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ABSTRACT

This thesis primarily focuses on addressing the multistage stochastic equilibrium problem
involving risk-averse players. The impetus behind this research stems from the recent surge
in interest surrounding such problem domains, given their wide-ranging applications in
electricity power system management, natural gas markets, and other scientific, engineering,
and economic fields. Despite the growing interest and the imperative to tackle these
challenges, there exists a notable dearth of both modeling tools and algorithms that can
aid researchers in effectively handling this type of problem. Consequently, to address
this intricate issue, our study encompasses several contributions: (i) the introduction of
a standardized set of test instances that serve as benchmarks for evaluating algorithms
tailored to solve similar problems; (ii) the proposal of three decomposition frameworks
specifically designed to tackle this class of problem; and (iii) the development of a novel
graph framework capable of representing stochastic problems in a comprehensive manner.

In Chapter 1, a thorough overview of stochastic MOPECs with risk-averse players is
presented, aiming to provide a comprehensive understanding of the fundamental mathe-
matical underpinnings within this realm. The chapter delves into an in-depth exploration
of key mathematical concepts relevant to this area, including the Nash equilibrium problem,
variational inequality problem, stochastic problem incorporating a scenario tree, and the
incorporation of a coherent risk measure. By elucidating these concepts, readers gain a
nuanced understanding of the mathematical essence underlying stochastic MOPECs with
risk-averse players. Furthermore, the chapter elucidates a range of formulations utilized in
addressing these complex problems, thereby offering readers a comprehensive view of the
diverse approaches employed in tackling this particular class of problems

Chapter 2 encompasses a detailed exposition of three prominent problem instances,
namely the economic dispatch example, capacity expansion example, and hydroelectric-
ity example, which have emerged as widely employed scenarios within the field. Each
example is accompanied by a meticulous algebraic formulation, rendering a comprehen-
sive mathematical representation of the respective problem instance. Furthermore, this
chapter thoroughly investigates three distinct categories of market constraints, which hold
paramount significance within the modern economic landscape and find substantial ap-
plications across diverse domains. The inclusion of these diverse problem types and the
consideration of various market constraints collectively contribute to an expansive coverage
of the prevailing stochastic MOPECs with risk-averse players encountered in real-world
scenarios, thereby offering comprehensive insights into the realm of these problems.

Chapter 3 is dedicated to exploring the player-based inner structure of the problem,



with a particular emphasis on the stochastic PNEP (price-incentivized Nash Equilibrium
Problem) involving risk-averse players. A conjugate-based reformulation is employed to ensure
the independence of each player’s subproblem when the market price p is held constant.
This key property has motivated the development of numerous player-based algorithms for
solving such problems; however, their applicability to stochastic MOPECs with risk-averse
players is limited. In this chapter, two existing methods are initially examined, followed
by the introduction of an ADMM (Alternating Direction Method of Multipliers)-based
algorithm specifically designed to address the stochastic PNEP with risk-averse players.
The advantages of the proposed ADMM-based algorithm over the previously discussed
methods are demonstrated. Moreover, numerical results are presented in Chapter 3 to
illustrate various properties of the ADMM-based algorithm and to investigate the influence
of algorithmic parameters on its performance.

In Chapter 4, a new primal-MOPEC-dual-risk algorithm was introduced, presenting an
equilibrium reformulation as a novel approach to tackle the stochastic MOPEC (Multiobjec-
tive Programming with Equilibrium Constraints) with risk-averse players. This approach
leveraged a decomposition strategy motivated by the inherent nonlinearity introduced by
the inclusion of the probability vector p in the multistage problem formulation. Conse-
quently, when addressed by the PATH solver, the problem manifests as a highly nonlinear
complementarity problem. However, by fixing the probability vector p, the problem un-
dergoes simplification and, in the case of quadratic player objective functions, can even
be formulated as a linear complementarity problem. The resulting subproblem can then
be efficiently solved through a series of linear programming problems. In contrast to the
ADMM-based algorithm discussed in Chapter 3, the proposed primal-MOPEC-dual-risk
algorithm offers enhanced versatility in addressing general stochastic MOPECs with risk-
averse players, particularly in scenarios where players exhibit diverse Nash behavior during
their interactions. The efficacy of the algorithm is validated through its application to all
three examples, encompassing all three market constraints, demonstrating its superiority
over the classical PATH solver in terms of efficiency and performance.

Chapter 5 provides stage-based decomposition approach to deal with primal-MOPEC
subproblem defined in Chapter 4, we introduced a primal-MOPEC-dual-risk decomposition
algorithm. When dealing with scenario trees of substantial size, a notable challenge arises
due to the resultant increase in dimensions within the primal-MOPEC subproblem. To
address this challenge, a stage-based decomposition method is devised, allowing for the
partitioning of the comprehensive problem into smaller subproblems that are indexed
according to time stages. This partitioning facilitates enhanced computational efficiency

and enables the successful resolution of large-scale stochastic MOPECs with risk-averse



Xi

players.

In Chapter 6, the formulation of the multistage stochastic MOPEC with risk-averse
players is introduced, providing a comprehensive mathematical framework for analysis.
Additionally, a novel two-level graph representation is presented as a means to represent
the general stochastic problem. This representation offers a structured visualization that
aids in understanding the complex interactions and dependencies within the problem.
By employing this two-level graph representation, the intricacies of the general stochastic
problem can be effectively communicated and analyzed.

Chapter 7 presents the primary conclusions drawn from this thesis.
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1 INTRODUCTION

Nash equilibrium, and game theory, in general, has gained significant importance in a wide
range of fields, including economics [62], social science [57], algorithmic computer science
[20, 18], engineering sciences [37], and others.

The origin of the concept of equilibrium can be traced back to Cournot’s research [19] on
an oligopolistic economy, followed by von Neumann’s pioneering work on zero-sum two-
person games [69, 86]. Let A denote the set of the players. For each playera € A, letz, € R%
represent the strategy of player a, where d,, is a positive integer. The vector consisting of
all these strategies is denoted by @ = (2,)aca € RY, where d := Y _, d,. All other players’
strategies except the strategy of player a is denoted by z_, = (24 )ac a2 € R4, where
d_, = d — d,. Bach player a seeks to optimize a function f, dependent on z, and z_,, and

constrained by a set X,,. The classical Nash equilibrium problem

min  fo(x4;7_4)
Ta (1.1)
st. z,€ X,

was formally introduced by Nash [68, 67]. In this problem, the aim of player «a is to select a
strategy z, € X, that minimizes the objective function f,(x,;z_,), where f : RlaTd-a R,
given that the other players’ strategies x_, remain fixed. The generalized Nash equilibrium
problem (where X, = X,(z_,), meaning the constraint set X, is dependent upon the
actions of the other players) was formally introduced by Debreu in [22]. In the period
between the Arrow and Debreu seminal paper [4] and the 1990s, the primary focus was on
studying the existence and uniqueness of equilibria in the economic field. Since the 1990s,
there have been many contributions to the calculation of equilibria.

Over the past two decades, the desire to solve complex and large-scale equilibrium
problems has been at the heart of research interest for numerous researchers and practition-
ers. One category of such problems, which is particularly challenging, involves uncertainty
and is referred to as stochastic equilibrium problems. In fact, although substantial work
has been done to investigate deterministic equilibrium problems, stochastic equilibrium
problems are still challenging to researchers, and there lacks a practical, efficient and robust
computational framework to deal with them. The main goal of this thesis is to develop
practical methods to solve this kind of problem.

The stochastic equilibrium problem is a vital tool in strategic decision-making, market
power analysis, addressing inefficiencies, contract design, and environmental concerns.

It also aids in understanding interactions between sectors like agriculture, industry, and



transportation. Stochastic equilibrium models provide insights into complex systems,
enabling informed decisions and effective policy design.

In strategic decision-making, these models assess outcomes under uncertainty. By
incorporating stochastic elements, decision-makers can identify optimal strategies that
balance risk and reward. They evaluate scenarios, enabling the assessment of strategy
robustness. Stochastic equilibrium models are instrumental in studying market power
[53, 21, 51, 8]. They capture uncertain behavior and identify conditions for its emergence.
Researchers analyze market structures, dynamics, and strategic interactions to design regu-
latory interventions. Addressing inefficiencies benefits from stochastic equilibrium models.
These models quantify costs and benefits, facilitating the design of efficient interventions.
By considering uncertainty, researchers assess intervention effectiveness and identify mar-
ket failures. Contract design benefits from stochastic equilibrium models [72, 44]. They
model stochastic agent behavior, evaluate contract structures, and analyze risk-sharing and
efficiency. Such models allow for robust contracts that provide the right incentives. Envi-
ronmental concerns [82, 65], like carbon pricing and climate change, benefit from stochastic
equilibrium models. They integrate uncertainties in modeling carbon pricing mechanisms,
simulating market behavior, and evaluating policy consequences. Stochastic equilibrium
models enable the analysis of sectoral interactions. They help understand ripple effects and
trade-offs between sectors. By considering interconnectedness, policymakers can design
integrated policies for sustainable outcomes.

In conclusion, stochastic equilibrium models are essential in strategic decision-making,
market power analysis, addressing inefficiencies, contract design, and environmental
concerns. They provide valuable insights and facilitate evidence-based decision-making

and policy formulation.

1.1 Previous work

1.1.1 Deterministic equilibrium problems

Deterministic Nash equilibrium problems and complementarity problems have been ap-
plied extensively over the last two decades. An overivew of the application areas of the Nash
equilibrium problem and complementarity problem is given in [39]. Much research has
been devoted to utilizing deterministic Nash equilibrium problems and complementarity
problems to model market problems in a natural gas system [45, 43, 47, 28, 30, 31, 1], hydro-
thermal electricity markets [73, 84, 75, 64, 13, 6, 7, 14, 59], and transportation problems
[3,79,87,5,88, 61]. A detailed and comprehensive complementarity model for computing



market equilibrium values in the European natural gas system is presented in [30], which
includes 52 countries that produce, consume, or ship gas to Europe. A new multiseasonal,
multiyear, natural gas market equilibrium model is presented in [45] based on the concept
of a competitive equilibrium involving the market participants: producers, storage reservoir
operators, peak gas operators, pipeline operators,marketers, and consumers. These papers

in particular are motivational for our example problems.

1.1.2 Algorithms and tools to solve deterministic equilibrium

problems

Because of its wide application, there have been many contributions to the calculation
of equilibria in the deterministic setting. These works include natural Jacobi- or Gauss-
Seidel-type decomposition methods [55, 36], Variational Inequality (VI)-type methods
[25, 35, 66], Nikaido-Isoda (NI)-function-type [50, 54, 85, 27], penalty methods [70, 34],
Oridinary Differential Equation (ODE)-based methods [15, 42] and local Newton methods
[32].

Among these methods, one of the most important is utilizing the property that these
kinds of problems can be transformed into an equivalent deterministic variational inequality
or the mixed complementarity problem format. They can be solved by algorithms that are
designed to solve complementarity problems or variational inequality problems, such as the
PATH solver [25], MILES [78], NE/SQP [71], SMOOTH [17], QPCOMP [10], SEMISMOOTH
[9], interior point methods [16], semismooth least squares method [58], KKT based method
[33], derivative-free method [48] and Lemke’s method [80]. This kind of method is often
used by researcher because it is effective for a lot of applications mentioned above even
though the underlying problems do not necessarily satisfy theoretical requisites (such as
the monotonicity property of the variational inequality or complementarity problem).

1.1.3 Stochastic equilibrium problems

The study of equilibrium problems with uncertainty has received significant attention in
recent years [53, 21, 51, 8]. Research has been conducted to analyze its applications in the
natural gas market, with works such as [53] that used a stochastic Nash-Cournot modeling
technique for the European gas market, [21] that presented a stochastic Stackelberg game
for the European gas market, [51] that used a simulation and sample-path approach to
study the European gas market, and [8] that used a gradient-based quasi-Monte Carlo sim-
ulation technique to analyze the stochastic Mixed Complementarity Problem or Variational

Inequality. The study of stochastic equilibrium problems has also been extended to the



electricity power system, as demonstrated in works such as [72, 44, 82, 65]. For instance,
[89] examined the modeling and computation of a two-settlement oligopolistic equilibrium
in a congested electricity network.

1.1.4 Algorithms to solve stochastic equilibrium problems

Although uncertainty plays a critical role in modeling of a real life system, the curse of
dimension is an unavoidable issue in this area, especially in the multistage setting. Much
effort has been extended to design efficient algorithms to solve this type of problem. In [51]
a sample path approximation method was developed to solve the stochastic equilibrium
problem. Scenario reduction is used in [46], which is a common method in multistage
stochastic programming programming, to reduce the computational time of large-scale
stochastic equilibrium problems. A heuristic method called rolling horizon was developed
in [24] to make this kind of problem tractable. Besides, a natural way to deal with such kind
of problem is to relax the coupling constraints of the extensive form of the problem so that
it can be decomposed into smaller subproblems. The Bender’s approach was developed in
[44, 29, 83] to decompose this problem into a first stage master problem and several second
stage recourse problems. In [49], the linking constraints were relaxed between different
stages and the ADMM method was utilized as the decomposition method. In [76], the
progressive hedging was utilized to decompose the stochastic varitional inequality by sce-
narios and successfully proved the convergence under the assumption of the monotonicity.
Furthermore, they even proved the convergence rate is linear if the operator is affine and
the feasible region is polyhedral.

Decomposition by players is a commonly used method to solve equilibrium problems.
Methods using decomposition by agents mainly lie in two classes: (i) best response schemes
(ii) gradient-based schemes. Best-response schemes are usually faster than gradient-based
schemes but not as stable as the latter. However, even for the gradient-based schemes, most
works just focused on the equilibrium problems with the assumption that their correspond-
ing complementarity problems must be strongly monotone. In recent years, much work
also applied this decomposition method to solve stochastic equilibrium problems. A survey
about the analysis and basic algorithms to solve the stochastic variational inequality before
2013 is given in [81]. The convergence of the best-responses schemes remains an open
problem under stochastic regimes. For the gradient-based schemes, they also require the
expectation-valued complementarity mappings to be monotone when solving the problems

with risk-neutral agents.



1.2 Background Material

1.2.1 Quasi Variational Inequality, Variational Inequality and Mixed

Complementarity Problem

For a given continuous function F' : R? — R? and a point-to-set mapping K : R? — R,
where K (z) is a closed convex set for each x € R, 2* € K(z*) is a solution to the Quasi
Variational Inequality QVI(K, F) if

(F(z"),x —2*) >0, VreK(z") (QVI)

where (-, ) is the Euclidean inner product.

Alternatively, QV I(K, F') has another representation based on the concept of a normal
cone. Let S C R% be a closed, convex set. The normal cone of S is the set-valued mapping
Ny : R? — 2% given by

(1.2)

{geR"gl(z—2)<0,Vze€ S} ifzesS
Ns(x) =
0 ifx ¢ S

It is clear to see that 2* € K (z*) is a solution to the QVI(K, F') if and only if —F(z*) is
an element of N .+ (z*), which is equivalent to

0 € F(z") + Ng @ (z") (1.3)

Based on the definition of the QVI, if K (z) is restricted to be a fixed closed convex set
K for every z, then z* € K is a solution to the Variational Inequality V(K F) if

(F(z"),x —a*) >0, VexekK (V)
As above, it follows that, z* € K is a solution of VI(K, F') if and only if

If the feasible convex set K in VI(K, F) is restricted to be abox B = {r € RY|l; < x; <
u;, for i =1,...,d} withl; < wu;and [; € RU{—o0} and u; € RU {+o0}, then we call
this special variational inequality problem VI(B, F') a mixed complementary problem
MCP(B, F). It follows from elementary calculations that z* € B is a solution to this MCP



if and only if the following conditions hold foreachi =1,...,d:
i =w;, if Fi(z") <0

In shorthand notation, the above MCP problem can also be written as F'(z*) L «* € [I,u].
Note that for each index 7, a solution x* identifies which of the constraints z; = I;, x; = u;
or F;(z) = 0 is active.

Merit function of Mixed compementarity problem

Throughout this thesis, we choose the the classical Fischer Burmeister (FB) merit func-
tion ¥(z) defined in [41] as the merit function, which is a quantitative way to measure the
quality of the point we have. In fact, a point x is a solution of the Mixed Complementarity

Problem if and only if z € arg min.cp ) ¥(2) and ¥(x) = 0. Here the merit function

U(r) = 30()0(x) = 52| (1.5

is continuously differentiable. The operator ¢ : R” — R" is defined componentwise as

follows:
¢(z; — 1;, Fi(x)) if i eI,
— .. —F 3 ; T
(I)Z<.I') — Qb(uz Ty, z(x>) if .Z € 1y, (16)
¢($Z - li7 ¢(uz — Ty, —E(.T))) lf (S Ilu>
—E(%) if 7 ¢ If

where we define ¢ : R — R by
o(a,b) :==vVa?+b—a—1> (1.7)

and [;, I,,, I, Iy is a partition of the set {1,...,n}, where

I={1<i<n|—o0c0<l; <u =400}, (1.8)
I, ={1<i<n|—o00=1 <u < +o0}, (1.9)
I, ={1<i<n|—o00<l; <u <+oo}, (1.10)
Ir:={1<i<n|—o0o=1[ <u =400} (1.11)

In the implementation of the algorithm, the stopping criteria is ¥(z) < ¢, where € is an

arbitrary parameter chosen at the start.



1.2.2 Equilibrium problems: MOPECs, GNEPs, NEPs and PNEPs

The objective of multiple optimization problems with equilibrium constraints (MOPECs)
with mutiple players and equilibrium constraints is to find a profile of strategies and
market prices that satisfy the following conditions: (1) each player’s strategy is an optimal
response to the other players’ strategies and market prices, and (2) the market prices are the
reasonable responses from the markets in response to the players’ strategies. It is important
to note that the strategy set of each player may depend on the strategies of other players
and the market prices. Recall the basic definitions of A, z,, z_,, © from Section 1.1. The
market price is denoted by p € R, where « is a positive integer.

In the MOPEC, each player a € A, taking the other players’ strategies =_, and market

price p at their given values, solves the following minimization problem:

Py(x_q,p): min fo(z4;2_4,p)
a (1.12)

st x, € Xo(T_0,p)

where f, : R™* — R is the given cost function of player a. X, : R%-+t* — R js a given
point-to-set mapping. For each fixed z_, and p, X,(z_,, p) is a subset of R%  which is the
teasible strategy set of player a with fixed other players’ strategies given by z_, and market
price given by p. The market price p, taking all players’ strategies x at given values, satisfies
the equilibrium constraint:

0 € F(p;x) + Ni()(p) (1.13)

where F : R*™ — R is a function that embodies the equilibrium condition and can be
influenced by the price p and the strategies of all players x, typically representing the supply-
demand relationship in economics. K : R? — R“ is a point-to-set mapping and K () is a
set in R* given the fixed strategy vector x. Nk () : R* — R® is the point-to-set mapping to
represent the normal cone of set K (z). Let Q"' (x) = {p € K(x) | 0 € F(p;x)+Nk()(p)}
denote the set of market prices p that safisfy the equilibrium contraint (1.13).

A vector (z,p) = ((Za)aca, p) is said to be feasible to MOPEC if z, € X,(z_,, p) for each
a € Aand p € K(x). The goal of MOPEC is to find a vector (z*,p*) = ((z})aca,p*) € R™™
such that

*

x, isan optimal solution of P,(z*,,p*) foreacha € A

a

(1.14)
p* belongstoset QV'(x*)

A vector (z*,p*) = ((2})aca, p*) satisfying (1.14) is called an equilibrium point of MOPEC.

If there is no market price p and corresponding market constraint involved in the

problem, each player a € A will solve the minimization problem with the fixed exogenous



parameter z_,:
Pg<xfa) © min fa(xa;xfa)
to (1.15)
st x, € Xo(z_y)
In this case, we call the above problem a generalized Nash equilibrium problem (GNEP).
A vector * = (x}),c 4 satisfying the conditions

*

z} is an optimal solution of PY(z*,) foralla € A. (1.16)

a

is called an equilibrium point of GNEP.

Furthermore, if in a GNED, the strategy set of each player is not impacted by the strategies
of other players, meaning X,(z_,) = X, is a fixed set, it is called a Pure Nash equilibrium
problem (NEP). The solution to this special type of GNEP is known as an equilibrium point
of NEP.

If there are no other players’ strategies x_, involved in each player’s optimization
problem in a MOPEC, we will have each player a € A solves a minimization problem

parameterized by the fixed market price p:

PY(p): min fo(waip)

st. 1z, € Xu(p)

(1.17)

The problem with the above minimization problems P (p) for each player a and the market
constraint (1.13) is called the price-incentivized Nash equilibrium problem (PNEP). A
vector (z*,p*) = ((2})sca, p*) satisfying the conditions

*

z} is an optimal solution of P”(p*)  foralla € A.

a

(1.18)
p* belongstoset QV'(z*)

is called an equilibrium point of PNEP.
Throughout this thesis, we make the following assumptions regarding the smoothness
and convexity of functions involved in the MOPEC.

Assumption 1.1. Suppose the vector (x, p) is a feasible vector to MOPEC. Assume the set K (x)
is a closed, convex set for each fixed x. For a € A, assume the feasible strategy set X,(x_,,p) is a
closed, convex set in R% for each fixed x_, and p, and the function f is a continuously differentiable
function with f,(-;x_,, p) is differentiable and convex for each fixed x_, and p. F is assumed to be
a continuous function.



We also assume the Mangasarian-Fromovitz Constraint Qualification (MFCQ) holds
for all nonlinear constraints. This assumption enables the computation of a solution
to the equilibrium problems from their associated MCP and vice versa, given that the
constraints are explicitly given as equalities and inequalities. The use of MFCQ also allows
for the representation of all normal cones using the algebraic information derived from the

constraints.

1.2.3 Equivalence between equilibrium problems and their variational

forms

The results shown in this section are simple extensions of existing results in [52]. We first

show the equivalence between the equilibrium problems and their associated QVIs.

Proposition 1.2. For each player a € A, if f,(-;x_q,p) is a convex function given (x_,,p), and
Xo(x_q,p) is a closed convex set for each (x_,,p), f is a continuously differentiable function, then
(x*, p*) is a solution to the MOPEC if and only if it is a solution to the QV I(IC, G) where

K(x,p) = H Xo(2_a,p) X K(x)
a€eA (119)
G(x,p) = (Vo filzse,p)' o Vo Aa(@a zoa,0)", Floy2)")"

Proof. (=) Let (z*,p*) be a solution to the MOPEC. For each player a € A, since each
player’s objective function f,(-; x_,, p) is a convex function for any (z_,, p), then the first
order conditions are necessary and sufficient. For that reason we will have

(Ve falztiz* ,p"),2a —2) >0, Vo, € Xo(2*,,p*) for a e A
Also, since K (x*) is closed convex set, then from
0e F(p"; ") + Nk@(p") (1.20)
we will have the variational inequality

(F(p“;2"),p—p") 20, Vpe K(z") (1.21)

Thus (x*, p*) is a solution of the QVI(K, G).
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(<) If (x*, p*) is a solution to the QVI(K, G), then we will have

(Vo falxl;x® p*),xq —xk) >0, VYV, € X,(z*,,p") foreach a € A
(F(p*;2%),p—p") >0, Vpe K(z")

Since f,(-;x*,, p*) is convex for (z* ,, p*), we have

T € arg eer%imr*l - fa(zg; 2, "), foreacha € A (1.22)

Thus (x*, p*) is a solution of the corresponding MOPEC. O

Proposition 1.3. Suppose X,(x_q,p) = {24 € [la; Ua)|ha(Ta;T—a,p) = 0, go(Ta;_a,p) < 0}
where h, : R — RXe is an affine function, g, : Rt — R¥* is continuously differentiable
and a convex function of x, given (x_,,p) and l, < u,,l, € Rl U {—oo}?, and u, € R%, and
Uq € R¥% U {oo}. Suppose K (x) = R?, fu(+;+,) is continuously differentiable, f,(-;x_,, p) is a
convex function, and X,(x_,, p) is a closed convex set for each given x_, and price p. Then (x*, p*)
is a solution to the MOPEC if and only if (x*, p*, ~*, ") is a solution to the M C P(B, G), provided
the constraint qualification holds at (x*, p*) with

B =]l ua] xRY x RXxRY, x = "xa, =Y,

acA acA acA

G(a:7p77an) :((vzlf1($1;$_17p> - VIlhl(xl;x—lvp)’yl - Vrlgl(xlw—l»p)Tll)T

goeeey

(Ve fian(@a 214 0) = Ve hiag (a2 14 P)na = Ve g 914 (@145 24, )a)

T
F(p;x)", hi(zi;z-1,p)", o ha(@pa; oo, 0) s g (@s oo, p)Ts o gy (g CC—\A\;P)T)
(1.23)

where Y= ('Va)aEAa n= (na)aeA-

Proof. (=) Let (*,p*) be a solution to the MOPEC. Using the KKT conditions of each
optimization player, the VI, and the constraint qualification at (x*, p*), there exists (v*, n*)
such that

Vo fa(@h; 074, 0°) = Ve ha(w; 2% 0 0°)7s — Vaoga(@y; 27 0, p )0y Lla < 2 <, Vac A
F(p*z*) L0<p"
ho(zl; 2", p*) L ~: free Vae A

gala; 2t p") Ly <0 Vae A
(1.24)
So (x*, p*,~v*, ) is a solution to the MCP(B, G).
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(<) Let (=, p*,v*,m*) be a solution to the MCP(F, G), then (x*, p*, v*, n*) satisfies (1.23).
When (x*, p*) satisfies the constraint qualification, we will have

Nx,@ o9 (@0) ={=Va, ha(@5; 27 4, D) Ve — Ve, Ja(@5; 27 4 P7) Nl
ho(xh; 2% 00 0%) L Yay gal@h; 2™ 0 p") L me <0} (1.25)
+ ‘/\/[layua] (x2)7 va’ € A

Then with the convexity condition, we know that (z*, p*) is a solution to the MOPEC. [

1.3 Multistage stochastic equilibrium problems based on

a scenario tree

1.3.1 The notion of a scenario tree

Before introducing a stochastic Nash equilibrium, we first introduce a structure that is
commonly used to represent a discrete-time stochastic process, with a finite set of events in
each stage. Such a process can be modeled using a scenario tree specified by the pair (N, £),
where n € N is the set of scenario nodes and ¢ € £ is the set of edges. By convention
we number the root node n = 1. A path between two nodes is defined as a sequence of
adjacent nodes, where each adjacent pair of nodes can be represented by an edge in the
set £. The set of paths from node n to node m is denoted by P(n, m). If n = 1 is the root
node, then the notation P(1,m) can be simplified to P(m). In this case, P(m) specifies
the set of nodes that form a path from the root node 1 to node m. Let P(n, m) denote the
path from node n to node m but excluding the node n. The previous node in the path
can be denoted as n_, the node before that as n__, and so on. The set of children of node
n € N is denoted by n,, and its cardinality is denoted by |n|. The set of leaves of the
scenario tree, that is, nodes with no children, is denoted by L. The set of successors of node
nisS(n) = {{n} Uny Unyy U....} where n,, is defined in the obvious way. The set of
successors of node n excluding node n is S(n) = {n, Un,, U....}. The set of successors
of node n excluding node n and its children nodes n, is S(n)={n,,U....}. The depth
d(n) of node n is the number of nodes on the path to node 1, so (1) = 1 and we assume
without loss of generality that every leaf node has the same depth, say .. The depth of
a node can be interpreted as a time indext = 1,2,...,T = ¢.. The corresponding time
stage set of this tree could be denoted by 7 = {1,2,...,T}. A pictorial representation of
a scenario tree with three-time stages is given in Figure 1.1. The conditional probability
of the event represented by node n is denoted ¢,, and so ¢,, represents the probability of
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moving from n_ to n. Parameter 7, = [],,cp,) #m is the probability of the scenario at node
n. For the root node n = 1, ¢; = m; = 1. The sequence that travels from a root node to a leaf
node is called a scenario, i.e., (1,2,4). Denote N (t) C N as the set of nodes representing

the realizations of the random variable at time stage ¢. It can be seen that for the example

of Figure 1.1 N'(1) = {1}, N(2) = {2,3} and N (3) = {4,5,6,7,8}.

-

|

Il
—~

[u—
—

2+ - {4,5,6}
2] =3

L0 © ©

® @

S(3) = {3,7,8}

L=

s
O
=2
~

0]
——

Figure 1.1: A scenario tree with nodes N’ = {1,2,...,8},and 7' = 3

1.3.2 Stochastic MOPEC defined on a scenario tree

Following the introduction of the concept of a scenario tree, a stochastic MOPEC can be
constructed based on it. For the stochastic problem, the strategy of each player z, could
be decomposed into the strategy of player on each scenario node z,, € R%". The entire
strategy of player a can then represented as @,. = (Tun)nen € R%, where d,, = > nen dan-
The vector consisting of all strategies of players other than player a at scenario node n is
denoted by =, = (Tarn)areaaza € R, where d_o, = 3 e 4 o 4o dam = dy — dapn. The
vector including entire strategies of all players excluding player a at all stages is denoted
by &_,. == (T_an)nen-

Additionally, there will be an individual, independent market for each scenario node
n € N, associated with a market price p,, € R*" for each market, where «,, is a positive
integer. This will only be influenced by its corresponding market and the strategies involved
in that market. The price vector involving all time stages is denoted by p := (p,)nen € R,

where o = ) _\-a,. Due to the independence of the prices at each stage, the feasible
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region of the price vector pis K = Hne v Kn € R, where K,, C R is a closed, convex set
and represents the constraints on the price p,.

For each n € N, there will be a cost fu,(Tan; T_an, pn) of player a, where f : Ri»ton — R
is a continuously differentiable function and f(-; z_,, p,) is a convex function given fixed
other players’ strategies x_,,, and market price p,,. Based on this, players could use different
risk measures to build their costs on the scenario tree. We start with the most commonly
used risk measure, which is expectation. Based on the structure of the scenario tree (N, &),
the expected disbenefit of future outcomes at node n of player a is then defined recursively
to be

En<(fam(]3am;x_am7pm>)m€5(n)>
0, neL
ZmEnJr (bm ' (fam(xam; 'r—amapm) + Em((fal(xal; «I—al;pl»les(m))) n c N\£

(1.26)
Based on (1.26), we can get

En((fam(xam;‘Tfamapm))meg(n)) - Z ( H ¢l) 'fam(xam;xfamapm> (127)

meS(n) leP(n,m)

The total cost the player wish to minimize is:

fal(xal; xfalapl) + El <(fan<xan; mfanvpn»neg(l))
- fal(xal;x—ahpl)"i_ Z ( H ¢l) 'fan(xan;x—anypn)
neS(1) 1eP(1,n)

- fal(xal;x—alypl) + Z Ty * fan(wan;x—anvpn>
neS(1)

(1.28)

We also assume the stochastic MOPEC in this thesis has a special feasible region for
each player:

Xa(wfa-ap) = {(xan)ne./\/"xan € Xana gan<xan_7xan; xfanapn) € ’Cana vn S N} (129)

where X,,, C R% is a closed, convex set, K,,, C R¥ is a closed, convex cone, and G,,, :
Ran_+dntan _y Rian jg g continuously differentiable function and G, (-, ; *—an,pn) is @
convex function for each fixed z_,,, and p,.

In this formulation, it is assumed that the algebraic function G,,, only depend on the

player a’s decision at the current node and its parent node, the strategies of other players
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at the current node, and the market price at the current node. This assumption means
that the problem assumes an independent market at each node, and transitions between
scenario nodes are limited to within each individual player. Furthermore, it is argued that,
for each player, considering only their decisions at the current node and its parent node is
sufficient to capture general situations, with the aid of simple transformations.

Thus, after using a scenario tree to represent the multistage stochastic process, each
player a’s multistage stochastic optimization parameterized by other players’ strategies

x_, and market price p can be represented as the following extensive format:

P(ZzN(m—a-ap) . I;lln fal(xal; I—alapl) + Z Ty fan(xan; x—anapn)
“ neS(1)

s.t. gan(-ran_ s Lan, mfanapn) € ]Cana vn € N (130)

Tan € Xm“ Vn € N

At scenario node n, the market price at that node p,, taking all players’ strategies at that

node ., = (24, )aca as given, satisfies the equilibrium constraint:
0 € F(pn;x.) + Nk, (pn) (1.31)

where F), : R¥*2acadan — R jg a given continuous function that embodies the equilib-
rium condition and is influenced by the price p, and the strategies of all players x.,, at
scenario node n, typically representing the supply-demand relationship in economics.

Let QV(z) = {pn|lpn € K,,p, solves (1.31)} denote the set of market price p, that
safisfies the equilibrium contraint at scenario node n. Then the combination of each
players” optimization problem (1.30) and the market constraint (1.31) leads to the following
definition for a stochastic MOPEC with risk-neutral players:

Definition 1.4. (z*,p*) = ((2},)ecanen, (P})nen) is an equilibrium point of the multistage
stochastic MOPEC with risk-neutral players if and only if

*

x’ s an optimal solution of PRV (x*,,p*)  foralla € A.

(1.32)
p. belongstoset QV'(z*) foralln e N.

