

£\ _ * sign(F (z,y*)—F(z+,y*))+1
H(z,y") = G(2,9") + VaignhtuGlom—Gay )

(2.8)

where 71, 72, and p are arbitrary chosen positive constant, and sign(-) defines the well

known triple valued sign function.

1, if <0
sign(z) =< 0, if z=0;
—1, if x <O.

As PSO requires only primitive mathematical operators, and is computationally
inexpensive in terms of both memory requirements and speed (Parsopoulos & Vrahatis

2002; Eberhart & Kennedy 1995), it has a good convergence performance and has been



PHD Thesis, UTS 27

successfully applied in many fields such as neural network training (Zhang, Zhang,
Lok & Lyu 2007e), integral programming (Kitayama & Yasuda 2006; Rudolph 1994),
minimax problem (Luksan & J 2000), and multi-object optimisation (Hol, Yang, Ni,
Lo & Wong 2005).

2.10 Summary

In this chapter, we review the concepts, models, properties, and techniques of
bi-level programming, linear bi-level programming, multi-objective bi-level program-
ming, MFB programming, MLB programming, fuzzy bi-level programming and par-
ticle swarm optimisation techniques. This chapter also reviews the relationship be-
tween bi-level programming and other optimisation problems, complexity and optimal-
ity conditions of bi-level problems, applications of bi-level programming techniques,
bi-level decision support systems, and the PSO method. Some of these research results

have built up the foundation for this research in the following chapters.
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3 PSO for Fuzzy Linear Bi-level Decision
Making

This chapter addresses bi-level decision problems featured with fuzzy coefficients,
linear objective functions and constraints. We call them FLB decision problems. Based
on a fuzzy ranking method, we give a mathematical definition of FLB problems. Then
applying the strategy of PSO method, a PSO-based algorithm is presented for solving
FLB decision problems. Finally, some experiments are carried to analyse the parameter

choosing.

3.1 A Model

In this thesis, R represents the set of all real numbers, R" is a n—dimensional
Euclidean space, F'(R) and F™(R) are the set of all finite fuzzy numbers and the set of
all n—dimensional finite fuzzy numbers on R" respectively. A finite fuzzy number is

a fuzzy number whose O-cut is an interval whose ends are finite numbers.

Definition 3.1.1. (Zhang et al. 2007a) A fuzzy linear bi-level (FLB) decision problem
isdefinedas: Forr €¢ X C R,y € Y CR™ F: XxY — F(R),and f : X XY —
F(R),

gél)l{lF(fL‘ y) = &+ dyy

subject to Alm + Bly = bl 3.1)
min f (2, y) = & + day '
subject to Aoz + Boy < bo

where ¢ C1, CQ € " ( ) dl, dg € Fm(R), 51 € FP(R), 62 c Fq(R), Al = (dij)ana
Elij € F ( ) bij < F(R) 1212 - (éU) “n’ éij c F(R), BQ - (gij)qu,
5, € F (R) and F'(R) is the set of all finite fuzzy numbers.
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3.2 A PSO-based Algorithm

In this section, we develop a PSO-based algorithm for a FLLB problem defined by
Definition 3.1.1. The reasons we choose the PSO method are based on the following
considerations:

Since classical methods for the NP-hard bi-level problem are still inefficient and
lack universality (Zhao & Gu 2006), artificial intelligence based methods offer addi-
tional possibilities. As one of evolutionary computation based methods, PSO can be
used for single level optimisation problems by pushing every potential solution (parti-
cle) towards the best ones. Here we reasonably extend it towards two level situation.
For a bi-level decision problem, we first apply the PSO technique on the leader’s prob-
lem, then for each leader’s particle fixed, we need to use the PSO technique again to
find the optimal response from the follower.

There are many other evolutionary computation methods, such as genetical algo-
rithms, which have been applied to solve crisp bi-level problem successfully. By these
methods, only a small number of individuals keep their “identities” and offsprings
are generated by the interaction in the group. Thus, to find a final optimal solution
largely depends on the validity of the initial population, to guarantee which, the Sim-
plex method can be used to fix the initial population within the constraint area. How-
ever, for optimisation problems involving with fuzzy coefficients, the Simplex method
becomes invalid.

Unlike many other evolutionary optimisation techniques, a particle swarm system
has memory, and knowledge of good solutions is retained by all particles. Individu-
als who fly past optima are tugged to return towards them. This speciality makes it
possible to generate an initial swarm without having to worry about the fuzzy issues
prematurely. Thus, our strategy of handling fuzzy coefficients, which is illustrated in
the following paragraphs, can be integrated perfectly with the PSO technique.

For a problem defined by Definition 3.1.1, the majority of current researches apply
the method that defuzzifies the fuzzy problem first by certain kind of method, then
solves the crisp problem by crisp bi-level optimisation techniques. This method, how-
ever, will lost some information carried by the fuzzy coefficients in the defuzzifying
process.

In this research, a different strategy is used, where optimisation techniques are ap-
plied directly on fuzzy problems. In the procedure of computation, the PSO method is
used on a bi-level problem first without considering its fuzzy coefficients to generate a

swarm, then the fuzzy issue will be handled while each particle is evaluated by com-
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paring them. As each particle represents a crisp solution, we need to compare different
objective function values which are fuzzy numbers under some certain solutions. Here
we use the ranking method defined by Definition 2.6.2 to compare any two fuzzy num-
bers. This strategy fully considers the original information of the fuzzy coefficients,

thus minimising the information loss. This is a different angle to solve fuzzy bi-level

optimisation problems.

The notations used in subsequent paragraphs are explained in Table 3.1.

Table 3.1: The explanation of some notations for Algorithm 1

Uy
Yi

Yij

Pi

Pij

ypi

cs

the number of candidate solutions (particles) by the leader
within its swarm:;
the number of candidate solutions (particles) by the follower
within its swarm;

= (241, Tio, ..., xin) L, i =1,..., N, the i"" candidate solution
for the leader;

= (v31, 012, ..., vi) T, i = 1,..., N, the velocity of x;;

=(Yi1, Y2, - - - » Yim) " » the follower’s choice for each x; from the
leader;

= (Yij1, Yij2, - - Yijm) > J = 1,..., M, the j* candidate solu-
tion by the follower for the choice x; from the leader;
= (Uz'jh ...'Uijm)T,j = 1, RN M, the VGIOCity of Yijs

= (pi1, Pi2, - - - » Pin) T » the best previously visited position of x;;
= (Pij1, Pij2, - - pijm)T, the best previously visited position of
Yijs

= (Ypi1, Ypi2s - - - , Ypim) " » the response from the follower for the

choice p; from the leader;

= (CS1,CS,,...,CS,), the recording vector to record if x; is
within constraint area;

the index of the best particle for the leader in the swarm;
current iteration number for the upper-level problem;

current iteration number for the lower-level problem;

the predefined max iteration number for k;;

the predefined max iteration number for k.

Based on the PSO technique and the strategy for handling fuzzy coefficients, the

algorithm is outlined in Figure 3.1.

First we initiate a swarm comprised by the leader-controlled variables (X _particles).

For each particle (x;) in the swarm, we generate the optimal response from the follower

by solving the following problem:
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Sampling the leader- | X-particles | Updating the best

controlled variables particle pairs
X-particles Y-particles
Generating the Outputing the final
follower' s responses solution

Figure 3.1: The outline of Algorithm 1

Iyrg/l fxi,y) = G + doy
subject to A, z; + By =< by (3.2)

Asx; + Bay = by
To solve Problem (3.2), we also need to generate a population (Y _particles), each
of which has a velocity. From every particle pair (x;, y;;), a bunch of the follower’s
objective values can be generated, which are inevitably fuzzy numbers. These fuzzy
objective values will be evaluated by comparing any two of them using Definition
2.6.2. Thus we can select the previously visited best positions for each y_particles and
the best one among y_particles. The position y;; and velocity v;; for each in Y _particles

will be updated using:

kel kg ky ky ki, kr o kg

i = wv ey (py =y ) e (v =) 13
kptl  kp o kgl 3.3)
Yij = Yij TV

Here, ky is to record current loop. Once ky is larger than some predefined value, y;
will be sent to the leader as the follower’s response for x;.
Above optimisation and computation procedure will also be applied to every parti-

cle pair (x;, y;) to update the position x; and velocity v; of every leader’s particle:

ki+1 k; k; k; k; k; k;
v = w4 erf (ps — ) + oy (2 — x7)
ki+1 k ki+1
phtt — xil T+ 1+

A A

(34)

Once the iteration times k; is large enough, current best particle pair (z,,y,) will be

outputted as the final solution. This algorithm is specified in Algorithm 1.
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Algorithm 1: A PSO-based algorithm for FLB decision problems

Input: the coefficients of Problem (3.1)
Output: (4, y4)
Initialising: k; = 1; p; = (pi1, pi2, - - -, pin)’ = (0,0,...,0)7;
Sampling: Ty = (l’il, T2y e v ,.I'm)T; v, = (’Uﬂ, Vi2, ...Um)T, 1= 1, ey N;
Generating the responses from the follower:
foreach x; do
ki =1 pij = (Dij1, Pij2, - - - Pigm)” = (0,0,...,0)7;
Sampling: y;; = (Yij1,Yij2: - - -» Yijm) 3 Vij = (Vij1, Vij2, - Vijm) s j = 1,..., M;
1 C'S; = false;
if AlSU + Bly = 61 and A2$i + .B~2y = b~2 then
‘ C'S; = true;
end
if (pij = (Dij1, Dijas - - Pigm)” = (0,0,...,0)7) or (f(zi,yi) < f(xi,pij)) then
pij = (Pij1; Pij2, - - - upijm)T = (Yij1, Yij2, - - - 7yijm)T;
end
Searching the best response y; from p;;, 7 = 1,2, ..., M; Updating velocities and
positions using Equation (3.3); ky = ky + 1;
if ky > MaxK then
| Goto 2;

else
| Goto 1;

end

end
2 if CS; = true then
if (pi = (pir, -, pin)" = (0,...,0)7) or (F (23, ;) < F(pi, ypi)) then
pi = (pi1, pi2, - - - ,pm)T = (zi1, T2, - - - ,-TJm)T;
Ypi = Upits Ypizs - - - » Ypim) T = (Yi1s Yi2, - Yim) s
end
end
Searching (x4, y4) from p;, and y,;, 7 = 1,..., N; Updating z; and v; using Equation
B4,k =k +1;
if k; > MaxK then
| Stop;
else
| Goto 2;

end

3.3 Experiments and Analysis

In this section, two numerical examples are employed to test this PSO-based algo-

rithm. Based on the experiments, we discuss the choice of the parameters.

The two numerical examples are listed as follows:



PHD Thesis, UTS 33

Examplel:
r;gch(w,y) = 6z + 3y
subject to — 1z + 3y < 21
! o Y . (3.5)
max f(z,y) = —3z + by
subject to 1z + 3y < 27
Example2:
max F(z,y) = 621 + 3x9 — 35 + 6yy — Ly
S
subject to loq — lag + 325 + 1y1 + gyg <21
2N1£L‘1 + 2~7ZE2 + i[Bg - 1y1 + gyg j 2~7 (3 6)
meaizc f(x, y) = ?)Il + 11‘2 + ?)ZL’g + 2~1y1 + 2~7y2 ’
Yy
subject to — 31 + 625 — 1as + 3y; + lys < 21
3x1 + 2~1:v2 + 2~7x3 + 1y1 — Iyg < 27
The membership functions of the coefficients in these examples are as follows:
( 0, r<bh (0, <2
2_25 a?—4 <
xll’ 5§1’<8 5 2:‘/E<3
pg(r) = § 1, r=6  ,p@)=q L r=3
6’6 < <8 o 3<a<h
0, x> 8 0, r>5
\ \
(0, T < —2 (0, T < —4
2 9Zw<-1 55, —4Ze<-3
22-0. z2-1
OB —1<a<—05 g —S<rs-l
L 0, x> —0.5 k0, x> —1
(0, z <05 (0, T <2
xz2-0.25 z2—4
o, 05w <1 =, 2=1<3
/Li(l’) - 1’ T = ]‘ 7”3(:’6) - 17 T = )
4—22 25—22
3 l<ax <2 1—6,3<Zl§'<5
\ 0, x> 2 \ 0, T >9
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(0, <19 0, z <25
z2-361 22625
T, 19w <21 i 25 = x <27
pa () = ¢ 1, v =21 s pgr(r) =9 L z =27
625—x2 961—z2
s 2l <x <25 53> 27 <wx <31
\ 0, T > 25 \ 0, x> 31

These examples are run by the PSO-based algorithm proposed in this chapter,
which was implemented by Visual Basic 6.0, and tested on a desktop computer with
CPU Pentium 4 2.8GHz, RAM 1G, Windows XP.

In the experiments, the inertia weight w is initially set as 1.2, and is gradually
declined towards 0, and the population size is set as 20. Now we adjust the coefficients
of ¢; and ¢y from 0.5 to 2 respectively. Under every pair of specific ¢; and c,, the
two examples are run in the PSO-based algorithm by five times, and different solutions
have been obtained. To evaluate the performance, we compare the solutions obtained
from the PSO-based algorithm with those from the classical fuzzy bi-level algorithms
of the extended Branch-and-Bound algorithm (Zhang et al. 2006a) and the extended
Kth-Best algorithm (Zhang, Lu & Dillon 2006b). Table 3.2 and Table 3.3 list the
experiment result for Example 1 and Example 2 respectively. In Table 3.2, (Az*, Ay*)
represents the average solution difference between the PSO-based algorithm and the
classical algorithms for every decision vector. The column of “/A” sums up the average
difference by every decision vector for every cy, co pair. In the column of “Time”, the
average running time are listed which is calculated by seconds. The symbols can be
explained the same way in Table 3.3 for Example 2.

In Table 3.2, we can see that, there is no obvious diversion among the solutions and
the running time is also quite stable. In Table 3.3, where a more complex example is
involved, the most optimal solution occurs at the point where ¢; = 0.5, c; = 2 with the
least average solution fluctuation and least average computation time. At other points
where ¢; = 0.5, co =1;¢1 =1, co = 1; and ¢; = 2, co = 1; this PSO-based algorithm
runs efficiently and effectively with stable performance.

Above experiments show this PSO-based algorithm can obtain stable solutions
which are very close to those from the classical methods. Thus, we can come to the
conclusion that the PSO-based algorithm proposed in this chapter can solve FLB prob-
lems quite correctly and effectively by exploring veracious solutions.

What we can not ignore is that the computation time of the PSO-based algorithm
is still much longer than the classical algorithms. This inefficiency comes from the

nature of heuristic strategy which simulates the optimisation process while the classical
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Table 3.2: Summary of the running solutions for Example 1

Table 3.3: Summary of the running solutions for Example 2

(c1, ) (Az™, Ay*) A Time
(0.5,0.5) | (0.00114,0) | 0.00114 | 54.6
(0.5,1) |(0,0) 0 52.6
(0.5, 1.5) | (0,0) 0 51

(0.5,2) |(0,0) 0 50.8
(1,0.5) | (0.00008, 0) | 0.00008 | 59

1, 1) 0, 0) 0 54

(1,1.5) |(0,0) 0 52.8
(1,2) (0.00002, 0) | 0.00002 | 51.8
(1.5,0.5) | (0.0001,0) | 0.0001 | 56.4
(1.5,1) | (0,0) 0 53.8
(1.5, 1.5) | (0,0) 0 52.6
(1.5,2) | (0.00006, 0) | 0.00006 | 54.8
(2,0.5) | (0,0 0 57.6
2, 1) (0, 0) 0 534
2,1.5) [(0,0) 0 52

(2,2) (0.00004, 0) | 0.00004 | 50.4

(c1,¢2) (Axy, Axs, Axs, Ayy, Ays) A Time
(0.5,0.5) | (0.13028, 0.04322, 0.0006, 0.09532,0) | 0.26942 | 113

(0.5,1) | (0.00402, 0, 0, 0.0008, 0) 0.00482 | 85.2
(0.5, 1.5) | (0.22934, 0, 0, 0.04672, 0.00214) 0.2782 | 92.6
(0.5,2) | (0.0034, 0, 0, 0.00068, 0) 0.00408 | 84.8
(1,0.5) | (0.01366, 0, 0, 0.00274, 0) 0.0164 | 106.4
(1, 1) (0.00416, 0, 0, 0.00084, 0) 0.005 | 88.8
(1, 1.5) | (0.26908, 0, 0, 0.05382, 0) 0.3229 | 88.8
(1,2) (0.26908, 0, 0.07884, 0.29356, 0.61704) | 1.25852 | 90

(1.5, 0.5) | (0.26908, 0.13478, 0, 0.38254, 0.27306) | 1.05946 | 103.6
(1.5,1) | (0.00354, 0, 0, 0.0007, 0) 0.00424 | 91.2
(1.5, 1.5) | (0.26908, 0, 0, 0.05382, 0) 0.3229 | 92.6
(1.5,2) | (0.26908, 0, 0, 0.05744, 0.00702) 0.33354 | 90

(2,0.5) | (0.26908, 0, 0, 0.3405, 0.71414) 1.32372 | 106.2
2, 1) (0.00426, 0, 0, 0.00086, 0) 0.00512 | 92.4
(2,1.5) (0.26908, 0, 0, 0.13452, 0.20054) 0.60414 | 87.4
(2,2) (0.26908, 0.03682, 0, 0.11272, 0) 0.41862 | 88
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methods use the mathematical properties to directly get the solutions. However, using
the mathematical properties sometimes can not reach a solution when these properties
can not be satisfied, while heuristic methods are capable of overpassing these complex
property verification to generate a reasonable solution at all. In many situations, this
reasonable solution is very helpful for a decision maker when making a plan. So the
importance of heuristic method should not be ignored as it explores new direction for

bi-level optimisation.

3.4 Summary

This chapter studies FLB problems where fuzzy coefficients in their objective func-
tions or constraints are represented in any form of membership functions. By intro-
ducing a ranking method based on cut sets, a new concept of optimal solution for FL.B
problems is defined. A PSO-based algorithm is proposed in this chapter for solving
FLB problems. The experiments reveal that the PSO-based algorithm is effective to
solve FLB decision problems. This PSO-based algorithm is one of the computation
kernels in a fuzzy bi-level decision support system developed to assist decision makers

to solve realistic FLB problems. This system will be described in Chapter 8 in detail.
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4 Goal Programming for Fuzzy
Multi-objective Linear Bi-level Decision
Making

This chapter addresses bi-level decision problems featured by multiple objectives,
fuzzy coefficients, linear objective functions and constraints. We call them FMOLB
decision problems. First, using a fuzzy ranking method, we give a mathematical defi-
nition for FMOLB decision problems. Then, based on the definition of a distance mea-
sure between two fuzzy vectors using A-cut, a fuzzy linear bi-level goal (FLBG) model
is formatted and related theorems are proved. Next, a A-cut and goal-programming-
based algorithm is presented for solving FMOLB decision problems. Finally, a case
study on a newsboy problem is adopted to illustrate the application and executing pro-
cedure of the algorithm and experiments are carried out to discuss and analyse the

performance of this algorithm.

4.1 Definitions, Models and Theorems

The model of a general bi-level decision problem with multiple objectives for both
the leader and follower was given in (Shi & Xia 1997). It is re-formulated in this
chapter as:

Forz € X C R",y € Y C R™, a multi-objective bi-level (MOB) model is:

min F(z, y) (4.12)

subject to G(z,y) < 0 (4.1b)
i 4.1

min f(z,y) (4.1c)

subject to g(x,y) <0 (4.1d)

where FF : R" x R™ — R, G : R" x R™ — RP, f : R" x R™ — R', and
g:R"x R™ — RI.
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Associated with the MOB problem (4.1), some definitions are listed below:
Definition 4.1.1.

e Constraint region of the MOB (4.1):
SE{(z,y): v € X,y €Y,G(x,y) <0,9(x,y) <0}

It refers to all possible combination of choices that the leader and follower may

make.

e Projection of S onto the leader’s decision space:

S(X)2{re X :3yeY,G(r,y) <0,9(z,y) <0}

e Feasible set for the follower Va € S(X):

S(x) £ {yeY :(z,y) €S}

e The follower’s rational reaction set for z € S(X):
P(x) 2 {y €Y :ycargmin[f(z,7):9 € S(x)]}

where argmin[f(z,9) : § € S(z)] = {y € S(z) : f(z,y) < f(z,9),9 €
S(z)}.

The follower observes the leader’s action and reacts by selecting y from his or

her feasible set to minimise his or her objective function.

e Inducible region:
IR 2 {(x,y) : (z,y) € S,y € P(x)}

which represents the set over which a leader may optimise his or her objectives.

To ensure that (4.1) is well posed, it is assumed that S is non-empty and compact,
and that for all decisions taken by the leader, the follower has some room to respond,
ie., P(x) # 0.

Thus, in terms of the above notations, an MOB problem can be written as:

min{ F(z,y) : (z,y) € IR} 4.2)
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Based on the fuzzy ranking method in Definition 2.6.2, an FMOLB decision prob-

lem is defined as:

Definition 4.1.2. Forz € X C R",y ¢ Y C R, F : X xY — F*R), and
f: X xY — FYR),

min F(z,y) = ((uz + diy, ..., éax +day)” (4.3a)

subject to fllx + Bly <a 51 (4.3b)

ggr/l f(z,y) = (¢raw + dioy, ..., Cox + thy)T (4.3¢)

subject to Ay + By =g bo (4.3d)

where ¢1, ¢z € F(R), dp1, dip € FUR), b= 12,50 = 1,2t b €
FP(R), by € FU(R), A, = (ay), .. B (5”>pxm 21 ])W By = (55) e

Qjj, Z;ija €ij, 515 € F(R).

To build an FLBG model, a distance measure between two fuzzy vectors is needed.
There are many important measures to compare two fuzzy numbers, such as Hausdorff
distance (Chaudhuri & Rosenfeld 1999), Hamming distance (Diamond & Kloeden
1994), Euclidean distance (Diamond & Kloeden 1994), and the maximum distance
(Kacprzyk 1997). In this chapter, a certain number of A-cuts will be used to approx-
imate a fuzzy number. A final solution is considered to be reached when solutions
under two adjacent A-cuts are near enough. To help implement this strategy, a new

distance measure between two fuzzy vectors by using A—cuts is defined below:

Definition 4.1.3. Let @ = (al,az,.. an), b = (by,bs,...,b,) be n—dimensional
fuzzy vectors, ® = {a < \g < Ay < -+ < A, < 1} be adivision of [, 1], the distance
between @ and b under ¢ is defined as:

L R
(a,b l—|— 1 Z Z‘H%,\ bis, |+ lail, — 035, 1} (4.4)

i=1 5=0
where « is a predefined satisfactory degree.

In this fuzzy distance definition, a satisfactory degree « is used to give more flex-
ibility to compare fuzzy vectors. It is possible that two fuzzy vectors might not be
compared by Definition 4.1.3. For example, when we compare two fuzzy vectors a
and 5, if some of the left A-cuts of ¢ are less than those of 5, while some right A\-cuts of

a are larger than those of b, there is no ranking relation between a and b.
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To solve this problem, we can enhance the aspiration levels of the attributes, i.e.,
we can adjust the satisfactory degree « to a point where all incomparable parts are
discarded. It can be understood as a risk taken by a decision maker who neglects all
values with the possibility of occurrence smaller than . In such a situation, a solution
is supposed to be reached under this aspiration level. So, normally, we take the same

« for both objectives and constraints in one bi-level problem.

Lemma 4.1.1. For any n-dimensional fuzzy vectors a, b, C, fuzzy distance D defined

above satisfies the following properties:
(1) D(a,b) =0,ifa; =b,i=1,2,....n
(2) D(a,b) = D(b,a)
(3) D(a,b) < D(a, &) + D(&,b). B

Goals set for the objectives of a leader (g, ) and a follower (gr) in (4.3) are defined

as:
g~L = (§L17 §L27 v 7§LS)T7 (453)
gr = (Gr1. G2, - -, Gre)" (4.5b)
where gr;, 0 =1,...,5, grj, j = 1,...,t are fuzzy numbers with membership func-

tions of fig, ., fgp, -

Our concern is to make the objectives of both a leader and the follower as near
to their goals as possible. Using the distance measure defined in (4.4), we format an
FLBG problem as:

Fore e XCR"yeY CR", F:XxY — F¢(R),and f : X XY — FR),

iréi)r(l D(F(x,y),dr) (4.6a)
subject to A1z + Byy =<4 by (4.6b)
min D(f(z,y), gr) (4.6¢)
yey
subject to flzx + Bgy =<a 132 (4.6d)

where A; = (dij)pxn, By = (bij> Ay = (éij>q><na By = (§ij)qu, Qij, bij, €5, Sij €
pXm

F(R), and « is a predefined satisfactory degree.
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From Definitions 2.6.2, 4.1.2, and 4.1.3, we transfer problem (4.6) into:

A
min =

zeX

subject to AU I%—BU y < by,
<

R
bl)\j)

mlIl_
yey

subject to Ag/\ T+ B2A y <
<

Alfjx—l—Bl)\,y
i=0,1,...,1,

i=17=0

AQiZﬂ‘i‘BQ/\,y
j=0,1,...,1,

where @ = {a < A\g < A\; < --- < A\, < 1} is a division of [«, 1].

For a clear understanding of the idea adopted, define:

l l
vfjil_ = %“ > Cﬁuﬁ + Z dﬁujy -
=0 =0
l !
v =5l Cﬁl,\jic + 2 dﬁujy -
=0 =0
I l
Uﬁ_ = %H Z Cﬁuvx"' Z dﬁny -
ot = %H Z Chl,\ T+ Z dhl)\ y—
20
h = 1,2...,3,
UiLz_ = %“ Z 012)\ T+ Z sz)\ Y=
vt = %“ Z Cz‘2,\-$ + Z diQ)\-y -
Ug_ = %H Z szx T+ Z d12)\ Yy—=
'U£+ = %H Z 012/\ T+ Z dz2>\ Yy —=
i = 1,2...,t,

where vj; and v}’

! ! !
> gfh,\j| - (X Cﬁb\jx + 2 dﬁl,\jy -
j=0 7=0 7=0

Lol Lo Lo
2 9o |+ (0 cin, @+ 2o dyyy —
J=0 J=0 J=0

! ! !
Zogfh,\j| - (Zocﬁl,\jx + %dﬁujy -

J= J=

I I I
Zzogth]-‘ + (Zocﬁb\ﬂ? + Zodﬁl,\jy -
= 7=

l ! !
Z 9%«“M»| — (> Cz'szm + > diLZ/\vy -
=0 ’ j=0 7 =0 J

g I I
Zogfﬂmj’ + (Z Clan, T + Z disy,y —
J:

!
Z 91]321‘,\~| (Z Cm\ T+ Z dzZ)\ Y-

Zng)\ ‘—i_(zcﬂ)\ T+ Zdﬂ)\ Yy —=

s l
% Z Z‘“Chu T+ dhlA Y — th,\ | + |Ch1,\ T+ dhl)\ Y — th,\ 1}, (4.7a)

(4.7b)

l+1 Z Zﬂcm\ T+ d oY ng)\ | + |CZQ)\ T+ d oY ng)\ 1}, (@.7¢)

(4.7d)

l
> gthjﬂ
j=0

l
> gfh,\j)]
j=0

l
) QJL%h)\j)]
7=0

l
> gf’mj)]
j=0

l
2 GFin,)]
j=0

l
> 9rin,)]
3=0

XZ:OQFRi,\j)]
io 0B

(4.8)

+ are deviational variables representing the under-achievement and

over-achievement of the h'" goal for a leader under the left A-cut, v/ and v;." are

deviational variables representing the under-achievement and over-achievement of the
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ht" goal for a leader under the right A-cut, v5~, v5", vE~ and v22" are for a follower

respectively.
Associated with the linear bi-level problem (4.7), we now consider the following

bi-level problem:

For (v, viit, vi, oftt ol ol ol ol )y € RY, X7 C X x R, (vl
vy, vl vfht . vfz‘» vt v vt ) € RN Y CY x RY let = (3, -,
r,) € X, 2" = (w1, -+, my, vI7, vl R, vf{f, o vET B B BTy e X7
Y= ym) €YU = W Ums U12 ) "U12+’ Ug > Ug+’ - Ut2 > Ut2+’ Ut};_a

i) e Y/, and vy, vy, : X' x Y’ — R.

S

I/Iéi)l(l/ vy Z (v + o+ ol + o) (4.9a)

!
subject to E Chiin, T+ Z iy + v — v = E i,

Zo Chl,\ T+ Zodm,\ Y+ Um - Um Z th,\ )
j j

L— , L+ ,R— , R+
Ul sVt sVt sV 2 0,

Uﬁf vﬁfZO,vﬁ_-vﬁ: (4.95)
h=1,2,.
Al)\«T‘FBl)\ygblf];
Al,\$+Bl)\y<blia
7=0,1 l
t
min vy = Y (viy + o5 + vk +uET) (4.9¢)
y'ey’ i=1

subject to Z 012)\ x+ Z d12>\ Y+ Uz2 - Uz2 Z ngA )
j= 0

Z 612)\ T+ Z sz)\ Y+ U12 - vz2 Z gF'L/\ )

Lf L+ R— R+
D) 7%2 7Ui2 7Uz'2 = 0,

Uilé_ X _ 0 U 5 U£+ =0 (49(1)

12
1=1,2,...,t
Ao + BaX y < bay

)

<.

Y

<

7=0,1,...,1,
e L—x* , L4+x , R—x , R4 L—x  L+x , R—x R+x
Theorem 4.1.1. Let (x*, y*) = (x*, 017 011 5 015 S0 s - oUs U 5 Vs U
g vk ol ol pfte o wETr wE T ol wBYY) be the optimal solution to bi-

level problem (4.9), then (z*,y*) is the optimal solution to the bi-level problem defined
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by (4.7).