Remark 1.5. A special case of the stochastic MOPEC is the dynamic MOPEC problem,
which can also be represented by a "special" tree strucutre. An example of a dynamic

problem with a total of 4 stages is shown in Figure 1.2.
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D@

Figure 1.2: Dynamic equilibrium with 4-time stages

In the above dynamic equilibrium problem, the strategy of each player x, could be
decomposed into the strategies of player at each time stage ¢, denoted by z,; € R%*, where
t is the time stage index and d,; is the dimension of the strategy. The entire strategy of
player a can then be represented as x,. = (z4)ier € R%, where d, = > ter dar. The
vector consisting of all strategies of players other than player a at time stage ¢ is denoted
by 2 o = (Tat)weawra € R, where d_oy = Y e aw +oqdam = di — dy. The vector
including the entire strategies of all players excluding player « at all stages is denoted by
T_q = (T_a)teT- pr € R* is the market price at stage t. Each player « is trying to solve the
optimization problem parameterized by other players’ strategies x_,. and market price p:

P(;LD(m—awp) : HliIl Zfat(xat;x—at7pt)

o teT
s.t. gat<xat717 Lat; xfatapt) € ICata Vt S T
Tat € Xat, Vt € T

(1.33)

where f : R4+t — R is a continuously differentiable function and f(-; z_., p;) is a convex
function given fixed other players’ strategies x_,; and market price p;, X, C R%t is a
closed, convex set, IC,; € R is a closed, convex cone, and G,; : Rat-1tditar _y Rvar g g
continuously differentiable function and G,.(-, -; _4, p¢) is a convex function for each fixed

Z_q and p;. There is an equilibrium market constraint for each ¢t € T

Define Q' (x) := {p:|p: € K;,p; solves (1.34)}. A point (x*,p*) = ((2})acateT (0} )teT)
is an equilibrium point of an dynamic equilibrium problem if and only if

*

x; is an optimal solution of PP(z*,,p*) foralla <€ A.

a

* VI .x* (135)
p; belongstoset Q" (x") forallt € T.

The above dynamic equilibrium problem can also be represented by a stochastic MOPEC
with the format (1.32) based on the following scenario tree structure. The set of scenario

nodes of the tree is equivalent to the set of time stage 7. The set of edges £ could be
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constructed by letting ¢, = ¢t + 1 when ¢t < T. Because each node ¢ only has one child
node, we define the conditional probability ¢; = 1 for every ¢ € 7. This formulation of the
dynamic MOPEC fits perfectly in the format (1.32), indicating that the dynamic MOPEC is
a special case of the stochastic MOPEC.

In fact, the structure of multistage stochastic MOPEC with risk-averse players could be
represented by the Figure 1.3:

Figure 1.3: Visualization of the structure of multistage stochastic MOPEC with risk-averse
players

Figure 1.3 illustrates the problem structure, wherein the black circle denotes the initial

state, and the white circles represent the nodes of the scenario tree. The purple dashed
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line symbolizes the interactions occurring between players and markets within the system.

1.4 Coherent risk measures

In this section, we delve into the concept of coherent risk measures, which play a crucial
role in this thesis. Unlike most stochastic MOPECs that utilize the expectation operator
[E(-) as a tool to measure the risk of uncertainty in their objectives, this thesis incorporates
the use of coherent risk measures to cater to different requirements in the treatment of
uncertainty.

The linearity property of the expectation operator makes it a widely used risk mapping
tool. However, different players may have varying risk preferences, such as considering
the worst-case scenario to be more important or the expectation of costs above a certain
percentile ¢.

To address these varying risk preferences, this thesis focuses on incorporating a popular
risk mapping tool, the coherent risk measure, which is defined on a discrete sample space
7 ={1,2,3,...,|Z|}. In this framework, the decision maker is faced with a random cost
Z;,1 € Z, and the risk-adjusted disbenefit of Z is represented by p(Z). The definition of the
coherent risk measure is provided below.

Definition 1.6. A coherent risk measure p on probability space (2, Z, 7) is a function from
L3(Q,Z,7) to (—oo, +00] and satisfies the following five axioms:

1. p(C) = C for all constant C.

2. p(L=XNZ+XZ") <(1=XN)p(Z)+ Ap(Z') for X € [0,1]
3. p(Z) < p(Z') if Z < Z'" almost surely.

4. p(Z) < 0when || Z* — Z||, — 0 with p(Z*) < 0.

5. p(AZ) = Mp(Z) for A > 0.

In fact, the coherent risk measure p(Z) has a very important property that it has a dual

representation expressed as

p(Z) =op(Z) = 3gg<u, Z)

where D C {u € REH > iz i = 1} is a convex set and is the risk set of the coherent risk

measure. op(-) is also called a support function evaluation on the risk set D. Note that . € D
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is a multi-dimensional vector with the property that ), ; y; = 1 and p; > 0, where y; is
the ith component of the vector ;.. Here are four examples of coherent risk measures and
their dual representations:

Example 1 (Expected value via support function evaluation) It is easy to see that the expecta-
tion operator E(-) is a coherent risk measure with the dual risk set D being a singleton and
D = {¢}. In this case, we know

E(Z)=supu'Z = o4y(Z) = sup u'Z = ¢ Z,
neD ne{o}

b1

where ¢ = |
Piz
Example 2 (CVaR via support function evaluation) CVaR,(Z) £ min,cx {fﬁ— = E[Z—+] +}
is the value of the support function of Dev,r(p) at Z, where

1
Devanle) = { e mg[o,@n Zu =1}

Example 3 (Convex combination of Expectation and CVaR)
CVaB(\, )(Z) = (1 - N)-E(Z) + - CVaR,(Z) = 00 seprn) (Z)

Example 4 ( K-Deviance via support function evaluation) Devy (Z) is the value of the support
function of Dp.,(K) at Z, where

Dpeo(K) = {pmi=m-(L+vi—Y ¢j-v) | 0< v <K \VieT}

jeT
1.4.1 Two different mathematical formulation representations for
two-stage stochastic MOPEC with risk-averse players
We start with the two stage stochastic MOPEC as we transition from risk-neutral players to
risk-averse players, so NV = {1} U 1,. It is assumed that all players will adopt coherent risk
measures to reflect their risk preference. For a two-stage problem, if each player replaces

the expectation operator E(-) with their preferable risk measure p,;(-) in equation (1.28),
then their objectives will become:

Ha}in fal (xal; T—_al, pl) + Pal < [fan('rcm; xfanvpn)} n€1+) (136)
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In fact, if the stochastic process is represented by a discrete scenario tree, we could have
two different algebraic formulations to represent the stochastic MOPECs: Equilibrium
reformulation and Conjugate-based reformulation.

1.4.1.1 Equilibrium reformulation

Under the assumption that each coherent risk measure has the corresponding dual repre-
sentation, then we could represent each player’s coherent risk measure p,;(-) by their dual
format:

par(’) = 0D, () = sup - (fary ;)

.“‘a1+ €Da1

where D, is the risk set of p,1 and jiq1, = (ftan)ne1, denotes the vector that collects the risk
probability variable of each player at each node. Based on these, the optimization problem

for each player a could be written in minimax problem format:

PRA(x . p): min  fo(Te;7 a1,p1) + max Z fan * fan(Zan; T—an, Pn)

La- Hal €Dqa1 nelt

s.t. Gan(Tan_ s Tan; T—any Pn) € Kan, VneN
Tan € Xogn, VR EN
(1.37)
Combining each player’s optimization problems (1.37) and market constraints (1.31),
we could define the two-stage stochastic MOPEC with risk-averse players utilizing dual
representation of coherent risk measure:

Definition 1.7. (z*,p*) = ((2},)acAnen: (P} nen) is an equilibrium point of the above two-
stage stochastic MOPEC with risk-averse players utilizing dual representation of coherent
risk measure if and only if

x’  is an optimal solution of PR4~¢(z* | p*) foralla € A

a

(1.38)
p. belongstoset QV'(z*) foralln e N

An equilibrium reformulation of the above problem (1.38) was proposed in [56]. It is
shown that the player’s optimization problem P*4~¢(z* . p*) can be represented by an

equilibrium problem. For each player a € A, there exists one addtional player who is

controlling the vector 11,1, and trying to solve the following optimization problem:

max Z Man * fan(-ran; x—anupn) (139)

€D
:LL(I/IJ', al nelt
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with given & and p. We denote this problem by

Ra (26, p) . Hag_lz?lgal n;_ Han * fan (Jjan; T—an, pn) (140)
After moving the risk-averse part out, each player a € A is trying to solve the following
problem with given (z_,., p, fta1, ):

Pf($,a.,p, Ma1+> : Hmlll'l fal(xal; xfalvpl) + Z Han * fan(xan;'rfanapn)

nely
s.t. Gan(Tan_ s Tan; T—an, Pn) € Kan, Vne N
Tan € Xan, VN EN
(1.41)
Combing the above formulations (1.40)-(1.41) and market constraint (1.31), [56] gives
the definition for the equilibrium point of two-stage stochastic MOPEC with risk-averse

players in equilibrium reformulation format:

Definition 1.8. (z*, p*, u*) = ((Ifm)aeA,neN, (P2 ) nen, (uzn)aeA,neu) is an equilibrium point
of the above two-stage stochastic MOPEC with risk-averse players in equilibrium reformulation
format if and only if

x! is an optimal solution of P/ (z* . p", Mo, ) foralla € A
p: belongstoset Q)'(x*) foralln e N (1.42)
ftz, is an optimal solution of R,(x",p*) foralla € A

We have the following equivalence between equilibrium points of the above two formu-
lations:

Proposition 1.9. If (z*,p*, u*) = ((x(*m)aeA,neu, (PE ) nens (Nzn)aeA,neu) is an equilibrium
point of two-stage stochastic MOPEC with risk-averse players in equilibrium reformulation format
(1.42) then its paritial solution (x*,p*) = (2%, )acanens (P})nen’) is an equilibrium point of
two-stage stochastic MOPEC with risk-averse players in format (1.38).

Proof. If (z*,p*, p*) = ((mj‘”ﬂb)a@\,nel+7 (P )nen, (u;n)%A%h) is an equilibrium point of
(1.42). For any a € A, let z,. € X.(x*,,P*) = {(Tan)nen|Gan(Tam_ s Tan; T s D) €
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Kans Tan € Xan, ¥V € N'} be arbitrary. We will have

fa1 (xal; x*—alapD + max Z Ham fam(xamS m*—am>p:n)
1+

#a1+€Da1
me

Z fal(xal; l'*_al,pi) + Z MZm : fam(xam; xiam,p,*n)
mel+

(1.43)
> fCLl('ral;'rfalﬂpl) + E MZm ’ fam(xam; ‘rfam7pm)
mel+4
= a :L'Z ;l'*_a, 1 + ma am * Jam l’zm;x*_am, :n
far (25150701, 11) MHG%ME pam * Jam( Prm)

mel+

This shows that

x, € arg min Ja1(Tar; 2741, p]) + max Z fam * fam(Tam; T2 g D) (1.44)

o €Xa(x* ,.,p*) Hat+EDa1 mel+

With the market constraints:

0€ F.(p;xh,) + Nk, (p,), YneN (1.45)

we could have (z*, p*) is an equilibrium point of (1.38). This completes the proof of the
proposition. [

1.4.1.2 Conjugate-based reformulation

In this reformulation, we consider the scenario where the risk set D,; is a polyhedral for
each player a € A. The reason is that the situation where the risk set D,; is a polyhedral
set is really common and there is an equivalent reformulation of the support function op,,
whenever D, is a polyhedral set. Assuming D,; to be the closed convex hull of the set of
vertices {u*, N |k € Au}, where A, is a finite index set for the extreme points of risk set D,
we can express it as follows:

pa(Z) =00, (2) = sup (o, Z) = max(ugy, . Z) = max Y pg, - Z,  (146)

/»La1+ GDal al kEAal

The third equality in equation (1.46) is a result of the linearity property of the support
function. Let § € R denote the risk-adjusted disbenefit associated with all random future
outcomes (Z,,)ne1, - It follows that:

_ in 6
h= ()72 =4 ,
k€A1 st 0> 1 Han Zn, YEEA
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Here 0 € R is a free variable in the minimization problem on the righthand side.
Let’s look back at our two-stage stochastic MOPEC (1.36). Let 6,; € R denote the

risk-adjusted disbenefit of all random outcomes of player a. We would have

6(11 = pal([fan(xan; x—anypn)] n€1+) = u {n%}é L Z Han * fan('ran; $—an7pn>
T nel+

p— k: . N
= 5 3 b ot - ) 047

_J min 0.1
s.t. 9(11 > Zn€1+ Min . f(m(xan; x*(mapn)y Vk € Aal

Here 0,, € Ris a free variable, {u%, |k € A1} are the set of extreme points of polyhedral
risk set D,;. Then we will have
rgsun fal (xal; T—_al, pl) + Pal < [fan (Jzan; T—_an, pn)] n€1+>

(:> min fal(xal; xfalapl) + max Z Han * fan(xan; xfanupn)

La- Hal €Dg1 nelt
(:) min fal(xal.x—al pl) + max Z ,uk : fan(l'an.$—an pn)
xq. ’ ’ ke, an ’ ’ (1.48)
nel+
(:> mmlﬁn fal(xal; x—ahpl) + eal
s.t. eal Z Z ,ul;n ' fan(xan; xfanapn); Vk € Aal
nel+

Based on this, we can achieve the conjugate-based reformulation of a two-stage stochastic
equilibrium problem with risk-averse players as follows:
Each player a, with given x_,. and p, will solve the optimization problem:

P(ZM_C(CB—a-aP) : min fa1($a1; x—ahpl) + 041

Xq-,0q1
s.t. eal Z Z Ngn : fan(xom; xfcmmpn); Vk € Aal
nel+ (14:9)
Gan(Tan_ s Tan; T—an, Pn) € Kan, Vn e N

Tan € Xgn, VR eEN

Based on the players’ optimization problems (1.49) and the market constraint (1.31),
we have the definition for an equilibrium point of a two-stage stochastic MOPEC with
risk-averse players in the conjugate-based reformulation format:
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Definition 1.10. (z*,p*, 6*) = <(3cfm)a€,47n€/\/, (P )nen, (921)aeA) is an equilibrium point of
a two-stage stochastic MOPEC with risk-averse players in the conjugate-based reformulation
format if and only if

(x*,07) isan optimal solution of PRA~¢(z*  p*) forallac A (150)
p. belongstoset QV'(z*) foralln e N .

1.5 Dynamic multistage risk measures

Now let’s transition our focus to the multistage setting. We incorporate the risk measures
discussed above into a multistage setting in which players make decisions over several
time stages to minimize risk-adjusted expected disbenefit.

For a multistage decision problem, we require a dynamic version of risk. The concept
of coherent risk measures was introduced in [74] and is described for general Markov
decision problems in [77]. Formally one defines a probability space (2, F, 7) and a filtration
{0,Q} = F, € Fp--- C Fr C F of o—fields where all data in node 0 is assumed to
be deterministic and decisions at time ¢ are /;—measurable random variables (see [77]).
Working with finite probability spaces defined by a scenario tree simplifies this description.

Given a tree defined by N, suppose for each player a € A the random sequence of
actions (Zan)nen results in a random sequence of disbenefits { fu,.(Tan; T—an,Pn),n € N}
parameterized by (z_u,)nen and (p,)nen. We seek to measure the risk of this disbenefit
sequence when viewed by a decision maker at node 1. At node n the decision maker is
endowed with coherent risk measure p,, with a corresponding a one-step risk set D,,, that
measures the risk of random risk-adjusted costs accounted for in m € n. for each player a.

In this situation, we can get an extended version of risk disbenefit at node n of player a:

Pan ((fam(xam; x—am’pm))meg(n)>

= Pan ((fam(%m; T—am: Pm) + Pam ([faz(%l; T_at,P1) + Par (- )LE’”*))mem) (51

Similar to equation (1.26), the risk disbenefit of future outcomes at node n of player a
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can also be defined recursively to be:

pan((fam(xam; x—am’pm))mES(n)>
0 nel

B pan((fam(xam;x—amapm) ‘l‘pam((fal(xal;x—alapl))leg(m)>) )7 n GN’\E
meEn4+
(1.52)
Based on above equation (1.52), the total cost of player « is:
fal (xal; T_al, pl) + Pan <(fam(xam; T —am, pm))meg(n)>
- fal (xal; L_ql, pl) + Pal ( |:fam(xam; x—am7pm) (153)

+ Pam ([fal(%z; T—al, P1) + Par(- - )]l@’”)] 1+)

Thus, for each player a € A, he is trying to solve the following problem when involving
coherent risk measure {p,,(-)|n € N\L}:

Tq.

min fal(-ral;-r—alapl) +pal ({fam(mam;x—amapm)

+ Pam ([faz(xaz; T_at, p1) + parl- - )]1em+)1 (1.54)
mel+

St Gan(Tan_ s Tani T—ans Pn) € Kan, VneN
Tan € Xm“ Vn € N
1.5.1 Equilibrium reformulation

According to the equivalent dual representation

pdn() = O-Dan() = Sup <,U/an+7 >
l’l’a'VLJr eD(L’!L
here D,,, is the corresponding risk set for coherent risk measure p,,, and ftan, = (Lam)men.,
is a vector consisting all risk probability of player a at nodes that are children nodes of

node n. Then each player’s multistage optimization problem (1.54) can be written in the
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following format:

PRAZEM(z . .p): min  fu(Ta;T— e, p1) + max Z Han {fan(xamxampn)

Ta. Haly €Da1 nels

+ max Z Ham * [fa,m(xam; x—amvpm) + max - }

Han €Dan mend Ham E€Dam

s.t. Gan(Tan_ s Tan; T—an, Pn) € Kan, Vn e N

Tan € Xop, VN EN
(1.55)

Combining each player’s multistage optimization problems (1.55) and market con-
straints (1.31), we could define the multistage stochastic MOPEC with risk-averse players

utilizing dual representation of coherent risk measure:

Definition 1.11. (z*,p*) = ((@},)acanen’ (P)nen) is an equilibrium point of the above
multistage stochastic MOPEC with risk-averse players utilizing dual representation of

coherent risk measure if and only if

x’  is an optimal solution of PRA~M(g*  p*) foralla € A

a-

(1.56)
p. belongstoset QV'(z*) foralln e N

[56] also proposed an equilibrium reformulation of the above multistage problem (1.56).
For each player ¢ € A and scenario node n, there exists one addtional player who is

controlling the vector /1., and tyring to solve the following optimization problem:

Ran(w)py Ma§(n)) : max Z Ham * [fam(xam;x—am;pm) + Z Hal * [fal(mal;l'—alupl) + - ]]

€D
Han an mendt lemy

(1.57)

with given @, p and 11,5,y = (1at) 50
After moving the risk-averse part out, each player a € A is trying to solve the following
problem with given (z_., p, ,..), where p,. = (fan)nes():

Pf(m—a-apv I‘l’a-) : I[IBlll'l fal(xal;x—alapl) + Z Han * |:fan(xan;x—an7pn)

nel+
+ Z Ham * [fam(xam; x—amapm) + - ]:|
men+
s.t. Gan(Tam_s Tan; T—an, Pn) € Kan, Vn e N

Tan € Xop, VR EN
(1.58)
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Combing the above formulations (1.57)-(1.58) and market constraint (1.31), [56] gives
the definition for the equilibrium point of multistage stochastic MOPEC with risk-averse
players in the equilibrium reformulation format:

Definition 1.12. (m*, p*a ,Ll,*) = <($Zn)a€A7n€N7 (p:;)ne./\fv (MZn)aEA,nES(U) is an equﬂibrium
point of the above multistage stochastic MOPEC with risk-averse players in equilibrium
reformulation format if and only if

*

x is an optimal solution of P/ (z*,,p*, u.) foralla € A

a

p. belongstoset QV'(z*) forallm e NV (1.59)

Han, 1S an optimal solution of Ron(x*, D", I foralla € A;n e N\L

(n))

We have the following equivalence between equilibrium points between above two
formulations:

Proposition 1.13. If (z*, p*, u*) = ((xzn)aeA,neNa (PR )nens (Mfm)aeA,neSu)) is an equilibrium
point of multistage stochastic MOPEC with risk-averse players in equilibrium reformulation format
(1.59) then its paritial solution (x*,p*) = ((2%,)acanens (P})nen’) is an equilibrium point of
two-stage stochastic MOPEC with risk-averse players in format (1.56).

Proof. If (x*, p*, 1) = ((2},)acamen's (Ph)nens (Han)acanes(n)) is an equilibrium point of
(1.59). Foranya € A, letx,. € X,(x*,.,D") = {(Tan)nen|Gan(Tan_ s Tan|T* 0, DL) € Kan, Tan €



27

Xan, Vn € N} be arbitrary. We will have

fal(xal;x*—alapi) + max { Z Ham * [fam(xam;xiamap:z>

ﬂal+€Dal m€1+
+  max {Z Mal - [fal(xal;x*alvp?)+"']}]}
Ham €Dam e~
> far@ar; ¥ )+ D B | Fom (o 2 s D)
mel+
+ Z MZl ’ [fal(xal;xialvpzk) + - ]]
temt (1.60)
> @@ P+ D B | fom (@i 2 s )
mel+
3 i falwis e )+
lem+
- fal('ral; x—a17p1> + ,Ufag»lg%al{ Z Ham [fam(xam;x—am7pm>
mel+
b omax LS e [l 1 annt) + - -}}]}
Ham €Dam e~

This shows that

CU:‘ € arg min N fal(mal;aj*—alap;) + max { Z Ham * [fam(xam;xtamapjn>

Tq. €Xa(x* . ,p*) Ha1+€Da1 s
T ey { Z frat -+ [far(ar; oy 07) + -] H }
Nu.m+ eDam lema
(1.61)
With the market constraints:
0€ F,(py;xh) + Nk, (p,), YneN (1.62)

we could have (z*, p*) is an equilibrium point of (1.56). This completes the proof of the

proposition. O
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1.5.2 Conjuate-based reformulation

Similar to the two-stage case, let’s assume the risk sets {D,,|a € A,n € N'} are polyhedrals
and {yf, |k € Aqy} are extreme points for risk set D,,,. Thus, we will have

_ _ _ k T _ k
pan(Z) = 0p,,(Z) = L5 ttany 2) = max (1, )" 2 = max ; HemZm
men4

Here Z,, is the random outcome at scenario node m.
Let 0,, € R denote the risk-adjusted disbenefit of all random future outcomes. We
could have the definition of {f,,|a € A,n € N'} in a recursive way:

0 €L
O = 4 . " (1.63)
maXgeA,, Zm6n+ Mam * (fam(xam; x—am»])m) + 0&777,)7 n e N\L

Replace p,,(-) in (1.53) by variable 6,,, each player’s optimization problem will be in
the following format with given «_,. and p:

PZQA—CM (m—a-7p> : mmin fal(xal; x—alapl) + eal
s.t. Bun = > 1 (Farn(Cami Ty ) + Oam), VE € Mgy € N\L
men+
Gan(Tan_ s Tan; T—an, Dn) € Kan, VneN

Tan € Xan, YneN
Oun =0, VYneL
(1.64)
Based on players” optimization problems (1.64) and market constraint (1.31), we could
have the definition for the equilibrium point of multistage stochastic MOPEC with risk-
averse players in the conjugate-based reformulation format:

Definition 1.14. (z*, p*,0*) = ((xzn)aeA,neNa (PX ) nen, (9271)&647”@\/) is an equilibrium point
of a multistage stochastic MOPEC with risk-averse players in the conjugate-based reformula-
tion format if and only if

(z:,0:) isan optimal solution of PRA=M(z*  p*) foralla € A

—a-’

(1.65)
p:  belongstoset Q)'(x*) foralln e N
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1.6 Main contributions and goals

The multistage SMOPEC with risk-averse players is a topic of increasing interest in the
academic community due to its broad applications in various fields, but there is still
limited research on its theoretical properties and practical methods for solving it. The main
contributions of this thesis are as follows:

* An investigation into some theoretical properties of the multistage stochastic MOPEC
with risk-averse players based on discrete scenario trees for the problem classes intro-
duced in Chapter 2, providing a deeper understanding of this challenging problem.

* The development of three different decomposition algorithms for this problem, based

on discrete scenario trees under specific conditions:

— A player-based decomposition algorithm for the multistage stochastic PNEP
with risk-averse players in the conjugate-based reformulation on discrete scenario
trees.

— A risk-MOPEC-based decomposition algorithm for the multistage stochastic
MOPEC with risk-averse players in the equilibrium reformulation on discrete

scenario trees.

- A stage-based decomposition algorithm for the multistage stochastic MOPEC
with fixed risk probabilities players in the equilibrium reformulation based on
discrete scenario trees.

* An extension of the multistage stochastic MOPEC with risk-averse players to a general
uncertainty setting and an investigation of sample average approximation methods
for constructing an accurate approximation scenario tree for any multistage stochastic
MOPEC with risk-averse players under general uncertain stochastic process.

1.7 QOutline of the thesis

The present thesis has been structured to achieve the aforementioned objectives. At the be-
ginning, three main types of test instances, namely economic dispatch, capacity expansion,
and hydroelectric examples, are introduced in Chapter 2. These instances cover a wide
range of applications of stochastic MOPECs and will be utilized in subsequent chapters
to evaluate the performance of various algorithms. Following the introduction of the test
instances, Chapters 3 to 5 present different decomposition approaches from three distinct

perspectives for solving stochastic MOPECs based on discrete scenario trees. Player-based
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decomposition approaches are initially discussed in Chapter 3 since they are the most
frequently used decomposition approaches for stochastic PNEPs with risk-averse players
using a conjugate-based reformulation. We develop a new ADMM-like player-based algo-
rithm for solving stochastic PNEPs. However, player-based algorithms are incapable of
solving general stochastic MOPECs, especially when the problem is formulated in equilib-
rium reformulation or when players have a general Nash interaction with each other. Thus,
we develop a new primal-MOPEC-dual-risk decomposition approach in Chapter 4, which is
a powerful decomposition framework capable of solving more general stochastic MOPECs
with risk-averse players. Nonetheless, when the scenario tree is of large scale, the primal-
MOPEC subproblem in the primal-MOPEC-dual-risk decomposition approach becomes
computationally intractable. Hence, in Chapter 5, we develop a stage-based decomposition
approach to further decompose the primal-MOPEC subproblem in Chapter 4 into smaller
subproblems indexed by stages. Finally, we extend our approach to stochastic MOPECs
with a general distribution setting and its approximation using discrete scenario trees in
Chapter 6. This provides us with a general framework for solving stochastic MOPECs with
general distributions. The thesis concludes with a summary of the key findings in Chapter

?2?. The detailed organization of the thesis is outlined and visualized in Figure 1.4.

1. Chapter 2: This chapter introduces the main test problem instances that will be used
in the computational experiments of later chapters.

2. Chapter 3: This chapter focuses on the player-based decomposition algorithm to solve
the stochastic PNEP with risk-averse players, which is based on a conjugate-based
reformulation.

3. Chapter 4: This chapter presents a risk-MOPEC-based decomposition algorithm to
solve the general stochastic MOPEC with risk-averse players, which is based on an

equilibrium reformulation.

4. Chapter 5: This chapter introduces a stage-based decomposition algorithm to solve
the subproblem involved in each iteration of the risk- MOPEC-based decomposition al-
gorithm. This algorithm is designed to handle large-scale general stochastic MOPECs
with risk-averse players.

5. Chapter 6: This chapter extends the analysis to stochastic MOPEC problems under
general probability distributions, introduces a new two-level graph representation
for the general stochastic problem, and describes the sample-average approximation
(SAA) method to fit a two stochastic MOPEC into a discrete scenario tree-based
stochastic MOPEC.
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6. Chapter 7 concludes the thesis project by summarizing its contributions and suggest-

ing future research directions.

Stochastic PNEPs by

( player-based decomposition = Chapter3

Discrete scenario
trees

Stochastic MOPECs by

risk-based decomposition Chapter 4

Stochastic MOPECs

. Further decomposition on fixed risk probabilities
problem by stage decomposition
General

Chapter 6
uncertainty setting

- Chapter 5

Figure 1.4: Visualization of the organization of the thesis
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2 TEST INSTANCES

The aim of this chapter is to present a series of problem instances that will be utilized in the
subsequent computational experiments. The structure of these instances is contingent on
the specific market constraints and reformulation techniques utilized, particularly when the
players exhibit risk-averse behavior. Each problem instance will be thoroughly examined
to assess its classification within the problem types introduced in chapter 1, alongside an
analysis of its structural components. Furthermore, a comparative analysis of the instances
will be conducted to identify their unique characteristics and challenges.

The chapter is structured as follows: Section 2.1 provides the definition of three types
of market constraint; Sections 2.2 through 2.4 present comprehensive details of three in-
stances, including the formulations of problems under different risk-averse reformulations
and market constraints, and discuss the problem types to which each instance belongs;
Section 2.5 provides information about the scenario trees to be used in the computational

experiments.

2.1 Different types of equilibrium problems depending

on players’ interactions and the price demand function

In this chapter, we demonstrate how certain problems arising from the literature fit into
our framework. The general format of the equilibrium problem, as expressed in equations
(1.12) - (1.15), has numerous applications in various fields.

In the general economic equilibrium problems, the variables that determine the equilib-

rium can be categorized into the following categories:

p the corresponding price vector for goods

z, the player’s action on the goods

An general economic equilibrium problem could be separated into following different

categories according to its market equilibrium constraint 0 € F(p; ) + Nk (p):

* Supply demand variational inequality with price unrelated demand. The first type is defined
by the market constraint function F(p;x) = S(x) — D, where S(x) represents the
supply of goods from all players and D represents a given fixed demand in the
market. This constraint embodies the classical supply-demand relationship, where

the market clearing price is determined by the intersection of the upward sloping
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supply curve and the downward sloping demand curve. The market constraint
0 € S(x) — D+ Nk (p) approximates this intersection. In particular, when the feasible
region K = R9, it reduces to the complementarity constraint 0 < S(z) — D L p >0,
implying that a valid price exists only when supply equals demand, in agreement
with classical economic theory.

* Supply demand variational inequality with price related demand. The second type is when
the market constraint is defined by a function F(p;x) = S(x) — D(p). Compared to
the first type, the difference is that the market demand D is not a fixed parameter but
a function of price p. This means that the demand in the second type is responsive to
the price, whereas in the first type the demand remains unchanged with the price.
Both types of market constraints have numerous applications in economics and are
dependent on the price sensitivity of the demand. However, the first type is often
used when the demand is relatively insensitive to price changes, whereas the second

type is more applicable when demand is price sensitive.

* Price decided by inverse demand function instead of market equilibrium constraint. The third
type will not have the price p variable directly and thus the corresponding market
equilibrium constraint 0 € F'(p; x) + Nk (p) doesn’t exist. This situation is applied
when the market is an oligopoly. In this case, each player is not a price-taker anymore
but is powerful enough to change the price according to his action z,, such that price
p becomes a function of the combination of all players” actions p(x). A common
example of this is the Nash-Cournot equilibrium problem, where the objective of
player a is defined as ¢,(z,) — (p(>_,c 4 Ta), Ta), Where z, € R% for a € A.

2.2 Multistage economic dispatch system

We first consider a general multistage economic dispatch equilibrium problem with mul-
tiple players. The general multistage economic dispatch equilibrium is a very general
framework that many short-term to medium-term planning problems can be fit in, such
as security constrained economic dispatch problem and planning problem in day-ahead
market. According to the notation in chapter 1, let A denote the set of all players and (N, £)
denote the scenario tree that represents the stochastic process of this problem. Additionally,
let 7 denote the set of different locations. The product (such as electricity or gas) is sold at
different locations i € 7.

For each player a at scenario node n, v,;, € R represents the ending storage of the

product of player a at location i. There are lower and upper bounds, v; and %, respectively,

av/
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on the storage level for each node n. The product is sold by player a at location i, and the
amount of sales is represented by s,;, € R.. The production level of the product by player
a at location i is represented by ¢.;, € R, and is subject to a fixed capacity constraint W,;.
Thus, the variable of each player a at scenario node n, z,,, can be decomposed into the
following components:

Lan = ((Uain)iel'a (Saz’n)iéza (qam)iGI) (21)

with the corresponding feasible region:

Xon = [ [0 o) x RE s TT10, W]

1€ €L

The transition constraint Gu,, (Tan_, Tan: T—an, Pn) € Kan corresponds to

Vain — Vain_ + Sain — Qain = 07 Viel (22)
where
gan<xan_ y Lans xfanapn> = (vain — Vgin_ + Sain — Qain)iel—
(2.3)
Ko — {O}II\

Equation (2.2) specifies the storage transition between parent node n_ and node n at
location ¢, where each storage level is decreased by the sales amount s,;,, to the market and
increased by the production amount ¢,;, from player a.

In this type of problem, it is assumed that there will be a price p;,, € R, for each location
i € T at scenario node n € N. The disbenefit fu,(Zan; T—_an, pr) of each player a at scenario
node n corresponds to

Z(Cam(%im Sains Vain) — Pin * Sam) (2.4)

i€T
where ¢, : R® — R is a convex function that measures the cost of activity of player a
because of his action (Vain, Sain, Gain) at location i. Y. 7 Cain(Gain, Sains Vain) is the summation
of these costs at all locations. The benefit from the sales at location i is given by p;,, - Sain.
ZieI Pin - Sain is the summation of these benefits at all locations of player a at scenario
node n. Combining the above two, the total disbenefits of player a at scenario node n is
equation (2.4).
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2.2.1 Formulation of player’s problem

According to (1.54), the risk-averse optimization problem for each player a given price
(pin)iGI,neN is:

For each a € A solves

min Z(Cm‘l(%ih Sail, Uan) — Pi1 - Sail)

Va-;8a-,qa- T
+ Pal ( |:Z (Caim<qmm7 Saim Uaim) — Dim * Saim)

i€

+ Pam ( [Z (Cail(qmlv Sail vail) — Pil - Sail)+pal(' o )} ):| )
- lemy
i€ mel+

s.t. Vain = Vain_ — Sain + Gain, Vi € I, nenN

Gain < Waia Vi € I, neN

Uy < Vgin, < U, VieI, neN

qain; Sain 2 07 VZ & I, n & N

where v,. = (Vain)icznen 1S the vector consisting of all ending storages controlled by player
a, Sq. = (S4in)icznen is the vector consisting of all sales of player a, and gq,. =
is the vector consisting of all production of player a.