Proof. By Definition 4.1.1, let the notations associated with problem (4.7) are
denoted by:

S = {(, )3Ak§l’+3k§y<bk§,

AfetBy<nf k=127=01..1) (4.10a)
SX)={reX: H?JGYAMJH‘BM?J bix,
Avx+ By <bgy bk =1,2,j=0,1...,1,} (4.10b)
S(z)={yeY :(x,y) €S} (4.10c)
Plz)={y €Y :y € argmin ¥V} (4.10d)

t 1
where U = %22‘” 12X, $+d12>\ y— ng)\ |+|Cz2/\ x—l—dﬂ)\ y— ng)\ 9 € S(x)}

IR ={(z,y) : (z,y) € S,y € P(x)} (4.10e)

Problem (4.7) can be written as

Tzlgfl 11 ZZHCM)\ x+ dhu Y- thA |+ |Ch1)\ T+ dhl)\ Y- th,\ |}
h=1 5=0
subject to (z,y) € IR (4.11)

And those of problem (4.9) are denoted by:

S ={(="y) : Ax,x + Bix,y < bex,, (4.12a)
Amx+Bmy bk b =1,2,5=0,1....1

Z Clel/\jx - Z dﬁl,\jy +u - = Z 9ILhx;»
Z Chin; T+ Z dhl)\ y+op — vt = Z 9Lhr;»

L— L+ ,R— , Rt~
Up1 > Up1 s U1 a“m

l

Z Cion; T+ Zdz2)\ y+us — v Zng,\ ;

7=0

L— L+ R—
2 0,v7 vy =0 vhl ’Uhl =0,h=1,2,...,s,
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207,2)\ T+ Zsz)\ y—i_UzQ - Uz2 Zng)\ )

vé‘,véﬂvﬁ‘,vﬁ>O,viL2_-UZL;“—O,Ug_-vg+:0,2':1,2,...,75,}
S(X') = {x e X' Ely ey’ Ak/\x—i—Bk)\y bk)\, (4.12b)

l l

Z c{:l/\ T+ Z dhl/\ Y+ v = Z 9Lhr;
7=0

7=0
!
Chix, x—i—E dhl,\ Y+ — ot E thAa
7=0
L— L+ ,R— R+ < L— L+ _ R— _
vhl,vhl,vhl,vhl = 0,07 - vy Ovhl Uhl =0,h=1,2,...,s,

Z C7,2)\ T+ Z sz)\ Y+ 'UzQ o U12 Z ngA )
Z C7,2)\ T+ Z d7,2)\ Y+ 'Uz2 o Uz2 Z ng)\ )

vé‘,vé*,vg_,v? > 0,05 o5t = O,vg_ Bt =0,i=1,2,...,t,}
S@Yy={y eY": («,¢) € 5} (4.12¢)
Pi')y={y eY":
t
y' € argmin]y (5 + 05" + 0 +05") v € S} (4.12d)
=1
IR ={(«",y) : (.y) € &',y € P(a')} (4.12e)

Problem (4.9) can be written as
!

min {D (vl +vi + ol + o) (o y) € IR’} (4.13)
h=1

z’'eX’

As (x/*, y'*) is the optimal solution to problem (4.9), from (4.13), it can be seen
that, V(2',y') € I R', we have:

! !

L+ L—i—* R4+x
E vh1+vh ~|—v g Um +vh1 +v;77)
h=1 h=1

As: Z Chl,\ T+ Z dhl)\ Y+ o — vt Z th,\ and v - v =0, h =
=0 j=
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1,2,...,s, we have:

l ! !
U+ = | ;}Cﬁujz + Z()dﬁ1xjy - ZogthjL
j= j= j=

! ! !
L+x% L * L * L —
v g —|Zch1>\jx "‘Zdhujy _Zthijh—le--wS
=0 =0 =0
Similarly, we have:

I
vn Uy —IZchuWermy Zogfhxj‘a
Jj=

!
R4x __ R * R * R —
U Uy |Zochl)\jx +Zodhujy —Zoth,\j|>h—1>2w--a5
= = =

So: V(z',y') € IR,
! ! ! l l l
| Z Cﬁl,\jx + Z d}LLu]-Z/ - ngh/\j| + | Z Cfl)\jx + Z dflfujy - nghxj’
=0 =0 j=0 =0 j=0 =0
! l l ! ! !

2 | Z CiLzujm* + Z diLzlAjy* - nghxj’ + | Z Cﬁujx* + Z dfl,\jy* - ngh,\j E

§=0 j=0 Jj=0 Jj=0 j=0 Jj=0
h=1,2...,s (4.14)

We now prove that the projection of S’ onto the X x Y space, denoted by 5’| x v,
is equal to .S:

On the one hand, V(z,y) € 5’| x,y, from constraints: AkA azz—HBkA y < bkA ,A;M T+
Bk)\ y < bk)\ k=1,2,7=0,1...,0,in 5, we have: (z,y) € S,s0 5 |xy C S.

On the other hand, ¥(z,y) € S, by (4.8), we can always find v}, vlLf“, vt
R+ L- ,I+ ,R— R+ ,L— ,L+ ,R— Rt L- L+ ,R-
UL s Vs s Vst U T VT U Ui, 0T, s v, 0T, vl v which

satisfies the constraints of (4.9b) and (4.9d). Together with the inequations of ARk N+
Bk)\y bk/\,and Ak/\x—l-Bk,\y bk k=127 =0,1...,[, requested by S,
we have (z, vlLl , vlLfr, vﬁ’, vl vk, vSLfr, vl VBT oy ol ol ol ot
vl vt v o) € 9, thus (2,y) € S'|xy, S C Y xy-
So, we can prove that:
S'lxy =S (4.15)

Similarly, we have

S(.%)/’X,y = S(.’Iﬁ) (41621)
S(X)|xy = S(X) (4.16b)
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Also, from:

Z 622)\ T+ Z d22)\ Y+ U'L2 - ,UZQ Z ng)\

and

L— L+ _,; —
Vi tUn =0,1=1,2,...,1

we have:

l I !
= | Z CZLQA],:E + Zdé/\jy — ngny\jw =1,2,...,t, (4.17a)
=0 =0 =0

Similarly, we have:

l ! l
T Y diy =Y ginli=1,2,.. .t (4.17b)
j=0 §=0 j=0
Thus:

P ={y €Y' :y € argmin¥’} (4.18)

where W' = 21 EO{ICm T+ sz)\ y— QFZ,\ | + |Cz2,\ T+ sz)\ y— QFZ,\ g€ S(x')}

From (4.15) and (4.18), we get:
P(x)|xxy = P(x) (4.19)
From (4.10e), (4.12¢), (4.15) and (4.19), we get:
IR |xxy = IR (4.20)
which means, in X X Y space, the leaders of problem (4.7) and (4.9) have the same

optimising space.
Thus, from (4 14) and (4.20), it can be obtained that: ¥(z,y) € I R, we have:

z+1 th Z{|Ch1,\ T+ dﬁl,\ Y= th,\ |+ |Ch1/\ T+ dhl/\ Y= th,\ |}
]_

> h hz Zﬂchl)\ z* dm,\ y* gthj| + |Ci}§ujx* + dfujy* - gfh,\j
= Ji

So: (z*,y*) is the optimal solution of the problem (4.7). O
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Adopting weighting method, (4.9) can be further transferred into (4.21):

Hél)l(l/ vy + ) (4.21a)

subject to c;x + dyy

h=135=0
vy, v =0,
421
(N -vf =0 ( b)
Al x4+ Bix oy < biy,
Al)\ $+Bl)\ Y < blfju
] - Oa 17 7la
yIIél};l/ vy + vy (4.21¢)
subject to cox + dyy = Z Z (97, + 9Far, )
i=1j=
U2 aU;_ > 07
vy -vy =0 (4.21d)
AQ)\ T+ Bzf Yy < b2§j7
Azii + Boyy < bzfﬁ
] = 07 ]‘7 7l?
. - |, . R- . o), vy - Ry o+
where v, = hzl(“m + upy )’ Z(Uhl 1), vy = ;(Uiz + vy ), vy =
t s ! s l
S (vt +vuEh), ¢ Z(Cﬁb\j + Cﬁ,\j) di = > > (dj; hiy; T dhlA ), c2 =
i=1 h=1 ;=0 h=1j=0
t 1 t 1
Z:l %(Cfﬂj + Cg)\j)’ dy = 2:1 Z%)(dllé)\ + sz)\ )-
1=1 7= =17

In the above formula, v; and v|" are deviational variables representing the under-
achievement and over-achievement of goals for a leader, and v, and v, are deviational
variables representing the under-achievement and over-achievement of goals for a fol-
lower respectively.

The nonlinear conditions of v; - v]" = 0, and v, -v; = 0 need not be maintained if
the Kuhn-Tucker algorithm(Shi e al. 2005b) together with the Simplex algorithm are
adopted, since only equivalence at an optimum is wanted. Further explanation can be
found from (Charnes & Cooper 1961a). Thus, problem (4.21) is further transformed
into:

For (v, v{) € R%, X’ C X x R?, (v2,v2)€R2 Y'CY x RYletx = (zy, -+,
Tn) € X, 2" = (21, . o v, ) €X Ly = (Y1, Ym) €Y,y = (yl,---,ym,
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vy, vs,) €Y/ and vy, vy X/ x Y — F(R).
mln vy = v + vy (4.22a)
(z07 wi)EX!

subject to c;x + dyy

+up —of = 21 Z(thA + th,\ )
=1j=

4.22b
A1A$+Bl>\y<b1>\, ( )
Al)\ x—i_Bl/\y bl)\7
1=0,1,...,1,
min vy = vy + vy (4.22¢)
(y,v5 03 )EY’
t 1
subject to cov + day = 3° - (9Fan, + 9iin, )
i=135=0
Aoy + Bay y < by, (4.22d)
AQiI—l-Bz)\.y < b2§°j,
7=0,1,...,1,

Problem (4.22) is a standard linear bi-level problem which can be solved by the
Kuhn-Tucker algorithm (Shi et al. 2005b).

4.2 A )\-cut and Goal-programming-based Algorithm

Based on the analysis above, we illustrate the A-cut and goal-programming-based
algorithm in this section.

First, we obtain relevant parameters including the coefficients that define an FMOLB
decision problem, satisfactory degree, and a predefined error (Step 1).

Then, using A-cuts, we defuzzify the FMOLB decision problem as an MOB deci-
sion problem (Step 2).

Afterwards, by introducing the under-achievement auxiliary variables and over-
achievement auxiliary variables, we need to solve a classical linear bi-level decision
problem under current A-cuts at this stage (Step 3).

Finally, if the solution difference between current adjacent A-cuts is close enough
(equal to or smaller than the predefined error) (Step 4), the final solution is expected to
be reached (Step 7). Otherwise, we double the A-cuts (Step 5), and do the computation
again (Step 6).

the A-cut and goal-programming-based algorithm is detailed in Algorithm 2.
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Algorithm 2: A \-cut and goal-programming-based algorithm for FMOLB de-
cision problems

Step 1 (Input) Get relevant coefficients which include: Parameters of (4.3); Parameters
of (4.5); Satisfactory degree: o; and € > 0.
Step 2 (Initialise) Let £ = 1, which is the counter to record current loop. In (4.7),
where \; € o, 1], let \g = o and A\; = 1 respectively, then each objective will be
transferred into two non-fuzzy objective functions, and each fuzzy constraint is
converted into four non-fuzzy constraints.
Step 3 (Compute) By introducing auxiliary variables v, v{“ , vy and v;r , we get the
format of (4.22). The solution (z, vy, v}, y, vy , vy )2 of (4.22) is obtained by
Kuhn-Tucker approach.
Step 4 (Compare)
if (k = 1) then

| (@07, 0]y 05,031 = (2,07, 0y, 05, 03 )2; goto [Step S;
end
if "(xvv;’vr7y7v2_7vg_) (‘T Ul 7”1 ,y,U2 » Ug ) H < ¢ then

| goto [Step 7] ;

end
Step 5 (Split) Suppose there are (L + 1) nodes A;, (j = 0,1,..., L) in the interval
[, 1], insert L new nodes &; (t =1,2..., L) in [a, 1] such that: ; = (A\—1 + A)/2.

Step 6 (Loop) & = k + 1; goto [Step 3],
Step 7 (Output) (z,y)2 is obtained as the final solution.

4.3 A Case Study

A classical newsboy problem is to find a newspaper’s order quantity for maximis-
ing the profit of a newsboy (newspaper retailer) (Ji & Shao 2006). In a real world
situation, both a newspaper manufacturer and a retailer have more than one concern.
Using an FMOLB model, a newsboy problem is expressed as follows: the leader, a
manufacturer controls the decision variable of the wholesale price (z), while the fol-
lower, a retailer, decides his or her order quantity (). The manufacturer has two main
objectives: to maximise the net profits, represented by F}(z,y), and to maximise the
newspaper quality, by Fy(x,y) but subject to some constraints, including the require-
ments of material, marketing cost and labor cost. The retailer also has two objectives
to achieve: to minimise his or her purchase cost, represented by fi(x,y), and to min-
imise the working hours, by f2(z,y) under his own constraints. Meanwhile, both the
manufacturer and the retailer will set goals (gr1, 912, gr1, gr1) for each of their two
objectives.

When modelling this multi-objective bi-level decision problem, the main difficulty
is to establish coefficients of the objectives and constraints for both the leader and the

follower. We can only estimate some values for material cost, labor cost, etc. according
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to our experience and previous data. For some items, the values can only be assigned by
linguistic terms as about $1000. This is a common case in any organisational decision
practice. By using fuzzy numbers to describe these uncertain values in coefficients, an
FMOLB model can be established for this decision problem.

To illustrate the A\-cut and goal-programming-based algorithm, this newsboy prob-
lem will be solved step by step:

[Step 1]: (Input the relevant coefficients)

1. Coefficients of (4.3):

The newsboy problem is formatted as:

Leader Hmax Fy(z,y) = 62 + 3y

xe
max Fy(z, y) = —3x + 6y
subject to — 1z + 3y < 21

Follower : min f,(z,y) = 42 + 3y
yey
%gﬁ@wﬁz3$+1y
subject to — 1z — 3y < 27

where z € R',y € R',and X € RT,Y € R*.
The membership functions for this FMOLB are as follows:

(0 r<5 (0 T <2
2217125 < <8 w2;4 2<r<3
pg(z) = 1 r=6 pa(z) =4 1 r=3
64—z 25—x2
T 6<x <8 o 3<xr<b
L 0 > 8 [ O T >5H
(0 r < —4 (0 <3
16;“72 —4<r< -3 *’”27‘9 3<r<4
pog() =4 1 r=-3 ;) =4 1 r=4
z2—1 36—z
5 —3J<r< -1 %0 4<xr<6
0 x> —1 [ O r>6
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(

fi ()

2. Suppose the membership functions of the fuzzy goals set for the leader are:

Hgra (l’) =

;

\

0

z2—225

175

900—z2

500

0

x < 0.5
05<x<1
r=1 ,
l<x <2

T > 2

r <19
19<r<?21
z =21 )
21 <x <25
x> 25

T <15

x =20

z > 30

poy(z) =

pa () =

15 <2 <20

» Mgro (Z‘) =

20< <30

[ O

104

961—z2

232

\

r < =2
—2< < -1
r=—1
—-1<z<-05
x> —0.5

r <25
20 <x <27
x =27
27 <z <31
x> 31

0 T <4
z2—16
¢ 1 =28
225—x2
a8 8<x <15
0 x> 15

The membership functions of the fuzzy goals set for the follower are:

Hgp (x) =

;

\

0

z2—100
225

400—22
175

0

x < 10
10<z<15
r=15
15 <2 <20
x > 20

3. Satisfactory degree: o = 0.2

4. =0.15

» Hgpo (x)

(0 T <7
x2—49
S0 T<e <9
1 =9
121—a2
Bl 9<z <1l
0 z>11

[Step 2]: (Initialise) Let k=1. Associated with this example, the corresponding
MOB, problem is:

min V11X + 252 + /B + 4y — /175 + 225
e

+|v/64 — 28Xz + 25 — /25 — 16Ay — /900 — 500\
min | — /16 — 7TAzx + v/ 11\ + 25y — /48 + 16|

zeX

+| = VBXN+ 1+ /64 — 28\ — /225 — 161 )|
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subject to — /4 — 2\x + /B + 4y < /80 + 361
—v/=0.75) + 0.252 + /25 — 16y < V625 — 184\

ngl VT + 92 + /B + 4y — /225 + 100

Y

+]v36 — 20z + 25 — V25 — 16y — /400 — 175\
m1n| VO + 4z + 0.75) + 0.25y — /32 + 49|

yey

+| — /25 — 16 z + VA — 3Ay — /121 — 40|

subject to v/0.75\ + 0.252 + v/ + 4y < v/ 104\ + 625
VI= 3Nz + V25 = 16)y < /90T — 232

where \ € [0.2,1].
Referring to the algorithm, only Ay = 0.2 and \; = 1 are considered initially. Thus
four non-fuzzy objective functions and four non-fuzzy constraints for the leader and

follower are generated respectively:

min 3{|V/27.22 + v5y — V260| + |6z + 3y — 20|
+[V58.4z + v/21.8y — 20v/2| + |62 + 3y — 20|
+| — V14.62 + V/27.2y — /25.6] + | — 3z + 6y — §|
+| — V2.6 + 584y — /192.8| + | — 3z + 6y — 8}
subject to — v/3.4x + /5y < /377

—r+ 3y <21
—V0.4+ /5y < /6458
—r+3y <21

ry%i? H{|3z + 2y — 12.04] + |4z + 3y — 19.1
+|6x — by — 7.4| + |4z — 3y — 10.63|
4| — 22 4 0.5y — 18.03| + | — 3z + y — 1|
+| =5 +2y —9|+| -3z +y—9[}

subject to v/0.4z + /5y < v/645.8

:E—I—?)y 27
V3.4dxr + v21.8y < v914.6
T+ 3y <27

[Step 3]: (Compute)
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By introducing auxiliary variables vy , v, v, , v, we have:
min vy + v
(z,07 w1 )EX!
subject to 3.083x + 20.076y + v, — v = 54.73,
—1.8x+22y <194
—x+ 3y <21
—0.6x +4.7y < 24.3
—x+3y <21
min v, + v,
(ywy vy )EY’
subject to 16.498z + 8.205y + v, — vy = 51.337,
0.6x 4+ 2.2y <254
r+3y <7
1.8z + 4.7y < 30.2
x4+ 3y <27

Using Branch-and-bound algorithm (Bard & Moore 1990), the current solution is
(1.901,0,0, 2.434,0,0).

[Step 4]: (Compare) Because k=1, goto [Step 5].

[Step 51: (Split) By inserting a new node A\; = (0.2 + 1)/2 = 0.6, there are a total
three nodes of A\ = 0.2, \; = 0.6 and \s = 1. Then a total six non-fuzzy objective
functions for the leader and follower, together with six non-fuzzy constraints for the
leader and follower respectively, are generated.

[Step 6]: (Loop) k=1+1=2, goto [Step 3], and a current solution of (2.011,0,0,
2.356,0,0) is obtained. As [2.011 — 1.901| + [2.356 — 2.434| = 0.188 > ¢ = 0.15,
the algorithm continues until the solution of (1.957,0,0, 2.388,0,0) is obtained. The

computing results are listed in Table 4.1.

Table 4.1: Summary of the running solutions

k x Y Uf& Ui U;/\ Uax
1119012434 | 0 0 0 0
212011235 | 0 0 0 0
31187212446 | 0 0 0 0
4119572388 | 0 0 0 0

[Step 71: (Output) As |1.957 — 1.872| + |2.388 — 2.2.446| = 0.14 < & = 0.15,
(x*,y*) = (1.957,2.388) is the final solution of this FMOLB problem. The objectives
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for the leader and follower under (z*, y*) = (1.957,2.388) are:

Fi(z*,y*) = F(1.957,2.388) = 1.957¢7; + 2.388dy;
Fy(x*,y*) = F(1.957,2.388) = 1.957¢15 + 2.388d,,
filz*, y*) = F(1.957,2.388) = 1.957¢3 + 2.388dy;
folz*, y*) = F(1.957,2.388) = 1.957¢5, + 2.388d2,

Under this solution, the membership functions for the leader’s objectives are shown
in Figure 4.1 and the membership functions for the follower’s objectives are shown in

Figure 4.2.
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Figure 4.2: Membership functions of fi(x*, y*) and fo(z*, y*)
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These fuzzy values shown in Figure 4.1 and Figure 4.2 describe the achievements
of every objective under the solutions. From Figure 4.1 we can see that if the manu-
facturer chooses his or her decision variable as 1.957, the most possible net profit will
be 18.9025, which is very close to the goal set for this objective. The other objective

values can be interpreted the same way.

4.4 Experiments and Evaluation

The algorithm proposed in this chapter was implemented by Visual Basic 6.0, and
run on a desktop computer with CPU Pentium 4 2.8GHz, RAM 1G, Windows XP. To
test the performance of the proposed algorithm, the following experiments are carried

out.

(1) To test the efficiency of the proposed algorithm, we employ ten numerical exam-
ples and enlarge the problem scales by changing the numbers of decision vari-
ables, objective functions and constraints for both leaders and followers from
two to ten simultaneously. For each of these examples, the final solution has

been obtained within five seconds.

(2) To test the performance of the fuzzy distance measure in Definition 4.1.3, we
adjust the satisfactory degree values from O to 0.5 on the ten numerical examples
again. At the same time, we change some of the fuzzy coefficients in the con-
straints by moving the points whose membership values equal 0 by 10% from the
left and right respectively. Experiments reveal that, when a satisfactory degree is
set as 0, the average solution will change by about 6% if some of the constraint
coefficients are moved as discussed above. When we increase satisfactory de-
grees, the average solution change decreases. At the point where satisfactory

degrees are equal to 0.5, the average solution change is 0.

From Experiment (1), we can see that this algorithm is quite efficient. The reason
is the fact that final solutions can be reached by solving corresponding linear bi-level
programming problems, which can be handled by the Kuhn-Tucker and the Simplex
algorithms.

From Experiment (2), we can see that if we change some coefficients of fuzzy
numbers within a small range, solutions will be less sensitive to this change under a
higher satisfactory degree. The reason is that, when the satisfactory degree is set to 0,
every A-cut of fuzzy coefficients from O to 1 will be considered. Thus, the decision

maker can certainly be influenced by minor information.
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For a decision making process involved with fuzzy coefficients, decision makers
may sometimes make small adjustment on the uncertain information about the prefer-
ence or circumstances. If the change occurs to the minor information, i.e. with smaller
satisfactory degrees, there should normally be no tremendous change to the final so-
lution. For example, when estimating future profit, the manufacturer may adjust the
possibility of five thousand dollars’ profit from 2% to 3%, while the possibility of one
hundred thousand dollars’ profit remains 100%. In such a situation, there should be no
outstanding change for his or her final decision on the device investment. Therefore,
to increase the satisfactory degrees is an acceptable strategy for a feasible solution.

From the above analysis, the advantages and disadvantages of the algorithm pro-

posed in this chapter are as follows:

(1) This algorithm is quite efficient, as it adopts strategies to transform a non-linear

bi-level problem into a linear problem;

(2) When pursuing optimality, the negative effect from conflicting objectives can be
avoided and a leader can finally reach his or her satisfactory solution by setting

goals for the objectives;

(3) The information of the original fuzzy numbers are considered adequately by

using a certain number of A-cuts to approximate the final precise solution;

(4) In some situations, this algorithm might suffer from expensive calculation, as the

size of A-cuts will increase exponentially with respect to iteration counts.

4.5 Summary

This chapter studies FMOLB decision problems by A-cut and goal programming.
After formulating an FMOLB decision problem, we have proved that the solutions can
be obtained by solving the corresponding linear bi-level decision problem which can
be handled easily by Kuhn-Tuchker and Simplex algorithms. Therefore, it is possible
for the algorithm developed in this research to deal with FMOLB decision problems
stably and effectively. Based on the theoretical proof, a A\-cut and goal-programming-
based algorithm is proposed for FMOLB decision problems, and a newsboy problem
is presented to further explain the idea of this algorithm.

This A-cut and goal-programming-based algorithm is one of the computation ker-
nels in a fuzzy bi-level decision support system developed to assist decision makers to

solve realistic FMOLB problems. This system will be described in Chapter 8 in detail.
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5 Cutset Strategy and PSO for Fuzzy Linear
Multi-follower Multi-objective Bi-level
Decision Making

This chapter focuses on linear bi-level decision problems that have multiple fol-
lowers, multiple objectives, and fuzzy coefficients in the objectives and/or constraints
of the leaders and/or the followers. We call this kinds of problem fuzzy multi-follower
multi-objective linear bi-level (FMMLB) decision problems.

In this chapter, a framework, which is to define FMMLB decision problems by dif-
ferent cooperation in objectives, constraints, and decision variables among followers,
is presented. Focusing on FMMLB decision problems defined in this framework, three
algorithms, i.e. a Branch-and-Bound-based algorithm, a K'th-Best-based algorithm,
and a PSO-based algorithm are developed. Experiments are then carried to compare

these algorithms, and algorithm choosing is discussed.

5.1 Models

According to eight different cooperation situations among followers (Lu et al.
2006), we extend the models to fuzzy situations and give their corresponding math-

ematic models as below.

Model 1. An FMMLB problem, in which K > 2 followers are involved and there are
shared decision variables y;(j = 1,2,..., K), the same objective functions f(z,y)
and the same constraint functions among them, is defined as follows:

Letz e X CR,y;, €Y; CRY,j=12,....K,y = (y1,...,yx) € Y =
(Y1,...,Yg), F(z,y) : X XY — F5(R), f(z,y) : X x Y — F*R), it consists of

finding a solution to the upper level problem:
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rzeX

K K T
g Pl = (4 3-8 0] G
=1

J=1

K
subject to AUz + Y~ By, < b0 (5.1b)
j=1

where & € F™(R), d\}) € F™i(R), AV € M(F(R))pxns B € M(F(R))pxm;»
1=1,2,...,5,7=1,2..., K and y;, for each value of z, is the solution of the lower

level problem:

K K T
min f(r,y) = @m&]ﬁ%md%+Zﬁ%Q o
k=1

visti k=1

K
subject to Az + Z B’,(f)yk < p? (5.2b)
=1

where &% € F"(R), B € FI(R), A® € M(F(R))gen B € M(F(R))prm,
JZ(Z) e F"(R),i=1,2,....t,k=1,2,... K.

Model 2. An FMMLB problem, in which K > 2 followers are involved and there are
shared decision variables y;(j = 1,2,. .., K), the same objective functions f(z,y) but
different constraint functions among them, is defined as follows:

Forr €e X CR“y; €Y, CR™,j=12.... K,y = (t1,...,yx) € Y =
(Y1,...,Yg), F(z,y) : X XY — F5(R), f(z,y) : X x Y — F*R), it consists of

finding a solution to the upper level problem:

zeX

K K T
min F(z,y) = (Egl)x + Z dﬁ)yj, N OF Z dg;)yj> (5.3a)
j=1

j=1
~ K ~ ~
subject to A0z + 3 By, <4 (5.3b)

J=1

where &) € F*(R), d}) € F™i(R), AV € M(F(R))pxn, BY" € M(F(R))psm;si =

1,...,s,5=1,2..., K and y;, for each value of z, is the solution of the lower level
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problem:

K K T
: (2 (2 (2 (2
min Kf(as,y) = (cg 'z + E dgk)yk, Y E dgk)yk,> (5.4a)

€Y j=1,...,
Yis2ad k=1 k=1

K
subject to flgmx + Z Bﬁ)yk = 55-2) (5.4b)
k=1

where &7 € F*(R), b\ € FI(R), A € M(F(R))gxn: B} € M(F™(R))qmy
Jﬁ)eka(R)z_m tk=12...K j=12... K.

Model 3. An FMMLB problem, in which K > 2 followers are involved and there are
shared decision variables y;(j = 1,2,..., K) and constraint functions but different
objective functions f;(z,y) among them, is defined as follows:

Forz ¢ X C Ry, €Y, CR% (G =12..K,y=(y,....,yx) €
Y = (Y1,...,Yk), F(z,y) : X xXY — F5(R), fj(z,y) : X xXY — FY(R) (j =

1,2,..., K), it consists of finding a solution to the upper level problem:

K K T
~(1) 51, ~(1) 7,
irél)r(lF(ﬂf y) = (cl :E+Zd1j Yjy - Cy [E—FZ;dsj y]> (5.5a)
]:

j=1
K ~
subject to AWy 4 Z B](l)yj < pM (5.5b)
j=1
where &) € F*(R), d}) € F™i(R), AV € M(F(R))pxn, BY" € M(F(R))psm;si =
1,...,s,5=1,2..., K and y;, for each value of z, is the solution of the lower level
problem:
K T
;Ilellr/l fi(z,y) (0(2 x4+ Z djlkyk, e ,6§?w + Z dﬁ,)cyk> (5.6a)
! k=1
K ~
subject to APy Z (2) p < b2 (5.6b)
k=1

where 65-?) € F*(R), b® € Fi(R), A® € M(F(R))gxn, B;(f) € M(F(R))gxmy»
d% e F™e(R),i=1,2,... .t k=1,2,...,K,j=1,2,... K.

jik

Model 4. An FMMLB problem, in which K > 2 followers are involved and there are
shared decision variables y;(j = 1,2, ..., K) but different objective functions f;(x,y)

and constraint functions among them, is defined as follows:
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Forx ¢e X C R,y €Y, CRY(j=12....K),y= (-..,yx) €
Y = (Y1,....Yk), F(z,y) : X xY — F5(R), fj(z,y) : X XY — FYR) (j =

1,2,..., K), it consists of finding a solution to the upper level problem:

K T
(1) 7,
gél)r(lF(x Y) ( x+ E dljyj,...,cS x—+ Eldsj y]) (5.7a)
]:

subject to AV ;< bW (5.7b)

“M“

where &' € F*(R), d} € F™i(R), AD € M(F(R))pxn, B € M(F(R))psm,si =

> g
1,...,s,7=1,2..., K and y;, for each value of z, is the solution of the lower level
problem:
K T
yrnelg fi(z,y) = (5§-21)I + Z dﬁ)kyk, e ]t Vo + Z d]tkyk> (5.8a)
J J k=1
~ K ~ ~
subject to A;Q)x + Z B](.i)yk =< b§-2) (5.8b)
k=1

where &7 € F*(R), 0" € Fi(R), A € M(F(R))gxn. By € M(F"™(R))qxm,
J(?>6ka(3),¢:1,2 tk=12...,K j=12 . K.

jik

Model 5. An FMMLB problem, in which K > 2 followers are involved and there
are shared objective functions, shared constraint functions and partial shared decision
variables among the followers, is defined as follows:

Forz ¢ X C R*, 2 € Z C R", yy € Y, C R™, 5 = 1,2,... . K,y =
(y1,.. . yx) €Y = (Y1,...,Yg), (v,2) = (y1,...,yk,2) € Y X Z, F(z,y,2) :
X XY X Z — FR), f(v,y,2) : X XY x Z — F'(R),and j = 1,2,..., K, it

consists of finding a solution to the upper level problem:

K K 4
min F(z,y,2) = (5&1)33 + Z ciﬁ)yj + (Zgl)zy e aégl)x + Z dg')yj + ngl)z)

zeX - -
Jj=1 Jj=1

(5.9a)

K
subject to AW 4 Z B](l)yj + BW; = b (5.9b)
j=1

d e Fmi(R),d" € F'(R), A € M(F(R))pxn:

b Z]

where bV € FP(R), & € F"(R)
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B € M(F(R))pxm;» BY € M(F(R))pusi=1,...,5,5j=1,2...,K and y;, for

each value of z, is the solution of the lower level problem:

K K T
min _ f(z,y,2) = (Egmx + Z Jﬁ)yk + 0252)2, . ,5§2)$ + Z Jii)yk + cZ,@z)

€Yj,zeZ
Yj k=1 k=1

(5.10a)

subject to A®z: By, + B®z <5 (5.10b)

|Mx

where &2 € F"(R), b® € FU(R), A® € M(F(R))gxn B” € M(F(R))gxm,-
B® € M(F(R))gxn dy) € F™(R),d” € FNR),i=1,2,...,t,j=1,2,... K.

Model 6. An FMMLB problem, in which K > 2 followers are involved and there
are shared objective functions and partially shared decision variables but different con-
straint functions among followers, is defined as follows:

Forz € X C R*, 2 €¢ Z C RI, yy € Y; C R, 5 =1,2,... K,y =
(Y1,--yx) €Y = (Y1, Yk), (y,2) = (41, .Yk, 2) €Y X Z, F(z,y,2) :
X XY xZ — F*R), f(r,y,2) : X xY x Z — F'(R),and j = 1,2,..., K, it
consists of finding a solution to the upper level problem:

x T

) 3(1) 5(1) Fe)

gél)r(lF(x Y,z )—(c1 x+zld1jyj+d1 z,. x—i—Zd y; +dV )
j:

(5.11a)

subject to Az + 31, < M) (5.11b)

10
R

where b € FP(R),&" € F7(R),d}) € F™(R),d." € F'(R), A" € M(F(R))xn,
B € M(F(R))pxm;» BY € M(F(R))pxsi=1,...,5,5=1,2...,K and y;, for

each value of z, is the solution of the lower level problem:

K K T
min _ f(z,y,2) = <é§2)x + Z Cigi)yk + czgz)z, e ,5§2)$ + Z ngi)yk + j§2)2>

€Y;,zeZ
Yj k=1 k=1

(5.12a)

By + Bz < b (5.12b)

— 7

Mw

subject to 121;-2)
k=1
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) € M(F(R))qxn’ (F<R))qXMk’

where &7 € F™(R), b € FI(R), Al
JQGF"(R)@_12 t,i=12,... K.

B € M(F(R))yxn dy) € F™(R),

Model 7. An FMMLB problem, in which K > 2 followers are involved and there
are partially shared decision variables and shared constraint functions but different
objective functions among them, is defined as follows:

Forz ¢ X C R*, 2 €¢ Z C R" y € Y; C R, 5 =1,2,... . K,y =
(y1,--yx) €Y = (Y1,...,Yk), (v,2) = (Y1,---,yk,2) € Y X Z, F(x,y,2) :
X XY xZ — F*R), f(z,y,2) : X xY x Z — F'(R),and j = 1,2,..., K, it
consists of finding a solution to the upper level problem:

K K T
min F(z,y,2) = (é% + > dy+dVz D+ dy, + JE”Z)
j=1

zeX -
Jj=1

(5.13a)

K
subject to AWz + Y~ By, + B2 < bV (5.13b)

Jj=1

where b € FP(R),&" € F7(R),d}) € F™(R),d." € F'(R), A" € M(F(R))xn,
B € M(F(R))pxm;» BY € M(F(R))pxsi=1,...,5,5=1,2...,K and y;, for

each value of z, is the solution of the lower level problem:

K K r
~ 7(2 7(2 ~(2 72 7
i ) = (W24 B B4 Y 4 )
j "z k=1 k=1

(5.14a)

K
subject to AP 4 Z B,(f)yk + B®z <p? (5.14b)

k=1

where &7 € F™(R), b € FU(R), A® € M(F(R))gun, B € M(F(R))gm,»

B® € M(F(R))gxn dy) € FM(R),d) € F™(R),i=1,2,....t,j=1,2,..., K.

Model 8. An FMMLB problem, in which K > 2 followers are involved and there
are partially shared decision variables but different objective and constraint functions
among them, is defined as follows:

Forz ¢ X C R*, 2 €¢ Z C R", yy € Y; C R, 5 = 1,2,... K,y =
(y1,--syx) €Y = (Y1,....Yx), (v,2) = (y1,---,yk,2) € Y X Z, F(x,y,2) :
X XY xZ — F*R), f(z,y,2) : X xY x Z — F'(R),and j = 1,2,..., K, it
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consists of finding a solution to the upper level problem:

K K r
min F(x,y, z) = (6§1)$ + Z Jﬁ)yj + jgl)z» e aégl)x + Z Jg;)yj + ngl)Z)

zeX
j=1 j=1

(5.15a)

K
subject to AV z + Z B](l)yj +BWz < pM (5.15b)

j=1

where 50 € FP(R),&" € F*(R),d}} € F"i(R),d\" € F*R), AV € M(F(R))pxn,
B € M(F(R))pxm; BY € M(F(R))pxnsi=1,...,5,5=1,2...,K and y;, for

each value of z, is the solution of the lower level problem:

K K T
e 32 (2 (2 (2 32
min _ f;(z,y,z) = (cﬁl)x + E d§-1)kyk + dgl)z, ce cg 'z + E d;t,lyk + dg»t)z>

€Y;,2€Z
Yj k=1 k=1

(5.16a)

K
subject to AV x + Y By + Bz < b (5.16b)
k=1

where &) € F"(R), b\Y € FI(R), 215” € M(F(R))gxns B € M(F(R))gxmys
B? € M(F(R))gxn d5; € F'(R), d';) € F™(R),i=1,2,....t,k=12,... K,

7%
j=12,...,K.

By analysing above eight models and using a weighting method, we can get a
general model (Model G) for FMMLB decision problems:

Definition 5.1.1. For x € X C R", y; € Y; € R™, 5 = 1,2,... K,y =
(y1,--sy) €Y = (Y1,...,Y,), F(z,y) : X XY — F5(R), f(z,y) : X XY —

F'(R), it consists of finding a solution to the upper level problem:

zeX

T
min F(z,y) = (cl iL‘-f-Zd(l)y],..., 1x+2d(1 ) (5.17a)

K
subject to AWz + >~ By, < bV (5.17b)

where &l € F*(R), d} € F™i(R), AD € M(F(R))pxn, B € M(F(R))psm,si =

> Yy
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1,...,s,5=1,2..., K and y;, for each value of z, is the solution of the lower level

problem:

.....

T
e oA (@Y) :< x+2dkyk,.. x+2dkyk,) (5.18a)

K
subject to A%z + Z Py <0 (5.18b)

where ¢ € F*(R), 0 € Fi(R), &Y € M(F(R))gxn. B}y € M(F™(R))qxm,
dy) € F™(R),i=1,2,....t,k=1,2,...,K,j=12,... K.

Therefore, we have found that:

(1) Model 1 is a special issue of Model G when 1215-2) = A®), B](.i) = B,E?’, 55-2) = b2,
ji=12.. K.

(2) Model 2 has the same format with Model G.

(3) For Model 3, we know that it is a multi-objective programming for followers and
forj =1,2,..., K, Agg) = A®, Bﬁ) — B, bf) b®). We can transform
it to Model G by using a weighting method, i.e., f(z,y), ¢ o8 J(i) in Model G is
equal to f;(z,y), ET),d winModel 3,7 =1,2,... 1, respectively.

(4) For Model 4, We can transform it to Model G by using a weighting method,
ie. f(z,y), &2, dik in Model G is equal to f;(x,y), ¢ &2 42 in Model 3, r =

j7‘ irk
1,2,...,t, respectively.

(5) Models 5, 6 and 7 are special cases of Model 8, respectively.

(6) Model 8 is an FMMLB decision problem in which K followers share variable z.
By using a weighting method, we can obtain:

Forr €e X CR.2€ ZCR'\y €Y, CRY,j=12..Ky=
(Y1, .- yx) €Y =((Y1,2),..., (Y, Z)), F(z,y,2) : X XY x Z — F*(R),
f(x,y,2) : X XY x Z — F'(R),and j = 1,2,..., K, it consists of finding a
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solution to the upper level problem:

K K r
min F(z,y, z) = <E§1)x + Z Jﬁ-)yj + dgl)za ce Egl)$ + Z Jiﬁ)yj + ng)z>

zeX
Jj=1 J=1

(5.19a)

K
subject to ANz + Z ~](-1)yj + BWz < pM» (5.19b)
=1

where 00 € FP(R), & € F(R), d\}) € Fmi(R), d" € F"R), A® ¢

7 ij

M(F(R))pxns B € M(F(R))psmys BY € M(F(R))pspsi = 1,...,5,j =

1,2..., K and y;, for each value of z, is the solution of the lower level problem:
K T
min _ fi(z,y,z) = 6ﬁ)x + Z dﬁ)kyk + Jﬁ)z, . Dy + Z djtkyk + d(-?)z
Y €Y;,2€Z =1
(5.20a)
) K
subject to Az Z Py + BY 2 <0 (5.20b)

where &) € F*(R), 0" € FU(R), AY” € M(F(R))gxn. BYY € M(F(R))gxm,»
BY € M(F(R))gxn 4 € FMR), d5) € F™(R), i = 1,2,...,t, k =

1,2,....K,j=12....K.

Model 8 has the same solution as Model G because it can be transformed into
Model G.

(7) We only need to develop algorithms to solve Model G. Through some transfor-
mation as discussed above, all these eight kinds FMMLB decision problems can

be solved then.

5.2 Algorithms

5.2.1 An Approximation Branch-and-Bound-based Algorithm
We first present related theorems.

Theorem 5.2.1. (Zhang, Lu & Dillon 2007d) For x € X C R™, y; € Y; C R™, i =
1,2,..., K, ifall the fuzzy coefficients in the fuzzy bi-level problem problem defined by
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Definition 5.1.1 have membership functions :
(0 t<ak
ay,
ang(t_a)\o)_F/\o Oéilo§t<06§1
1 0
BN (t-ak)+h af St<ad
Xo TN
pe(t) = 4 A oy, St <af (521)
B (—t+a§H> + A of St<af |
-1 l
a%o_a_A (=t+af)+ A o St<af
1 0
0 Ozf\%o <t

\

where Z denotes any fuzzy coefficients in model defined by Definition 5.1.1, then, it

is the solution of the problem defined by Definition 5.1.1 that (

satisfying

min F'(w, y1, g,
m1)r(1F(x Y1, Y2, - -
subject to AL T+ Zt 1 Bt/\ Y < bLj

K 5 R
Af\%]m + Zt:l Bt)\jyt < bi,

yzelénzlgl Kf(x7 Y42, ’yk)fj -
L B L
sub]ect to AM x+ C'z,\ Yi < b~zLj7
Au x4+ Cw\ Y < bz)\j,
1=1,2,..., K,

j=0,1,2,....1.

where \; represents a certain cut set, \; € [0, 1].

Y6 Gy, + S, Eix,Yi
K -
> izt G Cixjx + Zi:l eiiyi

I*7y*) c R™ x R™

- K 3L
7yK)§j = Ciljf]j + 2821 ds)\jys

- K s R
7yK)f = Cf\% Ty Doy, Ys

(5.22)

Problem (5.22) can be further transferred into the following linear bi-level problem
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by a weighting method:

min F(z,y1, 92, Yk )y, = éf z+ YK Jsijys + éix +K Jsiys
subject to AL r+ Y8 BM yr < bLJ
Agﬂztf;étfj% <Bf,

mianf(9U7?Jl,y2,-~7yK) ;= Zz 1% 1‘+Zz 1€i§jyz‘

yiEYi:ZZl: )
+Ez 161/\ $+Zz 161)\ Yi
~ I
subject to AM x + C'z,\ Yi < biy,,

(5.23)

~R
Az)\x'}_cz)\ yngz)\-v
1=1,2,..., K,
j=0,1,2,...,1

Theorem 5.2.2. (Zhang et al. 2007d) For x € X C R", y;, € Y; C R™, i =
1,2,..., K, a necessary and sufficient condition that x*,y* is a solution of prob-
lem defined by Definition 5.1.1 is that there exist (row) vectors u*,v*, z* such that
(x*, y*, u*,v*, 2%) is a solution of :

l

K K
. - s L - ~R
Hll)l;lF([L', Y1,Y2, - - »?JK) = E (Cf\ljx + § ds/\jys + Cix + E dS)\ij> (5243)

xE
j:l s=1 s=1

subject to A T+ Z Bt)\ Y < b

t=1
~ K ~ R ~
Az + Z By ye < BY (5.24b)
~ L
Az)\ € + Oz)\ yz bz)\ )

l K l K
u(d0 D (Buy, + By ) + (3 Y (Cix, +Cix))) — 2 (5.240)

!
~ ~ ~ ~ L ~ ~ R
u(d (0%, + b8 — Az =Y Bo oy —Afz—=> Bow) (5.24d)
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K k
-L  ~R - L <L - R oy
+ U(Z (bir, +bin,) — Aiy,x — Ciy yi — Aiy,x — Ciy yi) + ZZyz =0.

]:1 =1 =1

Based on the extended Branch-and-Bound algorithm (Lu ef al. 2007b), we extend it
to fuzzy situations and propose an approximation Branch-and-Bound-based algorithm
for solving FMMLB decision problems in this section.

We first write all the inequalities (except of the leader’s variables) of (5.23) as
gi(x,y) =2 0,7 =1,...,p+ q + m, and note that complementary slackness simply
means u;g;(z,y) = 0( = 1,...,p+qg+m). We suppress the complementary term and
solve the resulted linear sub-problem. At each time of iteration the condition (5.24d)
is checked. If it is satisfied, the corresponding point is in the inducible region and
hence a potential solution to (5.23). Otherwise, a Branch-and-Bound scheme is used
to implicitly examine all combinations of the complementarities slackness.

Now, we give some notations for describing the details of the approximation Branch-
and-Bound-based algorithm.

Let W = {1,...,p + ¢ + m} be the index set for the terms in (5.24d), F be the
incumbent upper bound on the objective function of the leader. At the £—th level of a
search tree we define a subset of indices W, C W, and a path P} corresponding to an

assignment of either u; = 0 or g; = 0 for 2 € Wj. Now let

Sl;:{ZZEWk,glIO}
Sy={i:i¢ W}

For i € S?, the variables u; or g; are free to assume any nonnegative value in the so-
lution of (5.24) with (5.24d) omitted, so complementary slackness will not necessarily
be satisfied.

By using these notations we give all steps of the approximation Branch-and-Bound-
based algorithm in Algorithm 3.

We give some explanations for these steps and their working process as follows.

After initialisation, Step 7 will find a new point which is potentially bi-level fea-
sible. If no solution exists, or the solution does not offer an improvement over the
incumbent (Step 8), the algorithm goes to Step 11 and backtracks.

Step 9 checks the value of u¥g;(z*, y*)to determine if the complementary slack-
ness conditions are satisfied. In practice, if ‘uf gi‘ < 1076 it is considered to be zero.

Confirmation indicates that a feasible solution of a bi-level program has been found
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Algorithm 3: An approximation Branch-and-Bound-based algorithm for
FMMLB decision problems
Step 1: Given two sets of weights w1 ( = 1,2,...,s) and wj2 ( = 1,2,...,%) to the
objectives of the leader and the follower respectively, and let Z;Zl wj1 = 1 and
2;21 wjz = 1.
Step 2: The problem defined by Definition 5.1.1 is transformed to problem (5.23).
Step 3: Set [ = 1, a range of errors € > 0, using the extended Branch-and-Bound
algorithm (Shi et al. 2006) to solve problem (5.23) under current A— cut.
Step 4: Decompose interval [0, 1] into 2!~ equal sub-intervals with (2/~! ++ 1) nodes \;
(i =0,---,2""1) arranged in the order of 0 = \g < --- < Agi—1 = 1.
Step 5: Transform problem (5.23) to problem (5.24) by using Theorem 5.2.1 and a
weighting method (Bialas & Karwan 1978).
Step 6: (Initialisation) Set k = 0, S;” = ¢, S, = ¢, Sy ={1,...,p+ ¢+ m}, and
F = o.
Step 7: (Iteration k) Set u; = 0 for ¢ € S,j and g; = 0 for¢ € S; . It first attempts to
solve (5.24) without (5.24d). If the resultant problem is infeasible, go to Step 11;
otherwise, put k& +— k + 1 and label the solution as (2%, y*, u¥).
Step 8: (Fathoming) If F'(z*,*) > F, then go to Step 11.
Step 9: (Branching) If u¥g;(z*,y*) = 0,i=1,...,p + g + m, then go to Step 10.
Otherwise select i for which u¥g;(x*, y*¥) # 0 is the largest and label it 4;. Put
S Srufir}, SY — §2 \ {i1}, S < S, . append i1 to P, and go to Step 7.
Step 10: (Updating) Let ' < F(z*, y*).
Step 11: (Backtracking) If no live node exists, go to Step 12. Otherwise branch to the
newest live vertex and update S;", S e S,g and P, as discussed below. Go back to Step 7.
Step 12: (Termination) If F' = oo, there is not feasible solution to the current problem.
Otherwise, declare the feasible point associated with £ which is the optimal solution
(x,y)4 to the current problem.
Step 13: | = [ + 1, repeat Step 4 to Step 12.
Step 14: If ||(z, y)oi+1 — (7, y)4|| < &, then the solution (z*, y*) of the current
problem is (z, y)q1+1, otherwise, go back to Step 13.
Step 15: Show the result. Terminate.

and at Step 10 the upper bound on the leader’s objective function is updated. Alterna-
tively, if the complementary slackness conditions are not satisfied, the term with the
largest product is used at Step 9 to provide a branching variable. Branching is always
completed on the Kuhn-Tucker multiplier (Bard 1998).

At Step 11, the backtracking operation is performed. Note that a live node is one
associated with a sub-problem that has not yet been fathomed at either Step 7 due to
infeasibility or at Step 8 due to bounding, and whose solution violates at least one
complementary slackness condition. To facilitate book keeping, the path P in the
Branch-and-Bound tree is represented by a vector, its dimension is the current depth
of the tree. The order of the components of Fj, is determined by their level in the tree.

Indices only appear in P if they are in either S; or S, with the entries underlined if
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they are in S, . Because the algorithm always branches on a Kuhn-Tucker multiplier
first, backtracking is accomplished by finding the rightmost non-underlined component
if P, underlining it, and erasing all entries to the right. The erased entries are deleted
from ;. and added to SY.

We apply the proposed approximation Branch-and-Bound-based algorithm to solve
a simple FMMLB decision problem to illustrate how the algorithm is used.

In this example, the leader has two objectives F7 and F5. There are two followers,
who share decision variables and constraints but have one individual objective (f1;
for the first follower and f2; for the second follower). We can see that this FMMLB

decision problem exactly falls into the category of Model 3.

Example 5.2.1. Consider the following FMMLB decision problem with z € R, y €
R';and X = {z > 0}, Y = {y > 0},

min £y (z,y) = —lz + 2y

min Fy(z,y) = 2z — 4y
subject to — 1z + 3y < 4

min fli(z,y) = -1z +2y

min f21(z,y) =22 — 1y

subject to 1z — 1y < 0
—ix—iyé()
where
(0, t<o, (0, t<1,
() = t2, 0St<1, (1) = < t—1, 1<t<?2,
2—t, 1S5t<2, 3—t, 25t<3,
L0, 2 <t L0, 3<¢.
(0, t <2, (0, t <3,
t—2, 2<t<3, t—3, 3<t<4,
() = 4—t, 35t< A4, palt) = 5—t, 45t<5,
L0, 4 <t L0, 5< ¢
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0, t< —1,
t+1, —-1=5t<0,
1-¢t, 0St<1,
0, 15t

po(t) =

We now solve this problem by using the proposed approximation Branch-and-
Bound-based algorithm.

Step 1. Set weights (0.5, 0.5) for the two fuzzy objectives of the leader and of the
follower respectively.

Step 2. The FMMLB decision problem is transformed to the following MOLB
decision problem by using Theorem 5.2.1.

y=(=Dyr+2yy, A€(0,]]

)

N = (=Diz+2y, Ae(o1]
X =2+ (—4)xy, A€01]
)

min(Fy(z,y))¥ = 28z + (-4){y, X €[0,1]
subject to (—1)kx + 3%y <4k (D)2 4 3%y <48 X € [0,1]
Iyrgg(fh(%y))f =2z + (-1)5y, A€0,1]
min(f11(z,9))3 = 2z + (=Diy, A€ [0,1]
min( 21, y)X = (~Dxz+ 2y, A€ 0.1]
I;gl(f%(%y))f = (-1)¥z+2{y, Ael0.1]
subject to 1z 4 (—1)§y L 0%, %2 + (-1 < 0%, A e]0,1]
(=D3z + (=D3y = 0%, (-=Diz+ (-1)Fy =05, Ae[0,1]

Step 3. Let] = 1 and e = 1075,

Step 4. Decompose interval [0, 1] into 2!=1 equal sub-intervals with (2'~! 4 1) nodes
A, (i =0,---,271) which is arranged in the order of 0 = \g < \; < -+ < Ayio1 = 1.
We now need to solve the following MOLB decision problem

min( £, P = —1z + 2y

min(Fy(z,y))g = —2r+y
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min(F(x,y))g = 0z + 3y
min(Fy(z, )" = 20 — 4y
min(Fa(, )k = 1o — 5
min(Fy(x, y))g’ = 3¢ — 3y
subject to — 1z + 3y < 4

—2x+2y <3

Ox+4y <5

min(f1,(x, y))f(R) =2r— 1y
yey

min(f 1, (z,y))§ = Lo — 2y

yey
min(f1,(z, ))& = 3z — 0y
yey
min( 2 (z, y))F = —12 4 2y
yey
min( 2 (e, y))f = —22 + Ly
yey
min(f2,(z,y))§ = 0z + 3y
yey
subject to 1z — 1y < 0
Or — 2y < —1
20 — 0y < 1
—lz -1y <0
—2r — 2y < —1.

Step 5. We transform this MOLB problem to a linear bi-level problem by using a

weighting method, and we have:

min F(z,y) = 3 — 6y
subject to — 1z + 3y < 4

—2r+2y<3
Or +4y <5
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r;él}r/lf(a:,y) =3z + 3y

subject to 1z — 1y < 0
Oz —2y < —1

2z — Oy

Step 6-12. According to the proposed approximation Branch-and-Bound-based

algorithm, let us rewrite it as follows:

and we also have:

gi(z,y)=4— (-1 +3y) =0
g2z, y) =3 —(—22+2y) >0
93(z,y) =5— (0z +4y) >0
ga(z,y) = —(lz—1y) >0
g5(x,y) = —1—(0z—2y) >0
g6(z,y) =1—(2x —0y) = 0
gr(z,y) =1z +1y >0

gs(z,y) = —1— (22 —2y) 2 0
9o(z,y) =y 20

min F(z,y) = 3z — 6y

subject to — 1z + 3y < 4
—2r+2y <3
Oz +4y <5
0
-1
1

/

le — 1y
O0x — 2y
2z — Oy

NN N
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—1lz -1y <0
—2r -2y < —1
3u + 2ug + 4dus — ug — 2us — Oug — u7 — 2ug — ug = —3

9
=1
x>07y>07u1 20,...,7,11920.

Finally, we get the following linear programming problem with one check condi-
tion.
min F(z, y) = 3x — Gy

subject to — 1z 4+ 3y < 4

3uq + 2ug + 4dug — uy — 2us — Oug — u7 — 2ug — ug = —3

r20,y=20,u1 =20,...,u9 2 0.

At each time of iteration, the following condition is checked.

9
Z u;gi(z,y) = 0.
i=1

More specifically, after initialising the data, the algorithm finds a feasible solution to
the Kuhn-Tucker representation with the complementary slackness conditions omitted
and proceeds to Step 9. The current point, z* = 0, y* = 1.25, u' = (0,0,0,3,0,0,0,
0,0), with F'(z', y*) = —7.5, is not satisfied complementarities so a branching variable
is selected (u4) and the index sets are updated, giving S;7 = {4}, S| = ¢, S? =
{1,2,3,5,6,7,8,9} and P, = {4}.

In the next four iterations, the algorithm branches on us, w7, ug and ug, respectively.
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Now, five levels down in the Branch-and-Bound search tree (Figure 5.1), the current
sub-problem at Step 7 turns out to be infeasible so the algorithm goes to Step 11 and
backtracks. The index sets are S5 = {4,5,7,8}, S5 = {9}, S? = {1,2,3,6} and
Ps={4,5,7,8,9}.

So we go to Step 7, and the algorithm turns out to be infeasible. Thus the algorithm
goes to Step 11 and backtracks. The index sets are S = {4,5,7}, S5 = {8}, S§ =
{1,2,3,6,9} and Ps = {4,5,7,8}.

Go to Step 7 again, and the algorithm turns out to be infeasible, so the algo-
rithm goes to Step 11 and backtracks. The index sets are now S; = {4,5}, S9 =
{1,2,3,6,8,9} and P; = {4,5,7}.

Go to Step 7 again, and the algorithm turns out to be infeasible, so the algorithm
goes to Step 11 and backtracks. The index sets are Sy = {4}, Sg = {5}, SY =
{1,2,3,6,7,8,9} and Ps = {4,5}.

Go to Step 7, a feasible solution is found. It passes the test at Step 8 and satisfies
the complementary slackness conditions at Step 9. Continuing at Step 8, [' = —3.
The algorithm backtracks at Step 11 and updates the sets, Sg = ¢, Sy = {4}, S§ =
{1,2,3,5,6,7,8,9} and Py = {4}. Returning to Step 7, another feasible solution
is found, but at Step 8, the value of the leader’s objective function is greater than the
incumbent upper bound, so it goes to Step 11 and backtracks. However, no live vertices
exist. We have found an optimal solution, occurring at the point (z*,y*) = (0,0.5),
(u*) = (0,0,0,3,0,0,0,0,0) with F* = —3 and f* = 1.5. The Branch-and-Bound

tree is shown in Figure 5.1.

Figure 5.1: A Branch-and-Bound tree

By examining above procedure, we found that the optimal solution occurs at the
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point (z*, y*) = (0,0.5) with

min(fa(z, )1 =1

yey

yey

min(f2(z,y))§ = 1.5
yey

Step 13. When | = 2, we solve the following MOLB decision problem by Step 4

min(F(z, y))f(R) =—loz+2y

reX

min(Fy(2,9))§ = ~5 + 5y
min(Fy(z,y))g = —2¢+ ly
win(Fy(e.)f =~ + 0y
min(Fy(z,y))g' = 0z + 3y
min(Fy(z,y)" = 20 — 4y
min(Fy(e, )} = 50— 5
wmin(Fy (2, ) = 1 5y
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min(F ()

min(Fy (2, y))& = 3 — 3y

zeX

subject to — 1x 4+ 3y <

Oz +4y <5

. L(R
min(fi(z, )i = 20 1y

: L
min(fi(z,y))1 =52 — 5
L

min(fi(z,y))y =1z — 2y

3
min(f2(z, )y = —57 + 3y
min(fo(x,y))s = —22 + 1y
yey

V2 5
min(fy(z,y)y = ——5-w+ 5y

V2 3 1
2 2 2
Or — 2y < —1

3 V2 V2
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By Step 5 to Step 12, we have

5—V2
min F(z,y) = (3 + 2\/_) x — 10y

zeX

subject to — 1z + 3y <

—2r+2y <3

V2 T
BERAEEE

4y <5

| ©

yey 2
subject to 1z — 1y < 0

2 3 1
vz o3 L

2 2 2
Oz —2y < —1

3 V2 V2

e _ Yo, < Y2
' T VST

min f(z,y) = (5_\/§+3>x—|— (5_\/§
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The optimal solution occurs at the point (z*, y*) = (0, 0.5) with

min(Fy(z,y))1" = 1
. L
gél)l{l(Fl(ﬁ,y))% =0.75
min(Fy(z,y))§ = 0.5
irél)l(l(Fl(x,y))% =1.25
min(F(z,y))§ = 1.5
min(F (e, y)); " = 2
. L __
gél;{l(FQ(x,y))% = —-2.25
min(Fy(x, y))y = —2.5
. L __
min(Fy(z,y)); = —1.75
min(Fy(z,y))g' = —1.5
. L(R
ryrg;l(fl(x,y))l( )= 05
2%13(f1($ay))% =—0.75
min(fi(z,y))y = 1

min(fo(z, 1)1 = 1
min(fo(w,y))§ = 0.75
min(fo(w, y))g = 0.5

min(f3(z, y))i =125
min(fo(w,y))g = 1.5.

Step 14. When (z,y) = (0,0.5), we have [|(z,y)22 — (x,y)a] =0 < e.
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Step 15. The solution of the problem is (z,y) = (0,0.5) such that

min Fi(z,y) =05 x 2

min Fy(z,y) = —0.5 x 4

zeX

rrg/l fli(z,y) = 0.5 x 2

m1nf21(x y) = —0.5 x 1.
yey

This example shows how the approximation Branch-and-Bound-based algorithm is
used to solve an FMMLB decision problem.

5.2.2 An Approximation K 'th-Best-based Algorithm

We first present related definitions and theorems.
For the problem defined by Definition 5.1.1, we give the following definition to
provide a solution concept for the related MOLB decision problems defined by (5.22).

Definition 5.2.1. (1) Constraint region of the MOLB decision problem (5.22):

K K
~ ~ L ~ ~ ~ R ~
S é{(:p’y) HEUIS X>y € Y7 Af\/jx+ZBtAjyt < b§]>Aix+ ZBt)\jyt < bia
= t=1
~ L ~ L ~L ~ R ~ R ~R . .
AiAjJZ—I—CZ‘)\ij‘ < bi)\j7Ai)\]-x+ Ci)\jyi < bi}\j72 = 1, e ,K,] = 0717. . ,l}

It refers to all possible combination of choices that a leader and followers may
make.

(2) Projection of S onto the leader’s decision space:

S(X ){xEXTHyGYA?m+§:&A% bﬂARx+§:BM% by
t=1 t=1

~ I ~ R ~ R ~R

Az)\ :c—i—C’M Yi < bi,\vaAi)\jfc‘i‘Ci)\jyi <bi)\j7

i=1,...,K,j=0.1,...,1}
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(3) Feasible set for the followers Vo € S(X):

K
~ ~L ~ ~R ~
Sr)E{yeY: Afja:—l— ZBt)\jyt < by ,Aix—i— ZBt,\jyt < bf\zj,
t=1
~ L ~ L ~L ~R ~ R ~R
Ai,\j$ + Cz’)\jyi < bz’)\jaAi,\j$ + Ci)\jyi < bm
izl,...,K,j:O,l,...,l.}

(4) The followers’ rational reaction set for = € S(x):
P(x) £ {y €Y :y € argmin[f(z,§) : § € S(z)]}

where argmin[f(z,§) - § € S()] = {y € S(x) : f(e,y) < f(2,9),9 €

S(@)}-

The followers observe the leader’s action and reacts by selecting y from his or

her feasible set to minimise his or her objective function.

(5) Inducible region:
IR 2 {(x,y): (v,y) € S,y € P(x)}

which represents the set over which a leader may optimise his or her objectives.

Theorem 5.2.3. (Zhang et al. 2006b) The inducible region defined by (5) can be written
equivalently as a piecewise linear equality constraint comprised of supporting hyper

planes of S.

Corollary 5.2.1. (Zhang et al. 2006b) The MOLB problem (5.22) is equivalent to min-

imising over a feasible region comprised of a piecewise linear equality constraint.

Corollary 5.2.2. (Zhang et al. 2006b) A solution for problem (5.22) occurs at a vertex
of IR.