(qmn)iGI,nGN

2.2.1.1 Players’ problem in the equilibrium reformulation

As stated in section 1.5.1, the optimal solution to the optimization problem of each player a

can be determined as a component of an equilibrium point of the following equilibrium
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min
Va-;8a-,qa-

s.t.

max
#an+ E€Dan
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Z(Cau(%n, Sail, Vail) — Dil * Sail)

€T
+ Z Han * |:Z (Cain(qain7 Sain, Uam) — Pin * Sain)
nel+ 1€l
+ Z Ham |:Z (Caim(qmma Saim Uaim) — Dim - Saim) + :|:|
men+ i€
Vain = Vain_ — Sain T Qain, Vi € I, neN
Qain < Wai; Vi € I, n e N
ﬂfu' < Vain < 1_1;2'7 Vi € I, ne€ N
Qain s Sain Z 07 Vi € I, n e N
Z Ham * |:Z (Caim(qmma Saim Uaim) — Dim * Saim)
men+ 1€l
+ Z Hal * [Z(Caiz(%u, Sails Vail) — Pit * Sait) + -+ H Vn e N\L
lemy 1€

(2.5)

2.2.1.2 Players’ optimization problem in the conjugate-based reformulation

According to section 1.5.2, the optimal solution to the optimization problem of each player

a is equivalent to the optimal solution of the following optimization problem:

min
Va-,8a-,q9a-,0a-

s.t.

Z(Cail(%m Sail; Vail) — Dil - Saz’1)+9a1

i€

Oun = > it (O (Caim(Gaim: Saim Vaim) = Pim * Saim) + Oam), ¥k € Agn,n € N\L
men+ €T

Vain = Vain_ — Sain + ain, VieZ, neN

Qain < Wai, VieZ neN

0ty < Vgin < T, VieZ neN

Qains Sain = 0, VieZ, neN

O =0, VnecrL
(2.6)

2.2.2 Three different types of market constraints

In this example, it is assumed that there is an individual market for each location i € 7 at

each scenario node n € N and the corresponding price is p;, € R. It is also assumed that
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there are three types of market constraints according to section 2.1.

2.2.2.1 Supply demand variational inequality with price unrelated demand (Type I)

If the market constraint belongs to Type I as defined in section 2.1, it is assumed that the
demand is price-insensitive and is represented by parameter D;,, as there is an individual
market for each location i. The demand for each market is satisfied by the sum of the
supply from all players at that location ) _ , Sain. As a result, the market constraint

0 € Fu(pn; @) + Nk, (pn) at scenario node n corresponds to

0 S Zsain - Dm L Din Z 07 Vi € A (27)
acA

where the feasible region of price p, = (pin)icz € RP! is
K, =RT

and the function
ZaEA Saln — Dln

Fn(pn7 wn) - ZaeA Sa.2n - Dzn

2aea Saizin — Dizin

The complementarity constraint, as defined in equation (2.7), embodies a fundamental
principle in economics, where » _ , Sqin — D, represents the classical supply and demand
relationship in economics. This constraint states that a positive price at location i and
scenario node 7 is valid only if the total supply from the players, } _ , sqin, is equal to the
demand, D;,, from the market. If the total supply exceeds the demand, no price is valid.
Moreover, the constraint also assumes that, in a feasible solution, supply must always be

greater than demand.

2.2.2.2 Supply demand variational inequality with price related demand (Type II)

If the market constraint belongs to Type II as defined in section 2.1, it is assumed that the
demand is price-sensitive and is a function parameterized by the price p;,, at each location
i, which can be represented by d;,,(p;,). In this case, we have the feasible region of price
Pn = (Pin)icz € R* as

K, =R
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and the function
ZaeA Saln — dln(p1n>

Sa2n — d n n
Fn(pn;wn) = ZQEA ? . ? <p2 )

ZaeA Sa|Zln — dIIln(pmn))

As a result, the market constraint 0 € F,(p,; ©.,) + Nk, (p,) at scenario node n corresponds

to

0 S Z Sain — dzn(pzn) il Pin Z Oa VZ € z (28)
acA

The demand is modeled as a decreasing linear function, d;,,(pin) = Din - (1 — Vin - (Pin — Din)),
with slope —Dj,, - vi,, and intersecting the point (p;,,, D;y, ). The fixed parameters (Vi )icznen
are determined by market properties. (D;,)icz.nen are the same parameters as the price-
independent demands in the previous market type, while (p;,, )icznen are the market prices

obtained from the previous type’s solution under demand (D;,,)icz nen-

2.2.2.3 Price decided by inverse demand function instead of market equilibrium

constraint (Type 111)

For this type of problem, it is assumed that there are no price variables, and thus, there
are no market constraints. Instead, the price p;, is replaced by a function P,,(s.;,) of all
players’ sales, where s.;, = (Sqin)aca. This function is derived from the equality of supply
and demand in (2.8):

Z Sain — Dm : (1 = Yin * (pm - pzn)) = 07 Vi € I7 (29)
acA

From equation (2.9) we can derive an inverse function of p;,:

1

,Y—D(Din_zsain)a VieZ, Vn e N

acA

Pin = Pin(8.in) = Din +

The equation of supply equaling demand (2.9) is equivalent to the market constraint (2.8)
when p;, > 0. This type of model differs from the previous two in that the market is
an oligopoly, where each player is no longer a price-taker but instead has the ability to
influence the price through their action s,;,. Furthermore, it is noteworthy that in this type

of market constraint, the disbenefit f.,(Zan; —an, pn) for each player a at scenario node n
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corresponds to

Z (Cam(%m, Sain Uain) - [pm + 1 (Din - Z Sam)} : Sain) (210)

. D,
i€l Tin m acA

2.2.3 Classification of the problem in different formulations and

market constraints
As discussed, we have two types of formulation of player’s risk-averse problem:
* Equilibrium reformulation
* Conjugate-based reformulation
with three different equilibrium market constraints:
* Supply demand variational inequality with price unrelated demand (Type 1)
* Supply demand variational inequality with price related demand (Type I1)
* Price decided by inverse demand function instead of market equilibrium constraint (Type I1I)

We begin with the simple situation where all players are risk-neutral. In cases where the
market constraint is Type I or Type II, the transition constraint (Vi — Vain_ + Sain — Gain)iez
doesn’t involve market prices or other players’ variables. As a result, market prices only
appear in the players’ objective function, leading to a price-incentive Nash equilibrium
problem (PNEP). In this case, each player’s problem will exhibit Nash behavior. However,
when the market constraint is a Type III market constraint, the objective function of each
player will include other players’ variables, resulting in the entire equilibrium problem
being a pure Nash equilibrium problem (NEP).

When considering the risk-averse players, the situation becomes more complicated.
Initially, we consider the risk-averse problem formulated in the equilibrium reformulation (2.5).
If the market constraint is a type I or type Il market constraint, the feasible regions of players
will not be impacted by market prices, other players’ variables, or risk probability vector y,
as the risk probabilities will only exist in the objective function of each player’s problem.
Consequently, the whole problem is a typical MOPEC with each player exhibiting Nash
behavior under these market constraints. If the market constraint is of Type 111, there will be
no market price variable p, and each player will only be affected by risk probability vector
y in the objective function. In this case ,the problem is also a NEP.

When the risk-averse formulation is based on the conjugate-based reformulation (2.6), the

situation is very different from that of the equilibrium reformulation. In case the market
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constraint is of Type I or Type 1I, the market price p;, will apper in the constraint §,, >
> mens o+ (e (Caim(Gaim, Saim, Vaim) — Pim * Saim) + bam) of each player’s optimization
problem. This means that the optimization probelm of each player will exhibit general Nash
equilibrium behavior. However, since the feasible region and the objective function will
only be affected by the market price, these problems are PNEPs. If the market constraint is

of Type 111, there will be no market price variable p;,,, and each player will have a cost-to-go

constraint as follows: 0y, > > .. pk (Zz or (Caim(qmmy Saims Vaim) — [pm + m.le (Dyp —

Y aca sam)} . sm-m> + Ham) . In this case, the problem is a GNEP.
The following Table 2.1 provides a conclusion of the type of problem to which each

part belongs:
Market constraint Type | Risk-averse formulation | Equilibrium problem type

Type 1 Conjugate-based PNEP with each player GNE
Type I Equilibrium MOPEC with each player NE
Type 11 Conjugate-based PNEP with each player GNE
Type 11 Equilibrium MOPEC with each player NE
Type 111 Conjugate-based GNEP

Type I11 Equilibrium NEP

Table 2.1: Problem types of different risk-averse formulations and market constraint types
of general dispatch equilibrium

2.3 Multistage capacity expansion equilibrium problems

In the second example we consider a multistage capacity expansion equilibrium problem.
Compared to the general dispatch problem, such a model is typically employed in the
context of long-term power system markets, including the planning of markets over several
years. In this framework, the players are denoted by a € A and the locations are denoted
by i € Z. Additionally, the stochastic process is characterized by scenario tree (N, £).

In this example, there exists an individual market for each location, and each player
generates all their supply at a single location and sells it to different markets i. The amount
of sales made by player a to market 7 at scenario node n is denoted by s,;, € R... The total
production capacity of player a at scenario node n is denoted by the variable C,,, € R..
The total sales ) _,_; sqin Of each player a at scenario node n is subject to the constraint:
Can = Y i1 ¥n  Sain > 0, where 1), is the degradation coefficient from production to sales at
scenario node n. A special property of this problem is that the capacity C,, can be expanded
by player from stage to stage. The capacity investment made by player a at scenario node n

to expand their generation capacity from C,, to C,,,, where m can be any child node of
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node n, is denoted as u,, € R.. The constraint that describes the capacity expansion of
each player a at scenario node n € N'\ L corresponds to: Cy, = Clpy, + Ugp, VM € ny. Based
on these, the variable of each player a at scenario node n € M\ L, z,,, can be decomposed
into the following components:

Lan = ((Sain)iéla Cana uan) (211)
with the corresponding feasible region:
Ko = R

The variable z,,, of each player @ at scenario node n € £ can be decomposed into the
following components:

Lan = ((Sain)iela Can) (212)

with the corresponding feasible region:
X, = REIH
The transition constraint Gu,(Tan_; Tan; T—an, Pn) € Kan corresponds to

Can - Can_ — Ugn_ = 0

Can - Zd}n * Sain Z 0 (213)
€L
where
Can - Can, — Ugn_
gan(xan,axan;x—anapn) =
Can - Ziel’ wn * Sain (214)

’Can = {O} X R-ﬁ-

In this type of problem, it is assumed that there is a price p;,, € R, for each locationi € 7
at scenario node n € N. Gy, : RZ+! — R is a smooth convex function that measures the
cost of player a’s activity and G, ((Sam)z‘ez, Can) represents the cost of player a at scenario
node n. I,, : R — Ris a convex function that measures the cost of capacity expansion made
by player a at scenario node n. The benefit from sales at location i is given by p;, - 54, and
Zzez Pin * Sqin Tepresents the summation of these benefits from all locations of player a at
scenario node n. Define s,., = (S4in)icz. Combining all the disbenefits described above, the
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total disbenefit fu,(@un; —an, pn) of each player a at scenario node n € N\ L corresponds to

Gan(sa-rm Can) + [an uan szn Sain (215)

€T

and the disbenefit f,,,(Z4n; —an, pn) of each player a at scenario node n € L corresponds to

G(ZTL SCL ny CL Z pZTL Sazn (2'16)

i€l

2.3.1 Formulation of player’s problem

According to (1.54), the risk-averse optimization problem for each player a given price

(pin)iEI,nEN is:

min Gal(SwlaCal +Ia1 ual E Pi1 * Sail

Uq-,Sa-,Ca
1€

+ pal ( |:Gan(sa-n7 Can + IG.TL uan me Sazn

i€l

+ pan ( [Gam(sa-nu Cam) + [am ?‘L(Zm szm Sazm

€T
+ pam(' R pal([Gah Sa. ha szh Sazh hEl+ cee )} ):|
ieT men+/ | nel+
s.t. Ca,n - Can, + Uan_ n € N\E
Can—ZT/Jn‘SamZO, VnGN
i€T
Uan s C(m >0, YneN
Sain207 ViEI, RGN
where u,. = (Uan)neanc is the vector consisting of all capacity investment of player a,

Sa. = (Sqin)icznen is the vector consisting of all production of player a, and C,,. = (Cop)nen
is the vector consisting of all production capacity of player a. Similar to the multistage
dispatch system equilibrium problem, the objective of each player is to minimize the total
disbenefits.

2.3.1.1 Players’ problem in the equilibrium reformulation

As stated in section 1.5.1, the optimal solution to the optimization problem of each player a

is equivalent to the partial component of equilibrium point of the following equilibrium



problem:

min

Ug.,8q-,Cla-

s.t.

max
,Uan+ EDan

Ga1(3a~17 Cal + Ial ual

szl Sail
: (G(m(sa-m C(m) + Ian uan me Sain
szm Saim

szh Sazh)

E plm Sazm

+ Z Hal * [Gal(swl; C’al + [al ual szl Sqil T - i|

° |:Gam(sa~m7 C(am) + ]am uam

43

Vn e N\L
Vn e N

VneN
VieZ neN

Vn € N\L

(2.17)



44

2.3.1.2 Players’ optimization problem in the conjugate-based reformulation

According to section 1.5.2, we will have the optimal solution of optimization problem of

each player a is equivalent to the optimal solution of the following optimization problem:

min Gal(sa-b C’al + Ial U/al E Pi1 * Sail + eal

Ua-,8a-,Ca-,0a- =
(3

s.t. ean 2 Z ,Uam : am sam Cam) + Iam(“am)

men+
_Zpim'<9aim+9am)y VkEAan,neN\(N(T—l)UN(T))

€L
ean 2 Z luam : a'm Sa “ms a'm szm S(urn Vk S A(zna n e N(T - ]-)

men+ i€
Can = Cgn_ + Ugn_ , Vn € N\L:
Can - an * Sain Z 07 Vn € N

€T

Uan Can Z 07 Vn S N
SamZO, Viez, nGN

(2.18)

2.3.2 Three different types of market constraints
2.3.2.1 Supply demand variational inequality with price unrelated demand (Type I)

Similar to the dispatch example, if the demand at location ¢ and scenario node n is price-
insensitive, it could be represented as parameter D;,,. The market constraint0 € F,,(p,,; .,)+

Nk, (p,) at scenario node n corresponds to

0<> Sain— Din Lpin >0, Viel (2.19)

acA
The complementarity constraint (2.19) states that a positive price at location ¢ and scenario
node 7 is valid only if the total supply from players, denoted by . 4 S4in, is equal to the
demand D;,, from the market. If the total supply exceeds the demand, no price is valid.
The constraint also assumes that, if the solution is feasible, supply must always exceed

demand.
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2.3.2.2 Supply demand variational inequality with price related demand (Type II)

In Type II problem, the demand is price-sensitive and market constraint 0 € F,,(p,; ©.,) +

Nk, (p,) at scenario node n corresponds to

0< > Sain — din(pin) Lpin >0, Viel (2.20)
acA

The demand function d,, (p;») is a decreasing linear function d;,, (pin) = Din - (1 — Yin - (Din —
Din)) With slope —D;,, - 7;,, and intersecting the point (p;,,, D;,). The parameters (Vin)iez.nen
are determined by market properties, while (D;,,)icz nen are the same parameters as the
price-independent demands in the previous type. The values of (D, )icznen are the solution
market prices of the previous type under demand (D) ez nen-

2.3.2.3 Price decided by inverse demand function instead of market equilibrium
constraint (Type I111)

In Type 111, the price p;, is replaced by a function P,,(s.;,) of all players’ sales. This function
is also derived from the equality of supply and demand constraint (2.9). Thus, the inverse

demand function of price is:

1

(Din = Y Sain), Vi€I, VneN
acA

The disbenefit fu,(Zan; T—an, Pn) of each player a at scenario node n € N'\ L corresponds to

1
Gan(sa-n7 Can) + Ian(uan) - Z [pzn +

i€l

(Dzn - Z Sain)} * Sain (221)

in ° in acA
and disbenefit f,,(Tan; _an, pr) of each player a at scenario node n € L corresponds to

1

Gan(sa-n7 Can) - Z [pm +

1€T

(Dm - Z Sain)} * Sain (222)

acA

2.3.3 Classification of the problem in different formulations and

market constraints

As discussed, we have two types of formulation of player’s risk-averse problem:
* Equilibrium reformulation

* Conjugate-based reformulation
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with three different equilibrium market constraints:
* Supply demand variational inequality with price unrelated demand (Type 1)
* Supply demand variational inequality with price related demand (Type I1)
* Price decided by inverse demand function instead of market equilibrium constraint (Type 11I)

When all players are risk-neutral and the market constraint is of Type I or Type II, the
constraints Cy;, — Cap. — Uan. = 0and Cypy — 3 ,c7 %n - Sain = 0 do not take into account
market prices or other players’ variables. Therefore, the problem can be classified a PNEP.
On the other hand, when the market constraint is of Type III, the objective of each player
includes other players’ variables, resulting in the problem being classified as NEP.

When players are risk-averse, we first consider the risk-averse problem formulated in the
equilibrium reformulation (2.5). If the market constraint is a type I or type Il market constraint,
similar to the previous example, the entire problem is a typical MOPEC, with each player
exhibiting Nash behavior under these market constraints. If the market constraint is of type
111, the problem becomes a NEP, as there is no market price variable p and each player is
only impacted by risk probability vector y in the objective function.

When the risk-averse formulation is based on the conjugate-based reformulation (2.6),
the situation differs significantly from the equilibrium reformulation. In case the market
constraint is a Type I or Type II market constraint, each player’s optimization problem will
exhibit general Nash equilibrium behavior with market price p;, appearing in the cost-to-go
constraint. Nevertheless, since the feasible regions and the objective functions will only be
affected by the market price, these problems are PNEPs. On the other hand, if the market
constraint is of type III, the problem becomes a GNEP, similar to the previous example, as
there is no market price.

The following Table 2.2 summarizes the type of problem for each part.

Market constraint Type | Risk-averse formulation | Equilibrium problem type
Type I Conjugate-based PNEP with each player GNE
Type 1 Equilibrium MOPEC with each player NE
Type 11 Conjugate-based PNEP with each player GNE
Type 11 Equilibrium MOPEC with each player NE
Type 111 Conjugate-based GNEP
Type 111 Equilibrium NEP

Table 2.2: Problem types of different risk-averse formulations and market constraint types
of general capacity expansion equilibrium

Remark 2.1. Upon comparing Table 2.1 and Table 2.2, it can be observed that there are no

discernible differences regarding the distinct types of equilibrium problems for the dispatch
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and capacity expansion examples. However, the feasible region of each player in the
dispatch equilibrium problem is a compact convex set, whereas the feasible region of each
player in the capacity expansion equilibrium is an unbounded convex set. This dissimilarity
in feasible region properties can give rise to distinct properties of the equilibrium points
in general equilibrium problems. Notably, the latter is considerably more challenging to

solve.

2.4 Multistage hydro electricity system with water

network

The last example that we include in this thesis is Example 1 in [38]. This example considers
a water network comprised of three hydroelectric generators and one leaving node, as
depicted in Figure 2.1. Let Z = {0, 1, 2, 3} denote the set of locations of these hydroelectric
generators and leaving node 0. The electricity generation and storage at locations 1 and 3
are controlled by firm A, whereas the electricity generation and storage at locations 2 are
controlled by firm B. Let A = { A, B} denote the set of players and let Z, denote the set of
locations that are controlled by player a € A. Thus, in this example, we have 74 = {1, 3}
and Zp = {2}. The arrows in Figure 2.1 represent the directions of water flows between
locations. Let &; denote the set of locations with incoming water flow from location i and

let £; denote the set of locations with outgoing water flow to location i.

7N 7N
(1 (2 )
\_ _

(2]

\__/

O

(o)

N

Figure 2.1: Water network with hydroelectric production at location 1, 2, and 3 and an
leaving node 0

At each scenario node n, the water flow travels from location 7 to location j is denoted by
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the variable u;j,, € Ry, and the water level at location : is denoted by the variable v;, € R.
!

at

and ¥

There are lower and upper bounds, v w;, respectively, on the water level for each
node n. Let w;.,, := (u;;n) je¢, denote the vector consisting of all water flows that travel out
of location 7 at scenario node n. Player a controls the water flows w,., and water level v;,, if
i € Z,. Based on these variables, the variable of each player a at scenario node n € N, 4,

can be decomposed into the following components:

Tan = ((uijn)ieza,jeﬁm (Uin)iEZ,l) (223)

with the corresponding feasible region:

in’ Yin

Xan — R%iela &3] % H [@l ,Du ]

1€L,

At location ¢ and scenario node n, the parameter 7;; € R allows for dynamic consump-
tion of the water flow between different locations, and w;,, denotes the random water
inflows from nature. The water level is increased by incoming water flows from other

locations " ._; Tjjiujin, as well as random inflows supplies w;,, but is decreased by outgoing

=3

water flows . _. T;;u;j,. This transition is represented by the constraint:

S
Vin_ + Z Titjin — Z Tijuijn + Win — Vin > 0

j€éi J€&:

The inequality in this constraint allows for the free disposal of water levels to maintain
them in a feasible range. Thus, the transition constraint Gu,,(Zun_; Tan; T—an, Pn) € Kan
corresponds to:

Vin_ + Zngugm — Z Tijuijn + @Win — Vi 2 0, Vi€,

j€&s JEEi
where

gan(wan, s Lan x—anapn) = (Uinf + Z T‘]zu]zn - Z 7ﬁz‘juijn + Win — U"L)iefa
jeé, =3 (2.24)
Kon = R

The cost of electricity generation and water level at location i and scenario node n is
measureby by a continuously differetiable convex function Cj, : RIé+! — R, so that the
cost at locations ¢ and scenario node n equals to C;,, (W;.., vir,). The selling benefit at location
i and scenario node n is p,, - gin(u;.n), Where p,, € R is the price determined by the market
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at scenario node n and g;,,(u;.,,) is the amount of electricity generated from water flow
between locations. The function g;, : RI¢! — R is a concave function. Thus, the disbenefit

Jan(Tan; T—an, pn) Of each player a at scenario node n € N corresponds to

1€T
2.4.1 Formulation of player’s problem

According to (1.54), the risk-averse optimization problem for each player a given price

(pn)nEN is:

min Z (Cn (wir,vi1) = p1- ga (Un))

(’U,L 7’Uz~)7‘,€Ia

€L,
+ Pal ( |:Z (Ozn(uzna Uin) — Pn gm(uln))
i€Lq
+ pan ( [Z (OinL(ui~7rL-, Uim) — Pm - gim(ui~nL))+punL(' o )i| >:|
e, men.y nel+
s.t. Vin_ + Z /-Z_'JL/U’JZIL - Z ZJUL]TL + Win — Vin 2 07 Vi € I(LJ ne N
j€é; JE&
vl < v, <OV VieI,, neN
Uijn > 0 VieZl, j€& neN

where w;. = (uijn) jee; nen 1S the vector consisting of all water flow originating from location

i € Z, v;. = (Vin)nen is the vector consisting of all water level states at location i.

2.4.1.1 Players’ problem in the equilibrium reformulation

As stated in section 1.5.1, the optimal solution to the optimization problem of each player a

is equivalent to the partial component of equilibrium point of the following equilibrium



problem:

min
(wi,v:.)iez,

s.t.

max
Han €Dan

Z(Cil(ui‘ly V1) — p1 - gil(ui‘l))

€L,
+ Z Han * |:Z (Cin(ui-m Uin) — Pn - gin(ui-n))
nel+ €L,

+ Z Ham * {Z (Cim (Wi Vim) = P+ Gim (Win)) + - - }

men+ 1€L,

Vin_ + E Tittjin — E Tijijn + @in — Vin > 0,

i€ JEGi

Ujjn >0
Z Ham - |:Z (Cim(ui~m7 Uim) —Pm gim(uivn))
men—+ 1€Lq
+ Z Hal * [Z(Oil(ui-lyvil) — - galwir)) + - H
lemy i€Ta

50

|

VieTl,, neN

Viel,, neN
Viel, je&, neN

Vn e N\L

(2.26)

2.4.1.2 Players’ optimization problem in the conjugate-based reformulation

According to section 1.5.2, we will have the optimal solution of optimization problem of

each player a is equivalent to the optimal solution of the following optimization problem:

min
(w44 )iz, 00

s.t.

2.4.2 Three different types of market constraints

Z(Cil(ui~17 Vi) = p1 - 91‘1(1%-1)) + 0

i€Z,

gan 2 Z M];m : (Z(Cim(uiwm Uim) — Pm - gmz(ulm)) + gam)a

men+ 1€L,
Vin_ + g Tjitjin — g Tijuijn + @Win — Vin > 0,

J€& J€&i

Vai = ai’
Ugjn = 0
0w =0, VnecL

Vk € Agn,n € N\L

VicTI,, neN

VicTI,, neN
Vi€, j€& neN

(2.27)

2.4.2.1 Supply demand variational inequality with price unrelated demand (Type I)

Similar to the previous two examples, for a Type I problem, denote D,, € R, be the fixed

parameter representing the demand of electricity from public market at scenario node n,



51

and the feasible region of price p, € Ris

and the function

Fo(pn; @.0) = Z(Z gm(uzn» - D,

acA iEZa
In this case, the general market constraint is equivalent to the following market comple-

mentarity constraint for each location i € Z and scenario node n € N:

0<> (D gin(win)) =Dn Lp, 20, VneN (2.28)

acA i€,

D,, € R, is a fixed parameter meaning that the demand is not related to the market price
pn- The term > 4 (3,7, 9in(uin)) regards the total supply sold from all players a € A
into the market. Thus, ., (3",c7. gin(in)) — D, represents the classical supply minus

demand in economics.

2.4.2.2 Supply demand variational inequality with price related demand (Type II)

In Type II problem, we have the price-sensitive demand

dn(pn) =Dy - (1 — Tn - (pn _ﬁn))

for each scenario node n € N. The function d,, is a decreasing linear function with slope
—D,, - 7, that will cross through the point (p,,, D,,). Here {7, },cx are parameters that are
decided by the market property, { D, },c are the same parameters as the price unrelated
demands in previous type and {p, },cxr are the solution market prices of the previous type
under demand {D, },cr. In this case, the market complementarity constraint for each
location ¢ € 7 at scenario node n € N is as follows:

acA i€,



52

2.4.2.3 Price decided by inverse demand function instead of market equilibrium
constraint (Type 111)

The price p, is replaced by a function P,(u.,) of all players’ actions, where w.,, = (w;jn)i jez.

This function is from the supply equals demand equality:

> O gm(tin)) =D (L=~ (pn—Pn)) =0, VneN, (2.30)

a€A i€,

from which we can have an inverse function of p;,,:

Pn = Pn + L (Dn — Z(Z gm(ui.n))), VneN

777, ' Dn CLG.A iEZrL

The supply equals to demand equality (2.30) is equal to the market constraint (2.29) when
pn > 0. Like before, a big difference between this type of model and the previous twos is
that the market here is an oligopolistic market.

2.4.3 Classification of the problem in different formulations and

market constraints

As discussed, we have two types of formulation of player’s risk-averse problem:
* Equilibrium reformulation
» Conjugate-based reformulation
with three different equilibrium market constraints:
* Supply demand variational inequality with price unrelated demand (Type 1)
* Supply demand variational inequality with price related demand (Type II)
* Price decided by inverse demand function instead of market equilibrium constraint (Type 11I)

Because each player a has the constraints v, +) | i, Tjitjin—> ice; TijUignT@in—0in > 0
that will involve other players’ variables {u;;,|j € &;}. Thus for any type of reformulations,
the problem with Type I or Type II market constraint is a MOPEC with general Nash
behavior, and the problem in Type IIl is a GNEP.

The following Table 2.3 provides a conclusion of the type of problem to which each
part belongs:
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Market constraint Type | Risk-averse formulation Equilibrium problem type
Type I Conjugate-based PNEP with each player GNE
Type I Equilibrium MOPEC with each player GNE
Type 11 Conjugate-based PNEP with each player GNE
Type 11 Equilibrium MOPEC with each player GNE
Type 111 Conjugate-based GNEP
Type 111 Equilibrium GNEP

Table 2.3: Problem types of different risk-averse formulations and market constraint types
of hydro electricity system equilibrium with water network

2.5 Data for testing scenario trees

The scenario trees we used for the test instances are presented in Table 2.4. We mainly used
two scenario trees for our computational experiments in this study. Both scenario trees
will have 4 stages. The difference is that in scenario tree 1 each parent node that is not a
leaf node will have 3 children nodes, instead in scenario tree 2 each parent node that is not
a leaf node will have 5 children nodes. The conditional probabilities of children nodes are

the same if their parent nodes are located in the same time stage.

scenario tree |T| size of children node |V

treel 3 3 12
tree2 4 3 40
tree3 4 5 156

Table 2.4: Test scenario trees

2.6 Repository

This section elucidates the procedure for obtaining access to each test instance men-
tioned in this thesis. The entirety of the associated files can be found at the web address:
https:/ /www.cs.wisc.edu/ ferris/stocheq. It is noteworthy that the test instances encom-
passed within this chapter pertain exclusively to problems featuring a singular market
demand type, and these instances will be utilized in subsequent chapters to evaluate the
efficacy of the various proposed algorithms. The generation of said test instances can be
accomplished through the utilization of the provided source codes. The inclusive content
of the files encompasses the following items: [add specific details of the files].

* Main file: genprob.gms


https://www.cs.wisc.edu/~ferris/stocheq
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* Three files correspond to three different instances for generating problem data and

problems.:

soldispatch.gms, solcapex.gms, solhydro.gms

* Scenario tree data files: treel.gdx, tree2.gdx, tree3.gdx

Below is a simple example of implementation:

Listing 2.1: Multiple optimizations with equilibrium constraints(MOPEC)

1 gams genprob.gms --data=treel --problem=dispatch --dataType=1 --
randomSeed=1 --quad=1] --demandType=1 --lambda=0.1 --varphi=0.4
Option Description Default
data the scenario tree for the stochastic problem. Candidates: treel, tree2, tree3 treel
problem problem type: three types of problem that could be chosen: dispatch, capex, hydro | dispatch
dataType two different ways for generation of random data. Candidates: 1, 2 1
randomSeed | random seeds set to generate data 1
quad € quadratic term of player’s objective 1
demandType | Type of market demand function. Candidates: 1, 2, 3 1
lambda A value of risk measure CVaR()\, ¢) 0.1
varphi © value of risk measure CVaR(\, ) 0.5

Table 2.5: General options

Upon execution of the aforementioned code, a singular problem instance will be gen-

erated and subsequently resolved using the default PATH solver, employing its default

configuration. As a result of this process, a gdx file will be generated, containing the output

described below.

Output Description

modelStatus model status for the problem

solverStatus solver status for the problem

problem instances data | all problem data that is generated by randomseed

Table 2.6: GDX Output

The parameters in gdx file can be gained by the folloing terminal command:

Listing 2.2: gdx output

gdxdump %$problem%_tree%$data%_dT%dataType%_rs%

randomSeed%_gd%gquad%_mkt $demandType%_la%lambda%

_vphi%varphi$%.gdx

The primary purpose of the GDX output file is to convey the status of the model and

solver utilized by the default PATH solver. Additionally, it serves as a convenient means

to provide problem data from the model, facilitating the regeneration of the data for the

user’s convenience.
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3 ADMM-BASED DECOMPOSITION METHOD FOR MULTISTAGE

STOCHASTIC EQUILIBRIUM WITH RISK-AVERSE PLAYERS

The main contribution of this chapter is the development of an ADMM-based algorithm to
solve the stochastic PNEP with risk-averse players using a conjugate-based reformulation as
described in chapter 1. The algorithm decomposes the original problem into collections of
subproblems indexed by players and solves them iteratively. This decomposition approach
is motivated by the fact that in PNEP, the system can be solved by solving a series of smaller
player’s optimization problems when the market price p is given. This property allows us to
tackle the computational intractability of the entire PNEP using traditional methods like the
PATH solver. This important property still remains in the stochastic setting with risk-averse
players using a conjugate-based reformulation. However, the proposed approach cannot
handle the stochastic PNEP with risk-averse players using an equilibrium reformulation
or the more general stochastic MOPEC with risk-averse players, especially when each
player has general Nash behavior interaction with each other, because players” problems
cannot be solved independently with given p. To address these scenarios, the risk-based
decomposition algorithm presented in chapter 4 can solve more general stochastic MOPECs
with risk-averse players, and the decomposition algorithm discussed in chapter 5 can be
applied to solve the large-scale subproblem encountered in the algorithm from chapter 4.

The chapter is organized as follows: Section 3.1 briefly recalled problem addressed in
chapter 1 and discusses its challenges when solving the entire system. Due to the hardness
of these problems when solving as a whole system, section 3.2 focuses on player-based
decomposition methods and presents three different algorithms based on this approach to
solve the stochastic PNEP with risk-averse players using a conjugate-based reformulation. The
first two algorithms are from the existing literature and are discussed in subsection 3.2.1,
while the third algorithm is the new ADMM-based algorithm proposed in this chapter. The
differences between these three algorithms are explained, highlighting the advantages of
our algorithm in addressing a broader range of problems. Section 3.3 presents the numerical
experiment results obtained using the proposed ADMM-based algorithm on the economic
dispatch and capacity expansion examples introduced in chapter 2. Finally, section 3.4

provides a conclusion for this chapter, summarizing the key findings and contributions.
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3.1 Problem statement

Solving stochastic equilibrium problems with risk-averse players in a general format poses
significant challenges. In the deterministic case, player-based decomposition approaches,
such as the Jacobi-based algorithm or Gauss-Seidel decomposition algorithm, are com-
monly employed to solve Nash equilibrium problems due to the advantageous inner
structure of such problems. However, achieving convergence in the general case can be
difficult, particularly when players exhibit general Nash behavior interactions. Therefore,
this chapter focuses on studying the stochastic PNEP, where interactions between players
are absent when the price p is given by the market constraint. Despite the lack of general
interactions, this problem formulation finds wide applications in practice and aligns natu-
rally with the concept of player-based decomposition. Notably, examples like the dispatch
example and hydroelectric example discussed in chapter 2, featuring Type I and Type II
market constraints, respectively, fall within this problem category.

Let us now recall the definition of stochastic MOPECs with risk-averse players using a
conjugate-based reformulation. The reason for focusing solely on the conjugate-based reformula-
tion rather than the equilibrium reformulation is that the latter involves the introduction of the
variable p into each problem, rendering it no longer a PNEP even if the original problem
is a PNEP. In the case of the stochastic PNEP defined on a scenario tree (N, £), where N
represents the set of scenario nodes and £ represents the set of edges, the cost function f,,
and the constraint function G,,, for player a at scenario node n are assumed to be indepen-
dent of other players” actions z_,,. Under this assumption, if player a is risk-averse and
the player’s problem is formulated using the conjugate-based reformulation introduced in
chapter 1, the optimization problem for player a given price p can be expressed as follows:

min Jar(za1;p1) + 0a

xq.,04.
s.t. Oun > > iy (fam(@ami D) +bam), VE € Aa,n € N\L
men+
3.1
gan(xan_ ) ajan;pn) € ’Cana Vn € N ( )

Tan € Xop, VR EN
Oun =0, VYnecL

Without loss of generality, we also assume the following assumptions hold for the rest
of this chapter.

Assumption 3.1. For each n € N, constraint Gop(Tan_, Tan; Pn) € Kan corresponds to the con-
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straints
g;n LTan_yLan,Pn) = 0
2 ( ) (3.2)
gan(xan— ) xan; pn) S 0
where
g;n {Ean7 bl :L‘an; n
gan(xanfaxan;pn) - 9 ( p )
gan (‘73(1”7 y Lans pn)
and

Kan = {0}Von x RYn

1 2
o and G2 and

Here v}, and 2, are positive integers and represent the dimension of constraints G
;n + ¢2n = ’lvban-

Assumption 3.2. For each n € N, the market equilibrium constraint 0 € F,,(p,; ®.n) + Nk, (pn)

corresponds to the complementarity constraint
0 < Fu(pnipn) Lpn >0 (3.3)

where
K, =R

The assumptions stated in (3.2) and (3.3) simply require that the cone K,,, and K, respec-
tively are positive orthants in their corresponding spaces. These are prevalent assumptions
in various practical applications and cover a significant portion of the equilibrium problems

encountered in different fields.

3.2 Player-based decomposition algorithms

This section introduces a player-based algorithm for solving the stochastic PNEP with
risk-averse players using a conjugate-based reformulation. Equation (3.1) demonstrates that a
stochastic PNEP with risk-averse players, when formulated using a conjugate-based reformu-
lation, belongs to a type of PNEP where players have no direct interaction with each other

once the market price p is given, as illustrated in Figure 3.1.
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Figure 3.1: Equilibrium network with a centralized market

In the player-based decomposition method, each player’s optimization problem (3.1)
is not further subdivided. As a result, we can simplify the player’s optimization problem
and present the algorithms in a more concise manner. The general form of the player’s
optimization problem in the PNEP can be expressed as follows:

Py7(p): min  fu(xa, 00 p)

s.t. ho(2q,04.;p) =0

9a(®q,04;p) <0
z, € X, 0, €0,

(3.4)

Here f, : R@tWl+e 5 R is a twice continuously differentiable function and f,(-; p) is

convex for each given p. g,, h, are differentiable and ¢,(-; p), h.(-; p) are convex with given

p.
Consider the stochastic problem (3.1), the cost function f,(x,, 6,; p) in (3.4) corresponds
to

fal(xal;pl) + 9(11 (35)

the equality constraint h,(x,, 8,; p) = 0 corresponds to
g;n(l’an, y Lans pn) - 0, Vn € N (36)
and the inequality g,(z,, 6,;p) < 0 corresponds to

ggn<xan_axan;pn) S O; Vn € N
S 1 (fam(@ami D) + Oam) ~ban <0, Yk € Mgy € N\L

men+

(3.7)
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The market constraint of equilibrium problem is
0<F(piz) Lp=>0 (3.8)

which corresponds to
0< Fu(pn;®n) Lpn >0, VneN (3.9)

The structure of the PNEP problem (3.4), (3.8) is illustrated in Figure 3.1. One key
characteristic of the PNEP is that the price directly influences each player, and when
the price p is fixed, each player’s problem becomes completely independent and can be
solved in parallel. This implies that once the market price solution is known, the actions
of other players can be obtained by solving a collection of small problems, and these
subproblems can be solved in parallel. Hence, an intuitive approach for an iterative and
decomposable algorithm is to initialize each iteration with a known market price and obtain
the corresponding players’ actions by solving each subproblem. Subsequently, the market
price is updated using the new information obtained from all players. The underlying

concept of this algorithmic approach is depicted in Figure 3.2:

|

‘ Market constraint ‘ ‘ Player's problem ‘

4

0<F(p;x) Lp20 PSR (p),Va € A

x‘

Figure 3.2: Player-based Algorithm Framework

However, many decomposition approaches rely on special properties of the problem to
guarantee convergence. One of these important properties is the monotonicity and Lipschitz
continuity of the reformulated mixed complementarity problem 0 < G(z) L = > 0.
Unfortunately, stochastic PNEPs with risk-averse players usually lack a monotone pseudo-
gradient mapping, even if the original problem with risk-neutral players is monotone.
Thus, most convergent algorithms utilizing the framework in Figure 3.1 are not applicable

when players are risk-averse. Consequently, research on utilizing the framework in Figure
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3.1 without requiring the monotonicity assumption is very limited. In this regard, we
will illustrate two previous works that could be utilized to solve this type of problem.
Following the introduction of these methods, we will discuss the restricted assumptions
required by each approach. This discussion motivates us to develop a new ADMM-based
decomposition approach that could be applied in a more general setting, which we will

discuss in the next section.

3.2.1 Two decomposition methods to solve PNEP (3.4) with VI (3.8)

Method I: Newton-based decomposition method [11]

In this section, we present the first algorithm introduced in [11]. The authors of [11]
assume that each player’s optimization problem has a unique minimizer for any given p.
Let us define:

(wa(p),Ha(p)) = arg migl {fa(wa, 0.;p) : ha(®a,0,;0) =0, (X0, 04;p) < 0,2, € X,,0, € @a}
Assume if we can get the algebraic representation of solution mapping (z.(p), 6.(p)),

we could replace « by (p) in VI constraint (3.8) and define R(p) = F(p; z(p)) and have
0<R(p) Lp=>0 (3.10)

From (3.8) we could get the equilibrium price p* directly. However, it is usually impossible
to compute the solution mapping «(p) and R(p) in practical problem. To overcome this
difficulty, an alternative is that we could try to get the a linear approximation of R(p)
around point B, which can be denoted by R(p;p). Such kind of approximation can be
constructed as follows:

Assume that the solution mapping (z,(p), 8.(p)) is continuously differentiable, we can
denote the gradient of x,(p) and 6,(p) as V,z,(p) and V,0,(p), respectively. Furthermore,
let Vo, (p) = Vpxo(P)|p=p and V,,0,(p) = V,0.(p)|p—p represent the value of V,x,(p)
and V60, (p), respectively, at the point p. This allows us to obtain the following expression:

VoR(D) = V,px(p) - Vo F (5 &) + V, F (p; ) (3.11)

where = (p)|p—p-
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We can construct a linear approximation of R(p) based on (3.11) and have

A

R(p;p) = R(p) + (VpR(P),p — P)

(3.12)
= F(p; ) + (Vpx(p) - VoI (p; ) + VI (P; ), p — P)

Assume the matrix V,z(p) - V F(p;&) + V,F(p; ) is invertible, the solution of 0 <

R(p;p) Lp>0is

1

p=max{0.p ~ (V,e(p) - VaF (p:7) + V,F(p: @) F(5i) }

which results in a new market price p, and the steps can be repeated iteratively to obtain

the solution. The algorithmic steps for this process are presented in Algorithm 1.

Algorithm 1 Newton-based decomposition method

1: Input and Initialization Choose p' € R®. Set r = 1.
2: Step 1: Subproblems. For each a € A solve

min {fa(waaea;pr> : h/(l(m(l)ea;pr) - 07 g(l(w(l)O(l;pT) S O’wa E X(l)e(l E 6(1}

Tq,0q

Let (z,0)) = (xo(P)|p=pr: 0.(P)|p—pr) denote the unique minimum in this problem

a’ a

given p”. Compute the gradients V,x,(p)|p=pr and let V!, = V&, (p)|p=pr. Define
x) Vpx]

x'=| ¢ | and Vpa" =
T4 VaTiy

3: Step 2: Stopping Test. If stopping criteria is met, Stop.
4: Step 3: Update price. Define V,F(p";x") = Vo F(pP; X)|p—pr a—ar and V,F(p"; ") =
VpF(p; @) |lp=—pr a=ar-

P+ = max {O,pT — (Vpa" - Vo F(p'sa") + VpF(p';2"))  F(p' “‘T)}

5: Step 4: Loop. Set r := r + 1 and go back to Step 1.

The practical performance of Algorithm 1 in equilibrium problems is not affected by
the absence of a convergence result. However, to ensure the algorithm’s effectiveness, we
need to satisfy three primary assumptions as outlined in the above steps:

1. The solution mapping (z.(p), 8.(p)) of the subproblem is a continuously differen-
tiable function with respect to p.
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2. For any p and & = x(p)|p—p, Vpz(D) - V. F(p;2) + V,F(p; &) must be invertible
and have nonnegative entries, otherwise we cannot guarantee a new price after this

iteration.
3. F(p;x) is continuously differentiable.

It is important to note that these three assumptions do not hold universally, and they may
not be satisfied in a wide range of equilibrium problems. For instance, if the subproblem is
a linear programming problem, the first assumption mentioned above will not be satisfied.
Therefore, the applicability of Algorithm 1 may be limited in such cases.

Method II: Smoothing decomposition of equilibrium problem [12]

The approach proposed in [12] offers a solution for cases in which the solution mapping
(x4(p), B.(p)) is not a continuously differentiable function with respect to p. Instead of solv-
ing the original optimization problem (3.4) with respect to the market price p, each player’s
optimization problem is modified by removing the inequality constraint g,(x,, 8,; p) and
replacing it with a barrier term with scaling coefficient . Additionally, a regularization
term £2(||x,||3 4 ||6.|3) is added to the objective function of player a. Thus, the modified
optimization problem for player a is as follows:

P(f’w(p) : min fa(maa ea;p) — € Z log{_gai(mm Oa;p)} +IXa (il?a)

Ta,0q

e-w
+To, (6a) + 5 (|@all; + 6a173) (3.13)

s.t. ho(a,04;0) =0

here 7y, and Zg, are the indicator functions on sets X, and O,, respectively. The optimiza-
tion problem P:“(p) is obtained by removing the inequality constraint g,(z,, 8,; p) from
the original optimization problem (3.4) and adding a barrier term with scaling coefficient ¢
and a regularization term &2 (||,|3 + [|6.]|3) to the player a’s optimization problem. The so-
lution mapping (z5“(p), 65*(p)) is a continuously differentiable function with the help of
the barrier term and regularization term. Let (z5*(p), 05“(p)) denote the solution of prob-
lem P;*(p) with given p. Let V25 (p), V,0;“(p) denote the gradient of 25 (p), 6 (p),
respectively, and V,z5* (p)|p=p, Vp05* (D)|p=p denote the value of V,x5“(p), V,05(p) at
point p. The function R*“(p) = F(p; *(p)) can be used to obtain the gradient of R** at
point p, which is given by:

VpR™(p) = Vpo™*(p) - Vo F(p; T) + Vp F(p; ) (3.14)

where £ = x°“(p)|p—p-
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We can construct a linear approximation of R*“(p) at the point p. Denote this linear
approximation by R*“(p; p), then we will have

e (pip) = B“(p) + (Y, F(p).p ~ P)

p—p (3.15)
= F(p; &) + (Vpx™“(p) - Vo F(p; ) + V,F(p; ), p — P)

Assume the matrix V,z°*(p) - V. F(p; @) + V,F(p; ) is invertible, the solution of
0< R“(p;p) Lp>0is

p=max{0.p— (Vya(p) - VoF(p:2) + V,F(p: 7)) F(pia) }

which help us get a new market price p and we keep repeating the above steps. The above

process can be illustrated by following Algorithm 2.

Algorithm 2 Smoothing Newton-based decomposition method

1: Input and Initialization Choose p' € R* ¢! > 0 and w! > 0. Set r = 1.
2: Step 1: Subproblems. For each a € A solve

T .

3 T T a € wr
min {fa(wa, 0.5p") — <" Y 10g{—gui(@a, 059")} + L, (2a) + Lo, (6a) + (lzallz + 116al13)

24,04 -
i

: ha(xaaea;pr) - O}
Let (z7,07) = (5" (P)|p=pr, 05 (P)|p=pr) denote the unique minimum in this
problem given p". Compute the gradients V,zZ ' (p)|,—pr and define V,z! =
T Vx|
V&l ¥ (p)|p=pr. Definex” = | 1 | and Vpa" =
4| VTl
3: Step 2: Stopping Test. If stopping criteria is met, Stop.
4: Step 3: Update price. Define V,F(p";x") = V4 F(pP; X)|p—pr a—ar and V,F(p"; ") =
Vpl'(D; @) |p=pr 2=

T T s T T T T 71 T T
p :max{O,p — (Vpx" - Vo F(p';a") + VpF(p';2") F(p'; = )}

5. Step 4: Update Smoothing Parameters. Determine "' and w"*! such that

D<etl<e™, O<wt <

6: Step 5: Loop. Set r := r + 1 and go back to Step 1.
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Remark

The aforementioned methods have been proposed as decomposition approaches to
solve PNEP. However, there are still cases of PNEP that may not be solved by the above
two algorithms in practice. For instance, the algorithm presented in [11] requires the
subproblem’s solution mapping x(p) to be a continuously differentiable function, which is
a really strong requirement that may not be satisfied by a linear programming subproblem
or when the subproblem is not strongly quadratic. The convergence of the outer iteration
of Algorithm 2 is also not clearly addressed in [12]. Additionally, both methods necessitate
the computation of the gradients V,x,(p) for each player a and the computation of the
inverse (V,a" - Vo F(p"; ") + V,F(p"; x")) ~! which is computational expansive and may
even be intractable if the problem is of large scale.

3.2.2 ADMM-based algorithm

In this section, we propose an ADMM-based decomposition algorithm designed to solve
stochastic PNEPs. We begin by presenting a mathematical reformulation of each player’s
optimization problem and demonstrating the equivalence between solving the reformu-
lated problem and the original problem. This reformulated problem allows us to develop
an ADMM-based algorithm that decomposes the large original problem into smaller sub-
problems and solves it iteratively. We also proved that if the ADMM-based algorithm
generates a series of converging points, the resulting point is the solution of the original
equilibrium problem, thereby verifying the correctness of the algorithm.

The ADMM-based algorithm decomposes the problem into smaller subproblems with
fixed prices, solves the subproblems in a Gauss-Seidel iterative manner, and uses the
players’ solutions to improve market prices. Although the ADMM method has been
extensively studied in centralized network problems, its extension to equilibrium problems
is unclear. Therefore, in this section, we present an ADMM-based algorithm to solve
multistage stochastic equilibria with risk-averse players. We first provide an overview of
the algorithm’s conceptual framework before delving into the specifics of each step and
the parameter updates.

Before discussing the algorithm, we introduce an equivalent reformulated problem for
the PNED, where each player solves a convex optimization problem. In the reformulated
problem, an artificial variable y, € R* controlled by player a is added, and an additional

term p”y, is added in the objective of player a. The reformulated optimization problem of
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player a is as follows:

PSPR(p):  min fo(®a,045P) + D"y

Ta,0a,Ya
s.t. ho(Ta,04;p0) =0
9a(Ta, 045p) <0
x, € X,,0,€0,,y, >0

(3.16)

The market constraint 0 < F/(p; ) L p > 0is also changed by y = (y,).c4 and the new
market constraint is as follows:

F(p;x) — Z Y, =0 L p free (3.17)
acA

Theorem 3.3. (x*, 8%, p*) is a solution of PNEP (3.4) and (3.8) if and only if (x*, 0", y*, p*) is
the solution of MOEPC (3.16) and (3.17).

Proof. Since for PNEP (3.4) and (3.8), each player is solving a convex optimization problem,
fa is twice continuously differentiable and g, is continuously differentiable and satisfies
the constraint qualification, (z*, 8*, p*) is a solution of PNEP if and only if it satisfies the
KKT conditions:

0 € Va, fo(@F, 05:0%) + Ve, ha(5, 059" )1; + Va,ga(x;, 65:p7) 5, + Na, (2;), Vae A
0 € Ve, fu(x:,05D°) + Vo, ha(x:, 050" ) + Vo, ga(xk, 050" B + No, (60F), Vae A
0=he(x;,0;;p") Lv, free, Yac A

0> ga(x;, 05:p") L 5, 20, Vae A

0< F(p“;z") Lp*>0
(3.18)
For the PNEP (3.16) and (3.17), (=*, 8%, p*, y*) is a solution if and only if it satisfies the
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following KKT conditions

0 € Va, fa(@, 05:9") + Va, ha(wg, 05 p"); + Va,ga(@, 05:97) 5, + N, (x;,), Vac A
0 € Ve, fa(x;, 05:P") + Vo, ha(, 05 07)v; + Ve, ga(, 05:07) 8, + No,(07), Vae A
0=he(x:,0:;p*) Luv: free, Vae A
0> ga(ey, 055p%) L 5; 20, Vae A
0=F(p"x*) — Zyz 1 p* free
acA
0<p"Ly,>0, VacA
(3.19)
Having the two KKT conditions, we start the main part of our proof.
First, we show that: (x*, 6%, p*) solves (3.18) (=) there exist y* > 0 such that (x*, 0*, p*, y*)
satisfies (3.19).

Suppose
1

Yo = Ta1
Al
Then with the condition 0 < F(p*;x*) L p* > 0 we will have

F(p*;x¥).

O<p*J_y:ZO Vae A
3.20
0= F =Y (3.20)

acA

which proves (z*, 8%, p*, y*) satisfies (3.19).

Next, we show that (x*, 8%, p*, y*) satisfies (3.19) (=) (x*, 8*, p*) satisfies (3.18). This is
not difficult to show since from 0 < p* L y} >0, Va € Aand0 = F(p*;x*)—> .. vs L p*
we will have

0< F(pha') Lp* >0
From the above, (z*, 6%, p*) is a solution of competitive MOPEC if and only if (z*, 8*, p*, y*)
is the solution of MOEPC (3.16) and (3.17) O

After building the equivalence between the original problem (3.4), (3.8) and the refor-
mulated problem (3.16)-(3.17), it becomes evident that solving the reformulated problem
can yield the equilibrium point of the original problem. To achieve this, an artificial variable
Y, > 01isintroduced, which is controlled by each player a. The inequality market constraint

F(p;x) >0
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is transformed into an equality constraint

_Zyazo

acA

During the iteration of the player-based decomposition algorithm, when solving player
a’s optimization problem, the original problem (3.16) is replaced by a modified objective

I

function with an additional penalty term: $||F(p; ) — >, 4 Ya||*. Therefore, the objective

function becomes:

fa(wmea;p)_"pTya _HF b;x ZyaH2 (321)
acA

where w represents the penalty parameter that controls the strength of the penalty term.

When only one player is present, and the equality constraint Fi(p;z) — > . ¥, = 0is
part of the optimization problem, and the objective function has the additional Lagrange
term associated with this equality constraint, we could claim that the objective function
is the augmented Lagrangian function that associates with the equality constraint. The
augmented Lagrangian method could be applied naturally here by iteratively updating
the primal variables (x,, 8., y,), and the Lagrange multipliers for equality constraint until
convergence. However, when multiple players are present, the ADMM method could be
applied by updating the primal variables (x,, 0., Y,)ac4 in @ Gauss-Seidel manner, and
subsequently the Lagrange multipliers until convergence.

In the case of our problem, although we don’t have this augmented Lagrangian function,
we treat the market price p as the Lagrangian multiplier associated with the market con-
straint (3.17) and the objective function (3.21) as the augmented Lagrangian function. When
all players are risk-neutral, a large family of stochastic PNEP is equivalent to a system opti-
mization problem, such as the economic dispatch problem and capacity expansion example
with Type I or Type Il market constraint in chapter 2. This equivalence has been shown in
[72]. In this situation, the market price p is the Lagrangian multiplier associated with the
market constraint in the system optimization problem with an appropriate coefficient, and
the ADMM method is perfectly suited to be applied with strong theoretical guarantees.
This motivates us to transfer the idea of the ADMM algorithm into the risk-averse case.

At iteration r with initial price p”, we solve each player a’s optimization problem in a
Gauss-Seidel manner to obtain the udpated player’s actions (™, 0" a, y""'a).Then, we

update the price variable by the projected first-order update with step size ¢ - w as follows:

pr+1 — max {07pr —ew- ( . r+1 Zyr—H }

JjeEA
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where 0 < € < 1is the parameter to control the step size of the projected first-order update
on market price. The complete Algorithm for solving the reformulated problem is as
follows:

Algorithm 3 ADMM-based algorithm for problem (3.16) and (3.17)

1: setr = 0, choose a starting point (z°, 0°, p°), parameter w > 0,0 < ¢ < 1.
2: while stopping criterion not met do
3: for each player a € Ado
4.
z,", 0,y =arg_min {fa(wa, 0.;p") + (P')" ya
La,0a,Ya
_HF( ; Zziv Lq, T a>] ZyH—l Zy;HQ
i<a j>a
st ho(xa,005P") =0, gu(®@a,0,;0") <0, x, € Xy, 60, € O, Yy > 0}
5: end for
6:
prJrl — max {O’pr —E-w- ( r 7“+1 Z yr+1 } (322)
jeEA

7. r=r+1
8: end while

By iteratively updating the player’s actions and the price variable, the algorithm aims
to converge to the equilibrium point of the original problem (3.4) and (3.8). In practice, in
the subsequent presentation of numerical results, we aim to demonstrate the convergence
of the algorithm by examining several illustrative examples. In these examples, we choose
relatively small values for w and ¢ to ensure convergence. However, it is important to note
that excessively reducing the values of w and ¢ can lead to a considerable slowdown in the
algorithm’s convergence rate, thus resulting in prolonged computational time required
to reach a solution. Therefore, striking a suitable balance for these parameters becomes

essential to achieve a desirable trade-off between convergence speed and solution accuracy.

3.2.3 Optimality result for ADMM-based algorithm

Theorem 3.4. If the the points { (", 0", v, 5", D", y") } generated by the Algorithm 3 converge

to the point {(:r;*, 6%, v*, 5%, p*, ¥) }, then (x*,0*,p*,y*) will be the equilibrium point of the
PNEP (3.16)-(3.17).
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Proof. Since {p"} converge to p* when r — oo, thus we must have

) =) y =0 (3.23)

JeA

becauseof p" ! =p" —c-w- (F(p”; ) =3 s y;”“) From (3.22) we can have the KKT
conditions for the player a’s subproblem at iteration r + 1

0 c va:afa< r+1 0r+1 )+Vmah ( r+1 0r+1,pr> r+1 +vwaga< r+1 9r+1 )ﬁrJrl

w0 Vo, P05y @) (F0hapih @) = 3wy = D u)) + N (@)

i1<a ji>a

OEVQ fa( r+1 0r+1 )‘I‘Ve h ( r+1 0r+17p) r+1
+V6 ga( r+1 9r+1’p )Br+1+N (92+1)7 (3.24)

0= ha(xt!,67 T pr) L it free

0> g’ r+1 0r+1 N ﬁrJrl >0

0<p —w- (F(p i) =Yyt - Zy]> Ly, >0

i<a j>a

And since { <a:’" o v " op" y’”) } converge to { (az* o v p* p* y*) }, and
from (3.24) and (3.23) we will have

0 € Va, fu(@;,05:0") + Vi, ha(x}, 05,07V, + Va,ga(x;, 05;:97) 8, + N, (x)

0 € Vo, fu(x;,05;P") + Vo, ha(x;, 059" )v; + Ve, 04(x5, 05 07) 8, + Ne, (67),
0= hy(x:,0:;p") Luv, free (3.25)

0> go(x;,0,;p") LB >0

0<p"ly,>0

3.2.4 Structural comparisons between algorithms

This section aims to provide a comparison between our proposed algorithm and two
existing decomposition algorithms, namely the Newton-based decomposition algorithm
(Algorithm 1) in [12] and the smoothing decomposition algorithm (Algorithm 2) [11]. All
three algorithms aim to solve the PNEP (3.4) and (3.8) in a distributed manner. However,
there exist differences among these algorithms, particularly in the major iteration of price
updating.
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e Algorithm 1 and 2 update the price by solving a linear approximation of 0 < R(p) L
p > 0 directly.

¢ Algorithms 3 uses only first-order information to update the price p by a gradient-
based method: p =p —¢-w - F(p; z(p)).

When solving the subproblem:
* With fixed p, Algorithm 1 solves the original subproblem.

* With fixed p, Algorithm 2 solves an approximated subproblem using smooth approx-

imation and regularization.

* With fixed p, in Algorithm 3, we minimize the original problem with penalization of

the market constraint via an Augmented Lagrangian in a Gauss-Seidel way.

Besides the above major differences, there are also some other differences that can be
summarized in the following Table 3.1.

penalty term penalty size | require V,z(p) p update specific requirement
. with fixed p, each
Algorithm 1 No No Yes Newton update subproblem has
[11] a unique solution
Aleorithm 2 Using Ipopt No, but to show
& o (a2 + [|64]]2) w0\ 0 Yes and many epiconvergence, origianl
[12] 2 e “ " points every | subproblem must have a
iteration unique solution with p
|| F(p”; first order
r+1 .r :
This work Ta<p Paxj )7, 41 | w, constant No update .Wlth No
Yo — le<alyj step size
—> Uil Vr

Table 3.1: Comparison of the difference of three main algorithms

3.3 Numerical experiments

This section presents an empirical evaluation and demonstration of the effectiveness of the
ADMM-based player decomposition algorithm in solving stochastic PNEP. The algorithm
is tested on the dispatch example and hydroelectric example in chapter 2, and computa-
tional experiments are conducted using the coherent risk measure CVaR (), ¢)(Z) defined
in chapter 1. This coherent risk measure can be formulated in the dual representation
of coherent risk measure by a conjugate-reformulation, and it also has a specific primal
formulation. An analysis of the practical efficiency of the two formulations is presented,
and the ADMM-based algorithm is tested on both formulations to find out which is is
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performing better in practice. The results indicate that the conjugate-reformulation is more
efficient in practice. The numerical results also demonstrate how the parameters A, ¢,
and the quadratic coefficient term in players’ objective function affect the performance of
ADMM-based algorithm. Specifically, larger values of A and the quadratic coefficient term
make the problem more difficult. The section also examines the impact of the algorithm’s
parameter w and the optimal selection of w on the algorithm’s performance. The numerical
results show that a too large w causes the algorithm to converge slowly, while a too small w
causes divergence of the algorithm. The optimal w is a parameter that needs to be selected
in between. The experiments aim to provide insights into the practical usefulness of the

algorithm and identify possible limitations and areas for future research.

3.3.1 Computational setting

The proposed algorithm was implemented in GAMS 26.1 and all examples were run on a
single server with an Intel Xeon processor (36 cores 3.1Ghz) and 768G RAM. The CONOPT3
solver was used to solve each optimization subproblem, and each algorithm was limited
to a single thread. In the analysis of the algorithm’s performance, we will first examine
the impact of the parameters v and w. Next, we will investigate how the risk measure of
the original problem affects the algorithm’s performance with fixed parameters v and w.
Finally, we will propose a special initial point technique for dealing with the same problems

but in an increasing risk-averse setting.

3.3.2 Parameters setting of test problems

We are testing our ADMM-based algorithm on the stochastic economic dispatch and
capacity expansion examples with Type I and Type II market constraints and risk-averse
players in chapter 2. Hence, we first present more details of both examples.

In the economic dispatch example, we assume in the player’s objective function that

1 € 0 0l |dain Qain

Cain(Gain; Sain: Vain) = 5 |Gain Sain Vain| [0 € O] | San | + [cgm Cain Cain| | Sain

0 0 € [vain Vgin
(3.26)
The parameter ¢ is used to control the degree of convexity of each player’s objective function.
Its value will be varied in different experiments later. The parameters ¢!, ¢, and ¢,

are uniformly distributed over the interval [1,10] foralla € A, i € Zandn € N. In

the supply-demand market constraint, the demand D,,, is uniformly distributed over the
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interval [20 - |.A|, 50 - |A|], where |A| is the cardinality of set .A. The production capacity W,
is uniformly distributed over the interval [40, 75]. The lower bound of storage o', is fixed at
20, and the upper bound of storage v%; is fixed at 100. In the Type II market constraint the
parameter v;,, is fixed at 1072

In the capacity expansion example, we assume in the player’s objective function that

1 1
Gan(San, Can) = 2{5 C € S T Con * Sain] + 5 € Can
€1 (3.27)

€
2 U
[an<uan) T Uy + Can * Uan

2710
The parameter e controls the degree of convexity in each player’s objective function, which
will be varied in different experiments later. The coefficient ¢}, follows a uniform dis-
tribution between [1, 10], and ¢*, follows a uniform distribution between [5,20]. In the
supply-demand market constraint, the demand D;,, follows a uniform distribution between
[7.5-|A|,12.5 - | A]]. Parameter 1, is uniformly distributed over the interval [0.5, 1] for each

n € N. In the Type II market constraint the parameter ~;, is fixed at 1072.

3.3.3 Comparisons of different formulations for coherent risk measure

CVaR(\, )

In this subsection, we intend to assess the effectiveness of the ADMM-based algorithm
on the economic dispatch example with risk-averse players, where the risk measure
CVaR(\, ¢)(-) is employed. As discussed in the introduction chapter, CVaR(\, )(-) is a
coherent risk measure that enables us to formulate the problem using a conjugate-based
reformulation. Additionally, CVaR(), ¢)(-) has an unique characteristic in that it has an
alternative algebraic representation referred to as the primal formulation:

CV@R()\v 90) <(fam(xama x—am;pm)m€n+)> - (1 - )\) ) E((fam(ﬁama x—am;pm)mEnJr))
+ A CV@RQ@ ((fam(xama *Tfam;pm)m@u,_))
= (1 - )‘> ) Z Qbm : fam(xamax—am;pm)

men4

i 1
+ - Hl’(f,lblenR {/ﬁlan + EE([fam(xama xfaﬂ%pm>

— Kan) )m6n+
' } (3.28)

Let us analyze the computational efficiency of the conjugate-based reformulation and
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primal formulation of the coherent risk measure CVaR(), ¢)(-). The primal formulation
introduces additional variables {an }nean 2, {0an fnean (13, Where 0,4, € RY, and additional
constraints (0a,, > ¢, (Gain) — Pin* Ta* Sain + O0an — Kan—) in €ach player’s optimization problem.
These are total 2 - [N| — |£| — 1 additional variables and |N'| — 1 additional constraints.
Therefore, the whole system involves an additional |A| - (2 |N| — |£| — 1) variables and
|A| - (V| — 1) constraints when using the primal formulation.

The computational complexity of the primal formulation will depend on the problem
size and the solution method used. If the problem size is small, the additional variables
and constraints introduced by the primal formulation may not have a significant impact on
the computational time. However, for large-scale problems, the additional computational
burden introduced by the primal formulation could be substantial. The solution method
used will also affect the computational efficiency of the primal formulation. If an efficient
solution method is used to solve the primal formulation, the computational time may
not increase significantly compared to the conjugate-based reformulation. However, if an
inefficient solution method is used, the additional variables and constraints introduced by
the primal formulation may lead to a substantial increase in computational time.

For the dual formulation, although no additional variables will be involved, there will
be additional ), ML (|1Can| — 1) constraints, where |K,,| is the cardinality of the set /C,,,,
which is the set of extreme points of the risk set.

Dé\;f:{“’aERln—HZﬂam:(l_A)'Qbm"i‘/\'nama Oﬁnm<¢—m, me ny

Znamzl}

men4

(3.29)

In reality, the value of |KC,,| is determined by the value of 1";—”; for each m € n. Specifically,
if i—m@ > 1 for all m € ny, then |K,,| = |n.|. However, if i—mw < 1 for all m € n,, then
in the worst case scenario, |K,,| could be greater than ('"2”) - 2. Therefore, in the worst-
case scenario, each player’s optimization problem will involve more than an additional
D oneA\L (‘”;') - 2 constraints. However, in most cases, the value of ¢ is typically large
enough to avoid the worst-case scenario. From a theoretical perspective, it is challenging
to compare the computational efficiency of the primal and dual formulations. Thus, the
analysis will be conducted from a numerical perspective instead.