Theorem 5.2.4. (Zhang & Lu 2007a) The solution (x*,y*) of problem (5.22) occurs

at a vertex of S.

Corollary 5.2.3. (Zhang & Lu 2007a) If x is an extreme point of I R, it is an extreme
point of S.

Theorem 5.2.4 and Corollary 5.2.2 have provided theoretical foundation for the

fuzzy kth-best approach. It means that by searching extreme points on the constraint
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region S, we can efficiently find an optimal solution for an FMOLB problem. Accord-
ing to the objective function of the upper level, we order all the extreme points on S in
descending order, and select the first extreme point to check if it is on the inducible re-
gion [ R. If yes, the current extreme point is the optimal solution. Otherwise, continue
the process.

More specifically, let (zp, yp1)), - - -, (2[n], yn)) denote the N ordered extreme points
to the linear programming problem:

min {Z Wiy (Z (leiix + dﬂiy) + Z (Cﬂix + dﬂiy)) (z,y) € S}
j=1

i=0 =0

(5.25)

such that

n n

> wi ( (Cﬂiix[i] + dﬂiﬂ[ﬂ) +
j=1 =0

(2

<Cj1§ix[i} + dﬂi%ﬂ)) S
i=0

ijl < (leiix[i—&—l] + djliiy[i-i-l}) + Z (Cﬂfﬂ?[iﬂ} + djli.y[i+1}>> )
j=1 i=0 i=0
i1=1,...,N. (5.26)

Let y denote the optimal solution to the following problem

min(f(zy,y) : y € S(zy)) (5.27)

We only need to find the smallest ¢ under which yi] = 3.
Let us write (5.27) as follows

min f(z, y)
subject to y € S(x) (5.28)
T =z

Based on the definitions and theorems presented above and the extended K 'th-Best
algorithm (Shi e al. 2005a), we extend it to fuzzy situations and propose an approxi-
mation kth-best-based algorithm for solving FMMLB decision problems in Algorithm
4.

We apply the proposed approximation kth-best-based algorithm to solve a simple
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Algorithm 4: An approximation kth-best-based algorithm for FMMLB decision
problems
Step 1: Given two sets of weights w1 (j = 1,...,s)and wjz (j = 1,...,1) to the
objectives of the leader and the followers respectively, let 25:1 wj1 = 1 and
2;21 wjo = 1.
Step 2: The problem defined by Definition 5.1.1 is transformed to Problem (5.23).
Step 3: Set ! = 1, a range of errors € > 0, to solve Problem (5.23) by following steps.
step 3.1: Put¢ = 1. Solve Problem (5.23) with the Simplex method to obtain the
optimal solution (3, y[1)) - Let W = {(2[1},yp))}, T = 0 . Go to Step 2.
Step 3.2: Solve Problem (5.28) with the bounded simplex method. Let i denote the
optimal solution to (5.28). If § = yy;), stop; (:cm , Y7 1s the global optimum to Problem
(5.23). Otherwise, go to Step 3.
Step 3.3: Let W; denote the set of adjacent extreme points of x;, y[; such that

(z,y) € W}; implies Z;Zl wj1 (Z?:o (leﬁi:c[i] +dj1§iy[i]) +

2 i=0 (Cﬂiﬂfm + dﬂiym)) <

Z§:1 Wj1 (Z?:o (lei-l“[iﬂ] + djli-?/[iﬂ}) +> 0 (leix[Hl] + dﬂiy[ul]))-
Let T'= T U {(z;,yp } and W = (W U W;)) T'. Go to Step 4.

Step 3.4: Set i =i + 1 and choose z[;, y[;) so that

2 =1 Wit (Z?:o (Cﬂifﬂm + dﬂﬁiym) + 2o (Cﬂfﬁ[z‘] + dﬂfﬂ[i])) =

min{y>5_; win (S0 (enbo+dnly) + X, (enfa+dinly)) : @y €
W}. Go back to Step 2.

Step 4: Decompose interval [0, 1] into 2/~! equal sub-intervals with (2!~! 4 1) nodes \;
(i=0,---,2=1 arranged in the order of 0 = A\g < -+ < Agi—1 = 1.

Step 5: If ||(x, )91 — (z,y)q|| < &, then the solution (z*, y*) of the problem is
(x,y)qi+1, otherwise, go back to Step 3.1.

Step 6: Show the results, terminates.

FMMLB decision problem to illustrate how the algorithm is used.

In this example, the leader has one objective F'. There are two followers, who share
decision variables and one objective f but have one individual constraints. We can see
that this FMMLB decision problem exactly falls into the category of Model 2.

Example 5.2.2. Consider the following FMMLB decision problem with z € R, y €
Ryand X = {z >0}, Y = {y > 0}:

min F(z,y) = 1o -2y

subject to — 1z + 3y < 4
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min f(z,y) = 1o + 1y

yey
subject to 1z — 1y < 0
—Ix—IyéC)
where
(0, t <0, (0, t<1,
() = 12, 0<5t<1, (1) = t—1, 1<5t<2,
2—-t, 15t<2, 3—t, 25t<3,
L 0, 2<t. L 0, 3t
(0, t<2 (0, t<3,
t—2, 25t<3, t—3, 35t<4,
mO=3 4 3<ieq MOTY 50 4<ics
0, 4 <t 0, 5t
0, t < —1,

t+1, —-1=5t<0,
1-t, 05t<1,
0, 15t

pg(t) =

We now solve this problem by using the proposed approximation kth-best-based
algorithm.

Step 1. The original problem is transferred to the following problem by using
Theorem 5.2.1.

min(F(z,y)). = lo — 2y

. L __ .
gg(l(F(x,y))o =0z — 3y

. R B
min(F(z,y))y = 22 — 1y

4
3

subject to — 1z + 3y <
—2x 42y <

Oz +4y <5
)

min(f(z,y)). = lx + 1y

yey
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. L _
ryrél}l}(f(a:, Y))y = 0x + Oy

win(f (z, )} = 22 + 2

yey
subject to 1z — 1y < 0
Oz — 2y < —1
2¢ — 0y < 1
—lz -1y <0
Oz —0y <0
—2r —2y < —1

Step 2. This problem is then transferred to the following linear bi-level problem by

using a weighting method.

min F'(z,y) = 3z — 6y

zeX

subject to — lx 4+ 3y < 4
—2r+2y<3
Oz +4y <5

min f(z,y) = 3z + 3y

subject to 1o — 1y

Step 3. According to the extended K'th-Best approach proposed in (Shi et al.
2005a), we obtain the following problem:
min F(z, y) = 3v — 6y

subject to — 1z + 3y < 4
—2rx+2y <3
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Oz + 4y

o Ot

le — 1y

|
—_

o
S
|
DO
<
NN NN

2z — Oy

o
[ g |
l\'>|+—*
S )

o
[
& N &
N SN =
| o
—_

Let 7« = 1, and solve the above problem with the Simplex method to obtain the
optimal solution (1), ypj) = (0,1.25). Let W = {0,1.25} and T" = (). Go to Step 2.

Loop 1:

By (5.28), we have:

gél)r(lf(x,y) =3z + 3y

subject to — 1o 4+ 3y < 4
—2r+2y <3

Oz + 4y <

/

o Ot

lr — 1y

ja=)
S
|
[\
<
NN A
L

2z — Oy

— 1l —

—_

<
N
e}

Using the bounded Simplex method, we have §j = 0.5. Because § # yj;, we
go to Step 3. We have Wj; = {(0.5,1.25),(0,0.5),(0,1.25)}, T = {(0,1.25)} and
W = {(0,0.5), (0.5,1.25)}, then go to Step 4. Update i = 2, and choose (x[;), yp;)) =
(0.5,1.25), then go to Step 2.

Loop 2:
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By (5.28), we have:

;rél)r(lf(x,y) =3z + 3y

subject to — 1z + 3y < 4

<
<3

— 2+ 2y
Or + 4y <

/

o Ot

lr — 1y

Oz — 2y < —1

[\
8
|
S
<
V/ASNANV/AN
—

|
—_
8
|
—_
<
/N
=}

Using the bounded Simplex method, we have § = 0.5. Because i # y|;), we go to
Step 3. We have W}; = {(0.5,1.25),(0,0.5),(0,1.25)}, T" = {(0,1.25),(0.5,1.25)}
and W = {(0,0.5), (0.5,0.5)}, then go to Step 4. Update i = 3, and choose (z};, ;) =
(0,0.5), then go to Step 2.

Loop 3:

By (5.28), we have:

grél)r(lf(x,y) =3z + 3y

subject to — 1z 4+ 3y < 4

|
—_
8
|
—
<
N
)
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Or —0y <0
—2r —2y < —1
z=0

y<0

Using the bounded Simplex method, we have y = 0.5. Because y = yj;, we go
to Step 3. We stop here. (z};,y5)) = (0,0.5) is the global solution to this example,
By examining above procedure, we found that the optimal solution occurs at the point
(z*,y*) = (0,0.5).

Step 4. The result is

min(F(z, ). = —1

min(F(z, y))§ = —1.5

min (F(z, )i = 0.5
(

min(f(z,y)). = 0.5

yey
min(f(z,y))g = 0
min(f(z,y))g =1
yE

Consequently, under this solution, we have the objective functions for both the
leader and the follower as follows:

grél)r(lF(x,y) =l —-2y=¢

min f(z,y) = le+ 1y =d

yey
where
O’ t < —15, 07 t < 07
t+1.5’ —_15<t< _1’ L, 0§t<0.5,
pe(t)y =4 %5 = pg(t) =9 02 =

0, —0.5< ¢, 0, 1=t
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5.2.3 A PSO-based Algorithm

In this section, we apply the PSO technique on FMMLB decision problems and
develop an algorithm accordingly. The detailed algorithm is specified in Algorithm 5.

The notations used in subsequent paragraphs are explained in Table 5.1.

Table 5.1: The explanation of some notations for Algorithm 5

N the number of candidate solutions (particles) by the leader
within its swarm;

M the number of candidate solutions (particles) by the followers
within its swarm;

m =y fi | M, the total number of decision variables from follow-
ers;

T = (241, Tio, ..., )T, i = 1,..., N, the i"" candidate solution
for the leader;

v; = (V31,Vig, - - -, Vin) T, i =1,..., N, the velocity of z;;

Vi =(Yi1, Yi2s - - - » Yim) " » the followers’ choice for each z; from the
leader;

Yij = (yijh Yij2, - - - ,yijm)T, j = 1, ceey M, the jth candidate solu-
tion by the followers for the choice x; from the leader;

Vij = (Vij1y o0 Vigm) T § = 1,..., M, the velocity of y,;

Di = (pi1, Pizy - - - » pm)T, the best previously visited position of x;;

Dij = (Dij1,Dij2, - - - Pijm)" » the best previously visited position of
Yijs

Ypi = (Ypi1, Ypi2, - - - » Ypim) " » the response from the followers for
the choice p; from the leader;

Cs = (CS,,C9,,...,CS,), the recording vector to record if z; is
within constraint area;

g the index of the best particle for the leader in the swarm;

ky current iteration number for the upper-level problem;

ky current iteration number for the lower-level problem;

MaxK; | the predefined max iteration number for k;;

Max Ky | the predefined max iteration number for £y.

Figure 5.2 shows the outline of this PSO-based algorithm. It first samples the
leader-controlled variables to get some candidate choices for a leader. Then, we use
PSO method together with the stretching technology (Parsopoulos & Vrahatis 2002)
to get followers’ response for every leader’s choice. Thus a pool of candidate solutions
for both the leader and the followers is formed. By pushing every solution pair moving
towards current best ones, the whole solution pool is updated. Once a solution is
reached for the leader, we use the stretching technology (Parsopoulos & Vrahatis 2002)

to escape the local optimisation. We repeat this procedure by a pre-defined count and
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reach a final solution.

Sampling the leader- | X-particles | Updating the best | Local Streiching for
controlled variables particle pairs solution global solution
_ Global
X-particles Y-particles solution
Generating the Outputing the final
followers' responses solution

Figure 5.2: The outline of Algorithm 5

First we initiate a swarm comprised by the leader-controlled variables (X _particles).
For each particle (x;) in the swarm, we fix x; and pass it to the followers as a constant.
Then the optimal response from the followers can be generated by solving the follow-

ing single level optimisation problem:

mln f<x>ylay2a S 7yK) =ar+ Zle ézyz

Yi€Y; ~ ~ ~
subject to D;z + Ciy; =4 d; (5.29)
1=1,2,...,K

To solve Problem (5.29), we also need to generate a population (Y _particles), each
of which has a velocity. Both the Y _particles and the corresponding velocities are ran-
dom number distributed among a pre-defined range. The followers thus have many
candidate solutions of (x;,y;;,¢ = 1,2,...,N,7 = 1,2,..., M). From every particle
pair (x;,y;;), a bunch of the followers’ objective values can be generated, which are
inevitably fuzzy numbers. These fuzzy objective values will be evaluated by compar-
ing any two of them using Definition 2.6.2. By this ranking method, we can select the
previously visited best positions for all y_particles and the best one among y_particles.
Then the stretching technology will be used to erase local solutions. Having current
best positions, we adjust the velocities which are redirected towards these best posi-
tions. Then every y_particle will be moved by its corresponding velocity. Specifically,
we use the following equations to update the position (y;;) and velocity (v;;) for each

in Y _particles:

kp+1 o ky ky kg ky, ky ky
i T WU Fery (pij — Yij ) +ery’ () — Yij )
k‘f-f—l . kf+1

kg
i yij + Uij

(5.30)

Here, k¢ is to record current loop. Once k; is larger than some predefined value, y;
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Algorithm 5: A PSO-based algorithm for FMMLB decision problems

Input: Parameters of the problem defined by Equation (5.17) and Equation (5.18)
Output: (4, y4)

Sampling:

= T.
xi—(a:il,a:ig,...,xm) )

. T . _ .
v; = (Vi1, Vi, ... Vm) i =1,...,N;

Generating the responses from the follower:
foreach z; do

kf =1;

pij = (Pij1, Pij2, - - - Pijm)" = (0,0,...,0)T;
Sampling:

Yii = (Yij1, Yig2, - - - Yigm) "5

vij = (Vij1,Vij2, ---vz'jm)T,j =1,..., M,

1 C'S; = false;
if 1211.7} -+ Bly = l~)1 and /Ig.ri + ézy = bNQ then

‘ C'S; = true;
end
if (pi; = (Pij1, Pij2, - - - igm)” = (0,0,...,0)1) or (f(zi,yi;) = f(x,pi;)) then

bij = (Pijl,PijQ, S apijm)T = (yijlayijZa e ayijm)T;

end
Stretching for global solution for follower by (2.8);
Searching the best response y; from p;;, j = 1,2,..., M;
Updating velocities and positions using Equation (5.30);
k‘f = k‘f +1;
if ky > MaxK then

‘ Goto 2;
else

‘ Goto 1;
end

end
2 if C'S; = true then
if (pi = (pir, - 0in)" = (0,...,0)7) or (F(xi,yi) < F(pi, ypi)) then
pi = ity pizs - Pin) " = (wir, wiz, . i)
Ypi = (Ypils Ypizs - - - Ypim)© = (Yits Yizs - - Yim) s
end
end
Stretching for global solution for leader by (2.8);
Searching (x4, y4) from p;, and y,,;, 1 = 1,..., NV,
Updating x; and v; using Equation (5.31);
kp =k +1;
if k; > MaxK then
| stop
else
‘ Goto 2;
end
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will be sent to the leader as the followers’ response for z;.

Having obtained the responses of y;,7 = 1,2,..., K, from the followers, the
leader’s objective values for each z; can be calculated. We then use the fuzzy ranking
method defined by Definition 2.6.2 again to compare these objective values and select
the best position for each x; and the best one among them, which can make the most
optimal objective values. After using the stretching technology on current found best
ones, the PSO technique is applied for every particle pair (x;, y;) to update the position
(z;) and velocity (v;) of every leader’s particle:

kl+1
7

ki _ ]?l

v = wvf‘ + cr’fl (pi — xfl) + 07“]2“ (xg x;t)

R+l xfl + 'Ufl+1 (5.3

T

Once the iteration times k; is large enough, current best particle pair (z,,y,) will

be outputted as the final solution.

5.3 Experiments

In this section, we employ one numerical example to test the performance of the
three FMMLB algorithms developed in this chapter. Based on the experiments, we
then discuss the choice for these algorithms.

Suppose the example is as:

Leader : max F(x,y1,v2) = —3x + 3y1 + 21y,
xre
subject to — 3z + éyl + Zlyg =< 3

Follower 1 : min f(z,ys) = 6z + 4y,
y1€Y1

Follower 2 : min f(z,y) = 3z + 1y,
Y2€Ys

subject to 3z + 3y1 < 21

—iI + iy? =a _i

where X = {z >0}, Y} = {y; > 0}, and Y5 = {y, > 0}.
The membership functions for this FMMLB problem are as follows:
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(0 r < —4 (0 r <2
(16 —2) )7 —4 <z < -3 (2 —4)/5 2Zx<3
poylz) =14 1 r=-3  ple)=S 1 T =
(22 -1)/8 —-3<z<-—-1 (25 —2%)/16 3 <2 <5
(0 x> —1 \0 r>5
(0 z <19 (0 <5
(% —361)/80 19 <z <21 (2 —25)/11 551 <6
ps(z) =9 1 x =21 () =4 1 xr =
(625 — 22)/184 21 <2 < 25 (64 —2?)/28 6 <z <8
L 0 x> 25 \0 x>8
(0 x <3 0 z <05
(22-9)/7 3Zz<4 (2 —0.25)/0.75 05z <1
pi(r) =9 1 r=4 cpir) =< 1 T =
(36 —2%)/20 4<2<6 (4—2%)/3 1<2<?2
| 0 x> 6 \0 T > 2
(0 T <=2
(4—2%)/3 -2 < -1
poy(r) =191 r=—1

(2% — 0.25)/0.75 —1 <z < —0.5
0 z > —0.5

0

This example was run by the approximation Branch-and-Bound-based algorithm,
the approximation K 'th-Best-based algorithm, and the PSO-based algorithm proposed
in this chapter, which were implemented by Visual Basic 6.0, and tested on a desktop
computer with CPU Pentium 4 2.8GHz, RAM 1G, Windows XP.

In the experiments, we compare the solutions obtained from the approximation
Branch-and-Bound-based algorithm, the approximation K th-Best-based algorithm, and
the PSO-based algorithm. For the PSO-based algorithm, the inertia weight w is ini-
tially set as 1.2, and is gradually declined towards 0, and the population size is set as

20. Now we adjust the parameters of c; and ¢, from 0.5 to 2 respectively. Under every
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pair of specific ¢; and co, this example was run in the PSO-based algorithm by five
times, and different solutions have been obtained. To evaluate the performance, Table
5.2 lists the experiment result, where (Ax*, Ay}, Ay3) represents the average solu-
tion difference between the PSO-based algorithm and the classical algorithms, i.e. the
approximation Branch-and-Bound-based algorithm and the approximation Kth-Best-
based algorithm, for every decision vector. The column of “/A” sums up the average
difference by every decision vector for every c;, co pair. In the column of “Time”, the

average running time is listed which is calculated by seconds.

Table 5.2: Summary of the running solutions

(c1, ) (Ax*, Ayt, Ays) A Time
(0.5,0.5) | (0.68834, 0.04396, 0.17334) | 0.90564 | 46.2
0.5, 1) (0.68276, 0.0276, 0.17334) 0.8837 | 42.4
(0.5, 1.5) | (0.68526, 0.10666, 0.17334) | 0.96526 | 41

(0.5,2) (0.67506, 0.04536, 0.17334) | 0.89374 | 40.6
(1,0.5) (0.69212,0.01128,0.17334) | 0.87674 | 40.2
(1, 1) (0.69074, 0.04364, 0.17334) | 0.97074 | 38.4
(1,1.5) (0.68626, 0.04422,0.17334) | 0.90382 | 39

(1,2) (0.69294 , 0.10666 , 0.17334 ) | 0.97294 | 38.6
(1.5,0.5) | (0.67422,0.04572,0.17334) | 0.89328 | 39

(15,1 (0.69262 , 0.10666 , 0.17334 ) | 0.97262 | 39.8
(1.5, 1.5) | (0.66826, 0.04642,0.17334) | 0.88802 | 39

(1.5,2) (0.6918 ,0.04352,0.17334 ) | 0.90866 | 39.6
(2,0.5) (0.6926 , 0.0434 ,0.17334) 0.90934 | 39

2,1 (0.6869 ,0.04412,0.17334) | 0.90436 | 38.4
(2,1.5) (0.68622 ,0.0861,0.17334 ) | 0.94566 | 38.6
(2,2) (0.68336, 0.04458 ,0.17334 ) | 0.90128 | 39.6

It can be seen from Table 5.2 that the approximation Branch-and-Bound-based
algorithm and the approximation K'th-Best-based algorithm can reach exactly the same
result, which can demonstrate that in a certain degree these two algorithms are effective
to solve FMMLB decision problems.

Meanwhile, we can see the solutions obtained from the PSO-based algorithm are
quite close from those from the approximation Branch-and-Bound-based algorithm
and the approximation K th-Best-based algorithm, and do not fluctuate much with the
parameters’ change. These illustrate that the performance of the PSO-based algorithm
is quite stable.

From the fact that the approximation Branch-and-Bound-based algorithm and the
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approximation K'th-Best-based algorithm can reach exactly the same result which is
very close to the result from the PSO-based algorithm, we can come to the conclusion
that these three algorithms are valid to solve FMMLB decision problems.

What we can not ignore is that the computation time of the PSO-based algorithm
is still much longer than the classical algorithms. This inefficiency comes from the
nature of heuristic strategy which simulates the optimisation process while the classical
methods use the mathematical properties to directly reach the solution. However, using
the mathematical properties sometimes can not reach a solution when these properties
can not be satisfied, while heuristic methods are capable of overpassing these complex
property verification to generate a reasonable solution at all. In many situations, this

reasonable solution is very helpful for a decision maker when making a plan.

5.4 Summary

This chapter addresses FMMLB decision problems. First we propose a model
framework to define FMMLB problems by different cooperation in objectives, con-
straints, and decision variables among followers. Then using cutset strategy and PSO,
three algorithms, i.e. an approximation Branch-and-Bound-based algorithm, an ap-
proximation K'th-Best-based algorithm, and a PSO-based algorithm are developed to
solve FMMLB decision problems. Experiments are carried and comparisons are made
among these algorithms. Based on the experiments, we discuss the choice among these

algorithms.
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6 Cutset Strategy for Fuzzy Linear Goal
Bi-level Decision Making

Goal programming requests a decision maker to set a goal for the objective that
he/she wishes to attain. A preferred solution is then defined to minimise the deviation
from the goal. Therefore goal programming seems to yield a satisfactory solution
rather than an optimal one. In fuzzy linear bi-level decision problems, when both a
leader and a follower set goals for their objectives respectively, the problem becomes a
fuzzy linear bi-level goal (FLBG) decision problem, which is addressed in this Chapter.
After presenting a FLBG model, a A—cut-based algorithm is developed. A numerical

example is then employed to demonstrate the model and the proposed algorithm.

6.1 A Model
Definition 6.1.1. A A\—cut-based FLBG model is defined as:

‘WL L L
mi |Cl,\j35 + dujy Y E

' (6.1a)
leél)l(l ‘C{%/\jw + d{%)Vy - gf}\J |7
subject to Alfjx + Blij = blfja
(6.1b)
.A1i37+ﬂBLiy:§Eﬁiw
2%1}1;1‘05>\]$+d£)\3y_g£‘A]‘7 6.1
min |cf x+d¥ y— gf, |, o1
yey = ! ’
subject to Ag/L\jx + Bgij = b2§j,
Azix + Bzij = b2f\zj (6.1d)

i=0,1,2,...,1,

where &, & € F™(R), dy, dy € F™(R), by € FP(R), by € F*(RY), A} = (ay)
By = (%’) ) s Ay = (€57) gnr Bo = (8i3) grm» @i> bisli, @i g, €35, i € F(R).
pxXm

This model uses A—cut to defuzzify and describe a FLBG decision problem. Based

pxXn’
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on this model, a A—cut-based algorithm will be presented in next section.

6.2 A )\—cut-based Algorithm

For a clear understanding of the idea adopted, we define:

L—

Uiy, = slleiy@ +diy,y — g0, | = (el @ +diyy = g7),)]

U1L,\Jr = sllets, =+ diyy — 90| + (e, @+ diyy — 97n,)]

Uﬁ\i = sllel,z +di\y — g\, | — (eff, @ +di\,y — g1y,)]

Uﬁ\Jr = sllel,z +dfi\,y — g, | + (eff, @ + di\y — 91y,)] 62)
UQL; = sl + diyy — gia, | = (5,2 + diy vy — gy, .
UQL,\Jr = gllesy, + dbyy — gia, |+ (chy o +d3y,y — gFy,)]

Ugf = slledh, v+ diiy — gis, | — (5,2 + dy — g7%,)]

U§\+ = slledh,z + diiy — gi, | + (e, o+ d3 v — g7fy,)]

Associated with FLBG problems defined by (6.1), we now consider the following
bi-level decision problem:

For (Uu , vlL;r, vﬁ*, vgjr) € RY, X' C X x RY, (02)\ , UQL;, Ugf,vf;) € R4,
Y CY xRYlete = (a1, -+, x,) € X, 2 = (1, -+, Tn, vlL)\_, vfj, vﬁ\_,
i) € XLy = (Y Ym) €YY = (Y1, s Yo U3, ,véj,vé‘;‘,v% ) €Y', and
vl)\j, Uﬁj’%)\j» vg\j : X' xY'— F(R).

L+
min vl/\ = U1,\ + vy

!
vex (6.3a)
R R+
min U1, U1,\ +v;
z’'eX’
L— L
subject to cfy = +dfy Y + iy, — Uiy, = 91,

R+ _ R
cih, @ + dfh ?J‘H’L\ — Uy, = 9Ly

L— , L+ ,R— . Rt
Uy, Via;0 Vin o Vi 2 0,

ofs, vl =0 (63
Uﬁ\f U1>\ =0,
Al/\jﬂf + Blij g blf\/ja

A1fj$ + Bliy < blfja
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min vl = vl + okt
Ry 2\,

R+ (6.3¢)
yrrg},v?)\ —UQ/\ + vyy

L L L— L+ __
subject to ¢y, = + d%_y T Uy, — Vo), = gF)\ ,

R R R R+
eqh, T+ dgh Y+ vay — vt = gy

L— L+ , R— . R+
Ugx,» Vax;» Vax;» Yoy, 2 0,
L_
vk ok =0,
2\ 2/\
(6.3d)

R_
Uy, UQA =0,

L
AZ,\jw + BQAjy = b?)\ju
R R R
A2,\j$ + BZA]-?/ = 52)\3.
j=0,1,2,..1
T T L—x , L+x , R—x _ R+x L—x | L+x , R—% _ R+x
Theorem 6.2.1. Let (x *,y *) = (z*, Uin, o VT UL, VT oY Vo, s Uaks s Vay, s Vs )

be the optimal solution to bi-level decision problem (6.3), then (x*,y*) is the optimal
solution to the bi-level decision problem defined by (6.1).

Proof. By Definition 4.1.1, let the notations associated with Problem (6.1) are
denoted by:

S ={(x,y): Azf:c—l—B y_bl/\,Azf:c—i—B y_bl/\,

i=1,2,7=0,1,2,..,1} (6.42)
S(X)={zeX:FycY A¥ :L‘—I—B y_bz/\,A :L‘—I—B y_b,/\,
i=1,2,7=012 .1} (6.4b)
S(z)={yeY:(z,y) €5} (6.4c)
P(z)={y €Y :y € argmin[|cy, & + d3\ G — gis, |,
’C2/\ x + dg) U= gF)\ |29 € S@)]} (6.4d)
IR ={(z,y) : (x,y) € S,y € P(x)} (6.4e)

Problem (6.1) can be written as

mln{‘cl/\ T+ d Y- QL)\ B |C1A x+ dl,\ Yy — gL/\ |- (x,y) € IR}} (6.5)
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and those of problem (6.3) are denoted by:

S ={(z',y) : A1§x+B y_bM,AlforB y_bm,
UZL)\; Uin, —O,v 'U t=0,i=1,2,

L L+ _
Cip, T+ dm-y + Uu U1y, gL)\ ;

Rt _
Cn T+ dm y+ Uu Y gL)\]-v
L+ _ L
Cz,\ﬂ? + dQAjy + UQ,\ — Uax; = 9y (6.6a)
R R R— _ R+ _ R
Cox, T+ doy, Y + Vox, — Vo = gy,

i=0,1,...,0}
S(X') ={2' € X': 3 e Y, Al 2+ By S biy, Ay + By S by
Ui U = 0,v5 vt = 0,0 = 1,2,

L s
Cnx"‘dz’xy"'vl,\ — U1y, _gLAv

Cl,\ T+ dm Y+ Uu - Uﬁ\Jr = gL)\ja (6.6b)

Co @+ diy Y+ U2A - UzL,\Jr = i

Cz,\ T+ d2,\ Y+ Uz,\ - UQR/\+ = 915,\]-;

j=0,1,...l}
S ={y eY :(d,y) e S} (6.6¢)
Py ={y eY :y € argmm[v% + vzj,@fy +0 AR+ sy e S} (6.6d)
IR ={(z',y): (/") € S',y € P(2")} (6.6€)
Problem (6.3) can be written as

mm{vf)\_j + vlL;“, vﬁ_ + vﬁj; (oY) e IR} (6.7)

As (x " y'*) is the optimal solution to Problem (6.3), from (6.7), it can be obtained

that, ¥(2', y') € TR', we have: vy + vyt = o " + o, and vy + ol > of " +
R+
U

L L L L+ L L L+
As ey, + dpy Y +vpy, — vy, = gr, and vy - vy = 0, we have

UlL)\ +U |01,\ T+ d1,\ Yy — gL/\ I

and

L+* L = L L
UIA T = et Hdn Yt = g |-
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So:
L L L L
|Cl>\jx + dl,\jy - QLA]»’ |Cl)\ T+ du Y gLAj| (6.8a)

Similarly, we can get that:

R R R R .« JR .+ R
et @+ diy,y — g, | 2 e, @™ + diyy" — g1y, | (6.9a)

Now we prove that the projection of S” onto the X x Y space, denoted by 5’| x v,
is equal to S:

On the one hand, ¥(z, y) € | xy, from constraints: A;5 a:—i—B Y S bw\ ,AM T+
B;% "y S bz/\ ,i=1,2in 5, we have: (z,y) € S, SOS’|X7Y Q S

On the other hand, V(z,y) € S, by (6.2), we can always find such UZL{, ,LL/\*, vf\’,
vﬁ*, ¢ = 1,2, which make constraints: vﬁ l/\ =0,1=1,2, cl)\ :ic—i—clM y—i—v1A
UlL;r = gL,\ , Cl,\ x +df Nyt Un ”ﬁ\Jr = gL/\ J szjx + d2,\jy + U2>\ UQL;_ = gFA ’
and c& T T ds \Yt vl N vﬁ* = gF/\ satisfied. Together with the inequations of
AZA T+ BM y = bZ,\ , and A% X+ Bl/\ y = bm ,© = 1,2 requested by .S, we have
(x, vlLA ,vu ,y,v»\ ,v2A ) e S’ thus (z,y) € S'|xy, S C &xy.