The effect of size w on algorithm’s performance: Based on primal representation
and dual conjugate-based reformulation representation of the risk measure CVaR(), ¢)

In this subsection, we aim to evaluate the effectiveness of the ADMM-based algorithm

on the economic dispatch example with risk-averse players, where C'VaR(\, ¢)(-) is used
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as the risk measure. In this series of experiments, we investigate the effect of varying values
of w on the performance of the ADMM-based algorithm, using both primal formulation
and dual conjugate-based reformulation of the risk measure CVaR(), ) for the economic
dispatch example. The experiments were conducted on scenario tree 1 in chapter 2, with
|A| = 5 and |Z| = 2, where each player uses the CVaR(), ¢) risk measure with A = 0.5
and ¢ = 0.95. The quadratic term ¢,;,, = 1 foralla € A,i € Z,n € N. For each test, we set
all prices p;,, to 60, while all other players” variables are set to 0. The parameter ¢ is fixed
at 0.5 for all experiments. The algorithms are run until the Fisher-Burmeister (FB) merit
value is smaller than 10~*. The numerical results are reported as the average/standard
deviation on 4 randomly generated data sets and are presented in Tables 3.2 and 3.3. Table
3.2 shows the results obtained using the primal formulation, while Table 3.3 presents the
results based on the dual conjugate-based reformulation.

w Initial Merit(Mean/std) Iter # (Mean/std)  Final Merit(Mean/std)  t(sec) (Mean/std)

0.0005 252.690/4.7 4998.2/1031.0 9.873 x 107°/1.902 x 10~° 823.7/175.4
0.001 278.058/7.3 2774.0/576.4 9.497 x 1075/6.260 x 10~° 432.4/86.2
0.005 739.841/42.8 2000.8/473.2 9.921 x 1075/1.214 x 1077 276.0/71.9
0.01 1500.7/100.3 1814.8/438.0 9.942 x 1075/4.924 x 1077 249.2/65.9
0.05 7112.1/602.0 2463.8/1930.8 9.958 x 1075/1.404 x 1077 363.0/300.7
0.1 9320.6/262.8 - - 1800/0
0.5 9890.7/1077.3 - - 1800/0

1 9594.0/1400.7 - - 1800/0

Table 3.2: Comparison of algorithm performance with respect to parameter w based on
primal representation with € = 0.5 on scenario tree 1. "~ is caused by the divergence of the
algorithm.

w Initial Merit(Mean/std) Iter # (Mean/std)  Final Merit(Mean/std)  t(sec) (Mean/std)

0.0005 251.1/4.6 5009.8/1038.1 9.806 x 107°/2.332 x 10~° 682.1/183.2
0.001 272.2/7.1 2774.8/581.1 9.721 x 1075/2.243 x 10~ 346.1/98.1
0.005 700.8/49.6 2000.5/472.1 9.873 x 1075/7.146 x 1077 269.7/65.6
0.01 1416.1/105.8 1812.5/436.8 9.923 x 1075/5.470 x 1077 241.9/60.0
0.05 6933.7/599.5 2462.8/1931.8 9.950 x 1075/1.613 x 1077 346.9/270.6
0.1 9025.1/192.5 - - 1800/0
0.5 9230.9/969.4 - - 1800/0

1 8588.4/1033.2 - - 1800/0

Table 3.3: Comparison of algorithm performance with respect to parameter w based on
dual representation with e = 0.5 on scenario tree 1. ’-" is caused by the divergence of the
algorithm.

According to the results presented in Table 3.2 and Table 3.3, the choice of risk measure

formulation, either primal or dual, does not have a significant impact on the number of
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iterations required to achieve the desired accuracy. The experiments performed on both
formulations require a similar number of steps with the same parameter w. However, the
total time required to achieve the desired accuracy differs between the two formulations,
with the dual formulation requiring less time. This is likely due to the fact that for this
particular test case, where ¢ = 0.95 and the upper tail of the risk is very small, not many

additional constraints are required in the dual formulation.

w Initial Merit Iter # Final Merit t(sec)

0.0005 454.0 3576 6.122 3600
0.001 519.7 3877  4.381 x 1071 3600
0.005 1582.0 3906  5.700 x 1072 3600
0.01 3001.2 3907 2.400 x 107% 3600
0.05 7988.4 3809  5.224-107% 3600

0.1 1176.3 3769  1.200 x 1073 3600
0.5 14120.8 3476 9.299 x 101 3600
1 13017.3 3478 2.607 3600

Table 3.4: Comparison of different w on algorithm performance based on primal represen-
tation with € = 0.7 on scenario tree 2

w Initial Merit Iter # Final Merit t(sec)

0.0005 450.0 9479  9.943 x 107> 2083.7
0.001 505.9 7422 9.708 x 107° 1534.6
0.005 1476.7 5611  9.980 x 107° 1101.2
0.01 2806.7 5241  9.998 x 1075 1025.5
0.05 7521.2 4599  9.978-107°  883.7

0.1 11092.4 4471 9.987 x 107°  851.5
0.5 12695.6 13983 1.706 x 1073 3600
1 11531.3 13730 7.421 x 1072 3600

Table 3.5: Comparison of different w on algorithm performance based on dual representa-
tion with € = 0.7 on scenario tree 2

We also conducted experiments on a large scenario tree, tree 2, with the same parameter
settings to validate our conclusions. Tables 3.4 and 3.5 show that the dual representation-
based formulation achieves a much better result during the same restricted time compared
to the primal representation-based formulation. This is because the subproblem with
the dual representation takes less time to solve. Figure 3.3 displays the log of the Fisher-
Burmeister residual along with the iterations. We can observe that in the earlier iterations
(before the primal formulations stop), the plots of the primal and dual are almost identical.
This indicates that both formulation approaches exhibit some acceleration effects on the
major iterations. Therefore, the advantage of the dual formulation lies in the faster solution

of the subproblem in that situation.
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Figure 3.3: Comparison between number of iterations and FB merit in log scale on both
primal and dual formulation with changing parameter w.

Also from Tables 3.2, 3.3, 3.4 and 3.5, it is evident that the parameter size w has a signifi-
cant impact on the practical performance of the algorithm. The experiments demonstrate
that the algorithm can converge if w is small enough. However, when w is too small, the
Fisher-Burmeister residual decreases at a slow rate compared to a suitable w. This occurs
because the update step for the price from p” to p" ™ becomes too small, which leads to a
slow convergence rate to the optimal price and results in the dual merit residual remaining
large.

The effect of size \ on algorithm’s performance: Based on dual representation of
the risk measure CVaR(\, p).

Economic dispatch example

From our numerical analysis, we have compared the primal and dual representations of
a coherent risk measure and found that the dual formulation is superior when computing
with a large value of ¢. Furthermore, the dual formulation can represent the general case
of a coherent risk measure. As a result, in all subsequent experiments, we will use the dual

formulation. In this section, we will investigate how the properties of the risk measure
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and the classification of a player’s subproblem impact the practical performance of the
algorithm.

w A o« Iter# Final Merit t(seconds)
0.05 0.1 0.95 5787 4.740 x 107"  4643.967
0.05 0.2 095 7626 3.530 x 1075 7200
0.05 0.3 095 7601 2.043 x 1073 7200
0.05 0.4 095 7593 2.441 x 1072 7200
0.05 0.5 095 7585 1.170 x 107! 7200
0.05 0.6 0.95 6487 3.707 x 107! 7200
0.05 0.7 095 7846 3.621 x 107! 7200
0.05 0.8 0.95 7879 6.819x 107! 7200
0.05 0.9 095 7833 4.345x 107! 7200

Table 3.6: Comparison of different risk measure on algorithm performance based on
economic dispatch example with ¢ = 0 and € = 1 on scenario tree 3.

w A ¢ Iter# Final Merit t(seconds)
0.05 0.1 0.95 6971 9.251 x 107 7200
0.05 0.2 0.95 7624 3.471x 1074 7200
0.05 0.3 095 7376 1.356 x 1072 7200
0.06 0.4 095 7593 - 7200
0.05 0.5 0.95 6858 5.170 x 107! 7200
0.05 0.6 0.95 7116 9.568 x 107! 7200
0.05 0.7 0.95 6036 1.3618 7200
0.05 0.8 0.95 6021 1.719 7200
0.05 0.9 0.95 6079 9.045 x 107! 7200

Table 3.7: Comparison of different risk measure on algorithm performance based on
economic dispatch example with ¢ = 1 and ¢ = 1 on scenario tree 3. ”-" is caused by the
failure of the solver to solve the subproblem.

Tables 3.6, 3.7 present the numerical results of the ADMM-based Algorithm 3 applied
to the economic dispatch example with the dual representation formulation, with varying
values of the parameter ¢,;,, as previously discussed.

The tables demonstrate that as the value of ) increases in CVaR(), ¢), the algorithm
requires more major iterations to attain the desired FB-merit residual value. Notably, when
A > 0.5, it becomes challenging for the algorithm to force the FB-merit residual value below
1074

Capacity expansion example

In the second example, we still test how risk measure itself will affect the performance
of the algorithm. In Table 3.8, we fix ¢ = 0.95 and change A = 0.1,0.2,...,0.9. In Tables 3.9
and 3.10, we fix ay,,, = 0.6 and change A = 0.1, 0.5, 0.9. Here Tables 3.8 and 3.9 are for linear
subproblem and Table 3.10 is for quadratic subproblem.
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w A ¢ Iter# Final Merit t(seconds)
0.05 0.1 095 746 9.888 x 107° 185.9
0.05 0.2 095 398 9.992 x 107 115.3
0.05 0.3 0.95 280 9.904 x 107 81.4
0.05 04 095 429 9.863 x 107° 111.8
0.05 05 095 799  9.865x 107° 196.1
0.05 0.6 0.95 1741 9.946 x 107 421.5
0.05 0.7 0.95 4790 9.989 x 107 1207.9
0.05 0.8 0.95 12692 1.460 x 1073 3600
0.05 0.9 0.95 12395 2.228 x 1072 3600

Table 3.8: Comparison of different risk measure on algorithm performance based on second
example with e = 0 and ¢ = 1 on scenario tree 2

w A Tter# Final Merit t(seconds)
0.05 0.1 0.6 2183 4.776 x 10~ 3600
0.05 0.5 0.6 - - 3600
0.05 09 0.6 2222 5.531x1072 3600

Table 3.9: Comparison of different risk measure on algorithm performance based on second
example with ¢ = 0 and € = 1 on scenario tree 2. ’-" is caused by the failure of the solver to
solve the subproblem.

w A ¢ Iter# Final Merit t(seconds)
0.05 0.1 0.6 1248 6.483 x 107" 1952
0.05 0.5 0.6 1708 7.493 x 1077 535.3
0.05 0.9 0.6 2072 9541 x 107 3600

Table 3.10: Comparison of different risk measures on algorithm performance based on the
second example with e = 1 and ¢ = 1 on scenario tree 2.

Remark 3.5. We can see although from these three tables that when A is increasing in
CVaR(A, p), the major iterations it takes is not in a strictly increasing trend, we can still
see that in all three cases when ) is near 1 the problem is the hardest. It is difficult for the

algorithm to force the FB-merit residual value small when A = 0.5.

Initial point selection approach

To address the slow convergence issue that arises when A is close to 1, we propose an
initial point selection approach. The rationale behind this is that the slow convergence
rate of the algorithm stems from the slow updates of price variables towards the optimal
solution position. Specifically, the price update only utilizes first-order information, which
is suitable for large-scale problems but suffers from a slow convergence rate. To tackle this

issue, we propose an approach to select a good initial point for the price variables that
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reduces the algorithm’s running time in practice. Specifically, we suggest setting the initial
point as the solution of the case when ) is close to 0. Our experiments show that using
this approach, the algorithm’s running time is significantly reduced.

We perform experiments on the problems presented in Tables 3.6 and 3.7. For each
problem, we solve the case when A = k- 0.1 for k = 1,...,0.9, using the solution of the case
Ao = (k —1) - 0.1 as the initial point. The numerical results are reported in the following
tables.

w A ¢ Iter# Final Merit t(seconds)
0.05 0.1 0.95 1679 8.891 x 10~ 992.740
0.05 0.2 0.95 1685 9.934 x 1077 870.236
0.05 0.3 0.95 6905 9.998 x 1077 6471.4
0.05 0.4 0.95 6536 9.984 x 1077 5554.3
0.05 0.5 095 7284 1.740 x 1076 7200
0.05 0.6 0.95 2677 9.893 x 1077 2324.8
0.05 0.7 0.95 4756 5.545 x 1076 7200
0.05 0.8 0.95 6942 4.190 x 1072 7200
0.05 0.9 0.95 7452 5.201 x 1073 7200

Table 3.11: Comparison of different risk measure on sequentail initial point algorithm
performance with e = 0 and € = 1 on scenario tree 3.

w A ¢ Iter# Final Merit t(seconds)
0.05 0.1 0.95 4855 9.521 x 1077 2458.4
0.05 0.2 0.95 5477 T7.738 x 1077 2779.3
0.05 0.3 0.95 5589 4.520 x 1076 7200
0.05 0.4 0.95 7411 3.773x 107 7200
0.05 0.5 0.95 2543 9.805 x 1076 1696.7
0.05 0.6 0.95 1908 9.420 x 1077 999.2
0.05 0.7 0.95 2681 9.359 x 1076 3697.7
0.05 0.8 0.95 4750 9.850 x 1077 4114.9
0.05 0.9 095 7301 3.143x107* 7200

Table 3.12: Comparison of different risk measure on sequentail initial point algorithm
performance with e = 1 and € = 1 on scenario tree 3.

It should be noted that there is a clear difference between the results reported in Tables
3.6 and 3.11, as well as the difference between Tables 3.7 and 3.12. When the algorithm
was initialized with an arbitrary starting point, it exhibited a slow convergence rate to the
solution. However, in the case of solving the problem with a risk measure parameterized by
Aand ¢, if we start from a solution of the stochastic equilibrium with risk measure parameter
A < \, we can observe a faster convergence rate and achieve a good approximation of the

solution point.
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3.4 Conclusion

In this chapter, we proposed a new ADMM-based algorithm to solve the PNEP (3.4) with
VI (3.8). The convergence of the algorithm was observed in all numerical tests on two
multistage stochastic equilibrium problems with risk-averse players. It is observed that
with all other conditions fixed, it will take longer for the algorithm to solve the problem if
the players become more risk-averse. Although the convergence can be achieved from an
arbitrary initial point, the numerical results show that the computational performance can
be improved by choosing an initial point as the solution of the case with less risk-averse
players. This suggests generating a homotopy approach for more reliable solution finding.

Overall, these results are somewhat disappointing. While they allow decomposition,
they do not converge quickly and the choice of algorithmic parameters is problematirc. We

believe subsequent methods are superior for solution of even these PNEP problem:s.
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4  RISK DECOMPOSITION METHOD FOR MULTISTAGE STOCHASTIC

EQUILIBRIUM WITH RISK-AVERSE PLAYERS

The main contribution of this chapter is the development of a primal-MOPEC-dual-risk
algorithm to solve the stochastic MOPEC with risk-averse players using an equilibrium
reformulation as discussed in chapter 1. The algorithm decomposes the original problem into
two subproblems and solves them iteratively. This decomposition approach is motivated
by the fact that the additional probability vector p introduces nonlinearity to the multistage
problem, resulting in a highly nonlinear complementarity problem if solved by the PATH
solver. By fixing the probability vector u, the problem becomes simpler, and in the case of
quadratic player objective functions, it can even be formulated as a linear complementarity
problem. The other subproblem can be efficiently solved by solving a series of linear
programming problems. Compared to the ADMM-based algorithm discussed in chapter 3,
the proposed primal-MOPEC-dual-risk algorithm enables the solution of more general
stochastic MOPECs with risk-averse players, especially in scenarios where players exhibit
general Nash behavior interaction with each other. However, one challenge arises when the
scenario tree has a large size, leading to a significant increase in the size of primal-MOPEC
subproblem. To address this issue, a stage-based decomposition method is developed. This
method decomposes the large-scale subproblem into smaller subproblems indexed by time
stages. By dividing the problem in this way, computational efficiency is improved, making
it more manageable to solve large-scale stochastic MOPECs with risk-averse players. The
details of this stage-based decomposition approach will be further discussed in subsequent
chapter 5.

The aim of this chapter is to address the challenging problem of solving multistage
stochastic MOPEC with risk-averse players by proposing a new scheme based on risk
decomposition and its variants (incorporating proximal terms). The first contribution
of this chapter is to demonstrate the utilization of the risk decomposition algorithm in
achieving the solution to the problem under certain specific conditions, as well as its
variant incorporating proximal terms in solving the general case. Additionally, this chapter
investigates and presents new theoretical properties of the problem. The third contribution
is the demonstration of using the risk decomposition as an effective initial point setting
strategy for the PATH solver when solving multistage stochastic MOPEC with risk-averse
players. The proposed methods are tested on the problem instances presented in chapter 2
and the results indicate their effectiveness and superiority over the performance of the
PATH solver.
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The chapter is organized as follows: Section 4.1 provides a brief literature review of
the progress made in solving stochastic MOPECs with risk-averse players in past decade.
Section 4.2 recalls the problem using equilibrium reformulation addressed in chapter 1 and
discusses its advantages over conjugate-based reformulation. However, it also highlights
the drawbacks of solving the problem as a whole system. Due to the inadequacy of
traditional methods attempting to solve the problem as a whole, a new primal-MOPEC-
dual-risk algorithm is developed in section 4.3, which exploits the inherent structure in
the problem using the equilibrium reformulation and decomposes it into two smaller and
more manageable subproblems that can be solved separately and iteratively. Building
upon the main framework of the primal-MOPEC-dual-risk algorithm, section 4.4 explores
various enhancement techniques aimed at improving the practical performance of the
algorithm. In section 4.3.2 and 4.4.3, a comparative analysis is conducted, evaluating the
success rates of different algorithms from section 4.3 and 4.4 on problem instances from
chapter 2. The statistical analysis investigates the properties of the solution under changing
risk measure and the quadratic terms in objective functions. Finally, section 4.5 provides a
comprehensive conclusion for this chapter, highlighting the advantages of our algorithm

in solving such problems compared to traditional methods.

4.1 Literature review

In this chapter, a risk decomposition algorithm and its variants are presented to solve the
multistage stochastic MOPEC with risk-averse players using an equilibrium reformulation.
The algorithm focuses on multistage stochastic MOPEC problems with risk-averse players
and complements the player-based decomposition algorithm and its variant presented in
the previous chapter, which solves a specific type of problem: the price-incentive Nash
equilibrium problem (PNEP) with risk-averse players. However, that approach is not
capable of handling the more general stochastic MOPEC with risk-averse players, which
has numerous applications in fields such as power system [40], electricity market [63],
economics [23] and transportation [2].

There has been significant effort to find an efficient algorithm to solve the multistage
stochastic MOPEC with risk-averse players. The PATH solver [25], which is a powerful tool
for solving deterministic MOPEC and stochastic MOPEC with risk-neutral players, has
been found unreliable in solving stochastic MOPEC with risk-averse players. A sequential
approximation approach [60] has been proposed, but it requires solving a problem of
the same size as the original problem in each iteration. Decomposition methods have
gained increasing interest due to the large scale of the scenario tree in multistage problems.
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In general, there are four types of decomposition algorithms: player-based, time-stage-
based, scenario-based, and risk-based. Player-based decomposition has been extensively
studied in many literatures and shown to be efficient for potential games in the deterministic
setting, but it cannot lead to an equilibrium point for non-potential games. Scenario-based
decomposition [76] has been shown to be an efficient method for large-scale multistage
stochastic MOPEC, but it can only handle problems with a global monotonicity property
and risk-neutral players. To the best of our knowledge, there are no time-stage-based or

risk-based decomposition methods for this type of problem.

4,2 Model and structure

This chapter presents a risk-based decomposition algorithm called primal-MOPEC-dual-
risk decomposition algorithm. The algorithm is specifically designed to address the multi-
stage stochastic MOPEC with risk-averse players by employing an equilibrium reformulation.
To establish a contextual understanding, it is important to recall the fundamental defini-
tions outlined in section 1.5.1 of chapter 1. By revisiting these definitions, we can establish
a comprehensive perspective on the problem at hand and its associated challenges.

Each player a € A is trying to solve the following optimization problem with given

(®_a, P, 1), Where p, = (ftan)nesa):

Pf(w—a-upa I’l'a.) : Igln fal(xal;x—ahpl) + Z Han * [fan(xan;x—anapn)
“ nelt

+ > tam + [fom (Tam: T—am, Pm) + - ]}
men+
s.t. Gan(Tan_ s Tani T—ans Pn) € Kan, Vn e N
Tan € Xogn, VN EN
4.1)
For each player a € A and scenario node n, there exists one addtional player who is
controlling the vector (i, = (ftam)men, and trying to solve the following optimization

problem:

Ran(map7 /Lag(n)) : max Z Mam [fam(xam; mfamypm> + Z Hal - [fal(xal; fﬂfal?pl) + -

Han €D an
+

(4.2)

with given z, p and Hadn) = (Nal)le§(n)-
The market price at node n is p,, taking all players’ strategies at node ., = (245 )aca as
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given, satisfies the equilibrium constraint:

QY1 (x) = {pn|pn € K,,pn solves (4.3)} denotes the set of market price p,, that safisfies the
equilibrium contraint at scenario node n.

From definition 1.12, (z*, p*, n*) = <(x;n)a€A7n€N, (P ) nen, (,ugn)aeAmeg(l)) is an equi-
librium point of the above multistage stochastic MOPEC with risk-averse players using an
equilibrium reformulation if and only if

*

x: isan optimal solution of P/ (z* ., p*, u) foralla € A

a

p: belongstoset QV'(x*) foralln e N (4.4)

[an, isan optimal solution of Ru.(z",p", 11 5 foralla € A;n e N\L

(n))

4.3 Primal-MOPEC-dual-risk decomposition algorithm

The integration of the multistage stochastic MOPEC with risk-averse players, through the
utilization of an equilibrium reformulation, introduces numerous challenges. To effectively
address these challenges, we propose a decomposition method. The primary objective of
this method is to compute the risk measure probability vector, denoted as p, independently
from the stochastic MOPEC. The solution process entails iteratively solving the stochastic
MOPEC with a fixed risk measure probability vector p, followed by the resolution of the
worst-case model, which relies on the fixed strategies of the players and the prevailing mar-
ket prices. Notably, when p is held fixed, the stochastic MOPEC can often be approached
as a comparatively simpler problem, amenable to solution techniques such as the PATH
solver. In essence, the primal-MOPEC-dual-risk decomposition algorithm facilitates the
partitioning of the original problem (4.4) into two distinct subproblems:

* Primal-MOPEC F(pu*):

With given p*, find (x*, p*) such that

*

x! is an optimal solution of P/ (z*,, p* u*) foralla € A.

a

p. belongstoset QV'(z*) foralln € V.
(4.5)
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* Dual-risk problem B(z*, p*):

With given (z*,p*), find p* such that
Han, 1S an optimal solution of R, (x", p*, 1, §(n)) (4.6)

foralla € A,;n € N\L

Starting at iteration r > 1 with an initial point ("', p"~*, p" 1), the primal-MOPEC is
first solved using the given risk measure probability vector p"~'. This yields the updated
vectors of players” actions " and price p”, resulting in a simpler MOPEC problem with a
reduced problem size compared to the original comprehensive problem. Typically, this
type of problem can be effectively addressed by employing the PATH solver. Subsequently,
the updated risk measure probability vector u" is determined by solving the dual-risk,
considering the obtained (x”, p"). This iterative process is repeated until a point (", p", p")
is attained, satisfying the predetermined stopping criterion.

The utilization of such a decomposition approach offers two principal advantages over
directly solving the entire system. Firstly, in the primal-MOPEC phase, the fixation of p
results in a reduction of the problem’s complexity. Specifically, it transforms the highly
nonlinear complementarity problem into a more manageable nonlinear complementarity
problem, and in certain cases, it may even simplify the problem to a linear complementarity
problem, particularly when the objective function of each player is quadratic and the
functions G and F exhibit linearity. This reduction in complexity enables more efficient and
tractable solution procedures. The second advantage lies in the separability of the dual-risk
calculation. The risk-averse problem R,,(z*, p*, 1 s (n)) can be solved by focusing solely
on the value of u for player ¢ and the nodes within the set S(n). This feature provides the
flexibility to calculate the value of p in a reverse manner, following the reverse order of the
time stage 7. Consequently, an algorithmic approach can be devised to obtain the values
of the entire risk measure probability vector u, leveraging the known values of  and p.

By capitalizing on these advantages, the proposed algorithm facilitates an efficient and
effective solution process for the multistage stochastic MOPEC with risk-averse players.
The iterative nature of the algorithm, along with the partitioning of the problem and the
utilization of suitable solvers, enhances computational efficiency and enables the attainment
of viable solutions within a reasonable timeframe. We could have the following algorithm

to get value of the entire p with given x and p.
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Algorithm 4 Algorithm for the dual-risk B(z*, p*)

—_

RN A U

Input and Initialization Players’ strategies * and market prices p*.
Solving dual-risk
fort=|7|—-1,...,1do
fora € Ado
forn € N(t) do
Compute 4;,, that is the solution of risk-averse problem R.,(z*, p*, ,u; 3 (n)).
end for
end for
end for

Based on the use of Algorithm 4 to calculate 1, the complete primal-MOPEC-dual-risk

decomposition iterative algorithm is as follows:

Algorithm 5 Primal-MOPEC-dual-risk decomposition algorithm

1:

2:

10:
11:
12:
13:

Input and Initialization Choose u! = P, where P is vector for risk-neutral probabilities
for each scenario node n € N and P, = [[,,.cp(,,) ¢m- Setr = 1.
Step 1: Primal-step Solve the primal-MOPEC F(u"), get (", p") such that

T

x! is an optimal solution of P/ (x" ,,p",u") forallac A

“ 4.7
p” belongstoset QM(x") @7
Step 2: Dual-step.
fort=1|7|—1,...,1do
fora € Ado
forn € N(t) do

Compute y7,/} that is the solution of risk-averse problem R, (x",p", “Z%l(n))'
end for ’
end for
end for

Step 3: Stopping Test. If stopping criteria is met, stop and go to step 5.

Step 4: Loop. Set r := r + 1 and go back to Step 1.

Step 5: PATH solve (optional). Use the PATH solver to solve the whole problem with
initial point (", p", u"*1). Get the solution (z*, p*, u*) if the solution is found.

4.3.1 Stopping criteria

The selection of an appropriate stopping criterion in step 3 of the primal-MOPEC-dual-risk

Algorithm 5 holds significant importance in practical applications, as it can significantly

impact the algorithm’s overall performance. The choice of a stopping criterion is highly de-

pendent on the specific requirements and constraints present in real-world scenarios. Given
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the flexibility in choosing the stopping criterion, multiple approaches can be adopted. One
commonly employed stopping criterion is based on the Fischer Burmeister (FB) function ¥,
introduced in subsection 1.2.1, serving as a merit function for evaluating the convergence
of the point (2", p", u"*1). This merit function enables the assessment of the solution’s
quality by quantifying the distance between the obtained solution and the ideal equilib-
rium solution. In practice, the algorithm is halted when the merit value ¥ (z", p", u"**)
talls below a predefined threshold value. This threshold value serves as an indicator of
the desired level of convergence, allowing the algorithm to terminate once an acceptable
solution is achieved.

Although the primal-MOPEC-dual-risk decomposition Algorithm 5 provides a sys-
tematic approach for decomposing the problem into more manageable subproblems, its
convergence to the equilibrium point of the problem is not guaranteed. As detailed in
Chapter 2, it is possible to construct examples where the sequence (z", p", u") -, fails to
converge. Despite this limitation, empirical results presented later illustrate that the Risk
decomposition Algorithm 5 is effective in solving a majority of instances when compared
to the PATH solver.

In the numerical experiments, even in cases where the Algorithm 5 does not yield a
convergent series, it is still possible to obtain (z”, p", u" ') for a certain iteration r, which
can serve as a promising initial point for the PATH solver. In such situations, a modified
termination criterion can be employed. The algorithm can be stopped at iteration r if
U(z", p",pu ) > Uz pt p"), and (2", p"!, u") can be chosen as the initial point
for the PATH solver to solve the entire system. By leveraging this approach, empirical
results in later sections will demonstrate how this technique enhances the success rate of
the PATH solver in solving problem (4.4).

While convergence to the equilibrium point cannot be guaranteed in all cases, the
empirical findings indicate the effectiveness of the Risk decomposition Algorithm 5 in
addressing a wide range of instances. Moreover, by incorporating the PATH solver and
leveraging the obtained intermediate points, the algorithm provides a practical strategy
for improving the convergence and success rate of the overall solution process. These
empirical results serve as valuable insights, shedding light on the algorithm’s performance
characteristics and its ability to tackle the complexities of the multistage stochastic MOPEC

with risk-averse players.
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4.3.2 Numerical Experiments

In order to assess the effectiveness of the primal-MOPEC-dual-risk decomposition approach
and its variants, as proposed in section 4.3 and 4.4, a comprehensive series of computational
experiments was conducted. The objective of these experiments was to rigorously evaluate
the performance and efficacy of the proposed algorithms in addressing the complexities of
the stochastic MOPEC with risk-averse players.

The proposed algorithms were implemented using the GAMS modeling software. The
experiments were carried out on a single Intel Xeon server, which was equipped with 36
cores and boasted a processing power of 3.1 GHz, accompanied by a substantial 768 GB of
RAM.

Throughout the experiments, a standardized FB residual tolerance of 10~° was employed
as a benchmark for determining the successful solution of the problem. This tolerance
criterion served as a reliable metric for evaluating the convergence and solution quality, en-
abling consistent comparisons and objective assessments across different problem instances
and algorithmic approaches.

By adopting this rigorous experimental framework, the aim was to provide a compre-
hensive and unbiased evaluation of the proposed primal-MOPEC-dual-risk decomposition
approach and its variants. The experimental results, which will be presented in subse-
quent sections, reflect the performance characteristics and effectiveness of the algorithms
in addressing the challenges posed by the multistage stochastic MOPEC with risk-averse
players.

4.3.2.1 Problem parameters setting

To ensure a thorough evaluation, the impact of these approaches was tested across all three
problem instance classes, encompassing a diverse set of scenarios characterized by the three
types of market constraints defined in chapter 2. However, to focus on the important parts,
we will mainly show the numerical results on the economic dispatch examples, which have
the most represtative results and are already enough for us to get the main conclusions.
For the other two examples, we will show the summary results and put the detail results in
the appendix. To introduce variability and account for different problem settings, varying
problem parameters were randomly generated. This systematic testing methodology
allowed for a comprehensive exploration of the algorithms’ performance across a wide
range of problem configurations. Hence, we first present more details of these examples.
In the economic dispatch example, we assume that the objective functions of players have
the same algebraic representation as described in section 3.3.2. Specifically, the objective
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function of player a in the economic dispatch example follows the format (3.26) and the

objective function of player a in the capacity expansion example follows the format (3.27).
q .

and ¢

ain

For the economic dispatch example, the parameters c;, are uniformly distributed

S
awn

over the interval [10, 20]. Additionally, the parameters c are set to zero for all

a€AieZ andn € N. The demand D;, and production capacity W,; follow the same
distribution as specified in section 3.3.2. The lower bound of storage !, and upper bound
of storage v; remain constant, as described in section 3.3.2. For the Type 1I and Type 111
market constraints, the parameter v;,, is fixed at 1072 for each i € Zand n € NV.

In the context of the capacity expansion example, it is worth noting that the coefficient

S
awmm

s, is subject to a uniform distribution ranging between the values of 10 and 20. Similarly,

the coefficient c

an

the supply-demand market constraint, the demand variable D;,, is uniformly distributed

is uniformly distributed within the range of 35 to 45. Pertaining to

between the intervals of 40 multiplied by the cardinality of set A, and 80 multiplied by the
cardinality of set A. It is important to mention that the parameter v, is consistently set to
the value of 1 for each node n € N. As for the Type II and Type III market constraints, the
parameter v;,, remains fixed at a value of 1072

In both the economic dispatch example and the capacity expansion example, it is
assumed that the number of players, denoted by |A|, is fixed at 2. Furthermore, the
scenario involves a single location, represented by |Z|, which is also equal to 1.

In the hydroelectricity example, it is important to highlight that the objective function
associated with player a follows a specific form. The details pertaining to this specific form

will be elaborated upon in subsequent sections.

1
Cin(ui-n7 Uin) = 2(5 t€ u?jn + C%n ’ uijn)

I (4.8)
Gin(Win) = Z Cijn " Uin
JESi

For the hydroelectricity example, the coefficient c}’;, is uniformly distributed between

[10,20]. Similarly, the coefficient cj;, follows a uniforin distribution between [0.85, 1]. In
the supply-demand market constraint, the demand D, is uniformly distributed between
[50, 150], reflecting the variability in the electricity demand. The parameter w;, is also
uniformly distributed between [50, 90], representing the variability in the water inflow for
hydroelectric power generation. Furthermore, the parameter 7;;,, is fixed at 1. In the Type II
and Type IIl market constraints, the parameter ~;, is fixed at 1072, implying a predetermined

level of risk tolerance.
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4.3.2.2 Numerical results

In these sections, we are testing the performance of following methods:

e PATH: Solving the problem by utilizing the PATH solver with an arbitrary initial
point and the default setting.

¢ PATH-RN: Solving the problem by employing the PATH solver, utilizing the solution
obtained from the risk-neutral case and the default setting.

* PD: Solving the problem by utilizing the primal-MOPEC-dual-risk decomposition

algorithm.

¢ PD-PATH: Solving the problem by employing the primal-MOPEC-dual-risk decom-
position algorithm, followed by empolying the PATH solver.

The subsequent experiments are designed to evaluate the performance of the aforemen-
tioned four methods in three distinct examples with varying market constraints. These
evaluations utilize the risk measure C'VaR(), )(-). To systematically investigate the impact
of two key parameters, namely € and ), on the success rate of the algorithms, controlled
variations of these parameters are employed in the experiments. Specifically, for each fixed
value of € and ), the experiments are conducted using two different values of the parameter
¢ and employing 16 distinct random seeds.

Before we talk more about the numerical results. We want to first give the defintion
of a mixed solution of a stochastic MOPEC with risk-averse players using an equilibrium

reformulation.

Definition 4.1. The solution of the stochastic MOPEC with risk-averse players using an
equilibrium reformulation (4.4) with polyhedron risk sets {D,,|n € N\ L} is called a mixed
solution if for some a € A and n € N\ L the probability vector /.., is not an extreme point
of the polyhedral risk set D,,,.

Tables 4.1 to 4.3 present the performance of the four methods across the economic dis-
patch example, which exhibits diverse market constraints. Additionally, these tables depict
the relationship between problem difficulty and the percentage of solutions containing
a probability vector p,,, that is not an extreme point of the corresponding risk set D,,
for certain values of a € A and n € N. In the tables, the first two columns represent the
tixed values of € and A utilized in the numerical experiments. Subsequently, the third to
eighth columns display the successful rates (SR) and worst elapse time (seconds) of each
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approach across a total of 32 experiments. Finally, the last column indicates the percentage
of solutions that are not a mixed solution.

Let’s first focus on the performances of the PATH and PATH-RN approaches, which are
shown in the column 3 to column 6 in Tables 4.1. The analysis of this table reveals that both
the PATH and PATH-RN approaches exhibit poor performance across all the problems
considered. Additionally, for both approaches, the difficulty of the problem generally
increases as the parameter A becomes larger while keeping € constant. This observation
aligns with expectations, as larger values of A result in larger risk sets D,,, and greater
risk aversion among the players, consequently rendering the problem more challenging.
It is also observed that when A is fixed, the problem will be harder for the PATH and
PATH-RN when € becomes smaller and closer to 0. Especially when € = 0, each player’s
optimization problem will be a linear programming problem, which doesn’t guarantee an
unique solution and thus makes the problem more difficult.

The performance of PD approach shows a very different trend compared to the perfor-
mance of the PATH and PATH-RN approaches on these experiments. Although the PD
approach doesn't have a good performance when e < 1072 and performs worse than PATH
and PATH-RN when ¢ = 107! and A < 0.3, it outperforms the PATH and PATH-RN in most
cases when € > 1, even if ) is really large and both PATH and PATH-RN performs really
poorly, which shows the PD approach has very different approach compared to the PATH
solver.

In fact, we observed that the performance of the PD approach is really connected to
one special property of the problem, which is the percentage of solutions in which all
probability vectors p,,,, are extreme points of the corresponding risk set D,,, for certain
values of a € Aand n € N. It is observed that when ¢ > 1072, then the succesful rate of
PD is equivalent to the percentage of solutions in which all probability vectors p,,, are
extreme points of the corresponding risk set D,,, for certain values of a € Aand n € N.
According to this phenomenon we can see that it is highly possible that the PD approach
could find the solution if the solution isn’t a mixed one. It is reasonable to explain why it
is difficult for the PD approach to find a none mixed one. Since in the dual-risk problem,
we are solving a series of linear programming problem, the simplex solver like CPLEX or
others will only give an extreme point solution even if the solution set is not a singleton in
linear programming. Thus it is impossible for the PD approach to find the solution in this
situation.

However, the PD approach not only solves the majority of problems when all the
included probability vectors p,,, . are extreme points of the corresponding risk sets D,,,
but it also provides an excellent initial point for the PATH solver. This is evident from the
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results presented in Table 4.1, where the PD-PATH approach consistently exhibits the best
performance among the four approaches. Furthermore, the numerical results demonstrate
that the PD-PATH approach solves all problem instances in economic dispatch problem
with Type III market constraint. The column of time shows that the PD-PATH approach
although takes more time to solve the problem but the elapsed time is not a big increase
compared to the PATH solver.

. \ PATH PATH-RN PD PD-PATH No mixed solution
SR(%) Time(s) SR(%) Time(s) SR(%) SR(%) Time(s) percentage(%)
0 0.1 100.0 1.4 100.0 0.3 0.0 96.9 7.8 12.5
0 0.3 375 1.9 68.8 1.9 0.0 78.1 8.6 6.2
0 0.5 0.0 1.9 94 2.2 3.1 59.4 7.6 6.5
0 0.7 0.0 1.8 0.0 2.1 0.0 18.8 6.4 0.0
0 0.9 0.0 24 0.0 24 0.0 3.1 9.0 0.0
le-2 0.1 100.0 0.4 100.0 0.9 344  100.0 6.8 344
le-2 0.3 68.8 1.5 96.9 2.1 6.2 100.0 7.5 6.2
le-2 0.5 9.4 1.9 68.8 3.7 3.1 90.6 7.6 3.1
le-2 0.7 31 2.7 3.1 2.3 0.0 719 6.7 0.0
le-2 0.9 0.0 2.4 0.0 2.3 0.0 375 6.8 0.0
le-1 0.1 100.0 1.0 100.0 0.6 781  100.0 6.6 78.1
le-1 0.3 719 0.4 100.0 1.9 68.8  100.0 6.8 68.8
le-1 0.5 31.2 1.9 90.6 2.0 469  100.0 6.9 46.9
le-1 0.7 9.4 22 87.5 22 375 100.0 7.2 375
le-1 0.9 0.0 25 18.8 2.2 344  100.0 6.7 344
1 0.1 100.0 0.3 100.0 0.7 100.0  100.0 4.0 100.0
1 0.3 100.0 0.3 100.0 0.8 100.0  100.0 3.7 100.0
1 0.5 50.0 0.5 100.0 2.0 100.0  100.0 4.1 100.0
1 0.7 25.0 25 46.9 2.3 96.9  100.0 6.8 96.9
1 0.9 3.1 24 94 24 100.0  100.0 4.0 100.0
10 0.1 100.0 0.4 100.0 0.7 100.0  100.0 3.1 100.0
10 0.3 100.0 1.7 28.1 0.8 100.0  100.0 3.9 100.0
10 0.5 100.0 22 18.8 0.9 96.9  100.0 6.2 96.9
10 0.7 56.2 25 3.1 2.8 100.0  100.0 3.8 100.0
10 0.9 3.1 24 0.0 2.6 96.9  100.0 6.2 96.9

Table 4.1: Performance of PATH, PATH-RN, PD and PD-PATH over economic dispatch
example with Type I market constraint on scenario tree 2

Table 4.2 shows the results of the above four algorithms when solving the problems
with Type II market constraints. When the problem has Type II market constraints, the
above conclusions achieved from the results of Type I market constraints also hold. It could
be observed that in most cases the above four methods have higher successful rates when
solving problems with Type II market constraints compared to problems with Type I market

constraints.
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. \ PATH PATH-RN PD PD-PATH No mixed solution
SR(%) Time(s) SR(%) Time(s) SR(%) SR(%) Time(s) percentage(%)
0 0.1 100.0 0.5 100.0 0.3 0.0 96.9 9.2 94
0 0.3 75.0 1.8 87.5 1.7 0.0 84.4 9.3 6.2
0 0.5 94 2.3 15.6 2.1 0.0 62.5 8.0 3.1
0 0.7 0.0 2.2 0.0 2.3 0.0 25.0 7.5 0.0
0 0.9 0.0 2.0 0.0 2.1 0.0 3.1 6.1 0.0
le-2 0.1 100.0 04 100.0 0.3 28.1  100.0 7.0 28.1
le-2 0.3 100.0 0.8 100.0 0.8 6.2 100.0 7.5 6.2
le-2 0.5 65.6 1.8 78.1 24 3.1 96.9 7.7 3.1
le-2 0.7 6.2 23 15.6 2.8 0.0 844 6.7 0.0
le-2 0.9 0.0 2.1 0.0 2.8 0.0 43.8 8.6 0.0
le-1 0.1 100.0 04 100.0 04 78.1  100.0 6.7 78.1
le-1 0.3 100.0 04 100.0 1.6 68.8  100.0 6.7 68.8
le-1 0.5 87.5 0.8 100.0 1.8 46.9  100.0 6.8 46.9
le-1 0.7 59.4 1.5 96.9 2.3 34.4 100.0 6.5 34.4
le-1 0.9 9.4 2.6 46.9 2.8 34.4 100.0 6.6 34.4
1 0.1 100.0 0.4 100.0 0.7 100.0 100.0 29 100.0
1 0.3 100.0 0.3 100.0 0.9 100.0  100.0 3.0 100.0
1 0.5 96.9 0.4 100.0 1.7 100.0  100.0 3.9 100.0
1 0.7 78.1 2.0 84.4 2.1 96.9 100.0 6.1 96.9
1 0.9 25.0 24 68.8 24 100.0  100.0 3.0 100.0
10 0.1 100.0 0.3 100.0 0.9 100.0  100.0 3.0 100.0
10 0.3 100.0 2.0 6.2 1.0 100.0  100.0 3.1 100.0
10 0.5 100.0 2.0 6.2 1.0 90.6  100.0 5.9 90.6
10 0.7 96.9 2.2 0.0 2.1 100.0  100.0 29 100.0
10 0.9 59.4 24 3.1 2.8 96.9  100.0 6.1 96.9

Table 4.2: Performance of PATH, PATH-RN, PD and PD-PATH over economic dispatch
example with Type II market constraint on scenario tree 2

Table 4.3 shows the results of the above four algorithms when solving the problems
with Type III market constraints. When the problem has Type III market constraints, not
only the above conclusions achieved from the previous market constraints hold, but also
the all four approaches have better results compared to the results when having Type I
and Type 1l market constraints. In fact, the PD-PATH approach is able to solve all problem
instances with Type III market constraints.
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. \ PATH PATH-RN PD PD-PATH No mixed solution

SR(%) Time(s) SR(%) Time(s) SR(%) SR(%) Time(s) percentage(%)
0 0.1 100.0 0.5 100.0 0.2 87.5  100.0 6.3 87.5
0 0.3 100.0 04 100.0 0.2 78.1  100.0 6.4 78.1
0 0.5 100.0 1.4 96.9 0.8 59.4  100.0 6.9 59.4
0 0.7 53.1 1.7 78.1 3.0 56.2  100.0 6.6 56.2
0 0.9 0.0 2.5 21.9 3.0 28.1  100.0 7.5 31.2
le-2 0.1 100.0 0.3 100.0 0.5 96.9  100.0 6.4 96.9
le-2 0.3 100.0 0.3 100.0 04 81.2  100.0 6.7 81.2
le-2 0.5 100.0 0.5 100.0 1.0 56.2  100.0 6.6 56.2
le-2 0.7 65.6 1.7 90.6 45 40.6  100.0 6.8 40.6
le-2 0.9 6.2 23 43.8 34 31.2  100.0 7.5 31.2
le-1 0.1 100.0 04 100.0 0.2 96.9  100.0 54 96.9
le-1 0.3 100.0 0.3 100.0 04 87.5  100.0 6.7 87.5
le-1 0.5 100.0 0.8 100.0 0.5 844  100.0 6.6 84.4
le-1 0.7 100.0 2.1 90.6 1.0 84.4 100.0 7.0 84.4
le-1 0.9 31.2 2.3 78.1 3.8 78.1 100.0 6.5 78.1

1 0.1 100.0 0.3 100.0 0.7 100.0  100.0 3.2 100.0

1 0.3 100.0 0.4 100.0 0.7 100.0  100.0 3.1 100.0

1 0.5 100.0 0.3 100.0 0.7 100.0  100.0 3.1 100.0

1 0.7 93.8 1.6 90.6 1.9 100.0  100.0 3.0 100.0
1 0.9 50.0 2.3 68.8 2.5 96.9  100.0 5.5 96.9

10 0.1 100.0 0.3 100.0 0.2 100.0  100.0 3.0 100.0
10 0.3 100.0 1.5 21.9 0.6 96.9  100.0 5.2 96.9
10 0.5 100.0 1.8 15.6 0.8 93.8  100.0 5.6 93.8

10 0.7 100.0 2.0 344 0.9 100.0  100.0 3.0 100.0

10 0.9 96.9 2.1 6.2 1.9 100.0  100.0 3.0 100.0

Table 4.3: Performance of PATH, PATH-RN, PD and PD-PATH over economic dispatch
example with Type III market constraint on scenario tree 2

For the capacity expansion and hydroelectricity example, we are also running 32 in-
dependent results for each e € {0,107%,107',1,10} and A € {0.1,0.3,0.5,0.7,0.9}. The
detailed results are included in the appendix chapter 8. Here we only show the summary
tables 4.4 to 4.5 for all experiments. For each market type there are all together 32 x 25 = 800
independent experiments.

The examination of tables 4.4 through 4.5 reveals consistent patterns in the numerical
outcomes for the capacity expansion example and hydroelectricity example, akin to those
observed in the economic dispatch example. Both the PD approach and PD-PATH approach
exhibit significantly superior results compared to the PATH and PATH-RN approaches.
Furthermore, it is worth noting that the efficacy of the PD approach exhibits a strong
correlation with the absence of mixed solutions. Moreover, there is a high likelihood
that the PD approach can successfully ascertain a solution for a stochastic MOPEC with
risk-averse participants by employing an equilibrium reformulation.
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Market PATH PATH-RN PD PD-PATH No mixed solution

Type SR(%) SR(%) SR(%) SR(%) percentage(%)
Type I 56.4 78.0 98.2 100.0 98.4
Type 11 64.8 82.4 97.9 100.0 97.9
Type 111 89.9 93.2 77.4 100.0 78.0

Table 4.4: Summary table of performance of PATH, PATH-RN, PD and PD-PATH over
capacity expansion example on scenario tree 2

Market PATH PATH-RN PD PD-PATH No mixed solution

Type SR(%) SR(%) SR(%) SR(%)  percentage(%)
Type I 50.9 42.1 95.5 99.5 96.8
Type 11 77.9 43.5 95.1 99.8 99.9
Type III  58.9 26.6 97.5 100.0 97.9

Table 4.5: Summary table of performance of PATH, PATH-RN, PD and PD-PATH over
hydroelectricity example on scenario tree 2

4.4 Computational Enhancements

4.4.1 Primal-MOPEC-dual-risk decomposition algorithm with

proximal-term

The preceding section highlights the observation that the primal-MOPEC-dual-risk de-
composition Algorithm 5 may exhibit a cyclic behavior, thereby lacking an assurance of
producing a series of convergent points. This limitation arises due to the Algorithm 5
employing an excessively aggressive strategy during the resolution of subproblems (4.5)
and (4.6). To address this issue effectively, a viable approach involves incorporating the
proximal operator while solving these subproblems, thereby facilitating a constrained

movement.
Definition 4.2. Let f : R* = R U {400} be a closed proper convex function, the proximal
operator provy : R" — R" of f is defined by

proxs(v) = arg mxln(f(x) + %Hx —l3) (4.9)

where || - |2 is the usual Euclidean norm.

It is noteworthy that the function minimized on the right-hand side of equation (4.9)

exhibits strong convexity, and for every € dom(f) C R", the inequality f(z)+ 3|z —v[j3 <
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+oo holds, ensuring the existence of a unique minimizer for each v € R". Consequently,
prox¢(v) invariably comprises a solitary point. The definition explicitly states that proz ;(v)
represents a point that strikes a balance between minimizing f and maintaining proximity
to v. This point proz¢(v) is also referred to as a proximal point of v with respect to f.
Moreover, the proximal term can be equivalently expressed in a scaled form with w > 0,

adhering to the subsequent representation:

, 1
prozuy(v) = argmin(f(z) + oz — v]}})

The parameter w can be interpreted as a relative weight or trade-off parameter governing
the balance between the objective function f and the least norm term 5-|| - —v|[3 in the
minimization of f(z) + 5-||z — v|[3. Notably, the choice of w influences the emphasis placed
on 5-||z —v||3 during the minimization process. Specifically, when w assumes a small value,
greater significance is attributed to the term 5 ||z — v||3. Conversely, a larger value of w
results in a shift of emphasis.

Example (f as the Indicator function) When f is the indicator function

0 recl
I p—
c(z) { +oo  x¢C,

where C is a closed nonempty convex set, the proximal operator of f is equivalent to

Euclidean projection onto set C, which we denote
prowr.(v) = Te(v) = argmin |z — ]|

The proximal operators have been used commonly in optimization since there is a
close connection between proximal operators and gradient methods. In fact, the proximal
operator associated with function f can be seen as a form of gradient step specific to f.

Consequently, it is possible to obtain
proz,s(v) 8 v—wVf(v)

when f is continuously differentiable and w is small. It also indicates that w plays a role
similar to that of a step size in a gradient method.

Given the significance of the proximal term 5-||z — v||3 when w assumes a small value,
we have incorporated the proximal term into the Risk decomposition algorithm. Specifically,
we augment the objective function of the problem R, (", p", 1" a, S(n)) with the proximal
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term ) .. ——||- =, |13 By introducing this additional term, the problems encountered
during the backward step can be formulated in the following manner:

R (&7 105 s Han W) x| > Ham - [fam(xzm;wiam,pfn)
men+
r 1 T
>t ] Y g an = sl
lemy men+ 4

(4.10)
where Wan, = (Wam)men, - It is apparent that the inclusion of such a proximal term, with
each component representing a small positive real number, enables us to enforce proximity
between /it and !, for all a € A and n € N. This particular mechanism significantly
enhances the stability of the algorithm. Notably, we refrain from incorporating proximal
terms on players’ strategies © and market price p. This decision stems from the fact
that including such proximal terms would impede the convergence speed of the primal-
MOPEC-dual-risk decomposition Algorithm 5 in practical scenarios, particularly when the

risk-measure sets D,,, are polyhedrons.
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Figure 4.1: Proximal term on probability ;"

Figure (4.1) illustrates the reason behind exclusively introducing a proximal term to the
risk probabilities p. In this context, let us consider addressing the following risk-averse
problem while given x and p:

T
max c(z,p), (4.11)

where c(z, p) is the cost vector and ¢(-, ) is continuously differentiable. We also assume
that the risk set D is a polyhedron, which is a reasonable assumption since both the risk
sets of C'VaR and mean-deviation risk-measures are polydedrons. At iteration r, we denote
(", p") as the solution of the primal-MOPEC with risk probability p", and the cost vector
c(x",p") € relintNp(p"), where relintNp(p") represents the relative interior of Np(u”).
If we introduce proximal terms to the objective of the primal-MOPEC, we obtain a new
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solution (", p"*!) that is very close to the previous iterate solution (", p"). As a result,
the cost vector c(z"™, p"™) is also very close to the cost vector c¢(z", p”) and lies within the
relative interior of Np(u”). In this situation, the new risk probability p"* will be equal to
the previous risk probability p". Futhermore, if each component of the proximal scale wgy, ,
is chosen to be too small, the risk probability will remain stuck at one extreme point for
many iterations, which will significantly slow down the convergence speed of the algorithm
in practice. Based on this phenomenon, we choose to utilize the proximal terms only on
the dual-risk. The modified algorithm is as follows:
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Algorithm 6 Primal-MOPEC-dual-risk decomposition algorithm with proximal term on
dual-risk problem

1:

10:
11:
12:
13:
14:
15:

16:
17:
18:

19:
20:
21:
22:
23:

24:
25:
26:
27:
28:
29:
30:

Input and Initialization Choose ! = P, where P is vector for risk-neutral probabilities
for each scenario noden € N and P,, = HmEP(n) ®m, positive integers J and M, and
the proximal parameters {wan }acancn- Setr = 1.
while r < J do

Step 1: Primal-step Solve the primal-MOPEC F(u"), get (", p") such that

T

x! is an optimal solution of P/ (z",,p",u") forallac A

“ 412
p" belongs to set QM(x") (4.12)
Step 2: Dual-step.
fort=|7T|—-1,...,1do
fora € Ado
forn € N(t) do

Compute 4\ that is the solution of risk-averse problem R, (x", p’, p )).

a,S(n
end for
end for

end for

Step 3: Stopping Test. If stopping criteria is met, break and go to Step 5.

Step 4: Loop. Setr :=1r + 1.
end while
Step 5: PATH solve. Use the PATH solver to solve the whole problem with initial
point (", p", u" ). Stop the algorithm and get the solution (z*, p*, u*) if the solution
is found, else continue.
Step 6. Set u! = p"and r = 1.
while r < M do

Step 7: Primal-step Solve the primal-MOPEC F(u"), get (", p”) such that

T

x! isan optimal solution of P/ (z" ,,p",u") forallac A

¢ 4.13
p" belongs to set QM(:B’") ( )
Step 8: Dual-step.
fort=|7|—1,...,1do

fora € Ado

forn € N(t) do

Compute  yptt  that is the solution of risk-averse problem

R (@D (05 My @)
end for
end for

end for

Step 9: Stopping Test. If stopping criteria is met, break and go to Step 11.

Step 10: Loop. Setr :=r + 1.
end while
Step 11: PATH solve. Use the PATH solver to solve the whole problem with initial
point (", p", u" ). Stop the algorithm and get the solution (z*, p*, u*) if the solution
is found.
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Although Algorithm 5 demonstrates excellent practical performance in most problems
of this type, its convergence cannot be guaranteed. To address this issue, we have developed
a modified version of the algorithm, referred to as Algorithm 6, which incorporates classical
proximal terms. These terms help ensure that the risk probability vector p takes a more
controlled step at each iteration, preventing overly aggressive updates.

The proximal parameters w,,, are employed to regulate the step size of the probability
vector. A larger value of w,,, forces a smaller step size, while a smaller value of w,,, encour-
ages a larger step size. However, this introduces a new question: how do we determine an
appropriate value for w,,, to achieve the best practical performance? In reality, the answer
depends on various specific properties of each problem, making it unrealistic to find a
universally optimal value for each w,,. If the value of w,,, is too small, the step size becomes
too large, leading to algorithm divergence. Conversely, if the value of w,,, is too large, the
convergence speed slows down due to excessively small step sizes at each iteration.

In fact, we have also tested the primal-MOPEC-dual-risk decomposition algorithm
with proximal term on dual-risk problem and also got improved results compared to PD
approach or PD-PATH approach. However, just like mentioned before, it is very difficult to
choose an appropriate parameter w in practice. Thus, we mainly focus on the PD-CC-PATH
approach when doing the numerical experiments. The results of primal-MOPEC-dual-risk
decomposition algorithm with proximal term on dual-risk problem is attached in the

appendix chapter 8.

4.4.2 Primal-MOPEC-dual-risk decomposition algorithm with convex

combination heuristics

To address the issue of slow convergence while maintaining the convergence properties of
the algorithm, we propose a heuristic approach that relies on a convex combination of risk
probabilities generated during the iteration process of Algorithm 5. The underlying idea is
as follows: in Algorithm 5, if the algorithm fails to converge, we repeat the algorithm and
generate a series of risk probability vectors p', p?, ..., u", .. .. Suppose we have completed
r iterations, including the primal step and dual step, and obtained a set of risk probability
vectors p', p?, ..., u" . Instead of using p' ! as the given parameter in the primal-MOPEC
at the start of iteration r + 1, we generate a new risk probability vector i’ *". This vector is a
convex combination of the previous v risk probability vectors, specifically p" 277, ..., "1,
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and can be computed as follows:
v—1
ﬂr-i-l _ Z w, - IJ,rvarq (414)
q=0

where Zs;é wy = 1 and w, > 0 for each ¢ represent fixed parameters that can be chosen by
the user. In essence, this convex combination trick can be viewed as an averaging strategy
applied to the previous risk probability vectors. The purpose of this strategy is to address
the issue of the algorithm generating a divergent series of risk probability vectors, which
occurs when the pu moves too aggressively during iterations. By employing the averaging
trick, we constrain the step sizes taken by the risk probability vector and utilize more
information from the previous steps, particularly if we select a parameter v > 3.

After obtaining the average risk probability vector 1", we follow the same framework
as in Algorithm 5 to generate (2", p"™!) through a primal-step. Subsequently, we generate
w2 through a dual-step. As previously mentioned, this type of algorithm can achieve
good practical performance with the assistance of the PATH solver. There are two ways to
combine the PATH solver with the average steps plus primal-MOPEC-dual-risk iterations.
The first option is to repeat the average steps plus primal-MOPEC-dual-risk iterations and
use the solution achieved as the initial point for the PATH solver to solve. The second
option is to incorporate a PATH solve after the dual-step in Algorithm 5.
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Algorithm 7 Primal-MOPEC-dual-risk decomposition algorithm with convex combination
on risk probability vector

1:

10:
11:
12:
13:
14:
15:

16:
17:
18:

19:
20:
21:
22:
23:

24:
25:
26:
27:
28:
29:
30:

Input and Initialization Choose ! = P, where P is vector for risk-neutral probabilities
for each scenario node n € N and P, = [[,,,cp(,) dm, positive integer v, positive integer
J > v and positive integer M > J. Setr = 1.
while r < J do

Step 1: Primal-step Solve the primal-MOPEC F(u"), get (", p”) such that

T

x! isan optimal solution of P/ (z",,p",u") forallac A

a

4.15
p” belongstoset QM(x") (15

Step 2: Dual-step.
fort=|7|—1,...,1do
fora € Ado
for n € N(t) do

Compute /! that is the solution of risk-averse problem Ry, (", p”, u"*2 )).

a,3(n
end for

end for

end for

Step 3: Stopping Test. If stopping criteria is met, break and go to Step 5.

Step 4: Loop. Set r :=r + 1.
end while
Step 5: PATH solve. Use the PATH solver to solve the whole problem with initial
point (", p", u" ). Stop the algorithm and get the solution (z*, p*, u*) if the solution
is found, else continue.
while r < M do

Set ﬂr _ Z;:(l) w, - NT+1_U+Q'

Step 6: Primal-step Solve the primal-MOPEC F(4i"), get (", p”) such that

T

x! isan optimal solution of P/ (z",,p",ii") forallac A

¢ 4.16
p” belongstoset QM(x") (1.16)
Step 7: Dual-step.
fort=|7|—1,...,1do

fora € Ado

for n € N(t) do

Compute 4/} that is the solution of risk-averse problem R,,(x", p’, o).

a,3(n)
end for
end for

end for

Step 8: Stopping Test. If stopping criteria is met, break and go to Step 10.

Step 9: Loop. Set r :=r + 1.
end while
Step 10: PATH solve. Use the PATH solver to solve the whole problem with initial
point (", p", u" ). Stop the algorithm and get the solution (z*, p*, u*) if the solution
is found.
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4.4.3 Numerical experiments

We are conducting a series of computational experiments in order to evaluate the ef-
fectiveness of the variants of primal-MOPEC-dual-risk decompositionn approach. The

experiments are implemented in the same computational setting in section 4.3.2.

4.4.3.1 Problem parameter setting

In the following experiments, we are using the same parameters setting as in subsec-
tion 4.3.2.1. The only difference is that we will also testing our algorithms on these type of
problems on scenario tree 3 defined in chapter 2. The Table lists the problem size of the
reformulated mixed complementarity problem of all of these problems based on scenario

tree 3.

4.4.3.2 Numerical results

In this subsection, we are testing the performance of following methods:

e PD-CC-PATH: Solving the problem using primal-MOPEC-dual-risk decomposition

algorithm with convex combination on risk probability vector.

In the following experiments, we first show the results of the PD-CC-PATH approach
on all the previous problem instances on scenario tree 2 that cannot be solved by all the
previous four methods. Table 4.6 shows that the PD-CC-PATH appraoch have better
performance compared to PD-PATH, especially this approach achieves 100% succesful rate
when € > 1072, which helps to solve more cases for this type of problem. The PD-CC-PATH
also improves the succesful rates a lot compared to PD-PATH when € = 0. It is also shown in
this table that the computational time of PD-CC-PATH is just increased a little bit compared
to PD-PATH.
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Type I market Type 1I market
€ A PD-PATH PD-CC-PATH PD-PATH PD-CC-PATH
SR(%) Time(s) SR(%) Time(s) SR(%) Time(s) SR(%) Time(s)
0 0.1 96.9 7.8 100.0 8.9 96.9 9.2 100.0 10.2
0 0.3 78.1 8.6 100.0 12.8 84.4 9.3 100.0 10.7
0 0.5 59.4 7.6 96.9 15.2 62.5 8.0 100.0 12.8
0 0.7 18.8 6.4 96.9 30.9 25.0 7.5 100.0 35.6
0 0.9 3.1 9.0 65.6 32.6 3.1 6.1 68.8 33.6
le-2 0.1 100.0 6.8 100.0 7.6 100.0 7.0 100.0 74
le-2 0.3 100.0 7.5 100.0 8.6 100.0 7.5 100.0 8.5
le-2 0.5 90.6 7.6 100.0 9.0 96.9 7.7 100.0 8.7
le-2 0.7 719 6.7 100.0 9.8 84.4 6.7 100.0 10.0
le-2 0.9 37.5 6.8 100.0 18.7 43.8 8.6 100.0 10.1

Table 4.6: Performance of PD-PATH and PD-CC-PATH over economic dispatch example
with Type I and Type II market constraints on scenario tree 2

Following the presentation of results for the five aforementioned approaches on all
problem instances associated with scenario tree 2, we extend the analysis by including the
results obtained from these methods on scenario tree 3, which features a larger number of
scenarios. Tables 4.7 to 4.9 present a comparison of the performance of PATH, PATH-RN,
PD, PD-PATH, and PD-CC-PATH on an economic dispatch example with three distinct
types of market constraints, using scenario tree 3.

From the findings in Table 4.7, it is evident that the difficulty of the problem increases
as the value of A grows and the quadratic coefficient e diminishes. This observation aligns
with the numerical results obtained from scenario tree 2. Notably, due to the larger size of
the tree, PATH and PATH-RN exhibit inferior performance compared to their performance
on scenario tree 2. When the quadratic coefficient € is less than or equal to 102, PATH and
PATH-RN can only solve a subset of problems with A = 0.1 and fail to solve any cases with
A > 0.1. When € exceeds 10~!, PATH and PATH-RN cannot solve any cases.

Conversely, the performance of the PD approach remains relatively stable as the sce-
nario tree expands, particularly when € > 1. This stability highlights the robustness of our
algorithm when confronted with an increasing tree size. The PD-PATH approach consis-
tently outperforms the previous three methods, indicating consistent results even with
smaller scenario trees. However, the performance of the PD-PATH approach is influenced
by the size of the scenario tree, with a lower success rate observed when ¢ is small. The
novel heuristic approach, PD-CC-PATH, demonstrates superior performance compared
to PD-PATH, providing evidence of the effectiveness of the proposed heuristics. We have
tried many different implementation methods and found that the best option is choosing
v=3and w; = 0.1, wy = 0.3, w3 = 0.6.
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PATH PATH-RN PD

PD-PATH PD-CC-PATH
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0.0
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3.1
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0.0
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0.0
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0.0

0.0
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0.0
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100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0
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100.0
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Table 4.7: Performance of PATH, PATH-RN, PD, PD-PATH and PD-CC-PATH over economic

dispatch example with Type I market constraint on scenario tree 3

Table 4.8 shows similar result as Table 4.7. The difference is that from the numerical

results the Type II problem is easier than Type I problem.
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successful rate (%)

¢ A PATH PATH-RN PD PD-PATH PD-CC-PATH
0 0.1 62.5 719 0.0 96.9 100.0
0 0.3 0.0 0.0 0.0 43.8 100.0
0 0.5 0.0 0.0 0.0 94 719
0 0.7 0.0 0.0 0.0 0.0 31.2
0 0.9 0.0 0.0 0.0 0.0 9.4
le-2 0.1 96.9 100.0 15.6 100.0 100.0
le-2 0.3 94 31.2 0.0 96.9 100.0
le-2 0.5 0.0 0.0 0.0 719 100.0
le-2 0.7 0.0 0.0 0.0 40.6 96.9
le-2 0.9 0.0 0.0 0.0 94 65.6
le-1 0.1 96.9 100.0 53.1 100.0 100.0
le-1 0.3 40.6 100.0 46.9 100.0 100.0
le-1 0.5 3.1 46.9 21.9 100.0 100.0
le-1 0.7 0.0 0.0 18.8 100.0 100.0
le-1 0.9 0.0 0.0 15.6 93.8 100.0
1 0.1 100.0 100.0 100.0 100.0 100.0
1 0.3 90.6 100.0 96.9 100.0 100.0
1 0.5 719 96.9 90.6 100.0 100.0
1 0.7 18.8 56.2 90.6 100.0 100.0
1 0.9 0.0 15.6 93.8 100.0 100.0
10 0.1 100.0 100.0 100.0 100.0 100.0
10 0.3 100.0 96.9 96.9 100.0 100.0
10 0.5 90.6 59.4 96.9 100.0 100.0
10 0.7 62.5 12.5 100.0 100.0 100.0
10 0.9 219 6.2 96.9 100.0 100.0

Table 4.8: Performance of PATH, PATH-RN, PD, PD-PATH and PD-CC-PATH over economic
dispatch example with Type II market constraint on scenario tree 3

Numerical results for the economic dispatch problem with Type III market constraints
on scenario tree 3 are presented in Table 4.9. The findings indicate that problems with Type
III market constraints are considerably easier compared to those with Type I and Type 11
constraints. However, PATH and PATH-RN still exhibit a very low success rate when ¢ is
small and ) is large. In contrast, the PD-PATH approach demonstrates a near-complete
success rate in solving instances of problems with Type III market constraints. Furthermore,

the PD-CC-PATH approach successfully solves every single instance of this problem type.



108

successful rate (%)

¢ A PATH PATH-RN PD PD-PATH PD-CC-PATH
0 0.1 100.0 100.0 81.2 100.0 100.0
0 0.3 100.0 100.0 50.0 100.0 100.0
0 0.5 50.0 93.8 15.6 100.0 100.0
0 0.7 3.1 15.6 219 100.0 100.0
0 0.9 0.0 0.0 18.8 90.6 100.0
le-2 0.1 100.0 100.0 65.6 100.0 100.0
le-2 0.3 100.0 100.0 46.9 100.0 100.0
le-2 0.5 59.4 93.8 18.8 100.0 100.0
le-2 0.7 94 28.1 94 96.9 100.0
le-2 0.9 0.0 0.0 6.2 96.9 100.0
le-1 0.1 100.0 100.0 81.2 100.0 100.0
le-1 0.3 93.8 100.0 53.1 100.0 100.0
le-1 0.5 62.5 100.0 46.9 100.0 100.0
le-1 0.7 94 90.6 40.6 100.0 100.0
le-1 0.9 12.5 37.5 25.0 100.0 100.0
1 0.1 100.0 100.0 96.9 100.0 100.0
1 0.3 100.0 100.0 100.0 100.0 100.0
1 0.5 100.0 100.0 96.9 100.0 100.0
1 0.7 87.5 100.0 90.6 100.0 100.0
1 0.9 46.9 90.6 93.8 100.0 100.0
10 0.1 100.0 100.0 96.9 100.0 100.0
10 0.3 100.0 100.0 100.0 100.0 100.0
10 0.5 100.0 100.0 100.0 100.0 100.0
10 0.7 100.0 100.0 100.0 100.0 100.0
10 0.9 71.9 96.9 93.8 100.0 100.0

Table 4.9: Performance of PATH, PATH-RN, PD, PD-PATH and PD-CC-PATH over economic
dispatch example with Type III market constraint on scenario tree 3

4.4.4 Homotopy approach

Building upon the introduced convex-combination approach, we can enhance its effec-
tiveness by incorporating a homotopy approach. In Algorithm 7, which employs primal-
MOPEC-dual-risk decomposition, we always initiate the process with pu' = PP, generating
(x!, p') based on the primal-MOPEC F(u') even for risk measures such as CVaR(), ¢)
with significantly large values of A. Notably, the risk-neutral case can be considered as a
problem with the risk measure CVaR(0, ). Therefore, the original Algorithm 7 can be
treated as a homotopy method with AX = A — 0 = A. Given the continuity of the risk
measure operator CVaR(), p) with respect to A, our objective is to reduce the magnitude
of A\.
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The underlying concept of the devised homotopy approach is as follows: when ad-
dressing a problem with the risk measure CVaR(), ¢), rather than commencing from a
solution in the risk-neutral case, we assume that an equilibrium point (z*(A — AX), p*(\ —
AN), p* (A — A))) already exists, representing the solution to the problem with the risk
measure CVaR(\A — AN, ¢). Since the risk set undergoes changes as \ increases, while
considering the solution (z*(\), p*()\)) as a continuous solution mapping with respect
to A\, we initiate the process with the solution (z*(A — AX), p*(A — A))) and obtain an
updated risk probability vector p* that satisfies B(x*(A — A\X), p*(A — AX)). Subsequently,
we apply the primal-MOPEC-dual-risk decomposition algorithm, incorporating a convex
combination on the risk probability vector until we attain a satisfactory solution or reach

the initial point. The complete algorithm is outlined as follows:
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Algorithm 8 Homotopy primal-MOPEC-dual-risk decomposition algorithm with convex
combination on risk probability vector to solve risk averse problem with risk measure
CVaR(\, @)

1:

12:
13:
14:
15:
16:

17:
18:
19:
20:
21:
22:
23:

24.
25:

26:

27:
28:
29:
30:
31:

32:
33:
34.
35:
36:
37:
38:

Co0XN QURWN

Input and Initialization Assume at the beginning we have the equilibrium point («**, p**, u**), which is the solu-

tion of risk-averse problem with risk measure CVaR(A — A), ). Choose positive integer v, positive integer J > v
and positive integer M > J.. Setr = 1.