So, we can prove that

S’]Xy =9 (6.10)

Similarly, we have
() |xy = S(x) (6.11a)
S(X)|xy = S(X) (6.11b)

L L L— _ L+ _ L L— L+ _ :
Also, from ¢, x4 dyy y + v5y, — vy, = gpy, and vy, - vyy” = 0, we have:

v, ot = |esy @+ d5y Y — gy | (6.12)
Similarly, we have:

v+ oght = e x4+ di Y — g7y, | (6.13)
Thus:

P(z') ={y' € Y' 1/ € argmin||csy x + 3§ — g5y, |,
|C2,\ T+ dj) Y= gF>\| Yy € S(z")]} (6.14)
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From (6.10) and (6.14), we have:
P(2)|xxy = P(x) (6.15)
From (6.4e), (6.6e), (6.10) and (6.15), we have:
IR |xxy = IR (6.16)

which means, the leaders of (6.1) and (6.3) share the same optimising space in X x Y
space.
Thus, from (6.8) and (6.16) and the discussions above, we have: V(z,y) € IR

|C1A T+ d1,\ Yy - gL,\J| > |01A T* + dl,\ Y 9£Aj|a
|C1,\ T+ d1,\ Y- gL,\J| > |C1,\ x* + d1,\ Yy ngj|
So, (z*, y*) is the optimal solution of Problem (6.1). O

By adopting a weighting method, (6.3) can be further transferred into (6.17):

min Uu + vyt —i—vl)\ + vfit (6.17a)
r'eX’
subject to ¢y @ +dpy Y + vlL)f_ — vlL;r =9I,

R+ _ R
01,\55"‘0[ y"’”l,\ Uiy, T 9Ly

L— L+ . R— Rt
Uix0 Vi Ving o Vi = 0,

U1L; 7)1,\ — 0, (6.17b)
Uﬁ_ “u =0,
Al/\jx —+ Blf\/jy é blija

Alf_m -+ Blfy < blf\%-a

;Ig}/v% + vt —HJQA + vgit (6.17¢)
subject to cé/\_x + déA_y + UQLA UQL/; = gF/\ g
o+ df y+ vl — i = gf, (6.17d)

L— L+ . R— . R+t
Uz, V2x Vo, Van, 2 0,
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L— L+ _
Uy, Vo, = 0,

R— R+ _
gy, " V2, = U,

A2§j$ + Bzij < bejy
Azix + BQiy < bzf\%].

i=0,1,..,1

The non-linear conditions of v~ - v5" = 0, and v~ - vi" =0, i = 1,2 need not
J J J J

be maintained if the Kuhn-Tucker approach(Shi et al. 2005b) together with Simplex
algorithm are adopted, since only equivalence at an optimum is wanted. Further expla-
nation can be found from (Charnes & Cooper 1961b). Thus Problem (6.17) is further
transformed into:
For (vl_Aj, vfg\j), € R?, X' C X x R?, (UZ_)\J_, v;/\j) €RLY CY xR letx = (w1,
) € X, 2! = (0n, s n, vy vy ) € XLy = (U ym) €YY = (3
© Yo Uy vé&j,) €Y/, and v1y,;, van, 1 X' X Y — F(R).

: — +
min vy, = v v
IR vy = Vi, U, (6.182)

subject to (cfy, + c1y ) + (diy, + dih,)y +vpy, — Vi), = 97y, + 97,

Aia + Biy S b, (6.18b)
Alil’ -+ Bliy é blia

: — +
i vz, = oy, + gy, (6.18¢)

- L R L R - L R
subject to (c3y, + ¢33 )@ + (day, + dy )y + v3y, — U;,\j =9rx;, T 9N
L L L
A2>\jflf + B2>\jy < b?)\ja
Aoy + Baly < boy (6.18d)
=011
where v;, = vZL)\; + vﬁ;, v;f\j = vZL;]r + vg‘j, i=1,2.

Problem (6.18) is a standard linear bi-level decision problem, which can be solved
by Kuhn-Tucker approach (Shi et al. 2005b).

Based on discussions above, the A—cut-based algorithm for solving FLBG prob-

lems is detailed as Algorithm 6:
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Algorithm 6: A \—cut-based algorithm for FLBG decision problems
Step 1 (Input)
Get relevant coefficients of a FLBG problem which include coefficients of problem
defined by Definition 3.1.1, coefficients of g;, and g, satisfactory degree: a,, € > 0
Step 2 (Initialising)
Let £ = 1, which is the counter to record current loop.
In (6.1), where \; € [a, 1], let A\g = v and \; = 1 respectively, then each objective will
be transferred into four non-fuzzy objective functions, and each fuzzy constraint is
converted into four non-fuzzy constraints.
Step 3 (Computing)
By introducing auxiliary variables v;\j and v;f\]_, 1 =1, 2, we get the format of (6.18).

The solution (x, vy, Ve vf)\j $Ys U v;r/\j )2 of (6.18) is obtained by Kuhn-Tucker
approach.
Step 4 (Comparison)
If (k = 1) Then
(537"’1_,\j>”;r,\j7?/v“2_,\jﬂ’;,\j)1 = (957'”1_,\]~v“f,\j73/v“2_,\j’U;,\j)%
goto [Step 5];
Else If (|(z, Uf/\j,vf/\j,y,v;)\j,v;)\j)g — (w, vf)\j,vf)\j,y,v;)\j,v;&j)1| < €) Then
goto [Step 7] ;
EndIf
Step 5 (Splitting)
Suppose there are (L + 1) nodes A;, (j = 0,2,4, ...,2L) in the interval [, 1] , insert L
new nodes \j, (j = 1, 3...,2L — 1) which satisfy:

)\2j+1 = (AQJ =+ A2.7"‘2)/27 (j = 07 1727 7L - 1)

Step 6 (Loop)
k=k+1;
goto [Step 3];

Step 7 (Output)
(x,y)2 is obtained as a final solution.

6.3 An Example

This section employs a numerical example to show the running procedure of the
proposed algorithm.

[Step 1](Input relevant coefficients):

1) Coefficients of (3.1):



PHD Thesis, UTS 104

Suppose the FLB problem is defined below:

max F(z,y) = Ga + dyy

subject to A}x + Bly < 51
min fz,y) = x4+ doy

subject to /Ex + égy < b~2
wherer € R,ye R,and X =2 > 0,Y =y > 0.

The membership functions of the coefficients of the objective functions and the

constraints of both the leader and the follower are as follows:

¢

(

0, r <5H 0, r <2
:"”21—’125, b <8 ”’“25’4, 2<xr<3
fie, (v) = § 1, =6 g, (@) =9 1, T =3
64—z 25—z
L 0, x> 8 L 0, r>H
(0, T < —4 (0, r <5
16—z 2225
=, —4<zx<-3 =2 551 <6
p@ =3 1, w=-3 . pi@)=41  a=6
21 64—z
] —3<r< -1 5] 6<x<8
0, x> —1 0, x>8
\ \
(0, r< =2 (0, T <2
et 92<r< 1 £ 9<r<3
pa (@) =9 1, r=—1 pg, (@)= 1 T =
x2-0.25 25—z
G —1<z<-05 T 3<x<H
\0, x> —0.5 \0, r>05
(0, r <05 (0, r <2
T0B 05w <] v 2<r<3
ILLAQ(:E> — 17 x:]_ > MBZ(QJ) g 1, €r =
2 1<a <2 Boa’ 3<w <5
0, T > 2 \ 0, T >9H
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(0, r <19 (0, r <25
z2—361 z2—625
T, 19w <2l i 25 = x <27
py, () = ¢ L, r =21 ;@) =9 L x =27
_x2? — 2
0 21 <z <25 W=, 2T<x <3l
L0, x> 25 L0, x> 31

2) The membership functions for the fuzzy goals of g;, and g are:

(0, r <15 (0, r<4
x2—225 z2—16
=28 15< 2 <20 =0 4<1<8
pg, () =4 1, z =20 s Hge(z) =9 L z=38
900—z2 225—x2
o, 20 < < 30 b 8<x< 15
L 0, x> 30 | 0, x> 15

3) Satisfactory degree: o = 0.2
4)e =0.01

[Step 2](Initialise):

let k=1. Associated with this example, the corresponding A-cut set based FLBG
problem is:

Hél)r(l V11X + 252 + /B + 4y — V1TH\ + 225|
Hél)r{l |v64 — 28 \x + /25 — 16 Ay — /900 — 500
subject to — /4 — 3Ax + vHA + 4y < V80 + 36

—V0.75 + 0.252 4+ /25 — 16y < /625 — 184\
min | — /16 — TAz + V11X + 25y — /48 + 16|

yey
m1}1;1| — V8N + 1z + /64 — 28\y — /225 — 161\
ye

subject to v/0.75)\ + 0.25x + /X + 4y < 104\ + 625
V4 — 3T + /25 — 16y < 961 — 232X

where A\ € [0.2,1].

Referring to the algorithm, only Ay = 0.2 and \; = 1 are considered initially. Thus

four non-fuzzy objective functions and four non-fuzzy constraints for the leader and
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follower are generated respectively:

min |5.2z 4+ 2.2y — 16.1|

zeX

min |6z + 3y — 20|

reX

min |7.6z 4+ 4.7y — 28.3|

zeX

min |62 + 3y — 20|

subjectto — 1.8z + 2.2y < 19.4
—xr+3y <21
—0.62 + 4.7y < 24.3

—r+3y <21

m1n|—38x+52y—51|
yey

min | — 3z + 6y — §|
yey

mm 1.6z 4 7.6y — 13.9|

mm] — 3z + 6y — 8|
yey

subject to 0.6x + 2.2y < 25.4
x4+ 3y <27
1.8 +4.7y < 30.2

x4+ 3y <27

[Step 3](Compute):

By introducing auxiliary variables v;", v;",i = 1, 2, we get:

AR I )

mln vy + oy
(z07 wi)EX!

subject to 24.87 + 12.9y +v; — v = 84.4,

—1.80 4+ 2.2y <194
—x+ 3y <21
—0.60 + 4.7y < 24.3

—x+3y <21
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min v, + vy
(y,05 03 )€Y

subject to — 11.4x + 24.8y + vy, — vy = 35,
0.6z +2.2y < 254
r+3y<7
1.8z 4+ 4.7y < 30.2

r+ 3y <27

Using extended Branch-and-Bound approach (Shi et al. 2006), current solution is
(2.15366,0,0, 2.39243,0,0).

[Step 4](Compare) : Because k£ = 1, goto [Step 5]

[Step 5](Split): By inserting a new node A\; = (0.2 + 1)/2 = 0.6, there are total
three nodes of \g = 0.2, \; = 0.6 and Ay = 1. Then total twelve non-fuzzy objective
functions for the leader and follower together with twelve non-fuzzy constraints for

the leader and follower respectively are generated.

[Step 6](Loop): £ =1+ 1 = 2, goto [Step 3], and current solution of (2.17093, 0,
0, 2.41756, 0, 0) is obtained. As |2.15366 — 2.17093| 4 |2.39243 — 2.41756| = 0.04 >
€ = 0.01, the algorithm keep going until the solution of (2.13535, 0, 0, 2.42797, 0, 0)

is obtained. The computing results are listed in Table 6.1.

Table 6.1: Summary of the running solutions
- Y Uiy | Vi | Vo | Vay
2.15366 (239243 | 0 | O | O
2.17093 | 241756 | 0 | O
2.12393 | 243436 | 0 | O

0[O0

2.13535 | 2.42797

BN = T

0
0|0
00
00

[Step 7](Output): As |2.12393 — 2.13535| + |2.43436 — 2.42797| = 0.0178 <
e = 0.02, (z*,y*) = (2.1354,2.4280) is the final solution of this FLBG decision
problem. The objectives obtained for the leader and the follower under (z*,y*) =
(2.1354,2.4280) are:

F(2.1354,2.4280) = 2.1354¢; + 2.4280d,
F(2.1354,2.4280) = 2.1354¢; + 2.4280d,

F(x*,y%)
@, y)
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Figure 6.1: Membership functions of F'(xz*, y*) and f(z*, y*)

and their membership functions are shown in Figure 6.1.

Above example illustrated the detailed working process of the proposed algorithm.

6.4 Summary

This chapter studies FLBG decision problems. In a bi-level decision model, the

leader and/or the follower may wish that their objectives attain to some goals, which

are different from simple optimisation problems. An FLBG model has been proposed,

and a A—cut-based algorithm for solving FLBG decision problems has been developed.

A numerical example is employed to further explain this algorithm. This algorithm is

implemented in the fuzzy bi-level decision support system which will be discussed in

Chapter 8.
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7 Nash-equilibrium-based Concept and PSO
for General Bi-level Decision Making

This chapter studies general bi-level decision making, which means, the objec-
tive and constraint functions for leader(s) and follower(s) do not have to be linear.
We classify general bi-level decision problems into multi-leader one-follower bi-level
(MLOFB) decision problems, one-leader multi-follower bi-level (OLMFB) decision
problems, and multi-leader multi-follower bi-level (MLMFB) decision problems. Then
we give the corresponding definitions and models, based on which, PSO-based algo-

rithms are developed to solve them.

7.1 Multi-leader One-follower Bi-level Decision Mak-
ing
7.1.1 Definitions and Models

Definition 7.1.1. An MLOFB decision problem is defined as :
Forxy e Xy CR™,... ;e e X CR™,yeY CR" X = X;xXox...xXg,
F,f:XxY—-RLL>2

xI}éi)I{liE(xl,...,xL,y),i =1,...,L (7.1a)
subject to gix(z1, ..., 20,y) <0,k=1,... iy, i=1,...,L (7.1b)
gé%@f(a"la“waay) (7.1c)
subject to g;(x1,...,2L,y) <0,j=1,...,p (7.1d)

In this MLOFB model defined above, there are L leaders, one follower, and both
the leaders and the follower have their individual control variables, objectives and con-
straints.

Relating to this MLOFB model, following are some basic terms and symbols.

Definition 7.1.2.
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(1) Constraint region of MLOFB problem (7.1):

Sé{(xla"'axLay) : (xla"'axL) GX,yGY,Qik(«Tl,--wa,y) gov
qj(xl,...,xL,y) gO},Z’:L...,L,k:1,...,ik,j:1,...,p

It refers to all possible combination of choices that the leaders and the follower

may make.

(2) Projection of S onto the leaders’ decision space:

S(X) é{(l’l?"'ax[/) € X: Elyey,gik(xl,...,l'L7y) <07
qj(ml,...,xL,y) gO, ’L:L,L,k:l,lk,jzl,,p}

(3) Feasible set for the follower:

Vo = (x1,...,21) € X,

Q)= {yeY q(xy,...,21,9) <0,...,q(z1,...,20,y) <0}

(4) The follower’s rational reaction set:

for z € S(z)

P(z) £ {y €Y 1y € argmin[f(z,§) : § € Q(x)]}

where argmin|f(z) : z € Z) = {z* € Z|f(z*) < f(2),z € Z}.

The follower observes the leaders’ action and reacts by selecting y from his or

her feasible set to minimise his or her objective function.

(5) Inducible region:
IR = {(2,y): (x,y) € G,y € P(z)}

which represents the set over which leaders may optimise their objectives.

In terms of above notation, an MLOFB decision problem can be written as:

min{F;(z,y) : (z,y) € IR},i=1,...,L (7.2)
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In a real world MLOFB decision problem, the leaders have their individual vari-
ables, objective and constraints. However, a decision from any particular leader will
be inevitably made by guessing other leaders’ strategies. In this case, the upper level
optimisation problem is a kind of game problem, and the whole problem becomes
a multi-leader-one-follower bi-level game (MLBG) problem. This kind of MLBG
optimisation problem is different from common single objective, multi-objective or
bi-level optimisation problems. The objective of an MLBG problem is to search for
equilibria solutions. An MLBG problem is also different from the conventional game
mode which has no hierarchical structure, and whose main concern is to search for a
Nash equilibrium solution in some sense. Addressed to MLBG decision problems, we
need to give the definition of a solution, and then develop a method by this solution

definition.

Definition 7.1.3. A tuple (z7,...,27}) € IR is said to be a generalised Nash equilib-
rium optimal solution of an MLOFB decision problem if (2}, y*) satisfy the following

inequality:
* * * * * * * * -
E($1,...,Ii71,$i+1,y ) <E(I1,...,$Z71,$17I1+1,y )’Z:].,...,L

To obtain the Nash equilibrium solution for an MLOFB decision problem, we de-
fine the optimal reaction from a leader as follows:
If the :—th leader knows the strategies x_; of other leaders, then the optimal reac-

tion of the :—th leader is represented by a mapping:

(zi) = ri(z ),

that solves the sub problem:

xrzlél)r(lz E(xlv SRR y) (733)
subject to gix (21, ..., 20,y) <0,k =1,..., i (7.3b)
ryréi)r/lf(xl,...,xby) (7.3¢c)
subject to ¢;(x1,...,20,y) <0,7=1,...,p (7.3d)

Our aim is to make the choice from every leader as close to the rational reaction
as possible. A solution is supposed to be the Nash equilibrium when we reach a point

where the choices from all leaders are close enough to their corresponding rational
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reactions. Based on this strategy, we redefine an MLOFB problem (7.1) as:

Definition 7.1.4.

L
atrzrg)r(lz F(xb s 71:L7y) = Zl |xi7 _ri(x—i)”i = 17 . '7L (743)
subject to gi(z1, ..., x0,y) <0,k=1,... iy, i=1,...,L (7.4b)
min flxy, ..z, y) (7.4c)
subject to g;(x1,...,2.,y) <0,j=1,...,p (7.4d)

7.1.2 A PSO-based Algorithm

In this section, we use the strategy adopted in the PSO method to develop a PSO-
based algorithm to reach a Nash equilibrium solution for an MLOFB decision problem.

Figure 7.1 outlines the main structure of this algorithm. We first sample the leaders-
controlled variables to get some candidate choices for leaders. Then, we use the PSO
method together with the stretching technology (Parsopoulos & Vrahatis 2002) to get
the follower’s response for every choice from leaders. Thus a pool of candidate so-
lutions for both the leaders and the follower is formed. By pushing every solution
pair moving towards current best ones, the whole solution pool is updated. Once a
solution is reached for the leader, we use the stretching technology (Parsopoulos &
Vrahatis 2002) to escape the local optimisation. We repeat this procedure by a pre-

defined count and reach a final solution.

Sampling the leaders-| X-particles | Updating the best | Local Stretching for
controlled variables | particle pairs solution global solution
3 Global
X-particles Y-particles solution
Generating the follower” s QOutputing the final
response by PSO and solution
stretching technique

Figure 7.1: The outline of the PSO-based algorithm for MLOFB problems

The detailed algorithm is specified in Algorithm 7 and Algorithm 8. Notations used
in the algorithms are detailed in Table 7.1.
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Algorithm 7: Generate the response from a follower

Step 1 Input the values of x1, ..., 2y from the L leaders;

Step 2 Sample N candidates y; and the corresponding velocities v,,, ¢ = 1,..., Ny;
Step 3 Initiate the follower’s loop counter k; = 0;

Step 4 Record the best particles p,, and y* from P, i =1,2,..., Ny:

if y; satisfy (7.4d) AND f(z1,...,21,y) < f(z1,...,2L,Dy,), then p,, = y;.

For each py,, if f(z1,...,20,py,) < f(x1,...,20,y"), then y* = p,,;

Step 5 Update velocities and positions using

v+t A o iy — yi) + ardy (v —yf)
yi =y, +”£+1

Step 6 ky = ky + 1;

Step 7 If £y > Max Ky OR the solution changes for several consecutive generations
are small enough, then we use Stretching technology to obtain the global solution and
goto Step 8. Otherwise goto Step 5;

Step 8 Output y* as the response from the follower.

Algorithm 8: Generate optimal strategies for leaders

Step 1 Sample V; particles of (z11,...,211),-..,(Z1N,,---,ZLN,), and the
corresponding velocities (v11,...,v51), .., (VINs - - -, VLN, )3

Step 2 Initiate the leaders’ loop counter k; = 0;

Step 3 For k—particle, k = 1, ..., IV;, calculate the optimal response
ri(z_;),i=1,...,L;

Step 3.1 Sample N, particles x; within the constraints of z;;

Step 3.2 By calling Algorithm 7, we calculate the rational response from the follower;
Step 3.3 Using PSO technique, we obtain 7;(z_;),i = 1,..., L;

Step 4 Calculate the function value of every particle by (7.4a);

Step 5 Record pg,;, 275, 7 = 1,..., N

For each x;;,j = 1,..., Ny, if ;; satisfy (7.4c) AND F(z;;) < F(ps,;), then
Pz;; = Tijs

For each py,., if F'(ps,;) < F(x}), then z} = py,;;

Step 6 Move particles by best positions

oK+ — K( K _ K
xlj ww ; Hary 1 (Poiy — ) + ary (235 — x35)
o+ = oK X + ,UK+1

Step7 k; = kl + 1
Step 8 If Z |zi — ri(x;)] < e ORk; > MaxK;, we use the Stretching technology to

current leaders solutions to obtain the global solution. Otherwise goto Step 3.
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Table 7.1: The explanation of some notations in Algorithms 7 and 8

N, the number of candidate solutions (particles) for the leaders

Ny the number of candidate solutions (particles) for the follower

Tij the j—th candidate solutions for the controlling variables from
1—th leader

Py the best previously visited position of x;;

x; current best one for particle z;;,7 = 1,..., 1V

(2 the velocity of x;;

Ky current iteration number for the upper-level problem

Yi 1—th candidate solution for the controlling variables from the
follower

Dy, the best previously visited position of y;

y* current best one for particle y

Uy, the velocity of y;

kg current iteration number for the lower-level problem

MazK; | the predefined max iteration number for k;

MaxK; | the predefined max iteration number for £

7.2 One-leader Multi-follower Bi-level Decision Mak-

ing

7.2.1 Definitions and Models

Definition 7.2.1. A one-leader multi-follower bi-level (OLMFB) decision problem is

defined as :

Forr e X CR"CR™",y1€Y1ICR", ...,y €Y, CR"™Y =Y] xYy X
oxXYL,F fi: XxY —-RLUL>2

gél)r(lF(xvyla"'ayL) (7521)

subject to g;(z,y1,...,Yr) <0,7=1,...,p (7.5b)
min f;(x,y1,...,y0),i=1,...,L (7.5¢)
Yi€Y;

subject to qix(, y1,...,yr) <0, k=1,... i, i=1,...,L (7.5d)

In this OLMFB model defined above, there are one leader and L followers. Both a

leader and followers have their individual control variables, objectives and constraints.

Relating to this OLMFB model, the following are some basic terms and symbols:

Definition 7.2.2.
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(1) Constraint region of OLMFB problem (7.5):

Sé{<x7yla'-'7y[/):xEXa(yla"'ayL)EYaj:L"'ap7
gj<x7y17"'7yL) <07Qik('rayl7"'7yl/) <O7k:17"'7ik7i:17"‘7L

It refers to all possible combination of choices that the leader and followers may

make.

(2) Projection of S onto the leader’s decision space:

S(X)é{SEEX:HyEY,gj(x,yl,...,yL) goajzla"w}%
qik(l‘,yl,...,YL><O,/€:1,...,ik,i:1,...,L}

(3) Feasible set for the followers:

VIGX,Q(ZE) é{y: (yla"'vyL) EY:qik(xayla"'ayL) <O7
k=1,....ini=1,...,L}

(4) The followers’ rational reaction set:

forx € S(z), P(x) 2 {y € Y : y € argmin[f(z,9) : § € Q(x)]}
where argmin|f(z) : z € Z] = {z* € Z|f(z*) < f(2),z € Z}.

The followers observe the leader’s action and react by selecting y from their

feasible set to minimise their objective functions.

(5) Inducible region:
IR = {(2,y) : (x,y) € G,y € P(z)}

which represents the set over which a leader may optimise his or her objective.

In terms of above notation, an OLMFB decision problem can be written as:

min{ F(z,y) : (z,y) € IR} (7.6)
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7.2.2 A PSO-based Algorithm

Like MLOFB decision problems, in an OLMFB decision problem, when a follower
has to make his or her decision based on estimating or guessing optimisation strategies
from other followers, the “game playing relationship” among them needs to be consid-
ered to calculate an overall solution. However, if a follower’s choice is influenced by
only the leader and his or her own concerns, the problem is then a common OLMFB
problem, addressed to which, a PSO-based algorithm is developed in this section.
The detailed algorithm is specified in Algorithm 9 and Algorithm 10. Notations
used in the algorithm are detailed in Table 7.2.

Algorithm 9: Generate the response from a follower

Step 1 Input coefficients of z;

Step 2 Sample N candidates y;; and the corresponding velocities vy,,, i = 1,..., Ny;
Step 3 Initiate the follower’s loop counter k; = 0;

Step 4 Record the best particles py,, and ;" from y;;, ¢ = 1,..., Ny: if y; satisfy (7.5d )
AND fi(z,yi) < fi(z,py,). then py, = y:

For each py,,, if fi(z,py,) < fi(z,y]), then y;' = py,;

Step S Update velocities and positions using

vBH = wl + arf(py, — u) + arl (y " =y and ¢ = YK 4o
Step 6 ky = ky + 1;

Step 7 If k; > Max Ky OR the solution changes for several consecutive generations
are small enough, then we use the stretching technology to obtain the global solution
and goto Step 8. Otherwise goto Step 5;

Step 8 Output ;" as the response form the /—th follower.

Algorithm 10: Generate the optimal strategy for a leader

Step 1 Sample NV, particles of 21, ..., xy,, and the corresponding velocities v, . .., vn;;
Step 2 Initiate the leaders’ loop counter k; = 0;

Step 3 For k—th particle, k = 1,. .., IV}, calculate the optimal responses from [ — th
follower by Algorithm 9,1 =1,..., L;

Step 4 Calculate the objective value of every particle by (7.5a);

Step 5 Record p,,, z*,i =1,..., N;:

For each z;,i = 1,..., N, if x; satisfies (7.5b) AND F'(x;) < F(ps,), then p,, = x4;
For each p,,, if F(py,) < F(x*), then z* = p,;

Step 6 Move particles by best positions:

vET = woll + arly (e, — ) + oy (27K — 2)

R N

T;
Step7 k; =k + 1;
m
Step 8 If > |2X! — 2K| <2 OR k; > MaxK;, we use Stretching technology to
=1

1=
current leaders’ solutions to obtain the global solution. Otherwise, goto Step 3.
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Table 7.2: The explanation of some notations in Algorithms 9 and 10

N, the number of candidate solutions (particles) for the leader
Ny the number of candidate solutions (particles) for each follower
x; the j—th candidate solution for the leader

Da; the best previously visited position of

x* current best one for particle z;,7 = 1,...,n

Uy the velocity of x;

Ky current iteration number for the upper-level problem

Yij 1—th candidate solution for the j—follower

Py the best previously visited position of y;;

(7 current best one for particle y;;,7 = 1,..., Ny

kg current iteration number for the lower-level problem
MaxK; | the predefined max iteration number for k;

MaxK; | the predefined max iteration number for £

7.3 Multi-leader Multi-follower Bi-level Decision Mak-
ing
7.3.1 Definitions and Models

Definition 7.3.1. A multi-leader multi-follower bi-level (MLMFB) decision problem
is defined as :

Forz; e X1 CR™,...,0, € X CR™,y1 €Y1 CR",...,yy € Yy C R™
X=X xXox..xX,yeY =Y xYox..xYyF,fj: XxY —>R,L>2,
M>2:=1,....,L,j=1,... M.

mi)rflE(xl,...,xL,yl,...,yM), 1=1,...,L (7.7a)
TiEX

subject to gix(z1, ..., 2z, Y1, ym) <0, k=1,... i,i=1,...,L (7.7b)

min f;(z1,....20,y1,...,ym), Jj=1,....M (7.7¢)
Y; €Y
subjectto q]‘k(ZL‘l,...,"L'L,yl,...,yM) < O, (77d)

k=1, ,jsj=1,....M

In this MLMFB model defined above, there are L leaders, M follower, and both
the leaders and the followers have their individual control variables, objectives and

constraints.
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Relating to this MLMFB model, following are some basic terms and symbols:
Definition 7.3.2.
(1) Constraint region of MLB problem (7.7):
SE{(xy,....,x0,y1, . yn) s (21, 2) € X, (Y1, ym) €Y,

gik(x17"'7$L7y17"'ayM> <an_jk’(xlw"7mL7y17"'7yM) <Oa
=1, ME=1,... )

It refers to all possible combination of choices that the leaders and followers may

make.

(2) Projection of S onto the leaders’ decision space:

S<X)é{(x17ax[/) EX:gik(‘Tl?"'axL)yla"‘ayM> <07
q]‘k(flfl,...,ZEL,yl,...,yM) <0,
i=1,... Lk=1, . inj=1,... MEk=1..j.)

(3) Feasible set for the followers: Vo = (zy,...,21) € X,

Q(x)é{(yh’yM) GY:qjk(xla"wx[nyl?"'ayM) <07
=1, Mk=1,..., 5}

(4) The followers’ rational reaction set: for x € S(x),y = (y1,...,ym),

P(z) = {(y1,....,yn) €Y 1 y € argmin[f(z,9) : § € Q(z)]}

where argmin|f(z) : z € Z) = {z* € Z|f(z*) < f(2),z € Z}.

The followers observe the leaders’ action and react by selecting y from their

feasible sets to minimise their objective functions.