: Initial Dual-step.

fort=|T|-1,...,1do
fora € Ado
forn € N(¢) do
Compute pi3,, . that is the solution of risk-averse problem R, (™%, p*, pi 3 (n>).

end for
end for
end for

: whiler < J do

Step 1: Primal-step Solve the primal-MOPEC F(u"), get (", p") such that

x, isan optimal solution of pr (2" ,,p", 1") foralla e A (4.17)
p” belongstoset QM (x") '

Step 2: Dual-step.
fort=1|7]—-1,...,1do
fora € Ado

forn € N(t) do
Compute ;47 that is the solution of risk-averse problem Rqn(z", p", ”Z?(n))'
end for
end for
end for

Step 3: Stopping Test. If stopping criteria is met, break and go to Step 5.
Step 4: Loop. Setr :=r + 1.
end while
Step 5: PATH solve. Use the PATH solver to solve the whole problem with initial point (2", p", u"'). Stop the
algorithm and get the solution (z*, p*, u*) if the solution is found, else continue.
while r < M do
Set '&r _ Zz;é Wy vur+1—v+q.
Step 6: Primal-step Solve the primal-MOPEC F(4"), get (x”, p") such that

@, is an optimal solution of P} (" ,,p", ") foralla € A

(4.18)
p” belongstoset Q™ (x")

Step 7: Dual-step.
fort=|7T|-1,...,1do
fora € Ado
forn € N(t) do

r+1

Compute jiq,,, that is the solution of risk-averse problem Ron(x",p", 1”72 ).

a,8 (n)
end for
end for

end for

Step 8: Stopping Test. If stopping criteria is met, break and go to Step 11.

Step 9: Loop. Setr :=r + 1.
end while
Step 10: PATH solve. Use the PATH solver to solve the whole problem with initial point (", p", ;f“). Stop the
algorithm and get the solution (z*, p*, u*) if the solution is found.
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4.4.5 Numerical experiments

We are conducting a series of computational experiments in order to evaluate the effective-
ness of the variants of primal-MOPEC-dual-risk decomposition approach. The experiments

are implemented in the same computational setting as section 4.3.2.

4.4.5.1 Problem parameter setting

In the following experiments, we are using the same parameters setting as in subsec-
tion 4.3.2.1. The only difference is that we will also testing our algorithms on these type of
problems on scenario tree 3 defined in chapter 2.

4.4.5.2 Numerical results

In this subsection, we are testing the performance of following method:

* Homot: Solving the problem using homotopy primal-MOPEC-dual-risk decomposi-
tion algorithm with convex combination on risk probability vector to solve risk averse
problem with risk measure C'VaR(\, ¢)

It is observed that in table 4.10 the Homotopy approach performs much better than all
the previous results.

Type I market Type 1I market
€ A successful rate (%)
PD-CC-PATH Homot PD-CC-PATH Homot
0 0.1 100.0 100.0 100.0 100.0
0 0.3 96.9 100.0 100.0 100.0
0 0.5 71.9 90.6 71.9 87.5
0 0.7 18.8 53.1 31.2 50.0
0 0.9 94 21.9 94 12.5
le-2 0.1 100.0 100.0 100.0 100.0
le-2 0.3 100.0 100.0 100.0 100.0
le-2 0.5 100.0 100.0 100.0 100.0
le-2 0.7 84.4 93.8 96.9 100.0
le-2 0.9 53.1 68.8 65.6 81.2

Table 4.10: Performance of PD-CC-PATH and Homot on economic dispatch example with
Type I and Type II market constraints on scenario tree 3
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4,5 Conclusion

This chapter primarily focused on addressing the challenge of solving the general stochastic
MOPEC with risk-averse players by employing an "equilibrium reformulation" approach.
Our main contribution involves the introduction of a novel primal-MOPEC-dual-risk de-
composition algorithm, which leverages the inherent structure of the problem. Additionally,
we propose several variants of computational enhancement techniques, including those
based on proximal term manipulation, convex combination strategies, and homotopy
methods. To assess the efficacy of the proposed algorithms, we conducted performance
evaluations on all three problem instances described in chapter 2. These instances encom-
pass various types of market constraints, with the classical CVaR(), ¢)(-) risk measure.
Similar results are obtained also for the K-Deviance coherent risk measure defined in
chapter 1.

Through the computational experiments, we observe that the difficulty of solving the
stochastic MOPEC with risk-averse players escalates as the parameter ) increases and the
quadratic coefficient e diminishes. We note that the primal-MOPEC-dual-risk algorithm
exhibits a high likelihood of obtaining a solution for the problem when the solution is a
non-mixed one, as per our defined criteria. Moreover, we find that the primal-MOPEC-
dual-risk algorithm, when combined with the PATH solver, demonstrates notably improved
performance in tackling such problem instances compared to the original PATH solver.
Furthermore, we continually enhance the algorithms by incorporating proximal terms,
convex combination approaches, and homotopy techniques. These enhancements con-
tribute to effectively addressing a broader range of problem instances that were previously

unsolvable.
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5 TIME STAGE DECOMPOSITION METHOD FOR MULTISTAGE

STOCHASTIC EQUILIBRIUM WITH FIXED RISK PROBABILITY

This chapter is dedicated to the study of the stage decomposition method that aims to solve
the stochastic MOPEC with risk-averse players using an equilibrium reformulation but with a
fixed risk probability vector . In the previous chapter 4, we introduced the primal-MOPEC-
dual-risk algorithm that decomposes the entire system into two subproblems and solves
the stochastic MOPEC with risk-averse players using the equilibrium reformulation iteratively.
However, it has been observed that the primal-MOPEC subproblem becomes large-scale
and computationally intractable when the number of time stages is large. This is due to
the exponential growth of the scenario tree size with the number of stages. The motivation
behind this chapter is to present a new stage-based decomposition algorithm that further
decomposes the primal-MOPEC subproblem into a collection of smaller subproblems
indexed by stages, which helps to solve this type of problem more effectively when the
original subproblem size becomes too large to handle. The smaller subproblems can then
be solved iteratively, contributing to the solution of the primal-MOPEC subproblem even
in cases where the computational challenges arise from the large size of the scenario tree
resulting from multiple stages.

The chapter is organized as follows: Section 5.1 briefly recalls the problem introduced
in chapter 1. Furthermore, this section establishes the satisfaction of the time consistency
property by the problem, which serves as the foundation for the stage decomposition
algorithm proposed in this chapter. In section 5.2, a new stage-based decomposition
algorithm is proposed, which is based on the time consistency property in section 5.1 and
is a Gauss-Seidel iterative method on the equivalent KKT system of the original problem.
Building upon the main framework of the stage-based algorithm, the section 5.3 aims to
demonstrate the practical effectiveness of the stage decomposition algorithm and effect
of algorithimic enhancements based on examples from chapter 2. The final section 5.4
will present the main findings and conclusions drawn from the research conducted in this

chapter.

5.1 Model and structure

This chapter presents a stage-based algorithm designed to address the multistage stochastic
MOPEC, which has been reformulated as an equilibrium problem and characterized by

fixed risk probabilities denoted as gt = (ftan)acanen- In this context, the set A represents
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the collection of all players involved, while N denotes the set of scenario nodes. For each
player a € A and scenario tree node n € N, the strategy employed by player « is denoted
by the vector z,, € R%", where d,, signifies the dimensionality of the strategy and is
considered a positive integer. The complete set of strategies for player a is represented
by &, = (Tan)nen. Moreover, the vector z_,, € Rén—dan captures the strategies of all other
players, excluding player a, at node n, where d,, corresponds to the sum of d,,, over all
players in A. Collectively, these vectors are represented as , = (Zan)nens T—a = (T—an)nen,
and p = (p,)nen. The market price at node n is denoted by the vector p,, € R*", where «,
represents a positive integer. Given the fixed risk probability u, each player a € A solves
an optimization problem using the variables (z_,, p, it).

Pf(w—mpa “) : min fal(zal;x—alapl) + Z Ham * [fam(xam;x—amapm)

(Tam)men mely

+ Z Hal * [fal(xal;x—ahpl) +-- }:|

lemy
s.t. Gan(Tan_ s Tan; T—an, Pn) € Kan, Vn e N
Tan € Xogn, VR EN
(5.1)
where X, C R%" is a closed, convex set and K., C R™" is a closed, convex cone for each
nEN, fan : Rbntantbn _ Rman G - Ren_tdnton _y Rman are continuously differentiable
functions and f,,,(*; T _an, Pn), Gan(*; T—_an, Pn) are convex functions with fixed (z_g,, p,) for
each player a € Aand n € N.

For each scenario node n € N, there is a market constraint:

0 € Fo(pn; xy) + Nk, (pn), (5.2)

where K,, C R is a closed, convex set, N, : R* — R*" is a normal cone mapping of the
set K,, and F,, : R® T — R s a smooth function for each n € N.

Let us define the set QV/(x) = {p,|p, € K,,p, satisfies (5.2)}. With the aforemen-
tioned formulations as a foundation, we can proceed to define the multistage stochastic
mathematical program with equilibrium constraints (SMOPEC) under the assumption of a
fixed risk probability vector p.

Definition 5.1. (F(p)) (z*,p*) = ((x;n)aeAmeN, (p;)nej\/> is an equilibrium point of the
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multistage stochastic MOPEC with fixed p if and only if

x! isan optimal solution of P/ (x*,,p*,u) foralla € A,

a

p. belongstoset QV'(z*)

5.1.1 Time consistency property

The stagewise decomposition approach employed for the solution of the stochastic MOPEC
is founded upon the principle of time consistency. This inherent property stipulates that
in the case of a truncated stochastic process, the solution to the corresponding truncated
SMOPEC must constitute an equilibrium point. Specifically, when the stochastic variables
assume discrete values from a countable set, this implies that at each node within the
scenario tree, the solution to the stochastic MOPEC pertaining to the subtree rooted at that
node, with the initial value determined by the decision variable from the preceding stage,
must be an equilibrium.

To elaborate further, consider an optimization problem commencing at node n, where
the variables are provided as (Z4.n_; (T—am)mesm), (Pm)mesn)s (Ham)acamesn)), Where the
successor trees S(n) and S(n) are defined in chapter 1. With this premise, we define the
subsequent problem that each player a € A must address when initiating from scenario

node n:

P(f]:(na Tan_, Ma,S(n)) : min f(m(xan; x—(m:pn) + Z Ham * [fam(xam; x—amvpm)

(zam)mes(n) méen..

+ Z pat + [ far(Tass T—at, p1) +H

lemy
s.t. gam(xmm_axam; x—am;pm) € ’Cam: Ym € S(n)

Tam € Xam, Vm € S(n)
(5.4)

Here /i, 5(,) represents the vector (ftam)mesm). Combining the subsequent optimization
problem of each player a € A and all equilibrium constraints starting at scenario node

n, we could have the definition of the conditional multistage stochastic MOPEC given

K5y = (Ham)acAmes(n) and initial state x, = (T4, )aca:

Definition 5.2. (SF(n,z,_, ts(n)) (($Zm)aeA7meg(n), (p:n)meg(n)> is an equilibrium point of
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the conditional multistage SMOPEC given g,y and initial state x,,_ if and only if

*
am

(2}, )mesm) 1is an optimal solution of Pff (N Tan_ s Ha,S(n))

foralla € A (5.5)
p;, belongstoset Q)(x*) forany m € S(n)

Definition 5.3. The SMOPEC F(u) with given p based on a scenario tree is called time con-
sistent, if for each its equilibrium point (*, p*), the subset vector ((a:j;m)ae AmeS(n)s (p;‘n)meg(n)>
is an equilibrium point of the conditional problem SF(n, x,_, ta.s()) for any n € N.

Theorem 5.4. Assume X,, C R%~ is a closed, convex set and KC,,, C R™ is a closed, convex
cone for each n € N. fo, : RlnFentbn s Rrman G - Ran_Fdntan _y Rman gre continuously dif-
ferentiable functions and fu, (-3 _an, Pn)s Gan(+; T—an, Dn) are convex function with fixed (x_qy,, pn)
for each player a € Aandn € N. K, C R is a closed, convex set, N, : R* — R®" is a normal
cone mapping of set K,, and F,, : R Tdn — R js g smooth function for each n € N, then (z*, p*)
is the equilibrium point of the SMOPEC (5.1)-(5.2) with fixed p (F(p)) if and only if it satisfies
the KKT condition:

0 € ( H :uam)vmanf(ln(x:;n; ximwp:,) + vxangan(‘”z,n, ) x:;m xian’p:))\zfn

meP(n)
+ Z vxangam(x2n7 x2m7 xiam? p:‘n)A:m + NXan (x2n>7 ‘v’n S N
men4
0€ Fulpp;e,) + Nk, (p)), Vne N
Kon 2 Qan(x;ni,xfm; zt . on) LA e K Vn e N
(5.6)
Here X}, is the dual multipliers of the constraint Gay (), , %5 2% 4, P5) € Kap forany n € N.

Proof. This can be proved using the first-order conditions that are necessary and sufficient
in this case. O

Theorem 5.5. Assume X, C R% is a closed, convex set and K,,, C R™ is a closed, convex
cone for eachn € N. fo, : Rdntontbn _ Rrman G Réan—Fdnten _y Rman gre continuously dif-
ferentiable functions and fun (-3 T —ans Pn)s Gan(*; T—an, Dn) are convex function with fixed (x_ap, pn)
for each player a € Aandn € N. K, C R is a closed, convex set, Nk, : R*» — R®" is a normal
cone mapping of set K,, and F, : Rontdn — R js g smooth function for each n € N, then the
SMOPEC (5.1)-(5.2) with fixed p (F(p)) satisfies the time consistent property.

Proof. If (x*, p*) is an equilibrium point of the forward SMOPEC F (), then it satisfies the
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KKT condition:
0 H :uam vlanfém( an? 7an7pn) + vﬂvangaﬂ( an ?x:;rw 7an7pn))\*
meP(n)
+ Z vﬂﬁangam(‘r:n7 x:;m; x*—am’ pin))\:;m + NXan (‘IZn)? VTL S N
men4
(5.7)
0e F,(p.;x)+ Nk, (p)), VYn e N
(5.8)
]C(J,?’L 9 gan( an 73::717 :B*—an?p;:) J— A* E IC:?’L’ vn E N
(5.9)
Here )}, is the dual multipliers of the constraint G, (v}, ,7}.; 7" ., ;) € Kan for any
neN.

Since the solution (z*, p*, \*) satisfies the KKT condition (5.6), with any fixed n and any
m € S(n), we would have

0e ( H ,Ual)v:camfam(xzm; 'r*—am7p;<n) + vlamgam(mz,m, ) x:;m? m*—am7pm))\*

leP(m)
+ Z V-Tam gal (x:;m’ x;l’ xial7p;)Aal + NXam( ) (5']‘0)
l€m+
(=) 0 (I e T #a0) Vaum Fam (@i % s P) (5.11)
JjEP(n) leP(n,m)
+ Vmamgam( a ,m_ meﬂ xiam>pm>>\*
+ Z Vmamgal(xamﬂ ‘ral; xfahpl >/\al + NXam (x2m> (512)
lemy
(:>) O E ( H /'Lal>v$amfam(x:m; w*—am7p;kn> (513)
leP(n,m)
+V~’tamgam( am ’x;m;xiam7pm < H MGJ )
JEP(n
+ Z vzamgal('xzm’x:l;xial’pl < al/ H II’LG»] > +NXam (me) (5']‘4)
lemy JEP(n)

Denote A, = A, /(T] iep(n) Haj) for any m € S(n). Then we can establish the equivalence
of (5.14) with the following generalized equation. This equivalence is achieved by dividing
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both sides of (5.14) by [];cp ) fas:

0 S ( H Mal)vwam fam(szm; x*—am7 p;kn) + Vﬂiamgam(x:,m_ ’ x;kzm; x*—am7 p;kn))\am

leP(n,m)
+ Z v$am gal (I2m7 be -'Ll*_al; p?)j\al + NXam (:t(jm)
lemy
(5.15)
We can also divide term [ ], 4, 1, on both sides of equations (5.9) and get
Kan D Gan(@h, oni @ s 0h) L Aan € Kl Vn e N (5.16)

The new generalized equations (5.8), (5.15) - (5.2) shows that the point

(('T:m)aEA,mES(n) ) (p:;l)mES(n) ) (E\am)aeA,mES(n)>

is satisfying the KKT condition of conditional forward problem SF (1, Z,,_, (Ham)ac A, meSn))-
The above analysis demonstrates that the SMOPEC (5.1)-(5.2), with a fixed risk proba-
bility vector denoted as p or F (), satisfies the property of time consistency. O

5.2 Stagewise decomposition algorithm

In Chapter 1, we established the existence of an equivalent variational formulation for
any equilibrium problem. Building upon this foundation, the current chapter aims to
derive the corresponding variational format for the problem F(;1*) and develop a stagewise
decomposition algorithm based on it.

In Theorem 5.4, we have already demonstrated that if (x*, p*) represents an equilibrium
point of the problem F(1*), then there exists a set of variables {\},|a € A,n € N'} such that

the vector (x*, p*, \*) serves as a solution to the subsequent variational inequality problem.

0¢e ( H ,U/am)vzan fan(xan; T—an, pn) + anng(m («xa,n_ y Lans LT—an, pn))\an

meP(n)
+ ) Ve Gam(Tans Tam: T—ams Pm)Nam + Ny, (Zan), VneN

men4
0€ Fu(pn;xn) + Nk, (pn), Vn e N
’Can 9 gan(xa,n_axan; x*(lﬂ?pn) J‘ /\an E K;n? vn e N

(5.17)

Here )\, are the dual multipliers of the constraint G,,, for any n € N.
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The key to our approach is to solve these conditions iteratively via decomposition.

Two-stage decomposition

To begin, we shall focus on the two-stage case. In this particular scenario, the set N’
representing the scenario tree is defined as {1} U £, where £ denotes the set of leaf nodes.
The original variational inequality problem (5.17) can be decomposed into the following
constituent parts.

For n € £, The algorithm starts by fixomg x; and having the sub variational inequality

problem given x; as follows:

ST(n,x1): 0€ H fam * Yz fan(Tan; T—an, Pn)
meP(n)
+ ViunGan(Tat; Tani Tan, Pu) Aan + N, (Tan), Va €A (5.18)
0€ E(pn; x0) + N, (Pn),
Kan 3> Gan(Ta1, Tan: Tans Pn) L Aan € Koy, Vae A

As we can see, the second stage problem is decomposed into subproblems for each
node n € L once the first stage variable z; is fixed.

Then by fixing the values of  and A at all nodes j € 1, = £, consequently, for node 1,
we can define the following sub variational inequality problem given (ml A +) as follows:

ST(1,z1,,M\,): O€ Va1 fa1 (Ta1; a1, 01) + Vi1 Ga1 (Ta05 Ta1; T—a1, P1) Aat
+ > VaurGom (Tats Tams T—am D) Aam + Ny, (Ta1), Va € A
mely
0€ Fi(pi; 1) + N, (p1),
Ka 2 Ga1(Ta0, Ta1; T—a1,P1) L A1 € Ky, Va € A

(5.19)
and solve this to generate new values for x;, p;, (and)\) .
Thus, like previously, the main framework of the decomposition algorithm can be
depicted by the following Figure 5.1.
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Starts here

X1 v
Forward | ST(1,x1,,41,) ST(n, x1), Backward
J Vne Ll J
X1, , A1,

Figure 5.1: Stagewise decomposition for two-stage primal-MOPEC F ()

Note that problems ST are all MOPEC problems involving all players. The decomposi-
tion is not by player but by tree.

The main flow of the algorithm can be thought as iterating between the first-stage node
problem and second-stage children node problems. At iteration r, we first go through a
backward step: we solve the second-stage node problems as parameterized by given first-
stage variable 27 to get an updated second-stage solution ((z7")ac., P, (Aot !)aca). Then
we go through a forward step: we solve the first-stage node problem as parameterized by
given second-stage variable (z} ', \{*") to get updated first-stage solution ((}{")aca, i)
Repeat the above steps until the stopping criteria is achieved.

Following the above idea, we could have the detailed algorithm as follows:

Algorithm 9 Stagewise decomposition for two-stage primal-MOPEC F ()

1: Input and Initialization Set r = 0. Choose initial { in the solution space.

2: while not satisfying the stopping criterion do

3:  Backward step: For n € 1., solve each second stage problem ST'(n,z}) to get the
solutions (274 !)aca, P (Aot aea)-

4: Forward step: Solve the first stage approximated equilibrium problem
ST(L 21, A1) to get (251 aea, pi ).

1+ Y
5 Setr=r+1.
6: end while

N

: Get the solution (z*, p*) = (($Zn)aeA,neN7 (p;>n€/\/'>-

Example
To illustrate the basic idea behind the approach, we consider a 2-stage dynamic NEP
with 2 players. In this example A = {1,2}, N = {1,2}, £ = {2},1, = {2}. Note that x5 is

the first players variable in the second node for example. The equilibrium problem is as



121

follows:
T 1,
(Player 1) HIH>1 5(3711) — 63711 + 5(1’12) + 31’121'22 — 4%12 (520)
11,1221
1
(Player 2) II_l%)H §(x22)2 + T12299 — 3T99 (521)

The above problem has the following equivalent reformulated KKT system (see (5.17)):

0:7$11—6+)\12
0:$12+3J]22—4—)\12

(5.22)
O0<ApLlzipo—211 >0
0= L9292 + 19 — 3
For this problem, we will have
ST(L ZB1+, )\1+) Fmd I11 s.t. (523)
O:7$11—6+)\12
and
ST(Q, a:l) :Find X115 229, )\12 s.t.
0= T12 + 31’22 —4 — )\12 (524)

0<AgLlazig—x11 >0
0:$22+l’12—3

In the Algorithm 9, at iteration 7 given incoming state x7,, we could compute the solution
to the NEP at stage 2. With the conditions

0 — .TT+1 + 3$T’+1 o 4 - )\7’+1
12 292 12 (5.25)
0= abi' +ai3' -3

we could have

r+1 __ r+1

.\l r+1 _ 1 r+1 _ 5 r+1 _ 7 :
* Case1: \j;~ = 0. We could have z3; " = 5. 15 = 5 and 2] = ;. In this case we get
: « ok L,k _ (T 5 1
the solution (27, 23y, 73,) = (5, 5, 5)-
. r+1 r+1 __ r r+1 r+1 r

Mgt = 23! + 3204 — 4 = 227, — 5. In this case, we continue solve the problem
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ST(1,277, A[*") and could get

1+7

ry1_ 06— Mz _ 11— 227,
'Tll - 7 - 7

This equation shows the series {7, },—1.  is a convergent series and the limit of x],

: . _ 11 : : _ (11 11 16
is 7, = lim, , 2}, = 7. In this case we get the solution (27, 27y, 73,) = (5, 5 9 )-

Note the non-uniqueness of the solution.

This could also be extended to more stable version based on proximal terms. Let’s
introduce the sub variational inequality problem with proximal terms. For node 1, we
can define the following sub variational inequality problem given (:131 A +> , previous

variables’ values (wq, ){) and proximal parameters (w?, )acAnen:

an

STp(1,331+7 )\1+7CC§) o 0¢€ Ve Ja1(Ta1; a1, 01) + Vi, Ga1 (a0, Ta1; T—a1, P1) a1
+ Y Ve Gam(Tats Tami T—am, Pm) Aam
mely
+wyr + (Tar — 2g1) + Ny, (Tan), Va € A
0€ Fy(pi; 1) + Nk, (p1),
Ka1 2 Ga1(Ta0; Ta1; T—a1, P1) L Aa1 € Ky, Va e A

(5.26)
For n € £, we will have the sub variational inequality problem given x;, previous variables’

values <mz, A;) , and proximal parameters ((wZ,)acanen's (W, )acAnen):

ST (n, 1, @y, Ay) 0 0 € I tam - Veun Fan(Tan; —ans D) + Ve Gan(Tat, Tans ©—ans Pn) Aan
meP(n)
+w? - (Tan — 2h,) + Na,, (Tan), Yae A
0€ Fo(pn; @) + N, (pn),
Kan 2 gan($a17 Tans l!ampn) + Wc)z\n : ()‘an - )\Zn) LA € /sz Va € A
(5.27)

The modified algorithm with proximal terms will be following:
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Algorithm 10 Stagewise decomposition for two-stage primal-MOPEC F(p) with proximal
terms
1: Input and Initialization Set » = 0. Choose initial «{ in the solution space and the
appropriate proximal parameters ((wZ,)acAnen’, (Wo,)acAnen)-
2: while not satisfying the stopping criterion do
3: Backward step: For n € 1., solve each second stage problem ST”(n, x}, ), \},) to get
the solutions (27, ")aea, P4, (A0 ) e ).
4: Forward step: Solve the first stage approximated equilibrium problem
ST*(1, Ty, Al ) to get (($ZT1)aEA7p§+1)'
5: Setr=r+1.
6: end while

7: Get the solution ($*7 p*) = (<x2n>a€A,n€N7 (p;;)ne/\/)

In the multistage problem, for the scenario node n € N\({1} U £), we define the
following sub variational inequality problem given (a:n_ ST, Ay +> , previous variables’

values <:1::;, A;) :

ST(TL, Lp_, Ly, , >\n+) : 0e H Ham * Vz,m fan (-Tam T—an, pn) + vz,m gan(xan, y Lani L—ans pn)>\an
meP(n)
+ Z vzangtun(xana Lam; Ifamypm))\am + NXM (Iun)a Vaec A
meng
0 S Fn(pm -TJn) + NK,, (pn)>
ICan > gan(xan,vxan; x—anvpn) =+ wi\n : ()\an - )‘Zn) 1 )\an € ICZ,ym Vae A

(5.28)

Thus at node n we fix all variables except those associated with the node specifically.

The multistage decomposition follows the same idea as the two stage decomposition and
could be interpreted as Figure 5.2.

Forward Starts here
X1 Xy Xy
ST(laler,/llJr) ST(m,xl,x,,,+,/lm+), PRPErY ST(n,xn_),
Vmel, VneLl
x1+’/11+ : xm+,/lm+' ; Xn» /ln

Backward

Figure 5.2: Stagewise decomposition for multistage primal-MOPEC F(pu)

The underlying concept illustrated in Figure 5.2 can be summarized as follows: Com-

mencing at iteration » > 1 with an initial point ], for all n € N\L, the process ini-
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tially traverses through the various stage problems in a backward manner. This en-
tails solving the subproblem ST(n,«] ) for all n € N(|T]), yielding the updated so-

~

lution ( (27 Jaca, P-, (\" )aca ). Subsequently, the subproblems ST (n, =" ,&" ,\" ) are
an n an q y p n

7N g
addressed to obtain the updated values of <(:ﬁfm)ae Dy (AL Ve A) for eachn € N (t),t =
|T| — 1, whereby the time stage t is visited in a reverse order based on the sequence of time
stages. Following the resolution of the root node problem, the procedure then advances in
a forward direction over ¢ to derive the updated solution ((xg;tl)ae AneNs (D ) ne N)- Note
that this exploits the time and tree structure of our problem, specifically via the use of
multipliers if G.

The detailed algorithm is as follows:

Algorithm 11 Stagewise decomposition for multistage primal-MOPEC F ()

[N

: Input and Initialization Set r = 0. Choose initial 2 in the solution space for any
n e NM\{1}.

2: while not satisfying the stopping criterion do

3: Backward step:

4: forn e Ldo X

5:  Solve each last stage problem S7'(n, ], ) to get the solutions ( (2 Vaca, Doy (AL )ac A) .

6

7

8

9

end for
fort=T-1,...,2do
for n € N(t) do
Solve each problem ST(n,x! ,&) ,\" ) to get the solutions

Y n4 n4

(@) acas Bl i aea).
10:  end for
11: end for
12: Forward step:
13: Solve the first stage approximated equilibrium problem ST(l,aA:L,S\L) to get

(@t aea ).

14: fort=2,...,T—1do
5. forn € N(t) do

16: Solve each problem ST'(n, ="', 2}, , A, ) to get ((xg;tl)aeA, prtt ()\Z‘gl)aeA)
17:  end for
18:  end for

19: forn € L do

20:  Set <(:132:§1)ae A p;"jl) - ((f;n)ae A p;;) :

21: end for

22: Setr=r+ 1.

23: end while

24: Get the solution (z*, p*) = ((xgn)aeA’neN, (pg)neN).
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To enhance the stability of the algorithm within a multistage setting, the utilization of
proximal terms becomes advantageous. In the context of the multistage problem, when
considering the scenario node n € M\ ({1} U £), we define a corresponding sub-problem
involving the subsequent variational inequality. This sub-problem takes into account
various elements, such as (azm Ty An +> (representing the current values of the variables),

previous variables’ values (azg, )\;) , and proximal parameters ((w?,)acAnen's (Way,)acAnen):

STp(nv Ly Ln )\n+7 :17;7 )\:L) : 0e H Ham * Vman fan,(xa71; T—an, pn) + Vx(mg(m(xan_ y Lany LT—an,y pn))\(m
meP(n)
+ Z me, gam(x(m,v LTams T—am, pm))\am
meng
+ Wl (Tan — 2h,) + Na,, (Tan), Va € A
0€ Fo(pn; zn) + Nx, (pn),
’C(m, > gan(xan,7l‘an; x—(mmpn) + wg\n : ()\(m, - )\Zn) 1 )\(zn S ’CZ,” Va S -A

(5.29)



126

Algorithm 12 Stagewise decomposition for multistage primal-MOPEC F(p) with proximal
terms

1: Input and Initialization Set » = 0. Choose initial ¥ in the solution space for any
n e N\{1}.

2: while not satisfying the stopping criterion do

3: Backward step:

4: fornc Ldo

5:  Solve each last stage problem ST”(n,x] ,x).,\)) to get the solutions

((#)acts B (Vi aca)-

6: end for

7: fort:T—l,...,Qdo

8: forn € N(t ( )

9: Solve each problern STP(n,x;, , &, , A:w x,.\;) to get the solutions

(@)acts B (Vi aea).

10:  end for

11: end for

12: Forward step:

13:  Solve the first stage approximated equilibrium problem ST*(1, 7], , S\L, x]) to get

(@2 aea 2571).

14: fort=2,...,T—1do
15 forn € N(t) do
16: Solve each problem ST?(n, x, ™, @, )\IW T to get

(@i acas it (Vi Daca )
17: end for
18: end for
19: forne L do
20: Set <( Lon, )agA;P;—H) <(‘%2n)a€¢47ﬁ;)'
21: end for
22: Setr =r+1.
23: end while
24: Get the solution (z*, p*) = ((ﬁzn)aeA,neN, (pg)neN)

This algorithm is identical to the previous one except the subproblems involve proximal
terms.

5.3 Numerical experiments

This section presents numerical results to demonstrate the algorithm’s performance, utiliz-

ing the identical parameter setting employed in the numerical experiments described in
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chapter 4. The experiments are conducted on the primal-MOPEC F(u) of an economic
dispatch example, incorporating Type II market constraint and employing a risk proba-
bility vector i based on scenario tree 2. The objective is to assess the effectiveness of this
algorithm and examine the influence of the proximal term size w,,, on its performance.
Throughout the experiments, a uniform value is assigned to each w,,,, denoted as w for
simplicity. Figure 5.3 illustrates the impact of the proximal term size on the algorithm’s
performance. The x-axis represents the iteration number, while the y-axis represents
the logarithm (base 10) of the FB residual at each iteration of Algorithm 12. In these
experiments, the algorithm’s performance is tested for various values of w, specifically
w = 0,0.1,0.5,1,1.5,5,10. The results indicate that the algorithm fails to converge to
an equilibrium point in the absence of proximal terms. Conversely, excessively large
proximal term sizes yield an overly conservative algorithm that exhibits slower convergence.

Furthermore, Figure 5.3 reveals that Algorithm 12 exhibits a linear convergence rate.

log 10 of the reisdual vs iteration #

EEEEEEE

log residual

0 250 500 750 1000
iteration #

Figure 5.3: Plot of FB-Residual vs iteration # based on different size of w

5.4 Conclusion

In this chapter, we introduce a novel stage-based decomposition algorithm designed to
solve the primal-MOPEC problem under a risk probability vector. Additionally, we propose
a computational enhancement technique by incorporating proximal terms. To evaluate the
effectiveness of these algorithms, we conduct a performance analysis using the economic
dispatch problem with a Type II market constraint.