(5) Inducible region:
IR 2 {(x,y): (z,y) € G,y € P(x)}

which represents the set over which leaders may optimise their objectives.
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In terms of above notation, an MLMFB decision problem can be written as:
min{ F;(z,y) : (x,y) € IR,i=1,...,L} (7.8)

Now we define a Nash equilibrium optimal solution for an MLMFB decision prob-

lem as follows:

Definition 7.3.3. A tuple (z7,...,25) € IR is said to be a generalised Nash equi-
librium optimal solution of an MLMFB decision problem if (z7},.... 25, vyi,...,y};)

satisfy the following inequality:

* * * * * * * * * *
E(Il, e ,$Z717I1+1,y1, e 7:y]\4) < E(LEI, e ,JIZ717IZ,ZEZ+1,y1, o e 7:y]\4)7

i=1,...,L

To obtain the Nash equilibrium solution for an MLMFB decision problem, we
define the optimal reaction from a leader as follows:
If the :—th leader knows the strategies x_; of other leaders, then the optimal reac-

tion of the i—th leader is represented by a mapping:
(@) = ri(@-3),
that solves the sub problem:

min Fj(x1,...,Z0, Y1, -, Ym) (7.9a)

r,€X;

subject to gi (21, -, X0, Y1, ym) <O k=1, ig,i=1,...,L (7.9b)

min f;j(x1,...,T0, %1, ym),J=1,...,. M (7.9¢)
Y €Y
subject to ¢k (21,. .., Tr, Y1, ..., ym) <0, (7.9d)

k=1, jmi=1,....M

Our aim is to make the choice from every leader as close to the rational reaction
as possible. A solution is supposed to be the Nash equilibrium when we reach a point
where the choices from all leaders are close enough to their corresponding rational

reactions. Based on this strategy, we redefine an MLMFB problem (7.7) as:
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Definition 7.3.4.
L
zrllél)r(l, F(zy,...,x0, 01, ym) = Z |z, —ri(z_)|,i=1,..., L (7.10a)

=1

subject to gix(z1, ..., X0, Y1, ym) <0, k=1,... i, i=1,...,L  (7.10b)

min fj(z1,...,20,%1,-..,ym),J=1,...,. M (7.10c¢)
y;€Y;
subject to q;x (21, ..., 2L, Y1, ..., ym) <0, (7.10d)

k=1, . jmji=1,....M

7.3.2 A PSO-based Algorithm

In this section, we use the strategy adopted in the PSO method to develop a PSO-
based algorithm to reach a Nash equilibrium solution for an MLMFB decision prob-
lem.

Figure 7.2 outlines the main structure of this algorithm. We first sample the leaders-
controlled variables to get some candidate choices for leaders. Then, we use the PSO
method together with the stretching technology (Parsopoulos & Vrahatis 2002) to get
the followers’ response for every leader’s choice. Thus a pool of candidate solutions for
both the leaders and the followers is formed. By pushing every solution pair moving
towards current best ones, the whole solution pool is updated. Once a solution is
reached for the leaders, we use the stretching technology (Parsopoulos & Vrahatis
2002) to escape local the optimisation. We repeat this procedure by a pre-defined

count and reach a final solution.

Sampling the leaders-| X-particles | Updating the best | Local Stretching for
controlled variables particle pairs solution global solution
; Global
X-particles Y-particles solution
Generating the followers’ Qutputing the final
responses by PSO and solution
stretching technigue

Figure 7.2: The outline of the PSO-based algorithm for MLMFB problems

The detailed algorithm is specified in Algorithm 11 and Algorithm 12. Notations

used in the algorithms are detailed in Table 7.3.
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Algorithm 11: Generate the response from the m—th follower
Step 1 Input the values of x1, ..., 2y from the L leaders;
Step 2 Sample N candidates y;; and the corresponding velocities vy,,, i = 1,..., Ny;
Step 3 Initiate the follower’s loop counter k; = 0;
Step 4 Record the best particles p,,, and y; from y;;, 72 =1,..., Ny:
if y; satisfy (7.5d ) AND fi(z,yi) < fi(x, py,), then py, = yu.
For each py,,, if fi(x,py, < fi(z,y)), theny = py,,.
Step 5 Update velocities and positions using

v =wpol +arf(py, — y) + ardi (v = yf)
S

Step 6 ky = ky + 1;

Step 7 If £ > Max Ky OR the solution changes for several consecutive generations
are small enough, then we use Stretching technology to obtain the global solution and
goto Step 8. Otherwise goto Step 5;

Step 8 Output ;" as the response form the m—th follower.

Algorithm 12: Generate optimal strategies for leaders

Step 1 Sample NV, particles of (z11,...,211),...,(Z1N,,---,ZLN,), and the
corresponding velocities (vi1,...,v51),-. ., (ViNgs - - -, VLN, )3

Step 2 Initiate the leaders’ loop counter k; = 0;

Step 3 For k—th particle, £ = 1, ..., N;, calculate the optimal response

Ti(l‘,i),’i = 1, P ,L

Step 3.1 Sample N, particles x; within the constraints of x;;

Step 3.2 For m = 1 to M, we calculate the rational response from the m—th follower by
calling Algorithm 11 ;

Step 3.3 Using PSO technique, we obtain 7;(z_;),i = 1,..., L

Step 4 Calculate the function value of every particle by (7.4a);

Step S Record py,;, :v;?‘j,j =1,...,N:

For each w;j,j = 1,..., Ny, if x;; satisfy (7.4¢) F'(zi;) < F(pa,,), then py,, = 5
For each p,,., if F'(py,;) < F(x}), then z} = py,;

Step 6 Move particles by best positions:

vp = wpls 4 erfy (pa,; — aly) + ardy (o — 2f5)

Tij J iJ i
K+1 K K+1
T = T + Uz

Step7 k; =k + 1;
L
Step 8If ) |z; — 7i(x;)| < e OR k; > Max K, we use Stretching technology to
i=1

current leaders’ solutions to obtain the global solution.

7.4 Summary

This chapter studies general bi-level problems where the objectives and constraints

for leaders and followers may have arbitrary formats. We divide general bi-level deci-
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Table 7.3: The explanation of some notations in Algorithms 11 and 12

N, the number of candidate solutions (particles) for the leaders

Ny the number of candidate solutions (particles) for the followers

Tij the j—th candidate solutions for the controlling variables from ¢—th
leader

Py the best previously visited position of x;;

x; current best one for particle z;;,7 = 1,..., 1V

Uz, the velocity of x;;

Ky current iteration number for the upper-level problem

Yij 1—th candidate solution for the j—follower

Dy, the best previously visited position of y;

Py the best previously visited position of y;;

(7 current best one for particle y;;,7 = 1,..., Ny

kg current iteration number for the lower-level problem

MazK; | the predefined max iteration number for k;

MaxK; | the predefined max iteration number for £

sion problems into three categories, one with multiple leaders, one with multiple fol-

lowers, and one with both multiple leaders and multiple followers at the same time.
After giving mathematical definitions of MLOFB, OLMFB and MLMFB decision
problems by Nash-equilibrium-based concept, PSO-based algorithms are developed

to solve them respectively. These algorithms are implemented in the bi-level decision

support system in Chapter 8. Some of these algorithms will be used to solve real world

bi-level decision problems in Chapter 9.
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8 A Fuzzy Bi-level Decision Support System

This chapter develops a fuzzy bi-level decision support system (FBDSS), which in-
corporates the optimisation algorithms developed in this study for both linear and non-
linear bi-level decision problems, to help decision makers in bi-level situation achiev-
ing well-informed solutions. Meanwhile, decision makers can adjust their subjective
preference to obtain balance among different objectives during the solution process
through interacting with the system. Furthermore, this FBDSS can solve bi-level de-
cision problems with fuzzy coefficients. It is also helpful to experts who establish the
fuzzy coefficients in both objective functions and constraints. Through experiments
conducted on this FBDSS, they can compare and refine any coefficient in a bi-level

decision model for more accurate definition and format.

8.1 System Configuration and Main Interfaces

The FBDSS is developed in the Microsoft 32-bit Windows environment. We adopt
the object-oriented approach and implement it by Microsoft Visual Basic 6.0. With
the Windows-based interface, it takes full advantages of the graphical capabilities of
Windows environment that enables users to exploit the capabilities of the system.

In the main interface, as shown in Figure 8.1, the menu includes items of “File”,
“Methods”, “Model”, “Result”, and “Help” that perform all kinds of decision support
activities. Figure 8.2 shows the overall structure of the menu, where we can create
a linear bi-level decision model or a general (linear or non-linear) bi-level decision
model by clicking the item of “New a general bi-level model” or “New a linear bi-
level model”; clear current model configuration by clicking ‘“Reset current model”
item; trigger the “approximation Branch-and-Bound-based algorithm”, “approxima-
tion Kth-Best-based algorithm”, “PSO-based algorithm” or “goal-programming-based
algorithm” by the items of “Approximation B_B”, “Approximation kbest” “PSO” or
“Approximation goal”; display the solution for current bi-level decision model (linear
or non-linear) by clicking “Linear optimisation result” or “General bi-level optimisa-

tion result” respectively.



PHD Thesis, UTS

124
wi, Fuzzy Bilevel Decision Support System [z‘
File Metheds  Model Result Help
i
BTN =T & @ ©
General | Linear Open Save Reset Exit FLELF | FLELGF Model Result About
| UNIVERSITY OF
o TECHNOLOGY SYDNEY
Fuzzy Bilevel Decision Support System
E-service and Decision Making Group
Faculty of Information Technology, University of Technology, Sydney
@2007, All Rights Reserved
[TT34 | 2008-10-25
Figure 8.1: The main interface of the FBDSS
File Methods Model Result Help
MNew a general Approximation General bi-level Linear Content
bi-level model B B model optimisation result
New a linear Approximation Linear bi-lavel Geanral About
bi-level model kbest model optimisation result
Open PSO
Approximation
Save goal

Reset current
model

Exit

Figure 8.2: The menu structure of the FBDSS

8.2 System Structure

As a specific type of DSS, this FBDSS provides computerised assistance to the

decision makers in a decentralised organisation to gather knowledge about a bi-level
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decision problem and control the decision making process for a better-informed deci-
sion.

The structure of the FBDSS is depicted in Figure 8.3. Within this architecture, five
modules are involved, i.e. “user interface”, “model management”, “algorithm engine”,
“updating system”, and “visualisation”. Data are collected through the user interface,
and formatted as a corresponding bi-level decision model by “model management”
module. The core calculations are carried in “algorithm engine” over this model, and
solution is outputted through “visualisation” module to the end user by “user inter-

face”.

Updating

Visualisation User Interface
System

Model Algorithm
Management Engine

Figure 8.3: The system structure of the FBDSS

These modules are detailed below:

(1) User Interface:

Data can enter the system from two sources: system users and data sets. A user
can key in the data directly through the interface, which will build a bi-level de-
cision model. Meanwhile, the data may be stored in terms of existed projects and
be retrieved for later calculation. These data are passed to the “model manage-

ment” module where “algorithm engine” can be triggered to run for a solution.

Outputs from the system include feasible solutions and all objectives for both
the leader and the follower. If a leader is not satisfied with current solution for
a fuzzy bi-level decision problem, he/she can adjust the satisfactory degree and

trigger the algorithm engineer for another solution.

(2) Model Management:

The “model management” module formulates a bi-level problem in terms of ob-
jectives and constraints based on the user’s input, and controls the model retrieval
and use. The modelling procedure contains three major steps consisting of the

generation of objectives, constraints and the elicitation of a certain satisfactory
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degree for a fuzzy bi-level decision problem. These functions are data driven,

each requiring a set of coefficients.

Algorithm Engine:

The “algorithm engine” performs the core calculation in the system including
defuzzification, comparison among fuzzy sets, and bi-level optimisation. While
a non-linear bi-level decision problem can only be solved by the PSO-based
algorithms, the system provides three options i.e. the approximation Branch-
and-Bound-based algorithm, the approximation K'th-Best-based algorithm, and
the PSO-based algorithm for fuzzy linear bi-level decision problems. For multi-
objective bi-level problems, an extra option of the goal-programming-based al-
gorithm is provided in the system for decision makers to choose. Once the sat-
isfactory degree is adjusted in the user interface module, the “algorithm engine”
will be triggered to run on the selected bi-level decision model retrieved from

the “model management” module.

Updating System:

In this FBDSS, update routines are provided from two aspects, i.e. users can
modify an established bi-level decision model retrieved from the model base;
and users can adjust the satisfactory degree to obtain solutions under different

aspiration levels for a fuzzy bi-level decision model.

To define a fuzzy bi-level decision model, a set of crisp numbers are employed
to describe the fuzzy objective functions and constraints by fixing four points
and the format of a fuzzy number. The capacity of incorporating new infor-
mation into the established crisp numbers sometimes may introduce conflicts
between constraints, or cause an existing feasible solution invalid. However the
satisfactory-degree-adjustable mechanism can reduce the possibility of the non-

solution situation.

Visualisation:

To model a fuzzy bi-level decision problem, we need the information on objec-
tives and constraints for both the leader and the follower. As fuzzy numbers are

used to interpret coefficients, the way to describe fuzzy sets becomes crucial.

To solve a bi-level decision problem, we need to search equilibrium between the
leader and the follower, both of who achieve the optimality while the leader takes

the priority within the constraints. To describe this equilibria, the visualisation
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module will complete the presentation and interpretation functions. The output
solutions will help the user identify preferred equilibrium, and give insights into
how they can be achieved. As some bi-level decision problems addressed involve
fuzzy numbers, their final objective values for both the leader and the follower

are inevitably fuzzy numbers.

To implement the functions of intuitive fuzzy number input and pellucid fuzzy
objective output, we describe a fuzzy number by the information of the formats
of the left and right functions, and the two points where the membership value
equal zero, and the other two points where the membership value equal one.
Here, the formats of membership functions can be selected as linear, quadratic,
cubic, exponential, and logarithmic. Figure 8.8 shows a window to identify a

fuzzy number, and Figure 8.11 shows a window to display a fuzzy objective.

8.3 Decision Support Process

8.3.1 Linear Bi-level Decision Support

The whole decision supporting procedure for linear bi-level decision problems by
this FBDSS involves three phases, i.e. problem identification, preference elicitation,
and solution searching. The relationship among these phases is illustrated in Figure
8.4.

Prablem Identification

L 4

Preference Elicitation

A

¥

Solution Searching

Figure 8.4: Optimisation process by the FBDSS

The first phase is to set up a framework for a problem in which the decision will
be made. In this framework, we define what the decision makers wish to achieve
as objectives, and any limitations and conditions as constraints. In specification, the

following data need to be input to set up the framework.

(1) The number of followers and the number of decision variables, objectives and

constraints for the leader, as shown in Figure 8.5;
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(2) The variables, objectives and constraints for a leader, as shown in Figure 8.6;
(3) The variables, objectives and constraints for followers, as shown in Figure 8.6;
(4) The max/min choice for individual objective, as shown in Figure 8.7;

(5) The fuzzy coefficients occurred in the objectives and constraints, which should

be entered one by one in Figure 8.8.

_ Fuzzy Linear Bilevel Programming (FLBP)

Froblem issue

Hame: ||ssue hame

Statement: {jszue description

The rumber of

Decision Variables of the Leader: 1
Objective Functions of the Leader: 1

Canstraint Functions of the Leader: 1
Followers: 1

Contirue Cancel

Figure 8.5: Interface for variable input-linear-1

The second phase is to elicit the preferences of decision makers. Once there exist
multiple options, the decision makers at both levels are allowed to rank these options
by assigning specific weights. (Refer to Figure 8.9 and Figure 8.10)

The final phase is to search a solution. Once a bi-level decision model is built
up, the window, as shown in Figure 8.9, can be activated to reach a solution. In
this window, the “approximation Branch-and-Bound-based algorithm”, “approxima-
tion K'th-Best-based algorithm”, or the “PSO-based algorithm” can be selected as the
approach for the current linear bi-level problem by clicking the option button of “B_B”,
“K_Best” or “PSO”. Provided the problem is a multi-objective bi-level decision prob-
lem and the decision maker chooses the goal-programming-based algorithm to solve
it, the window, as shown in Figure 8.10, can be activated to reach a solution. In this
window, the “approximation Branch-and-Bound-based algorithm”, or the “approxi-
mation K'th-Best-based algorithm” can be selected as the default approach used by the

goal-programming-based algorithm.
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Figure 8.6: Interface for variable input-linear-2
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Figure 8.7: Interface for variable input-linear-3
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Figure 8.8: The input window for the membership function of a fuzzy number

B3 Fuzzy Linear Bilvel Programming g@
Fun Degree
Click on the comesponding grid For inputting weight 0.05
| Lob[Las@|Lob@| Fm|Fe|Fra| | .
weight | 03333 | 03333 0333 03333 03333 03333 100
075
Output
The output of decizion variables: 50
[01) [i2) [i3) [Fivil)y  [Fiviz) |
|
0.25
The output of fuzzy objective functions o

[Click on the corresponding grid for membership function displaying)
Methods Selection—

[L Ok L obiz) L objE |
Objectives | | * BB

" K_Best
{ESH

Run 1 Exit

422PM | 23410/2008

Figure 8.9: Interface for result displaying-linear

In the windows shown as Figure 8.9 and Figure 8.10, by adjusting the slider or
keying in a value in the text box above the slider, a user can set a specific satisfactory
degree for all membership functions of the fuzzy numbers. Thus, a solution under a
specific satisfactory degree chosen by the user can be obtained.

By clicking the “Run” button in windows shown as Figure 8.9 and Figure 8.10,
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Figure 8.10: Interface for result displaying-goal

the optimisation algorithm selected will run and the solutions will be shown and the

corresponding fuzzy objective can be displayed in the window shown as Figure 8.11

sequentially.

& Fuzzy Objective Function Output:

000 .20 1367

Left membership function Right membership function

Left point 8.2m7 Left paint {10.935?
Right paint 110,935? Right paint {13.8898

Drawing

Figure 8.11: The window for displaying a fuzzy objective

If a leader is not satisfied with current solution, he/she can change the weights for

each objective or adjust the satisfactory degree for another solution.
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8.3.2 Non-linear Bi-level Decision Support

To solve a non-linear bi-level decision problem, we need to build a framework for
the problem in which the decision will be made. In this framework, we define what
the decision makers wish to achieve as objectives, and any limitations and conditions
as constraints. As non-linear formulas have very flexible and unexpected forms, this
system gives tremendous flexibilities to users by providing text boxes to input objective
and constraint functions. In specification, the following data need to be input to set up

a non-linear model.
(1) The number of leaders and followers, as shown in Figure 8.12;

(2) The variables, objectives and constraints for the leaders and followers, as shown

in Figure 8.13;

(3) The fuzzy coefficients (if there are fuzzy coefficients involved in the problem)
occurred in the objectives and constraints, which should be entered in Figure
8.14, and whose membership functions could be entered one by one in Figure
8.8;

(4) The max/min choice for individual objective, as shown in Figure 8.14;
(5) The “>”, “<”, or “=" choice for individual constraint, as shown in Figure 8.14;

(6) The function formats for objectives and constraints for both leaders and follow-

ers, as shown in Figure 8.14.

To facilitate formula inputting, a list box, as shown in Figure 8.14 can be activated
to show variable names entered in Figure 8.13. Thus users can refer to the variable
names to reduce the chance of mistyping.

Once a non-linear bi-level decision model is established, a window shown in Figure
8.15 will show up to display the solutions and objective values for both leaders and fol-
lowers. If there are fuzzy coefficients involved in this model, the objective values will
be fuzzy numbers. In such a situation, a window shown in Figure 8.16 will be shown to
display the solutions and fuzzy objective values for both leaders and followers. Once
a user clicks the text box of an objective value, a button labelled as “membership” will
show up. The clicking of this “membership” button will activate a window shown in

Figure 8.17 to display the corresponding fuzzy value for the objective.



PHD Thesis, UTS 133

"~ Fuzzy General Bilevel Programming {(FLBP) w

 Problem izzue

Hame: IIssue narme

Statement: ||ssue description

— The number of

Leadsrs: |2 Continue |
Followwers: |3| Cancel |

Figure 8.12: Interface for variable input-nonlinear-1

‘& Input names for ...

=Jo/es

-~ Input names for

& Decision vatiables { Objective functions & Constraints Cantinue

-~ Leaders

Leader 2 R R | add | L2 1

L2 =2

L2 K3
[elete | L2 54
Edit |

-~ Follows

Fail 1 | |F1. ¥4 - F1_1
ollower =] | % | add iR

Deletel FIZv3
Edit |

Figure 8.13: Interface for variable input-nonlinear-2



PHD Thesis, UTS

134

3 Input for Fuzzy Bilevel Programming Model

Input fuzzy numbers

Fuzzy number name:

alpha§_1
betaZ 1

alphad_1
betad 1

Hide variable names

alpha3 1
betad 1

Input objective functionz

Ohjective Mames| b axbd in| Ohjective functions

LobjMamel_1 [GEN UbPT#[P1_1+P1_23H0.00028F1_1*P1_1+8.1°F1_1+
LaobjMame2_1 [GEN LI PT#(P1_3+P1_41-0.00048F1 _3*P1_3+8.1°F1_3+.
LobjMame3 1 [GEH LI PT(F1_5+F1_EH0.00056F1_5F1_5+7 82°F1_5-
FobiMamel 1 Min 124 5°P1_51P1_GS+[alpha2d_E+betazd EF1_EBIF1_E

Input constraints

Constraint Names | Constrain functions [left] | Sign | Canstrain functions [right]

LeonMamel_1 alphal_1 »= 7
LconMamel_2 alphal_1 {= 9
LoonMamel_3 betal_1 P 0.0002
LeonMamel_4 betal_1 {= 0.0005
LeonMamel_& alphaz_1 »= 7
LconMamel_B alphaz_1 {= 9

Save and Cloze Get 5 zolution

Figure 8.14: Interface for variable input-nonlinear-3

&3 Fuzzy Bilvel Programming

i~ Dutput

The output of decision variables:

s [L2 w2 2=z |l2x4 AN |
0.0000 0.0000 0.0000 0.0000 0.0000

Ll | 1|

The output of objective functionz

L Obl1]  |L Okiz)  |L_Okil3
Objectives 0.0000 0.0000 0.0000

E it

531 FM

210,

Figure 8.15: Interface for output-nonlinear




PHD Thesis, UTS 135

w Fuzzy Hilvel Programming

- Output
The output of decision variables:

H |y
0B0ED, 10666

The output of cbiective functions

L1_0b1  |F1_Dhil
Dbjectives 0.5275 7.4563

E it

121 2009

Figure 8.16: Interface for output-with-fuzzy-coefficients-nonlinear-1

W Fuzzy Objective Function Output:

0.00 5.60 9.33

Left membership function — - Right membership function

Left point 55398 Left paint ]?.4553
Right point J?.4BEE Right point ~ 19.3329

Drewing

Figure 8.17: Interface for output-with-fuzzy-coefficients-nonlinear-2

8.4 Summary

This chapter presents an FBDSS developed to support bi-level decision making.
This system has four features. The first is that the system can process and solve fuzzy

bi-level problems with different satisfactory degrees. The second is that the system
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can deal with any form of membership functions of coefficients in a fuzzy bi-level
decision model. The third is that the system involves several methods to suit much
wider bi-level decision making circumstances under various uncertain environments.
The last one is that this system can recognise and deal with a large amount of arbitrary
function inputs, which gives much flexibilities for decision makers to describe their
particular bi-level decision problems. When choosing a specific method to solve a bi-
level decision problem, the approximation Branch-and-Bound-based algorithm and the
approximation K th-Best-based algorithm are recommended for a decision maker if a
linear bi-level decision problem is involved as these two algorithms can reach precise
solutions with faster running compared to the PSO-based algorithm, which is however

the only option for a non-linear bi-level decision problem.
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9 Bi-level Decision Applications

This chapter applies the techniques developed in this study on real world bi-level
decision problems in the fields of railway train set organisation, railway wagon flow
management, electricity markets, and supply chains. Bi-level decision models are es-
tablished for these problems and the algorithms developed in this research are applied

to reach solutions for these problems.

9.1 A Bi-level Decision Model for Railway Train Set

Organising Optimisation

9.1.1 Background

Railway transportation, as one of the most important vehicles ways, has always
been playing an irreplaceable role in social economics. For railway freight trans-
portation, about 80% of the whole transportation time is allotted to the operations
of loading/unloading, transferring, and overhauling in railway technical stations (Li &
Du 2002). The working state of technical stations, therefore, will influence the whole
overpass ability of the railway network. Thus the research on the railway transportation
optimisation will be bound to focus on the operation of technical stations. The main
methodologies used include scheduling theory (Li & Du 2002), graph theory (Li &
Du 2002; Wang 2004), mathematical programming (Li & Du 2002), and operational
theory (Li & Du 2002). Also, some scholars have addressed the problem of traffic
controlling from multiple levels’ angle (Feng & Wen 2005; Berezinski, Holubiec &
Petriczek 1994; Shi, Fang, Li, Mo & Huang 2003).

Train set organisation (TSO) is to arrange the train set in railway freight transporta-
tion. Most current research by bi-level techniques on traffic controlling centers on the
transformation network design and layout (Feng & Wen 2005). Little research has
been conducted towards TSO problems from multiple levels’ angle. In this section,
we use the bi-level method to study the problem of TSO in the railway running and

management.
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9.1.2 Problem Analysis

Train set organisation, aiming at arranging the train set in railway freight trans-
portation and with extraordinary professional and technical specialties, is one of the
main subjects in railway transportation management. The objectives of TSO include:
to make the transportation efficient and even; to use the transporting device reasonably;
and to promote the cooperation among different departments involved in the freighting
procedure. The term of “organising” here means arranging, deciding and managing,
while “train set organising” acts to arrange the train set, make decisions on related
issues, and manage the procedure in railway transportation.

There exist multiple levels among the running of TSO, i.e. the “national railway
network level” the top, the “local bureau railway network level” the second, the “sta-
tions” the third, and the “operating group” the bottom. However, as the operating
objects of both the national railway network and the local bureau railway network are
train set, while those of the two lower levels are trains, the organisation of TSO can
be generalised into two levels: the railway network the leader, and the stations the
followers. Thus bi-level programming techniques can be used to analyse the problem.

The main concerns of the railway network are to decide the train type (pick-up-and-
drop-train, district-train, transit-train, or through-train), the train constitution, the train
number, and the detailed route of the departing train set. The objectives of the railway
network include: improving the transportation capacity and service speed, reducing
the cost, balancing the working rhythm among divisions, and assigning the break-up
and make-up jobs among different stations rationally.

The tasks assigned to a station are to constitute normative train set required by the
railway network from all kinds of freight wagons that stop by this station. Involved
with these tasks, there also include a series of relevant operations, such as: collecting
or delivering, shunting, loading/unloading, and wagon checking. The main concerns of
stations include: making the operating efficient, economical and safe; rationally using
the transportation devices such as track, shunting locomotive, and hump; deciding the
operation steps together with its schedules; and cooperating among steps within the
schedule-frame of the railway network.

Two levels though TSO can be divided into, the separate levels still share intrin-
sic consistency. For the upper level, when making a TSO plan, the railway network
must consider the influence from the specific operating ability and device conditions
of stations, while calculating the influence factors from itself such as the amount and

destinations of trains and the track conditions; For stations located at the lower level,
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when implementing the working goals, they should try their best to harmonise between
their own operation abilities and the working arrangement from their top counterpart.

Railway stations can be grouped into two classes: “through stations” and “techni-
cal stations”. Compared with technical stations, through stations are small sized and
their daily works, mainly on helping trains go through or two train set from oppo-
site directions meet, are simple and the workload are small. Except for all the func-
tions of through stations, technical stations are to make new train set by breaking up
the old ones and adding transship trains and trains originated there. Tasks also in-
clude: arrival/departure operating, collection-and-delivering operating, shunting, load-
ing/unloading, and wagon checking. We generalise these operations at technical sta-
tions as “shunting and transship operation”.

For the reason of facilitating the modelling, we simplify the tasks of TSO by as-

suming that:

1) The railway transportation supply is less than the demand; the aim of TSO is to

fully use the transportation ability to provide as much transportation as possible.

2) The topo structure of a railway network is a circle formed by train lines. This is

to embody the continuous nature of the net and transportation circulation.

3) The main line is double-track with every track’s direction fixed, which means
there allowed two train set running in reverse directions between two stations si-
multaneously. This is to avoid the meeting problem of two train set with opposite

running directions.

4) Within a railway net, there located only technical stations, and runs only one
type of trains, the “district trains”, which are from one technical station A and
to the other technical station B. Between A and B there is no other technical

stations.

5) The unit workload of “shunting and transship operation” for all technical stations
are the same. In other words, every technical station shares the identical amount

of operating time for the same train set.

Based on these assumptions above, the decision-maker on a railway network wishes
that the density of train set (calculated by the time intervals between any two adjacent
running train set) and the length of train set (the number of trains of any train set) as
large as possible to obtain the maximal transport capacity. However, for the sake of
safety, the density has its upper limit set by the railway network. And restricted by the
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motive power of locomotive and the useful length limit of arrival-departure track, the
train set length has its upper limit as well.

Ignoring the constraints by a railway network, the stations, on one hand, wish the
length of train set large because the larger the length, the more efficient the operating
and the lower the unit operating cost. The operating efficiency is the amount of trains
shunted and transshipped per unit time, while the unit operating cost is the cost for ev-
ery single train. On the other hand, the operating time for shunting and transshipping,
which influences the cost, will increase if the length of train set increases. However,
the overall effect of the trains set length is that the general unit operating cost will
decrease with the increase of the train set length.

From the analysis above, we can include that, for the variable of the length of train
set, the two levels share the same objective: the larger the length of the train set the
better. For the variable of the density of train set, the decision makers at the upper
level pursue its minimum while those at the lower level wish it change with the train
set length in the same direction. Generally speaking, the shunting and transshipping
time in stations is larger than the safe time intervals of any two adjacent running train
sets, so the variable of the density of train set is determined by the lower level, the
stations, while the variable of the length of train set is controlled by the top level, the

railway network.

9.1.3 Model Building

Based on the analysis above, a bi-level decision model of TSO is built as:
Forx = (z1,29,....,2,) E X CR",y €Y CR™ F,f: X XY — F(R),

Leader: Decision-maker of the railway network

n
ap - 21'21 Wy + T

F = 9.1
max F(z, y) ST (9.12)
subject to Z w; - T <m (9.1b)

i=1

Y wi-yi>a 9.1¢)
=1
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the :-th follower: the :-th technical station

H;in filzi,yi) = —=b1 - i — by - ys 9.1d)
subject to ¢y < & < c3 (9.1e)
Yi > ¢4 (9.11)
Explanation:
1) Variables:

2)

x;: the length of train set for the ¢-th station, which is the number of trains of any

train set controlled by the leader, the decision-maker of the railway network.

y;: the density of train set for the i-th station, which is the time interval be-
tween any two adjacent running train set, controlled by the -th follower, the ¢-th

technical station.

Coefficients and constants:
n: the number of technical stations in the railway network.
w;: the relative weight for the i-th station in the railway network.

ay: the time interval. If a; = 24, then a; / ZLI w; - 1; means the number of train
set going through the network within 24 hours. ay Y\ w; - x;/ > 0 w; - y; is
the number of trains going through the network per day, and a; > 0.

m: the maximum number of trains of any train set regulated by the “Safety
Terms”. When the trains are empty, the main concern is not to exceed the length
limit. When the trains are loaded, the weight limit becomes the decisive factor.
However, for the sake of safety, when computing, both the length and weight
must meet the requirements. No matter whether it is the weight or length, the

ultimate limit is put on the number of trains.

c1: the minimum time interval between any trains list regulated by the “Safety

Terms”.

b, and by: the weights set for the influencing power by the length and density to
the unit cost.

co and c3: the lower and upper number limits of the trains for technical stations

to shunt and transship per time unit.
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cy4: the least time for the technical stations to complete the shunting and trans-

shipping.

3) Formula:

(9.1a) means the leader aims at obtaining the maximum throughput capacity
within certain period of time. ., w; - x;/ Y ., w; - y; means the number of

trains shunted and transshipped per time unit.

(9.1b) means the length of train set has its upper limit imposed by the locomo-
tive’s motive power and the arrival-departure track’s useful length. When the
trains are loaded, except for the length limit, there is still weight restriction set
upon the train set, which means, the weights of goods loaded together with the

weights of trains cannot exceed its upper limit.

(9.1c) means any two adjacent running train set cannot be too close for the sake
of safety. c; is the minimum time interval between any trains list according to

the “Safety Regulation”.

(9.1d) means the followers wish that the cost is as low as possible. The first
part of (9.1d) means the more the length of trains set, the more efficient of the
shunting, and the lower the unit cost. The second part means the longer the train

set remains in the station, the higher the cost.

(9.1e) means technical stations have their own lower and upper time limit to

shunt and transship trains.

(9.1f) means there exists a least period of time for the technical station to com-

plete the operation.

9.1.4 Experiments

In this section, we take the railway freight operation in a railway station “Station
A” into consideration. Station A is a technical railway station with the duty of man-
aging both the passenger transportation and freight transportation within the precinct
of its Railway Bureau. The data collected from Station A cover the duration between
November 1, 2006 and December 31, 2006.

Suppose the trains shunted and transshipped are to the direction of Station B, which
is another station located next to Station A along its downlink. And the weight distri-
bution of trains is listed in Table 9.1, with the locomotive is SS1(137 ton, 1.9 unit
length).
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Table 9.1: Train set distribution

WT | WS (ton) | Load (ton) | % | EL
B23 38 40 3121
P64A 26 58 3115
G70 23 58 9 | 1.1
G60 23 50 50| 1.1
G70 23 55 35| 1.1

The terms in Table 9.1 are explained as below:

WT:

WS:

Load:

EL:

wagon type, the type of wagon used.
wagon suttle, the weight of the empty wagon.
the weight of the goods loaded.

equivalent length, the equivalent length of a wagon is calculated from the front
clasp to the rear clasp, with the unit length as 11 meters. If the equivalent length

is “1.17, then its actual length is 11 x 1.1 = 12.1 meters.

According to the model defined by (9.1), the coefficients are calculated and dis-

cussed below:

e a;: as the computation is within the “Basal Daily Working Plan”, which is

to arrange wagon assignment and schedule necessary operations based on the
“Trains Running Chart”, ‘Trains Shunting Plan”, “Detailed Rules on Technical
Station Management”, and constraints set by operating spots, the computing of
the freighting wagon organisation is limited within a working day of 24 hours.

So aq is set to 24.

m: limited by the pulling ability of the locomotive and the territorial landform,
such as grading, within Station A’s precinct, the weight of train set must not be
larger than 3500 tons; The departure track used for trains set to the direction to
Station B is Track IV, Filed II, whose effective length is 890 meters. Deduced by
30 meters of braking distance, which is left for trains to stop safely, the maximum

length for the trains set is 860 meters.

Taking the constitution of the trains listed in Table 9.1, we set 1 “unit train” as a

virtue train whose equivalent length, denoted by /; (meters), and weight, denoted
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by wy (ton), are calculated below:

[ =2.1x0.034 1.5 x0.03+ 1.1 x 0.09
+1.1x054+1.1x0.35
=1.142
wy = (38 +40) x 0.03 + (26 + 58) x 0.03
+ (23 4 58) x 0.09 + (23 4+ 50) x 0.5
+ (23 4+ 55) x 0.35
= 66.95

The maximum number of such empty “unit train”, denoted by m,, is (860 —
1.9 x 11)/(1.142 x 11) = 66, and the maximum number of such loaded “unit
train”, denoted by my, is (3500 — 137)/66.95 = 50.

From above analysing and computing, we obtain

m = min{m,., m;} = min{66, 50} = 50.

e c;: for the sake of safety, the pursuing distance, the minimum distance interval
between any adjacent running trains list, is 10 kilometers, which costs about 0.2

hours in the journey from Station A to Station B. So ¢; is set to 0.2.

e by and by: we set the weights of length and density of trains set on the cost of the

station as 0.4 and 0.6 respectively.

e ¢, and c3: the least number of trains Station A can shunt and transship is 30 per

hour, while the max number is 150.

e c,: the least time for Station A to complete the shunting and transshipping for a

train set is 0.68 hour.

Thus, the bi-level problem defined by (9.1) is specilised as (9.2) in Station A:

Leader: Decision-maker of the railway network
24
Objective: max F(z,y) = — (9.2a)
z Y

subject to x < 50 (9.2b)
y>0.2 (9.2¢)
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Follower: Station A

Objective: min f(z,y) = —0.4z — 0.6y (9.2d)
Yy
subject t0 30 < £ < 150 (9.2¢)
y
y > 0.68 (9.2)

As illustrated in Fig. 9.1, the triangle “ABC” depicts the constraint region for this ex-
ample. The dotted lines with arrows of “F” and “f” represent the optimising directions
for the leader and follower respectively. The optimal solution to this example occurs
at the point (z*,y*) = (50, 1.67) with F* = 718.6 and f* = —21.002, which means,
the railway network will obtain its maximum throughput capacity of 718.6 trains per
day, if the decision makers of the railway network set the average number of train to
50, followed by Station A setting the time interval between every two adjacent train
sets to 1.67 hour.

v
ff\ (50, 1.67)
it FD/

D68 A(20.4,068) B(50, 0.68)

| 50 %

Figure 9.1: Geometry of the bi-level programming

9.1.5 Conclusions

In this section, the bi-level nature in train set organisation has been first put forward
by abstracting and simplifying railway trains management. First, the bi-level decision
model is developed. Then, this model is applied to Station A for a real case study. The
testing result obtained from Station A is reasonable and could be helpful to its train
organisation. However, as a lot of practical details have to be ignored for articulating
the model building, this model has its limitations when applied directly for TSO deci-
sion making. Future efforts will be focused on relating more practical and randomly

occurred issues from field work.
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9.2 A Bi-level Optimisation Strategy on Railway Wagon

Flow Management

9.2.1 Background

Railway freight transportation, as one of the most important transportation meth-
ods, has always been playing an irreplaceable role in social economics. The optimi-
sation on wagon flow organisation and management can impose tremendous influence
for both railway bureaus and technical stations.

Railway wagon flow management (RWFM) is to arrange wagon flows in railway
freight transportation. One of the key issues faced by RWFM is how to arrange wagons
generated or transferred in technical stations to form new wagon flows, while aiming
at making transportation cost minimum and under constraints from both technical sta-
tions and rail tracks. An optimised solution to this problem can not only ensure freights
to be sent to the destinations economically, but also make full use of all transportation
facilities, thus reduce jamming probabilities and improve the transportation ability as
a whole.

Due to the difficulties arising from both wagon routing and marshalling plan op-
timisation, it is even more difficult to integrate these two issues. The most popular
way is to choose wagon routs first, then optimise the marshalling plans in every sta-
tion. Although this strategy can decrease the problem solving difficulties, it still can
not reach global optimisation solutions as the benefits from the most optimised routing
can be offset by some extra workload brought in stations (Lin & Zhu 1996). Other
methodologies used include scheduling theory (Ginzberg & Stohr 1982), graph the-
ory (Ginzberg & Stohr 1982; Lu et al. 2007¢), mathematical programming (Ginzberg
& Stohr 1982; Zhang & Lu 2007b), 0-1 programming (Lin & Zhu 1996), and op-
erational theory (Ginzberg & Stohr 1982). Also, some scholars have addressed the
problem of traffic controlling from multiple levels’ angle (Feng & Wen 2005; Zhang
& Lu 2007a; Yu, Dang & Wang 2006; Gao, Zhang, Lu & Gao 2007).

Most current research by bi-level techniques on traffic controlling centers on the
transformation network design and layout (Feng & Wen 2005; Lu et al. 2007b). Little
research has been conducted towards wagon flow management problems from multi-
ple levels’ angle. In this research, we use a bi-level method to study the problem of
RWFM.
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9.2.2 Problem Analysis

Before establishing the bi-level decision model for RWFM, we list some terms used

in following content.

(1) Local wagon flow: Wagons that are loaded/uploaded or repaired in one technical

station are called local wagon flow for this station.

(2) Local district wagon flow: Some wagons are loaded/uploaded or repaired in
intermediate stations between two technical stations. This kind of wagon flow is

called local district wagon flow for the two technical stations.

(3) Long-distance wagon flow: For a technical station, if a wagon flow is not its
local wagon flow or local district wagon flow but belongs to another technical
station (local wagon flow or local district wagon flow), this wagon flow is called

long-distance wagon flow for this technical station.

(4) Service operation: To assist on the marshalling operation within one station,
some auxiliary operations must be made, including: taking-out and placing-in
of cars, picking-up and dropping trains, loading/uploading goods, and repairing.

We call this kind of auxiliary operation as service operation.

RWEM, characterised by monopolisation, is usually run by three levels, i.e. rail-
way ministry level, railway bureau level, and station level. However, when carrying
out tasks assigned by its corresponding superior, a lower level can arrange its own
resources to achieve as much profit as possible. The communication among levels
is through marshalling plans which are designed by upper level but implemented by
the lower counterparts. Marshalling plans are regulations on organising vans which
may be destined to different destinations to form van lists. Optimisation on marshal-
ing plans aims at minimising the time spent for centralising and detention in technical
stations.

In this research, we take railway bureaus as leaders, and stations as followers. A
railway bureau controls the workload and working rhythm of the stations in its admin-
istration area. A station, while controlling its own producing resources, decides which
specific method it will use to achieve tasks to be carried in this station. Thus, the cost
in a station is determined by both the station and its upper administrator, the railway
bureau. However, the most optimal cost level for a station does not necessarily pro-
duce the most ideal cost status for the railway bureau who seeks an equilibrium with

traffic and cost. Although there locates the railway ministry above railway bureaus
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and technical stations, this study, while not focusing on the reciprocal decision relation
between a railway ministry and its bureaus, only takes the decision from the railway
ministry as input constraints.

Once a railway bureau selects a marshaling plan, it means two kinds of data are
determined. One is the technical station sequences where some marshaling operation
will be carried for every long-distance wagon flow. The other is the number of vans to
be marshaled in every station. For the leader (the decision maker in a railway bureau),
his or her decision involves whether accepting a carriage and the way to deliver it.
The marshaling plans made by a railway bureau involve only long-distance wagons. In
some technical stations, some long-distance wagons should be merged or separated to
decrease cost in stations and increase traffic efficiencies.

Technical stations perform marshalling operations as well as relevant following ser-
vices, such as collecting, delivering, shunting, loading/unloading, and wagon check-
ing. The facilities of these services depend on the quality of marshalling operation
which is performed beforehand. Having local wagons, local district wagons and long-
distance wagons as three kinds of marshalling objectives, marshalling operations with
local wagons and local district wagons are flexible in technical stations. Stations can
determine the extent and depth of the marshalling operation for local wagons and local
district wagons. The better performed of marshalling operation, the easier the follow-
ing services and thus the lower the cost. With the objective of making the costs as low
as possible, technical stations reasonably marshal local wagons and local district wag-
ons as thorough as possible. However, profound marshalling operation will inevitably
raise the cost and the time allocated for marshalling in a technical station within some
limitations. Thus a technical station will seek a best point where its marshalling oper-
ations can bring itself the lowest cost. The decision on how to marshal local wagons
and local district wagons becomes key content for technical stations.

Among 1440 minutes a day, some time is allocated for other operations than mar-
shaling. Also, some marshaling operations are fixed so that a technical station can
not adjust it. Thus, a station can only decide on flexible wagon flows within available
working time. A station needs first to distribute working time between local wagons
and local district wagons, then divide it among different sections of a local district
wagon flow. Based on it, a station will decide the amount of marshaling a day, the
amount of wagons and time for every marshaling.

Generally speaking, technical stations make decisions from the following aspects.

(1) Marshaling percentage
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Influenced by time limitation, some marshaling operations can be executed to
only some wagons while others must be treated as if they had the same sequence
number (the same destination station) to reduce marshaling load. Thus, the per-
centage of wagons which will be marshaled is a decision made by a technical

station.

(2) Shunting choice

Within limited working time, a technical station can decrease the shunting pre-
cision to finish a marshaling operation on time. Different shunting precisions
occur in both sort-shunting and group-shunting. For sort-shunting, every wagon
should be placed sequentially by their destinations. For group-shunting, mar-
shaling is supposed to be finished as long as wagons with the same destination

are placed together. Group-shunting takes less working time than sort-shunting.

(3) Marshaling precision

Marshaling can be divided into different precise degrees. Actually, the destina-
tion of a wagon can be defined from generality to nicety by stations, operation
areas, operation lines, or operation spots. The more precise, the more working

time will be needed.
To facilitate modelling the RWFM problem, we have the following assumptions:

(1) Marshalling difficulty is decided by the disorder degree of the wagon flow to be
marshaled. Disorder degree depends on the destination stations of every wagon
and the relationship among them, which occurs randomly. In this research, we

hold that the disorder degrees for wagon flows have no difference.

(2) Marshalling costs from two train flows, one of which is from Station A to Sta-
tion B and the other is from Station B to Station A, may have trivial difference
on marshalling cost. When making plans and calculating the cost, decision mak-
ers sometimes need to consider the influence from these differences. However,
compared with other influencing factors, the influence from different directions
is trivial and can be ignored. In this research, we hold that the marshalling costs

with two train flows with different directions are exactly the same.

9.2.3 An OLMFB Decision Model on RWFM problems

From the analysis in Section 9.2.2, we can see that a RWFM is a kind of OLMFB
problem. Based on the OLMFB decision model developed in Section 7.2.1 and the
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analysis on RWFM problems in Section 9.2.2, an OLMFB decision model for RWFM
is built in this section:

For x = (x4, Z21, Tag, - . ., o) € X C R™ 1y, = (Mii> NaisY1Git>Y18i1>Y1Gid>Y1 Sids
YocitsY2silsYoGidsYasidsYoik) € Yi C RM F, f : X X Y; = F(R),i=1,2,...,n

max F(z,y) = > (9 x j)[Jw(1 = r;) = Cu, ()]

zeX 2D
+ ) lga (1) x & x Jy = Cy (2, 1)) (9.3a)
s$; €S
subject t0  Pjymin < Dju < Pjumaz:J = 1,2,...,m (9.3b)
Djdomin < Pjd < Pjdmaz:] = 1,2,...,m (9.3¢)
Mjmin < T2 < Mjmaz,] = 1,2,...,m (9.3d)
Mjmin = Max{ljy, X tp,q, [jg X tryay, j =1,2,...,m (9.3¢)
0 < qai < v; (9.30)
0 < @2+ qai < uy (9.3g)

min fi(x,4) = Y _[(Clis + ¢y + iy + Clag + Cliy + Cai) (1+ Aio™) + DG
Yi i
$;ES

(9.4a)

subjectto ¢; = qéli + Z Qe + Qi (9.4b)
dkeDi

Titmin < M X qai X (Y1ca X Yagit X Tai + Yisi X yasi X Lsi)

+ qai X Sil X Tsi < ,I;lma:t (94C)
Tidmin < Nai X qai X (Yicid X Yocia X Tai + Yisia X Yasia X Ls;)
+ Qai X Sid X Tsi < ﬂdmax (94d)
1=1,2,...,m (9.4e)
where
_ _ Cn, s _
Cu,;(x) = Cyy + + + AC,
by T4
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Explanation:

1) Controlling variables:

x1: Assignment of wagons which will go through the area administrated by a
railway bureau and have more than one shunting operation in some technical

station in this area.

x2;: The number of vans within a shunted wagon list from the j—th section,

which is from one technical station to another in a railway bureau.

22, The number of wagons in a wagon list which is to the k—th section in the

1—th station.
mi;: Percentage of wagons to be marshaled for local wagon list in the 7 —th station.

nq;: Percentage of wagons to be marshaled for local district wagon list in the

7—th station.

naik: Percentage of wagons to be marshaled for local district wagon list to the

k—th direction in the 7—th station.

11cga: The percentage of wagons to be marshaled by group-shunting of local

wagons in the ¢—th station.

y1sq: The percentage of wagons to be marshaled by sort-shunting of local wag-

ons in the 7—th station.

Y1cia: The percentage of wagons to be marshaled by group-shunting of local

district wagons in the 7—th station.

Y1s:id: The percentage of wagons to be marshaled by sort-shunting of local dis-

trict wagons 1in the :—th station.

Yoca: The shunting precision for local wagons to be marshaled by group-shunting

in the 7—th station.

12s:- The shunting precision for local wagons to be marshaled by sort-shunting

in the 7—th station.

Yaciqa: The shunting precision for local district wagons to be marshaled by group-

shunting in the ¢—th station.

Yasiq: The shunting precision for local district wagons to be marshaled by sort-

shunting in the 7—th station.

Yo2ix: The shunting precision for local district wagon flow marshaled in the :—th

station to the k—th direction.
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2) Other variables: While decision makers from both the upper and lower levels
directly control variables of x and y, there are some other variables whose values
are influenced by z and y directly or indirectly. These variables are summarised

below:
Variables influenced by 7
p;j: The average wagon flow in the j—th section. p; = pj, + pjq.

pju: The average wagon flow in the j—th section in up-direction, which fluctu-

ates with the change of ;.

pja: The average wagon flow in the j—th section in down-direction, which fluc-

tuates with the change of ;.

qq;: The number of local district wagons and local wagons operated per day in
the ¢—th station.

qg,: The number of local wagons operated in the i—th station.

¢’;.: The number of local district wagons operated to the k—th direction in the

1—th station.

qg,: The number of local district wagons operated in the i—th station.
¢2;: The number of long-distance wagons operated in the ¢—th station.
&;: The loading percentage in the ¢—th station.

r;: The percentage of empty to loaded wagon kilometres in the j—th section. r;

fluctuates with the change of z;.
Variables influenced by x
q-;: The number of wagons marshaled in the :—th station a day.

Gir: The number of long distance wagons to the k—th direction in the :—th sta-

tion.

nk;: the number of wagon lists some of whose wagons have been added/removed

from the k—th section to the [—th section.
Variables influenced by y

y1;: Marshalling degree, which is determined by different operating depth such
as group shunting, sort-shunting and the fit degree of the regulation of “Safety
terms”, for the local district wagon in the —th station.

o;: The average time difference among the operations for local wagon flow, local

district wagon flow, and long-distance wagon flow in the ¢—th station.
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3)

Variables influenced by = and y

¢;: The number of wagons operated in the :—th station.

Coefficients and constants:

S = {s;,t = 1,2,...,n}: The set of the technic stations administrated by a

railway bureau.

D ={d;,j =1,2,...,m}: The set of the train running sections administrated

by a railway bureau.

D; = {dg,k =1,2,...,1}: The set of train running sections which are adjacent

to Station 1.
[;: The hauling distance in the j—th section, which is a constant.
Jw: Railway average tariff, which is a constant.

C’wo: Freight traffic fixed unit cost.

Cu,,: The freight traffic unit cost in the j—th section per day per kilometer.

C\,,: Hauling cost in the j—th section per wagon per kilometer.

éw;j: The locomotive cost in the j—th section per kilometer when there is no

wagon hauled by the locomotive.
Js: Fees charged per wagon.

Pjumin: The minimum wagon flow which can meet the requisite traffic demand

required for the j—th section in up-direction.

Pjumaz: The maximum wagon flow which can be run for the j—th section in

up-direction.
Pjd.min: The minimum wagon flow which can meet the requisite traffic demand

required for the j—th section in down-direction.

Pjd.maz: The maximum wagon flow which can be run for the j—th section in

down-direction.

Mj maz: The maximum number of wagons to form a wagon list in the j—th
section. It is determined by the locomotive hauling limit and the useful length of

the receiving and departure tracks in the j—th section.

v;: The maximum possible number of wagons that can be operated by service

operation in the :—th station.
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u;: The maximum possible number of wagons that can be marshalled in the :—th

station.

¢;u: The percentage of time that can be used a day (1440 minutes) for freight

transportation in the j—th section in the up direction.

@;qa: The percentage of time that can be used a day (1440 minutes) for freight

transportation in the j7—th section in the down direction.

tr;,: The minimum time interval between two wagon lists of the j—th section in

the up direction regulated by the train working diagram.

tr;4: The minimum time interval between two wagon lists of the j—th section in

the down direction regulated by the train working diagram.

10;- The minimum cost for marshalling one local wagon in the i—th station.
This cost happens in an ideal situation when the number of wagons to be mar-
shaled is large enough and the marshalling degree is deep enough for one mar-

shalling operation.
Z114: Coefficient for the effect from centralised marshalling operation.

Ga;: The number of local wagons to be marshaled for one marshalling operation.

It is determined by the loading/uploading capacity in the ¢—th station.

Z19;: Coefficient for the effect from deepened marshalling operation. It is an
average additional cost spent for one wagon for marshalling operation.
/ / / / / " /! / / / / /! / 1/ /! /
Aj, By, aly, by, by, Uy, Oy, @i 0310015, o1, Baois Basil s Qg Ba1is B:s Pz Vaiges
/ / / " 1/ /! 1 . 1 3 M
Birires Baoirs Bsin> Vi B51ik0 Baoirs Basi: Coefficients which are to be obtained

through statistic data.

10; The minimum cost for marshalling one local district wagon in the i—th
station. This cost happens in an ideal situation when the number of wagons to
be marshaled is large enough and the marshalling degree is deep enough for one
marshalling operation.

16;: The minimum cost for marshalling one long distance wagon in the —th

station. This cost happens in an ideal situation when the number of wagons to
be marshaled is large enough and the marshalling degree is deep enough for one

marshalling operation.

50;: The minimum cost for service operation for one local wagon in the i—th
station. This cost happens in an ideal situation when marshalling is deep enough

such that service operation can be operated easily and conveniently.
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Z4,;: The additional cost for service operation for one local wagon in the —th
station. This cost happens when marshalling is superficial thus service operation
become unhandy.

%0;: The minimum cost for service operation for one local district wagon in the

1—th station. This cost happens in an ideal situation when marshalling is deep

enough such that service operation can be operated easily and conveniently.

51;- The additional cost for service operation for one local district wagon in
the 7—th station. This cost happens when marshalling is superficial thus service

operation become unhandy.

Cyi: The coefficient on centralisation and detention for local wagon flow, which
is a number between eight and twelve. The number is decided by specialties

from different wagon flows.

C.mi: The coefficient on centralisation and detention for long distance wagon

flow, which is a number between eight and twelve.

4. Coefficient on service facilitation for local wagons, which equals the addi-

tional halting time when service operation is totally inconvenient.

Z4.: Coefficient on service facilitation for local district wagons, which equals

the additional halting time when service operation is totally inconvenient.

Z40;: The basic cost for adding/removing one wagon to/from a wagon list in the
1—th station. This cost happens when the number of wagons to be added/removed

is large enough.

Z41;- The additional cost for adding/removing one wagon to/from a wagon list in
the ¢ —th station. This cost happens when the number of wagons to be added/removed

is small enough (equaling one).

C,.: The cost for one wagon to halt one hour, which is caused by wagon depre-

ciation.

Si: The percentage of wagons which have special safety requirement of local

wagons in the i—th station.

Siq: The percentage of wagons which have special safety requirement of local

district wagons in the 7—th station.

T,;: Average time to marshal a wagon which has special safety requirement in
the ¢—th station.

Tiimin: The least time for marshaling one local wagon list in the 7—th station.
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4)

5)

Tiimaz: The time spent for marshaling one local wagon list with the highest

specification and completeness in the ¢—th station.

Tiamin: The least time for marshaling one local district wagon list in the :—th

station.

Tidmaz: The time spent for marshaling one local district wagon list with the
highest specification and completeness in the :—th station.

Formula:

(9.3a) describes a railway bureau’s objective which aims at achieving the maxi-
mum profit for freight operation administrated by this railway bureau. It has two

parts: the profit from the railway network and technical stations in this bureau.

(9.3b) and (9.3c) mean that wagon flows in both up-direction and down-direction
have their minimum and maximum limits. Thus the total number of vans from

one station to another has its limits too.

(9.3d) and (9.3e) tell how the limits set for wagon flows in up-direction and

down-direction are determined and calculated.

(9.3f) and (9.3g) mean the number of long-distance wagon flows to be mar-

shalled in technical stations can not exceed their operating abilities.

(9.4a) is the objective for a technical station, which aims at lowering its operation
cost. The operation cost is from three parts: local wagon flow, local district

wagon flow, and long-distance wagon flow.

(9.4b) denotes how the operation cost for local wagon flow, local district wagon

flow, and long-distance wagon flow are calculated.

(9.4¢)-(9.4d) mean there exist minimum and maximum limits for marshalling
both local wagon flow and local district wagon flow.

Symbols:

F}: The economical benefit of the railway network within the area administrated

by a railway bureau.

F;: The economical benefit obtained by all of the technical stations adminis-

trated by the railway bureau.
C‘wj: The freight traffic unit cost in the j—th section.

AC’wj: Additional unit cost in the j—th section.
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Cs,: The operating cost in the i—th station. It fluctuates with the change of

controlling variables from both the leader and the followers.

I,: The number of wagons that go through the j—th section in the up direction

per minute.

M min: The minimum number of wagons to form a wagon list in the j—th sec-

tion.

I4: The number of wagons that go through the j—th section in the down direc-
tion per minute.

/.

”1;- Daily cost spent for marshalling local wagon flow for the ¢—th station.

"o
zli®

station.

Daily cost spent for marshalling local district wagon flow for the i—th

" .
zli®

station.

Daily cost spent for marshalling long-distance wagon flow for the ¢—th

'+ Daily cost spent for service operation made for local wagon flow for the
1—th station.

"o
z21°

for the 7—th station.

Daily cost spent for service operation made for local district wagon flow

C'.3;: Daily cost spent for centralising and detention wagons in the ¢—th station.

ACy;: Different sections may have different requests on the number of wagon
lists to be run in that section. Thus adding/reducing wagons may be needed in
technical stations to meet the requirements of its adjacent sections. AC5; is the

daily cost spent for adding/reducing wagons in the 7—th station.

o .: Average daily cost spent for marshalling one local wagon for the i—th
station.

/A
zli*

1—th station.

Average daily cost spent for marshalling one local district wagon for the

C",;: Average daily cost spent for service operation made for local wagon flow
for the 7—th station.

/AN

Toi: Average daily cost spent for service operation made for local district wagon

flow for the i—th station.

N;: The total hours spent by all wagons which are halted in the 7—th station.
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i+ The number of additional hours spent for service operation for a local

wagon in the ¢—th station.

‘i The number of additional hours spent for service operation for a local

district wagon to the £—th direction in the :—th station.

Z4;: The cost spent for adding/removing one wagon.

9.2.4 Experiments

In this section, we consider the RWFM problem in a railway bureau “Bureau A”.
Within the area administrated by Bureau A, there are three technical stations: Station
A, Station B, and Station C. Connecting these stations, we have three sections: Section
A that connects Station A and Section B, Section B that connects Station B and Section
C, and Section C that connects Station C and Station A. We list the values of some of
the main coefficients, which are used to build up the RWFM OLMFB decision model,
in Table 9.2 and 9.3.

Table 9.2: Summary of the coefficient values in the case study - 1

Stations Pjumin | Pjumaz | Pjdmin | Pjd-max % (%
A 10 29 10 29 19 | 19
B 10 29 10 29 19 | 19
C 10 29 10 29 19 | 19

Table 9.3: Summary of the coefficient values in the case study - 2

Sections 71ilmin ,-Tilma.r ﬂdmin /I%dmaaz

A 15 minutes | 20 minutes | 15 minutes | 22 minutes
B 15 minutes | 23 minutes | 15 minutes | 25 minutes
C 15 minutes | 22 minutes | 15 minutes | 21 minutes

To help the decision maker in Bureau A make an optimal RWFM plan, we use the
PSO-based algorithm developed in Section 7.2.2, which was implemented by Visual
Basic 6.0, and tested on a desktop computer with CPU Pentium 4 2.8GHz, RAM 1G,
Windows XP. By 342 seconds running, the solutions for Bureau A are reached and

summarised in Table 9.4.
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Table 9.4: Summary of the solutions for Bureau A and the Stations

Stations | pju | Pja | Qai + Qi | @20 | Tor | Y1 | Yisa | Yui

A 24 | 28 42 10 18 | 0.2 | 0.78 | 0.41

B 27 | 23 38 12 ] 11 | 0.55 | 0.67 | 0.35

C 24 | 17 25 16 | 7 | 053|098 | 048

Table 9.5: Summary of the solution differences
Stations | pj. Pid | Qai T Qi | Q2 | Tor | Yic Y1sil Y1i

A 0.002 | 0.12 0.1 0.05 | 0.37 | 0.16 | 0.00043 | 0.1
B 0.04 | 0.29 0.02 0.27 | 0.42 | 0.33 0.01 1.23
C 0.17 | 0.37 0.42 0.07 | 0.57 | 0.02 0.27 | 0.09

To test the stability of this PSO-based algorithm, this case has been run six times
by the algorithm. The solution variances are summarised in Table 9.5.

In Table 9.5, we can see that, there is no tremendous diversion among the solutions
obtained. For every running, the solution has been obtained within 400 seconds. Thus,
we can come to the conclusion that the PSO-based algorithm proposed in this study
could explore veracious solutions for RWFM problems with quite effective and stable

performance.

9.2.5 Conclusions

In this research, the bi-level nature of RWFM has been put forward. A RWFM
OLMEB decision model has been developed. We apply this model and the PSO-based
algorithm on a case study. Experiment results show that the approach proposed in this
research could effectively deal with RWFM problems. However, as a lot of practical
details have to be ignored for articulating the model building, this decision model has
its limitations when applied directly for RWFM decision making. Future efforts will

be focused on relating more practical and randomly occurred issues from field works.
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9.3 Competitive Strategic Bidding Optimisation in Elec-
tricity Markets '

9.3.1 Background

Throughout the world, electric power industries are undergoing enormous restruc-
turing processes from nationalised monopolies to individual organisations in a com-
petitive market (Huang & Pai 2002) with the support of digital ecosystems. Because
of the significance and particularity of electricity energy to national economics and
society (Guerrero, Hang & Uceda 2008), electricity markets must be operated under
extensive conditions of absolute security and stabilisation. The research on electricity
markets has attracted many researchers, owners and managers from electricity entities
and authorities with the development of current digital ecosystems. The competitive
mechanism of day-ahead markets is one very important research issue in the electricity
market study, which can be described as follows. Each generating company submits
a set of hourly (half-hourly) generation prices and the available capacities for the fol-
lowing day. According to this data and an hourly (half-hourly) load forecast, a market
operator allocates generation output for each unit.

Nowadays, the viewpoint that electric power industries are monopoly industries is
in doubt and has been extensively challenged. Many countries are considering chang-
ing the operation of their electric power industries. The aim of marketing electric
power industries is to break the monopoly and introduce competition. As no determi-
nate operation model for electricity markets exists, the marketing procedure of elec-
tric power industries varies from country to country. Generally speaking, there are
three kinds of running models in electricity markets: the power pool model, wholesale
competitive model, and retail competitive model. These models adopt three kinds of
electric power trading methods: long term contract, day-ahead market, and facility ser-
vice. Among them, day-ahead market is the most competitive and active part, which
imposes great influence on profits for each participant in the market. Specifically, each
generating company submits a set of generation prices and other related data, based on
which the market operator makes a generating plan for the following day. To optimise
this procedure, many models and algorithms have been proposed.

A lot of research has been done on how to strategically bid prices for those gener-

ating companies, and how to dispatch generation output for market operators to each

I'The work presented in this section is a joint research with Professor Guoli Zhang, from the Depart-
ment of Mathematics and Physics, North China Electric Power University, China.
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of their units. David and Wen (David & Wen 2000) conducted a literature survey on
strategic bidding in competitive electricity markets. Literature (Li & Shahidehpour
2007; Haghighat, Seifi & Ashkan 2007) uses supply function equilibrium model to
maximise generating companies’ profits and obtain a Nash equilibrium in a day-ahead
electricity market. Literature (Wen & Kumar 2001; Weber & Overbye 2002; Pang
& Fukushima 2005) uses game theory (Munz, P.Schumm, A.Wiesebrock & Allgower
2007) to build a strategic bidding model for generating companies and reach a Nash
equilibrium solution. However, these models do not include ramp rate constraints,
which are crucial to guarantee a real optimal solution. In addition, because strategic
bidding problems involve two hierarchical optimisations, and are different from a con-
ventional game model, a new Nash equilibrium is needed as a solution. Furthermore,
because strategic bidding problems involve two hierarchical optimisations, and there
exists a game relationship among the upper partners, the decision from every game
player (generating company) will be influenced by other players (generating compa-
nies) as well as by the generating dispatch policy from the lower partner (the market
operator). This problem is different from a conventional game model, and a new Nash
equilibrium is thus needed as a solution. From the literature, only Pang and Fukushima
(Pang & Fukushima 2005) have discussed the generalised Nash equilibrium concept.
However, their method is still not suitable for describing a strategic bidding problem
in electricity markets. Literature (Bjondal & Jornsten 2005) has used a bi-level opti-
misation method to build a generation output allocation model, but does not consider
competitive bidding problems from generating companies. Literature (Fampa, Bar-
roso, Candal & Simonetti 2008) has built a competitive strategic bidding model using
bi-level optimisation by means of the Cournot and Bertrand model, but did not include
ramp rate constraints in their model.

Compared with current research on bidding problems in electricity markets, this
study applies bi-level techniques in electricity markets to build up an MLOFB decision

model for strategic bidding problems including the ramp rate constraints.

9.3.2 Bidding Strategy Analysis in Competitive Electricity Mar-
kets

In an auction-based day-ahead electricity market, each generating company will try
to maximise its own profit by strategic bidding. Normally, each generating company
submits a set of hourly (half-hourly) generation prices and available capacities for the

following day. Based on this data and an hourly-load (half-hourly-load) forecast, a
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market operator will allocate generation output. In this section, under the analysis
of bidding strategy optimisation problems, we build a competitive strategic bidding
model for generating companies and a generation output dispatch model for a market

operator in a day-ahead electricity market.

A Strategic Pricing Model for Generating Companies

In the upper level, each generating company is concerned with how to choose a
bidding strategy, which includes generation price and available capacity. Many bid-
ding functions have been proposed. For a power system, the generation cost function
generally adopts a quadratic function of the generation output, i.e. the generation cost

function can be represented as

Ci(P;) = a; P} + b P; + ¢; 9.5)

where P; is the generation output of generator j, and a;, b;, ¢; are co-efficient of gen-
eration cost function of generator j.

The marginal cost of generator j is calculated by:

/\j = 20,ij + bj (96)

It is a linear function of its generation output ;. The rule in a goods market may
expect each generating company to bid according to its own generation cost. Therefore,

we adopt this linear bid function. Suppose the bidding for the j-th unit at time ¢ is

Ryj = auj + By 9.7)

where ¢ € T is the time interval, 7' is time interval number, j represents the unit
number, P; is the generation output of unit j at time ¢, and c; and f3;; are the bidding
coefficients of unit j at time ¢.

According to the justice principle of “the same quality, the same network, and the
same price”, we adopt a uniform marginal price (UMP) as the market clearing price.
Once the energy market is cleared, each unit will be paid according to its generation

output and UMP. The payoff of the i-th generating company is:

T
b= Z(Z UMP,F;j — Z(%Pfj + by Py + c1j)) (9.8)
t=1

jeG; Jj€G;

where G; is the suffix set of the units belonging to the i-th generating company. Each
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generating company wishes to maximise its own profit F;. In fact, F; is the function
of P,j and UM P,, and UM P, is the function of all units’ bidding «;, 3;; and output
power P,;, which will impact on each other. Therefore, we establish a strategic pricing

model for generating companies as follows:

max Fi:}?i(atl76t17“'JatN7ﬁtN7Pt17“'7F)tN>

atj B J€G;

T
=> (UMPP; = (a;P} +b;P; + ¢;)) (9.9)

1 JjEG;

1=1,2,---,L (9.10)

t

where L is the number of generating companies, P,j = ZjeGi Py, t=1,2,---,T.
The profit calculated for each generating company will consider both F;; and UM P,

which can be computed by a market operator, according to the market clearing model.

A Generation Output Dispatch Model for a Market Operator

A market operator actually represents the consumer electricity purchase from gen-
erating companies, under the conditions of security and stabilisation. The objective of
a market operator is to minimise the total purchase fare, while encouraging generating
companies to use a bid price as low as possible. It is reasonable that the lower the price,
the more the output. Thus, the function value of a market operator’s objective will be
calculated according to the bidding price. Most previous strategic bidding models do
not include ramp rate constraints, without which the solution for generating dispatch
may not be a truly optimal one. We should consider the ramp rate constraints in the real
world when modelling a generating dispatch. However, if a model includes ramp rate
as a constraint, the number of decision variables involved in the problem will increase
dramatically, which requires a more powerful solution algorithm. Based on the anal-

ysis above, we build a market operator’s generation output dispatch model as follows:

T N
H]%tl]nf: f(a/tbﬁtlf” 7OétNaﬁtN7Pt17”' 7PtN) = ZZRUB] (9113)

t=1 j=1

N
subjectto Y P = Pyp (9.11b)

J=1

ijm < Ptj < ija:ﬂ (911C)
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—D; <Py —P;<U;t=1,2,---,T (9.11d)

where ¢ € T is the time interval, 7' is the time interval number, j represents the
unit number, P;; is the generation output of unit j at the time ¢, and ay; and 3;; are the
bidding co-efficients of unit j at the time ¢, P;p is the load demand at the time ¢, Pj,ip
is the minimum output power of the j-th unit, Pj,,,, is the maximum output power of
the j-th unit, D; is the maximum downwards ramp rate of the j-th unit, and U; is the
maximum upwards ramp rate of the j-th unit.

After receiving all generating companies’ bid data, a market operator determines
the output power of each unit and UM P, in time slot t. UM P, can be calculated
according to the following steps:

Step 1 calculate output power of each unit j for all time slot ¢ using formula 9.11;
Step 2 compute bidding [?;; corresponding to the generation output F;;;

Step 3 account UM P, = max}’ | Ry;.

9.3.3 An MLOFB Decision Model in Competitive Electricity Mar-
kets

From the analysis above, we know that in an auction-based day-ahead electricity
market, each generating company tries to maximise its own profit by strategic bidding,
and each market operator tries to minimise its total electricity purchase fare. The
decision of one will influence the other. This is a typical bi-level decision problem,
which has multi-leaders and only one follower, with generating companies as leaders
and a market operator as a follower.

By combining the strategic pricing model defined in (9.9) with the generation out-
put dispatch model defined in (9.11), we establish an MLOFB decision model for com-
petitive strategic bidding-generation output dispatch in an auction-based day-ahead

electricity market as follows:

max  F; = Fy(an, Btl, -+ ;oaun, Bin, P, -+, Pin)

aj,P,d€G;

T
=> (UMPP; = (a;P} +b;P; + ¢;)) 9.12)

1 JjEG;

i=1,2,-- L (9.13)

t
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T N
min f = f(an, B, oy BN, P, Piy) = DD Bubi 014

N
subjectto Y P = Pyp (9.15)
j=1
ij'm g Ptj g ijax (916)
—ngptj—Pt_Ljng,tzl,Q,"',T (917)

where oy and 3;; are the bidding co-efficients of unit j at time ¢, Qtmin, Ctmazs Btmins
Btmae are the lower and upper limits for oy; and (3;; respectively, L is the number

of generating companies, P,; = > P, Pjni, is the minimum output power of the
JEGL
J-th unit, Pj,,,, is the maximum output power of the j-th unit, D; is the maximum

downwards ramp rate of the j-th unit, and U; is the maximum upwards ramp rate of
the 7-th unit.

9.3.4 Experiments

In this section, we employ a real world strategic bidding problem in an electricity
market to test the MLOFB decision model and use the PSO-based algorithm developed

in section 7.1.2 to solve the problem.

Test Data

In order to test the effectiveness of the proposed bi-level decision model and the
PSO-based algorithm when solving the model defined by (9.12), a typical competitive
strategic bidding case consisting of three companies with six units and twenty-four
time-intervals is chosen. The generation cost function can be calculated by using (9.5),
where the cost co-efficients of unit 7 and other technical data are given in Table 9.6,
the load demands for each time interval ¢ are given in Table 9.7.

In Table 9.6, Units 1 and 2 belong to the first generating company, Units 3 and
4 belong to the second generating company, and Units 5 and 6 belong to the third
generating company.

To simplify computation, the limit of strategic bidding coefficients does not vary by
different time slots and we suppose: qmin = 7, Cmazr = 9, Bimin = 0.0002, Bynae =
0.007,t=1,2,---,T,5=1,2,--- | N.



PHD Thesis, UTS 167

Table 9.6: Technical data of units - 1

Unit a; Prin | Praz | b c; D; U;
No. MW) | (MW) (MW/h) | (MW/h)

1 10.00028 | 50 680 | 4.10 | 150 80 85

2 10.00312 | 30 150 | 4.50 | 80 45 60

3 10.00048 | 50 360 | 4.10 | 109 60 65

4 10.00324 | 60 240 | 3.74 | 125 45 80

5 ]0.00056 | 60 300 | 3.82 | 130 70 80

6 |0.00334 | 40 160 | 3.78 | 100 55 40

Table 9.7: Technical data of units - 2

t 1 2 3 4 5 6 7 8
Pip | 1033 | 1000 | 1013 | 1027 | 1066 | 1120 | 1186 | 1253
t 9 10 11 12 13 14 15 16
Pip | 1300 | 1340 | 1313 | 1313 | 1273 | 1322 | 1233 | 1253
t 17 18 19 20 21 22 23 24
Pip | 1280 | 1433 | 1273 | 1580 | 1520 | 1420 | 1300 | 1193

Experiment Results

This example is run by the PSO-based algorithm proposed in Section 7.1.2, which
was implemented by Visual Basic 6.0, and tested on a desktop computer with CPU
Pentium 4, 2.8GHz, RAM 1G, Windows XP. The running results are listed from Table
9.8 to Table 9.12.

Under these solutions, the objective values for both the leaders and the follower are
listed in Table 9.12.

Experiment Analysis and Evaluation

In this section, a strategic bidding problem in an electricity market is employed.
By the PSO-based algorithm, solutions are reached for both the generating companies
and the market operator to help them make strategic decisions. From the experiment,
we can see that the MLOFB decision model can effectively model strategic bidding
problems from electricity markets. Existing models either fail to deal with the gaming
relationships among generating companies or ignore the hierarchical nature between
generating companies and a market operator. By considering the gaming and bi-level

relationships among generating companies and market operators simultaneously, the
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Table 9.8: Running results for c; from the example

t(column) j (row) 1 2 3 4 5 6
1 7.37 | 7.61 | 732 |7.03| 727 | 8.98
2 876 | 7.74 | 8.71 | 7.15 | 8.13 | 7.10
3 7.18 | 8.89 | 8.60 | 8.84 | 8.55 | 8.26
4 7.36 | 8.33 | 7.31 | 8.28 | 8.73 | 7.70
5 7.10 | 8.80 | 8.51 | 8.75 | 8.46 | 8.17
6 859 | 7.57 | 854 | 898 | 7.96 | 8.93
7 7.11|7.35|7.06 | 8.77 | 7.01 | 8.72
8 8451890 | 7.87 | 8.85 | 7.82 | 8.80
9 8.29 | 8.00 | 8.24 | 795 | 7.66 | 7.37
10 842|739 | 837 | 881|779 | 8.76
11 7.57 | 7.28 | 7.52 | 7.23 | 894 | 7.18
12 7.02 1799|897 | 794|839 7.36
13 7.49 | 7.20 | 7.44 | 7.15| 8.86 | 7.10
14 82517221820 | 864|762 | 859
15 804|774 798 | 769|740 7.11
16 8.11 | 856 | 7.53 | 8.51 | 7.48 | 8.45
17 8.68 | 8.92 | 8.63 | 8.34 | 8.58 | 8.29
18 8.08 | 7.05 | 8.03 | 847 | 7.45 | 8.42
19 850 | 821|792 |8.16 | 7.86 | 7.57
20 8.68 | 7.65 | 8.63 | 7.07 | 8.04 | 7.02
21 841 | 8.12 | 7.83 | 8.07 | 7.78 | 7.49
22 791 | 8.88 | 7.33 | 8.30 | 7.27 | 8.25
23 8.43 | 8.67 | 8.38 | 8.09 | 8.33 | 8.04
24 7.24 | 821 | 7.19 | 8.16 | 7.14 | 8.11

MLOFB decision model can better reflect the features of real-world strategic bidding

problems in electricity markets and format these problems more practically.

9.3.5 Conclusions

With the development of digital ecosystems, competitive strategic bidding optimi-
sation of generating companies in electricity markets becomes more practically im-
portant and technically implementable. This section applies bi-level programming and
swarm algorithms to model competitive strategic bidding decision-making in electric-
ity markets and obtain solutions. Experiment results show that the proposed PSO-
based algorithm can achieve a generalised Nash equilibrium for an MLOFB problem

in an electricity market by providing generating companies with competitive strategic



PHD Thesis, UTS

169

Table 9.9: Running results for 3;; from the example

t(column) 5 (row) 1 2 3 4 5 6

1 0.00089 | 0.00205 | 0.00321 | 0.00438 | 0.00554 | 0.00670
2 0.00208 | 0.00074 | 0.00440 | 0.00307 | 0.00673 | 0.00539
3 0.00641 | 0.00077 | 0.00193 | 0.00310 | 0.00426 | 0.00542
4 0.00278 | 0.00644 | 0.00510 | 0.00377 | 0.00063 | 0.00609
5 0.00048 | 0.00164 | 0.00280 | 0.00397 | 0.00513 | 0.00629
6 0.00382 | 0.00249 | 0.00615 | 0.00481 | 0.00348 | 0.00034
7 0.00350 | 0.00467 | 0.00583 | 0.00699 | 0.00135 | 0.00251
8 0.00022 | 0.00568 | 0.00435 | 0.00121 | 0.00667 | 0.00353
9 0.00687 | 0.00123 | 0.00420 | 0.00536 | 0.00653 | 0.00089
10 0.00556 | 0.00423 | 0.00109 | 0.00655 | 0.00522 | 0.00208
11 0.00060 | 0.00176 | 0.00292 | 0.00408 | 0.00525 | 0.00641
12 0.00626 | 0.00493 | 0.00179 | 0.00045 | 0.00411 | 0.00278
13 0.00147 | 0.00263 | 0.00379 | 0.00496 | 0.00612 | 0.00048
14 0.00051 | 0.00597 | 0.00464 | 0.00150 | 0.00696 | 0.00382
15 0.00449 | 0.00565 | 0.00682 | 0.00118 | 0.00234 | 0.00350
16 0.00551 | 0.00237 | 0.00103 | 0.00469 | 0.00336 | 0.00022
17 0.00106 | 0.00222 | 0.00339 | 0.00455 | 0.00571 | 0.00687
18 0.00406 | 0.00092 | 0.00638 | 0.00324 | 0.00191 | 0.00556
19 0.00658 | 0.00094 | 0.00391 | 0.00507 | 0.00624 | 0.00060
20 0.00295 | 0.00162 | 0.00527 | 0.00394 | 0.00080 | 0.00626
21 0.00065 | 0.00362 | 0.00478 | 0.00595 | 0.00031 | 0.00147
22 0.00580 | 0.00266 | 0.00132 | 0.00498 | 0.00365 | 0.00051
23 0.00368 | 0.00484 | 0.00600 | 0.00036 | 0.00333 | 0.00449
24 0.00220 | 0.00586 | 0.00452 | 0.00138 | 0.00684 | 0.00551

Table 9.10: Running results for U M P, from the example

t=1 | t=2 | t=3 | t=4 | t=5 | t=6 | t=7 | t=8

17.81 | 8.62 | 1.49 | 8.19 | 2.77 | 435 | 1431 | 4.43

t=9 [t=10|t=11|t=12 |t=13|t=14|t=15|t=16

875 | 6.40 | 1345 | 1230 | 1.06 | 947 | 1893 | 15.88

t=17 |t=18 | t=19 | t=20|t=21|t=22|t=23|t=24

14.39 | 18.87 | 5.42 | 11.10 | 19.35 | 14.60 | 18.23 | 7.34

bidding within network security constraints.
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Table 9.11: Running results for F;; from the example

t(column) j (row) | 1 2 3 4 5 6
1 493 | 150 | 50 | 240 | 60 | 40
2 445 | 145 | 63 | 232 | 70 | 45
3 443 | 140 | 76 | 224 | 80 | 50
4 442 | 135 89 | 216 | 90 | 55
5 466 | 130 | 102 | 208 | 100 | 60
6 505 | 125 | 115 [ 200 | 110 | 65
7 556 | 120 | 128 | 192 | 120 | 70
8 608 | 115 | 141 | 184 | 130 | 75
9 640 | 110 | 154 | 176 | 140 | 80
10 665 | 105 | 167 | 168 | 150 | 85
11 623 | 100 | 180 | 160 | 160 | 90
12 593 | 110 | 193 | 152 | 170 | 95
13 538 | 105 | 206 | 144 | 180 | 100
14 478 | 108 | 231 | 165 | 210 | 130
15 412 | 109 | 252 | 150 | 200 | 110
16 333 | 130 | 285 | 180 | 210 | 115
17 275 | 130 | 320 | 210 | 220 | 125
18 268 | 150 | 360 | 240 | 260 | 155
19 322 1 120 | 300 | 200 | 211 | 120
20 390 | 150 | 360 | 240 | 290 | 150
21 326 | 150 | 355 | 230 | 299 | 160
22 266 | 143 | 356 | 240 | 270 | 145
23 191 | 120 | 320 | 239 | 280 | 150
24 207 | 100 | 300 | 200 | 254 | 132

Table 9.12: Objective values for the decision makers

The 1st generat-
ing company

The 2nd gener-
ating company

The 3rd generat-
ing company

The market op-
erator

73313

65799

46376

225272
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9.4 Bi-level Pricing Models in a Supply Chain >

9.4.1 Background

Due to rapid technological innovation and severe competition, in hi-tech industries
like computers and communication, the upstream component price and the downstream
product cost usually decline significantly with time. In such a background, an effective
pricing supply chain model becomes crucial. In a supply chain, both a buyer and a
vendor aim to maximise their profits in the inventory system but their decisions are
related with each other in a hierarchical way. By taking a buyer and a vendor as
the leader respectively, this section establishes two bi-level pricing models for pricing
problems for a buyer and a vendor in a supply chain. These two models consider a
buyer and a vendor as the leader and the follower alternatively, allowing them make

decisions sequentially and fully considering the mutual influences from each other.

9.4.2 Bi-level Pricing Models

In this section, by switching the leader/follower role respectively between a buyer
and a vendor, two bi-level pricing models are developed for them in a supply chain.

In a buyer-vendor system, a buyer’s net profit can be calculated by Yang et al.
(2007):

PooD 1—(1—ry)"
0 [eHln(l—rm) o 1] o PbOQ ( 'rb)

NPy = — "m0
In(1 —7) 1— (1—ry)mn

H (9.18)
FbHPon 1 — (1 — Tb)
— — — mnC,
2mn 1 _ (1 —ry)mn
A vendor’s net profit can be calculated by Yang et al. (2007):
1—(1—m)" 1—(1—r)"
e N D
1—(1—rp)mn I1—(1—=ry)m
o (9.19)
F,HP,,im—1)Q1—(1—r,) c
2n 1—(1—r)"

In (9.18), a buyer controls m, the number of buyer’s lot size deliveries per vendor’s
lot size; and 7r,,, the weekly decline-rate of market price to the end-consumer. In

(9.19), a vendor controls n, the number of orders that a vendor places for the item

>The work presented in this section is a joint research with Professor Hui-Ming Wee, from the
Department of Industrial and Systems Engineering, Chung Yuan Christian University, Taiwan.
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from a supplier in the planning horizon; 73, the weekly decline-rate of the buyer’s
purchase cost; and r,, the weekly decline-rate of the vendor’s purchase cost. All other
parameters defined in the problem are constants. The explanations of symbols used in

the above two formulas are listed in Table 9.13.

Table 9.13: Explanations on symbols used in (9.18) and (9.19)

n number of orders that a vendor places for the item from a sup-
plier in the planning horizon

m the number of a buyer’s lot size deliveries per vendor’s lot size
Q a buyer’s lot size
Tp

D

the weekly decline-rate of a buyer’s purchase cost
the weekly demand rate
Ty the weekly decline-rate of a vendor’s purchase cost
rm | the weekly decline-rate of market price to an end-consumer
H | the weekly length of the planning horizon
F, | avendor’s holding cost per dollar per week
F, | abuyer’s holding cost per dollar per week
C, | avendor’s ordering cost per order
C, | abuyer’s ordering cost per order
P,y | avendor’s unit purchase cost at the initial time
Py | abuyer’s unit purchase cost at the initial time
P,0 | the market price to an end consumer at the initial time
P,(t) | avendor’s unit purchase cost in week ¢
P,(t) | abuyer’s unit purchase cost in week ¢
P,.(t) | a market price to an end consumer in week ¢
NP, | avendor’s net profit in the planning horizon
NP, | abuyer’s net profit in the planning horizon
NP | the joint net profit of both a vendor and a buyer in the planning
horizon

When making the pricing strategy, if we take the point of view from a buyer to
make his or her profit a priority over a vendor, we can make the buyer as the leader
and a vendor as the follower. By combining Formulas (9.18) and (9.19), we establish

a bi-level pricing model in a supply chain as follows:
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PoD 1—(1-m)"
max NPb<m,Tm,n,7”b,Ty) — —O[eHln(lfrm) _ 1] — PoQ ( Tb)H
M In(1 —r,,) 1— (1= rp)mn

F,HPwQ 1 —(1—r)"
_BHPQ L= =) e (9.20a)

2mn 1 _ (1 —rp)mn

subjecttom > 0

0.0001 <y, <05 (9.20b)
1—(1—ry)" 1—(1—r)"
max NP, (m, 1y, n, 1y, 1) = Po@ ( rb)H — P,ymQ ( ! )H
Ty 1—(1—rp)mn I—(1—=ry)™
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(9.20¢)
subjectton > 0
0.0001 < r, 0.5
0.0001 < r, £0.5 (9.20d)

In this model, both a buyer and a vendor adjust their own controlling variables
respectively, wishing to maximise their own profits, under specific constraints. The
buyer is the leader, who makes decision first; and the vendor is the follower, who
makes decision after the buyer.

If we take the point of view from a vendor to make his or her profit a priority
over a buyer, we can make the vendor as the leader and a buyer as the follower. By
combining (9.18) and (9.19), we establish another bi-level pricing model in a supply

chain as follows:

1—(1—r)" 1—(1—r)"
max N P, (m, vy, n,7p, 1) = Pyo@ ( Tb)H — UOmQ(—T)H
Ty 1— (1 —ry)mn 1—(1—r,)"

F,HPy(m—1)01—(1—7,)"
. om=N@1=0=n) o (9210
2n 1—(1—r,)"
subjectton > 0
0.0001 < r, < 0.5
0.0001 < r, < 0.5 (9.21b)
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P,oD 1—(1—ry)"
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FEHPQ 1— (1 —1p)7
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In this model, both a buyer and a vendor adjust their own controlling variables respec-
tively, wishing to maximise their own profits, under specific constraints. The vendor is
the leader, who makes decision first; and the buyer is the follower, who makes decision
after the buyer.

9.4.3 Experiments

In this section, we illustrate the models developed in this study by the following

numerical example where the parameters are given as follows:
(1) The demand rate per week, D = 400 units
(2) The vendor’s unit purchase cost at the initial time, P,y = $4
(3) The buyer’s unit purchase cost at the initial time, P,y = $5

(4) The market price to the end consumer from the buyer at the initial time, F,,0 =

$6
(5) The buyer’s ordering cost per order, C;, = $30
(6) The vendor’s ordering cost per order, C,, = $1, 000
(7) The buyer’s holding cost per dollar per week, £}, = 0.004
(8) The vendor’s holding cost per dollar per week, F;, = 0.004
(9) Time horizon considered, H = 52 weeks

Yang et al.(2007) deals with this problem by solving a single level optimisation
problem: NP = NP, + N P,, where only the net profit of a buyer and a vendor must
be the same and only m and n are adjustable decision variables. We relax the constraint
of equal profit, and add r,,, r, and r, as decision variables. By using the PSO-based
algorithm in Section 7.2.2 to solve problems defined by Formulas (9.20) and (9.21), we
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obtain solutions for both the buyer and vendor. To evaluate the results of this research,
we compare these results with the results from the original model by Yang et al. (2007)
under a different negotiation factor «, which is defined as « = NP,/N P,. To make
the comparison fair and reasonable, besides m and n, we add r,,, 1, and r,, as decision
variables to be changeable to maximise the profit in Yang et al’s model (2007). Table
9.14 lists solutions from this research and solutions from the model by Yang et al.
(2007).

Table 9.14: Summary and comparison of running results

m T'm N T T NP, NP,
Yang et al. (2007) | 2 | 0.0001 | 9 | 0.0068 | 0.5 35,008 | 69,946
(o = 2)
Yang et al. (2007) | 2 | 0.0001 | 9 | 0.01 0.5 |41,280 | 63,710
1o<a<?)
Yang et al. (2007) | 2 | 0.0001 | 9 | 0.017 0.5 52,990 | 52,068
1 <a<1))
Yang et al. (2007) | 1 | 0.0001 | 9 | 0.032 0.5 68,548 | 36,605
05<a<]
Yang et al. (2007) Not applicable
(a < 0.5)
This study (buyer as | 5 | 0.0071 | 6 | 0.0372 | 0.0753 | 52,399 | 16,866
leader)
This study (vendor as | 3 | 0.0015 | 7 | 0.0026 | 0.0767 | 21,359 | 64,165
leader)

From Table 9.14, we can see that, using the bi-level pricing model (buyer as leader)
developed in this paper, the buyer’s profit will increase compared with Yang’s model
when a > 0.5. If the vendor is taken as the leader, he or she can achieve a profit
increase when o < 2, which is true for most pricing problems in a supply chain. As the
follower, the vendor or the buyer is bound to lose, despite the range of the negotiation
factor . This is understandable, because in a bi-level decision situation, we always
take the leader’s interest as a priority.

These results reveal that when applying bi-level programming technologies on pric-
ing problems in supply chains, some improvements can be achieved for a play (a buyer
or a vendor) if he or she is the leader.

In the two-stage vendor-buyer inventory system, our experimental data show that
the vendor, as leader, outperforms the buyer as leader. This is because a vendor, as
the leader, improves the actual consumption rates; the vendor making the first decision

ensures that production matches demand more closely, reduces inventory and improves
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business performance. This is why the VMI (vendor managed inventory) has become

very popular in recent years.

9.5 Summary

In this chapter, we apply bi-level programming techniques on three application
fields of railway transportation, electricity markets and supply chains. To begin with, a
non-linear bi-level decision model is used to analyse railway train set organising opti-
misation problems. Then, an OLMFB decision model and an MLOFB decision model
are built up on railway wagon flow management and day-ahead electricity markets re-
spectively. Finally, bi-level decision models are established for pricing problems in
supply chains. Addressed to these real world problems, the PSO-based algorithms
are used to reach solutions for decision makers in railway industries, electricity mar-
kets and supply chains. The experiments show that these bi-level decision models and

algorithms are quite reasonable by effectively providing optimisation solutions.
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10 Summary and Future Study

10.1 Summary of this Thesis

This thesis studies on the topic of bi-level decision making with different fea-
tures: multiple leaders/followers/objectives, fuzzy coefficients, arbitrary formats for
objectives and constraints. By combining these features, seven bi-level decision prob-
lems are addressed in this thesis: FLB decision problems, FMOLB decision prob-
lems, FMMLB decision problems, FLBG decision problems, MLOFB, OLMFB, and
MLMEB decision problems.

Based on the modelling of these seven bi-level decision problems by A—cut and the
Nash equilibrium concept, corresponding algorithms are proposed. By implementing
these algorithms, an FBDSS is developed to support bi-level decision making. Apply-
ing the bi-level programming techniques developed in this study, bi-level problems in
the fields of railway transportation, electricity markets and supply chains are explored
and solved by the FBDSS.

10.2 Future Study

Our future research on bi-level decision making can take many directions. Some

are listed below:

(1) Multi-level decision problems. Bi-level decision making is only a special case
of multi-level decision making. To extend current bi-level programming tech-
niques to deal with more complicated situations on three or more level optimi-

sation problems will be one of our future studies.

(2) Bi-level decision problems which are hard, or impossible, to describe by
mathematical optimisational models. Existing bi-level programming tech-
niques have almost exclusively focused on bi-level decision problems whose
objective and constraint functions can be generalised as specific mathematical

forms. However, most bi-level applications only have the information stored in
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3)

large databases, from which it is almost impossible to generate their mathemati-
cal definitions. Such a situation has frequently appeared in real world problems.
Unfortunately, modelling and solving a formless bi-level decision problem has
not received much attention in the research literature. To deal with bi-level deci-
sion problems which cannot be modelled by mathematical forms will be a new

direction in bi-level decision making in the future.

Further explorations on real world bi-level problems. Many real world de-
cision problems have hierarchical features, such as 1) optimisation units exist
within a predominantly hierarchical structure; 2) each lower level executes its
plans after, and in view of, decisions made at the upper level; 3) each unit inde-
pendently optimises its objective but is affected by the actions of other units; 4)
all relevant information is stored in a database from which it is very difficult to
generalise the mathematical formulations for the problem. However, to model
and solve them by appropriate bi-level programming techniques is still a chal-
lenge, as many special situations exist for a real world optimisation problem. Our
future effort will be channelled into applying the existing bi-level programming
techniques to real world bi-level decision problems, and adapting or extending
existing bi-level programming techniques to real world bi-level decision prob-

lems.
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