The computational experiments provide valuable insights into the impact of proximal
terms on algorithm convergence. Specifically, we observe that the inclusion of proximal

terms can facilitate convergence in cases where the algorithm would otherwise diverge.
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Moreover, the convergence speed is significantly influenced by the size of the proximal
terms, with larger sizes resulting in slower convergence rates. Furthermore, the experiments
reveal a distinct linear convergence rate exhibited by the algorithm.

These experimental findings demonstrate the efficacy of the proposed stage-decomposition
algorithm in addressing the primal-MOPEC problem. This approach offers a significant
improvement over the primal-MOPEC-dual-risk decomposition algorithm presented in
chapter 4, particularly when faced with computational intractability due to the exponential
growth in problem size as a function of the number of stages.

However, tuning of the approach is important since while the subproblems are much
smaller MOPECs, we must endeavor to limit the number of these that must be processed
in order to have a fast overall algorithm.
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6 MULTISTAGE STOCHASTIC EQUILIBRIUM PROBLEM IN GENERAL

FORMAT

This chapter is devoted to investigating stochastic MOPECs with stochastic processes that
follow general random distributions. Previous chapters have provided a formal discussion
on the formulation of a general stochastic MOPEC with risk-averse players based on a
discrete scenario tree, as outlined in chapter 1. Various approaches to solving this problem
in the discrete setting have been introduced in preceding chapters, including chapters 3, 4,
and 5. However, these approaches are not directly applicable to scenarios where stochastic
processes follow general random distributions. To address this limitation, we present a
sample average approximation method in this chapter. This method allows us to approx-
imate a general problem using an appropriate problem based on a scenario tree, which
aids in achieving a relatively good equilibrium point of the original problem. Furthermore,
we develop a two-level graph representation of the stochastic MOPEC problem, offering a
concise representation of stochastic information and avoiding the need to input the entire
scenario tree when defining the stochastic problem.

The chapter is structured as follows: We begin with section 6.1 to first introduce a
mathematical definition of the dynamic MOPEC, as presented in chapter 1. With certain
parameters of the dynamic MOPEC following a general stochastic process, we naturally
introduce the mathematical formulation of the stochastic version of the problem. In sec-
tion 6.3, we present a practical framework for representing any general stochastic process
through a one-level graph representation. This framework allows researchers to input in-
formation from each stage instead of the entire scenario tree. Expanding on the framework
introduced in section 6.3, section 6.4 presents a two-level graph representation framework
for the entire stochastic MOPEC with general stochastic processes. This framework facili-
tates the input of information for the entire stochastic MOPEC from each stage, eliminating
the need to provide the entire scenario tree. Finally, section 6.6 provides the main findings
and conclusions derived from the research conducted in this chapter.

6.1 Multistage stochastic equilibrium problem with

general random distributions

This chapter presents the mathematical concepts of general stochastic MOPEC with risk-
averse players and a new framework called two-level graph representation for the general

stochastic problem.
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6.1.1 Preliminaries using dynamic equilibrium

In this section, we want to show how to generate a stochastic MOPEC under general
uncertainty process from a deterministic MOPEC in the two stage setting. Let’s first show a
Walras barter dynamic equilibrium model with two stages t = 1,2 and a set of playersa € A
trading a finite number (L) of goods in each stage at the prices p;, p» € R”. These goods
can be used in activities that depend on the input-output technologies (.5,, R,,) available to
them. e,1, e,0 € RL are the endowments for each player a at stage 1 and 2. ¢4, c,2 € RE are
the consumptions by each player a in stage 1 and 2. 41, ya2 € R represents the transfer
activity levels. Let 241 = (Ca1, Ya1), Taz = (Ca2, Ya2), X1 = RY x R and X, € RY x R}

The dynamic optimization problem for each player a € A with fixed price p = (p1, p2)
is:

min Ua1(Ca1) + Ua2(Caz)
Cal,Ca2,Yal; Ya2

st (p1) car + (P1)" Savar < (p1)"ew
(p2)"car — (2)" Rayaz < (p2)" €, (6.1)
ydl = ya27

L Mg
Cal, Ca2 € R-t,-a Yal; Ya2 € R+

For each player, constraints (p1) T car + (p1) T Savar < (p1)Tear and (p2) T can — (p2)T RaYar <
(p2)T eq2 restrict each player to limit its market value of consumptions to its market value
of endowments in both stages. y,1 = y,2 are the goods transformed from stage 1 to stage
2. uq(-),t = 1,2 are the cost function and the total cost is the summation of them. Also
one thing to be noticed is that S, and e,; will be available to the players before they make
decisions (cq1, ya1). But R, and e,y are not available to the player at that time until he make
decisions (cu2, Ya2)-

The market constraint in this problem is that in each time stage the total demand doesn’t
exceed total supply, i.e.

0 S Z(eal — Cq1 — Sayal) il P1 2 0
acA

(6.2)
O S Z(ecﬂ + RayaZ - Ca?) 1 P2 Z O
acA
equivalently, this is
0e Z(€a1 — Ca1 — SalYa1) +NRi(p1)
oA (6.3)

0e Z(BQQ + RayaQ - Ca?) +NRi (p2)
acA
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Here we can see in this problem

Fl(p1§5171) = Z(eal — Cq1 — Sayal)

a€A
Fy(po;z2) = ) (a2 + RalYa2 — Ca2)
2 6.4
K, =R
Ky, =RE

As we can seeg, if all the parameters in the problem are just deterministic parameters,
we can use the methods for solving equilibrium problem to solve the dynamic equilibrium
problem. However, if the parameters involve uncertainty and are stochastic processes,
the equilibrium problem will become a stochastic equilibrium problem and needs more
specific methods to formulate it.

In this example we have already shown that the strategy of each player is following a
sequential pattern: although c,1, ya1, ca2, Ya2 all belong to the strategy of player a, player
will first decide the optimal value for ¢,; and y,; at stage 1, then he will decide the optimal
value for ¢,3 and y,2 until stage 2. Now consider the case when the output technology R,
and second-stage endowments e, follow known distributions. In practical situation the
distribution of this random vector can be estimated, say from historical data. Then, the
players will decide their strategy (.2, ¥u2)aca as a recourse action corresponding to the
realization of (R, €42)aca-

Suppose for the moment the random vector (R,, €,2)qc.4 has a finitely supported distri-
bution, i.e., it takes values (R!, el,), (R2,e%,), ..., (RE ek)) (called scenarios) with respective
probabilities 7y, . . ., mx. For each scenario (Ra, ek,), k=1,..., K, each player would have
a corresponding second stage strategy (c%,, y%,)qc.4, then the second stage market will also
have a recourse action p2 for each scenario k = 1, ..., K. Thus, we would have different
feasible regions of each player under scenario k = 1, ..., K, whichis

(pQ)T 52 (p2)TRaya2 (pZ) a27 for k = ]-7 s 7K

6.5)
ya2:ya17 fork‘zl,...,K

and will have different market constraint

0< ) (eby+ Riyl, — b)) Lph >0, fork=1,....K (6.6)
acA

Now let’s transfer our focus on the first stage. At first stage, even the players know
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the distribution of random vector (R,, €,2)qc 4, they still don’t know which scenario will
happen. To make a reasonable decision about which actions should be taken at first stage,
they need to find a way to measure the effect of all possible scenarios that could happen.
A natural way here is to consider the expected value, denote E[uq2(c,2)] in the first stage.
In the case of finitely many scenarios we could write the expected value E[u,2(c,2)] as the
weighted sum:

ua2 Ca2 Z(bk an a2 (67)

In this way it is possible to model the two-stage stochastic equilibrium problem as a
deterministic equilibrium problem:

K
i Kmln o K ual Cal E k ua?
Ca1,(Can) =1 -Ya1,(Uga) et

k=
st. (m) ca +( ) SalYa1 < (pl)Teal
(P5)" oy — (95)" Riygs < (15)" e, fork=1,....K (6.8)
9522%17 fork=1,....K
Ca1 € ]RJLF, Ya1 € R
CI;QG]RJLF, y&éRT“, fork=1,...,K

with the mixed complementarity constraints

O<Z€a1_ca1 ayal)J—p1>O

(6.9)
O<Z €a2 RayaZ Q)J—pgzoa fOI']{]:L...,K

Based on the formulations of finitely many scenarios, we could extend and achieve the
formulations of general situations. Denote ¢ :  — R? be a random vector in probability
space (2, F,P) with support set = C R?. For any ¢ € Q) there is a realization (R,(£))acu
and (e42(€))aca- Each player a € A will have stratety (c.2(€), ya2(€)). The market at second
stage will also have a corresponding price p,(£). On the contrary, the player’s first stage
strategy (cq1, Y1) and first stage market price p; will not be affected by the random vector
¢. In another words, we know that the actions, prices and uncertainty are revealed in a
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sequential way as follows:

3
! (6.10)

({€ats Yartacas 1) = ({€a2(8); Ya2(§) Yaca, P2(£))

And at the second stage, just like in discrete situation, the player needs to adjust their
second stage strategy. So only the second stage actions and prices will be affected by &.
Let c,2(&5), pa(£L) be the actions and prices under realization &, i = 1,2, 3. To be a feasible

action, under realization &, = 1,2, 3, they must all satisfy the player’s feasible constraint

P2(&)" ca2(€3) — P2(€3)" Ra(€3)¥a < p2(&2)" €a2(&3)

and the market constraint

0< > (a2(8h) + Ral&)ya — ca2(8h)) L pa(€3) > 0

acA

Also, under realization &, i = 1,2, 3, the cost of player a at stage 2 is uq2(ca2(&), &). The
above derivation from a dynamic equilibrium to a stochastic equilibrium can also be
shown by Figure 6.1, where each node in the right hand side of the Figure 6.1 represents a

realization of &,. Each realization of &; generates the arrow between node from two nodes.

@)
v 0ds
)

Figure 6.1: Transformation from a two stage dynamic equilibrium to a two stage stochastic
equilibrium

Assume ¢(&),7 = 1,2, 3 are the probabilities of realization &. The stochastic equilibrium
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problem will be

3
min v (car) + Y 9(65) [taa(car(€)), &)
i=1

st. (p1) car + (p1)" Saya < (p1) ear,

iNT i iNT i iT i . (6'11)
p2<52) Ca2(52) - p2<52) Ra(£2)ya S p2<52) ea2(€2)7 VZ = 17 27 3
Cal € Ria Ya € RTG7
caa(&h) eRE, i=1,2,3

with market constraint:
0 S Z(eal — Cq1 — Saya) 1 y4i Z 0
N | | (6.12)

0< 3" (carld) + Ral€)ya — c(€))) Lpa(3) 20, Vi=1,23

acA

Here 30| ¢(£4) [uag(cag(ﬁg), 5;)] is the expectation of the cost in second stage, and note
that prices clear in each stage and each realization.

Based on the above example, we will introduce the general two stage stochastic equilib-
rium problem. Consider the dynamic equilibrium (1.35) with 7 = {1, 2}. In this situation,
we will only have &, &. We always assume ¢; is constant and &, is a random vector in
the probability space (=,, F,P). Like (6.10), the elements of the stochastic equilibrium are
revealed in a sequential way as follows:

3
1 (6.13)

({Ta1taca,p1) = ({Ta2}aea, p2)
Therefore, for any &, € =5, the players’ actions and the market price at second stage will be

affected by it. Generally, we can build the mapping of player actions z, and market price p
of any scenario in & € Zy:

To(+) 1 &2 = 24(&2) = (Ta1, Ta2(&2)), Vae A

(6.14)
p(+) 1 & = p(&2) = (p1, p2(&2))

In fact, in the two stage problem, the property of z,(-), p(:) that only ({z2}aca, p2) Will
depend on &, is called nonanticipativity. The property is also equivalent to the measurability
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of ({Za2}aca, p2) With respect to the o—field 7, C F, which is generated by &. At¢ = 1 the
input is known, we just assume that 7, = {0, =, }. Clearly, we will have F; C F».
The two-stage stochastic equilibrium problem with risk-neutral players then will be of

the following form:

rgin fal (xal; T—a1,P1, fl) + EIP’ faQ(xa2(€2); $,a2<€2),p2<52), 52)

s.t. gal (xa07 Lals L—al;P1; 61) € ICa17 (615)
Ga2(Ta1, Ta2(82); —a2(&2), p2(&2), &2) € Ko, Vo € 5o
Ta1 € Xa1, Ta2(§2) € Xaa, V& € Eo

with equilibrium constraint:

0 € Fi(p1;21,&) + Ni, (p1),

(6.16)
0 € Fo(p2(&2); 72(&2), &2) + Ni, (p2(82)), Vo € Eo

Here Ep(-) is the expectation operator on the random variable fu2(742(£2); 2—a2(&2), P2(£2), &2)
with corresponding probability P, which is the most commonly used risk measure in the
literature. We could replace expectation by coherent risk measure p,; to have the following

risk-averse problem for each player:

min  fo (%1; T_a1,P1, fl) + Pa1 [fa2($a2(§2); x—a2(§2)7p2(§2)7 52)]

s.t. gal(x(LOJ Laly; L—al, P1, 51) S ICah (617)
Ga2(Ta1, Ta2(£2); T02(&2), p2(£2), &) € Kaa, V& € 5y
Ta1 € Xa1,  Ta2(82) € Xuo, V& € Ey

6.2 Multistage stochastic equilibrium problem

6.2.1 Preliminaries using dynamic equilibrium

In this section, we extend our derivation of stochastic equilibrium from two stages to |7 |
stages. To do this we consider the multistage dynamic equilibrium first. We defined a
mathematical formulation of a dynamic equilibrium (1.35) over |7 | stages parameterized
with fixed parameter {&; }ic7.

A concrete example of a dynamic multistage equilibrium problem is the multistage
dynamic Walras barter model with activities. Suppose 7 = {1,2,...,|T|}, where | T| can
be any positive number. There are player a € A and there are a finite number (L) of goods
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in each stage, which causes p, € RE forany ¢t € T. ey € RJLF is the endowment for each
player a € A at stage t € T .There is an input-output process in each time stage described
by the sequence of matrices {(S:™1, R!),t € T\{1}}. Here S:~! R € R™=*L. The sequence

of decisions for player a is

Lo = (xala La2y- - ,.Ta|7’|)

where

o) (Canya), A T T{|T]
o Cat, if ¢=|T|

cat € R is the consumption of each player in stage t. y,; € R} is the transfer activity level
of each player. This is used to define G, as follows:

Pi ot + 01 SL(&)Yar < Pl e, if t=1
gat<xat—17 Tat; Pt §t) = ptTCat - p?RZ<€t)ya,t—l +ptTSé(ft)yat < pfeat(gt)a if te T\{la ‘T|}
pi Cat — D7 RE(&)Yar—1 < D] ear(&e), if t=|T]|

(6.18)

The market clearing is defined as follows:

ZaeA(eal — Cal — Sclby(ﬂ)a if t=1
For(pei Tat: &) = Daca(Cat + RolYar—1 — Cat — Styar),  if t € T\{1,|T|} (6.19)
> acalCat + RiYar—1 — Cat), if t=|T|

For simplicity here, we just write S’ (&) = S, R (&) = R, ea(&) = €ats Uar(+, &) = Uat,
then the dynamic optimization problem (defined using x,G and F in our general form
(1.35) for each player a € A with fixed price p = (p1, ..., p;7|) becomes:

min Z Uqt(Cat)
Tq.

teT

s.t. Pl Car + P1 Sy¥ar < i €ar,
Pt Cat — D Bilar—1 + pf Siyyar < 1l €, VE€ T\{L,|T]}
piriCam) = P B air o < pimearn;

L a
Cat € RJr, Yat € RT

(6.20)
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with the market clearing constraints:

0< Z(eal — Cal — S;yal) Lpr >0

a€A
0= > (car + Ryt = cor = Soar) Lo > 0, ¥t € T\{L,|T]} (6.21)
acA
0< Z(eam + R Vyapr—1 = ) Lpyr =0
acA

6.2.2 Extension to stochastic equilibrium

Define

=& 871) (6.22)

The player is making decisions in a sequential way:

& &2 §7-1 &I
1 1 1 1
({za0}aca) = ({Zaitacaspr) = oo = ({zar-1teeapir-1) = {Zam}taca vi7)

(6.23)
To satisfy (6.23), z:(£) and p;(€) at stage t must be nonanticipative, which means players’

actions z,(§) and market price p;(£) depends only on a portion (§i,. . .,&). Denote ) =
(&, ..., &), Yte T\{0},

To(+) € = 2a(§) = (Tar, Ta2(E2), Ta3(E3), - - - axaITI(SlTI»a Va € A

(6.24)
p() : &= p(&) = (p1,p2(&2), p3(&3), - - s o (§71))

—_
—

Note that {{;}+c7 is a stochastic process, where ¢; lies in sets =; and = is the proba-
bility space of the stochastic process . There exists a probability measure P{{ € =} =
P{(&2,&3,. .-, &) € 2} = 1. Let 2y = {(&1, &, - -, &) € = (&2, - .-, &) € 2} be the probabil-
ity space for (&, ...,&) for t € [2,|7T|] N N. Then there will be uncertainty in the dynamic
equilibrium problem (1.35), transforming the problem into the stochastic equilibrium prob-
lem. In another words, z.(-) is the player a’s decision process and is F,— measurable,
and

P(f) = (p17p2(£2)7p3(£3)7 - 7P\T|<€\TI)) (6.25)

is the price process determined by the market and p;(-) is /;— measurable. Based on this, a

stochastic equilibrium based on risk neutral players is defined in the following:

Definition 6.1. Multistage stochastic equilibrium problem with risk-neutral players:
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min fa1($al;$—a1apla€1>+EP|: Z fat(gjat(gt);$—at(§t)apt(€t)7£t)

o teT\{1}
s.t. gal(l‘QOal‘al;x—ahphgl) S Kjlll?
Gat(Tat—1(&—1)s Tar (&) w0t (&), Pe (&), &) € Kat, V& € 2,V € T\{1}

La1 S Xala xat(gt) € Xata v&t € Et>Vt S T\{l}
(6.26)

with equilibrium constraint:

0€ Fi(p1;21,&) + Nk, (p1),

(6.27)
0 € Fy(pe(&);we(&h), &) + N, (0e(&r)), V& € Ep,VE € T\{1}

For concreteness we can now extend the previous multistage dynamic Walras barter
model with activities into a multistage stochastic Walras barter model with activities.
Involving the uncertainty ¢ = {&, &, ..., &7}, the parameters R! (&), SL(&), €at (&) and the
function uq(+, &) will also be uncertain. We will use the notational equivalences defined
above for x, G and F'. The stochastic version of the problem will be

min ual(cal)—FEp[ Z Uqt(Cat (&), &)

Car e o
st. Pl car + 1 Savar < P €at,

(pt(ft))TCat(&) - (Pt(ft))TRZ(ft)yat—l(ft—l)

+ (pe(€)) S8 (E)ar (&) < (e(&)) ear(&), V& € 5y
wenq, iy 6%
(Pe(&)) car(&) — (Pe(€)) T Re () Yar—1 (&)
< (pe(&) ear (&), VE € Ept =T
ca €RY, ya €RY cori(§7) € RY,
ca(é) €RY,  yu(&) € RY vt e T\{1,|T}
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with a market constraint for each t € T,¢&; € Z;:

0 S Z(eal — Cql — S;yal) J_ D1 Z O
acA

0< Z <€az (&) + Ri(gt)yatfl(gtfl) — Cat (&) - S}i(ét)yat (ft)) 1 pt(ft) >0, V& eZE,vteT\{L[T]}

acA

0< Z (eat(&) + R (&) Yar-1(&-1) — Car (ft)) Lp(&) >0, V& eZ,t=|T|
acA

(6.29)

6.3 One-level graph representation for stochastic process

The new graph representation framework can be expressed by the following Figure 6.2

— W1 Wy wz+l —

fr—l §t §t+1

| l l

Figure 6.2: Stochastic process one-level graph representation

Wt = Gt|y(wi—1) (6.30)

& = Ptjwy
where the random variable ¢, : =, — R" is the uncertainty that will come into the op-
timization problem, , w; : ©; — R™ is the state uncertainty, (., , is a random vector
that its distribution will depend on ®;(w;_1), ¥4, is @ random vector whose distribution
depending on w;, ®;(-) is a mapping function that describes how random variable w; and &
is dependent on the past state uncertainty w;_.

In fact, our new graph representation and its corresponding mathematical representa-
tion is very similar to the well-known state-space equation in the control theory. Here we
use the uncertainty w; to denote the state in our graph representation, which is linked by
the line in the graph and has the dependence structure between stages. The uncertainty &,
will follow another distribution that depends on w,, which is the realization of the state
uncertainty w in stage ¢.

Among all the previous work, almost all of them just focus on the stagewise independent

uncertainty, so what they need is just the basic information of the uncertainty ¢; of every
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stage ¢ and the relationship between uncertainties in different stages have been overlooked.
The policy graph structure introduced by [26] although doesn’t ignore such important
information, but its framework is still limited and can just represent a limited number of
stochastic process, and for some type of stochastic process it will not have a very succinct
way to represent, which will cause troubles for the user to input a problem.

After presenting the general graphical representation framework, we will introduce
how several commonly used stochastic processes can be represented in our framework in
the following section to show the breadth and applicability of our graph representation

framework. These commonly used stochastic processes are:
¢ stagewise independent stochastic process
¢ time series

¢ discrete index markov chain stochastic process

6.3.1 Stagewise independent stochastic process

The stagewise independent stochastic process can be represented by (6.30) in the following

format:
W = We—1

(6.31)

§ = ¢
In this representation, we assume that w; always equals to w,_;, which means the state w, is
always the same throughout the entire stage. So in this case, ¢; = ¢y, will have the same

distribution in all t. Therefore ¢, = ¢, is stagewise independent across ¢.

6.3.2 Time Series

The general time series can be represented by (6.30) in the following format:

w = Py(wi—1) + ¢ (6.32)

&= Pt|ws

In this representation, ®,(-) is a function that will only use information from the past
wi—1, ¢ is a independent random variable for each time stage ¢. Here, we list several
most commonly used time series and see how they can be represented in our framework.
The commonly used time series are: (1) Autoregressive model(AR), (2) Moving-average
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model(MA). (3) Autoregressive moving-average model(ARMA). (4) Autoregressive con-
ditional heteroskedasticity model(ARCH) (5) Generalized autoregressive conditional het-
eroskedasticity (GARCH).

6.3.2.1 Different types of time series

The autoregressive model of order p can be represented by simplified notation AR(p), and

its mathematical representation is:
§=pu+ 018§ 1+ + 0,8+ 0, (6.33)

here {91‘}1‘:1
noise. In this case, we can assume

»» 1 are the constant parameters and ¥, is a stagewise independent random

.....

wei=| |, Pwer)=A-we, G=]| - |, (6.34)

where

o O O o =
o O o = O
o O = O O
_ o O O O

Op1 .. ... ... O

The moving-average model of order ¢ can be represented by simplified notation MA(q),

and its mathematical representation is:
SG=p+00 0+ -+ 00, + 0, (6.35)

here {91‘}1‘:1
noise. In this case, we can assume

> 1t are the constant parameters and v, is a stagewise independent random

-----

Wi—1 = : ) Cbt(wt—l) =A- Wt—1, Ct = : ) (6~36)

p+ U
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where -~ _
0 1 O 0 ... 0
0 0 1 0 ... 0
0 0 o 1 ... 0
A=
0 0 O 0 . 0
0 0 o 0 ... 1
10, Op1 0, |

The autoregressive moving-average model of order p and ¢ can be represented by

simplified notation ARMA(p, q), and its mathematical representation is:
p q
gt =u+ Z Higt_i + Z Qj”ﬁt_j + ’(9,5 (637)
i=1 j=1

..........

random noise. Then we will have

Vg
: 0
(] :
Wi—1 = ) ‘I)t(wt—l) =A w1, G= ) (6.38)
§t—p 0
: p+ Uy
_ftﬂ_
where _ -
0 1 0 0 0 0 0
0 0 10 0 O 0
0 0 0 1 0 O 0
0 0 0 0 0 O 0
0 0 0 0 1 0 0
- 0 0 0 0 0O o0 ... ... ... 0
0 0 0 O 1 0 0 0
0 0 0 O 0 1 0 0
0 0 0 O 0 0 1 0
0 0 0 O 0 0 0 0
0 0 0 O 0 0 0 1
0y 041 01 Kp Kp_1 Kp—a K1
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6.3.3 Markov Chain

The Markov chain stochastic process can be represented by (6.30) in the following format:

Wy = Ct|wt_1

(6.39)
§ = wy

here the uncertainty (;,,_, will be identical at every stage if the Markov chain is stationary.

6.3.4 Example

After introducing our new framework structure on several commonly used stochastic
processes, in this section we will give an example to show how our framework is easy to
use when we deal with a complicated stochastic process.

In our example, we will need to deal with a stochastic process where the uncertainty
is the amount of daily rainfall {¢;};,c7. As we all know, the amount of daily rainfall will
be related to the weather condition on that day. So it is natural not to use a stagewise
independent stochastic process to model it. Previously, time series models like AR, MA,
and ARMA are commonly used tools to model this process. And in our paper, we present a
Markov chain-based model and illustrate how it can be represented succinctly and efficiently
in our framework and how this structure fails to be represented in other frameworks.

In the example, the uncertainty {&; },cr will be the amount of daily rainfall, and the state
uncertainty {w; }+er will be in one of three weather conditions: rainy, cloudy, sunny. And
the relationship of the transition between weather condition is assumed to be described by

a Markov chain matrix:

| sunny cloudy rainy
sunny | 0.4 0.4 0.2
cloudy | 0.3 0.2 0.5
rainy | 0.1 0.4 0.5

Here the matrix element p;; is the probability transferring from state i to state j. For
example, the element p;, = 0.4 means that the probability transferring from sunny today
to cloudy tomorrow is 0.4.

We assume that the amount of daily rainfall follows different distributions based on

different weather conditions. Assume the rainfall will have five states of amount: 0, 100,
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200, 400, 600, 1000. When the weather of the day is sunny, the ¢, follows the distribution:

0 w.p. 0.7
vy =100  w.p. 0.2
200 wp. 0.1

When the weather of the day is cloudy, the ¢, follows the distribution:

7

0 w.p. 0.2

100 w.p. 0.3
Yt =

200 w.p. 0.3

(400 w.p. 0.2

When the weather of the day is rainy, the ¢, follows the distribution:

(

200 w.p. 0.2
400 w.p. 0.2
600 w.p. 0.4
(1000 w.p. 0.2

Pt =

This process can be represented by the following figure:



0 wp. 0.7 0 wp. 0.2

_ — 100 w.p. 0.3
@ = < 100 wp. 0.2 @ = P

200 w.p. 0.3

200 w.p. 0.1 400 w.p. 0.2

200 w.p. 0.2
— 400 w.p. 0.2
@Yy = P

600 w.p. 0.4
1000 w.p. 0.2

Figure 6.3: Stochastic process
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To model this stochastic process in our framework, we define w; = 1 when the weather
is sunny, w; = 0 when the weather is cloudy, and w, = —1 when the weather is rainy. Let

®,(-) be identity and the distribution of random variable ¢y, , be defined by the following

Markov chain matrix:

Gt 1 0 -1
Wi—1
1 04 04 02
0 0.3 0.2 05
-1 01 04 05

and let ¢, be defined by the following probability transition matrix:

410 100 200 400 600 1000

1 07 02 01 O 0 0
0 02 03 03 02 O 0
-1 0 0 02 02 04 02

W
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Remark 6.2. For the above example, SMPS, GAMS EMPSP, and PySP fail to have an input
format to load this kind of stochastic process directly. The Policy graph invented by [26]
can have a way to load this stochastic process, but the problem is that it must have a data
structure called node for each realization of the w;. In each node a stagewise subproblem
needs to be defined, which will cause redundancy if w; has many realizations but has the
same subproblems in each node. Our framework here will solve this kind of problem by

separating the stochastic process and the optimization problem.

6.4 Two-level graph representation for stochastic

programming and stochastic equilibrium problems

Based on our previous one-level graph representation for the stochastic process, in this
section, we propose a framework for representing the stochastic programming problem,
which is designed as a succinct way to input the optimization model into the solver. The

two-level graph representation can be represented in the following figure:

— W1 @y Wiy ———>

& ¢ &
Y Y

Xr—1 Xy Xr+1

Pi-1 Pt Pr+1

Figure 6.4: Two level graph representation for stochastic optimization/equilibrium prob-
lems

From the picture, we can see that our two-level representation consists of two main
parts:
* an upper-level stochastic process

* alower-level multistage optimization problem (or lower-level multistage equilibrium

problem)



147

The upper-level is the stochastic process defined by our new one-level graph representation
and new state transition equation representation. The lower part is a deterministic dynamic

programming problem or a deterministic dynamic equilibrium problem.

6.4.1 Modeling two-level graph representation stochastic equilibrium

problems using the existing EMP framework

Previously, how to specify stochastic optimization problems and equilibrium problems in
the EMP framework has been outlined. In this section, we describe how to specify stochastic
equilibrium problems in modeling languages using the EMP framework.

Based on the EMP framework of stochastic programming problems and equilibrium
problems in the previous section, we have already known that: (1) In the equilibrium
problems we need to assign each variable and each constraint into the players that it
belongs to (2) In the stochastic programming problems we need to assign each variable into
the time stage it belongs to. Then a very natural thought is that in the stochastic equilibrium
problems, we just need to combine what we already have in the previous two works. The
specification of a stochastic equilibrium problem needs to assign each variable into the
corresponding player and stage, and to assign each constraint into the corresponding player.

This specification process can be visualized by the following Figure 6.5.

agent agent agent
( A 3 lvar 2var N var
[ | +addtional emp agent 1 eqgn § |
| | information |
| | agent 2 eqny, |
eqn < : Model : —> : Model :
| | I |
| | ' | |
| | agentN eqn{| |
~L e 4 I 4
agent 1 var l agent 1 agent 1
A stage 1var . stage T var
Amm = 3 o e ==
| | + addtional time | |
| | stage information I |
| | | |
agent || | agent | | |
legn I Model | — e Model |
| | | |
I | | |
| | | |
L 4 N — 4

Figure 6.5: Discrete-time dynamic optimization model transformation
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6.5 Sample average approximation method for multistage
MOPEC

While the format described above is general, it is important to see how that might interact
with the approaches outlined in the rest of this thesis. As such, we suggest a sample average
approximation (SAA) approach.

6.5.1 Sample average approximation method for multistage MOPEC

with risk-neutral players

We demonstrate our process for SAA using a forward tree sampling approach. To that end
we iteratively define notation to specify a staged model for approximation.

If we denote by Qua(x1, 2(£2), p2(&2), £2) the optimal value of player @ of (| 7] — 1)-stage
MOPEC:

Hml{}n fa2($a2<€2); x7a2(£2)7p2(£2)7 52)

+ Ep [te% ) Jat(@ar(&); Tt (&), (&), ft)] (6.40)

s.t. gat(%t—l(ft—l);%t(ft); w—at(ﬁt)apt(ft)yft) € Kat, VG EE,LVEE T\{l}
Tar(&) € Xy, V& € B,V € T\{1}

with equilibrium constraint:
0 € Fy(pe(&);we(&e), &) + Ny (0e(&)), V& € Zi,VE € TA{1} (6.41)

then we can write the |7 |-stage problem in the following form of a two-stage MOPEC:

min  fo1(Za1; 2—a1, 1) + Ep | Qu2(x1, 22(£2), p2(£2), &2)

Tq-

st. Ga1(ZTa0, Ta1; T—a1,01,61) € Ka, (6.42)
Lal S Xal
with equilibrium constraint:
0 € Fi(pi;x1, &) + Nk, (p1) (6.43)

To facilitate the analysis, we restrict our derivations to the three-stage problem, where
T = 1,2, 3 (it should be noted that the obtained results can be readily extended to scenarios
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with |7 > 3). In this particular case, the quantity Q.a(x1, 2(&2), p2(&2), §2) represents the
optimal value attained by player a in the MOPEC:

Igljn fa?(xaQ(SQ);x—a2(§2>7p2(§2>7§2)
+ Ep Qa3($2(§2),333(53),]?3(53),53)|§2]

(6.44)
s.t. Gaa(®a1, Ta2(£2); —a2(&2), P2(£2), &2) € Ko,
Ta2(&2) € Ao
with equilibrium constraint:
0 € Fy(pa(8a); 22(&2), §2) + Nk, (p2(&2)) (6.45)

where the expectation of each player a is taken with respect to the conditional distribution
of & given &,.

Consider a set of random samples ¢},i = 1,. .., Ny, which are independent realizations
of the random vector &,. In order to approximate the optimization problem (6.42) for each
player a, we can formulate the following Sample Average Approximation (SAA) problem:

N2
: 1 i iy g
1 Jar(Tar;2—a1,p1) + N, Z Qu2(21, 22(83), p2(£3), §3)
“ i=1

(6.46)
s.t. Gu (%ao, Ta1;L—al,P1, 51) € Kai,

Lal € Xal

Given that the values Q.2 (1, ©2(&), p2(£4), &) are not explicitly provided, it becomes
necessary to estimate these quantities using a method known as conditional sampling. This

involves generating a random sample 5;'}' ,j = 1,..., Ns;, consisting of N;; independent
realizations from the conditional distribution of &3 given &,7 = 1,..., N,. As a result, we

can approximate Qua (1, 22(£3), p2(£L), £4) by determining the optimal value attained by
player a in the following approximate MOPEC:

Iglin fa2<xa2(€é); T—a2 (5%)7]72 (55)7 53)

1 4 ) -
+E;Qw(%z(ﬁ%)a%(ﬁj)’m( 5),&5) (647)

s.t. ga2 (xala La2 (E;); x*(ﬂ(&é)v p2<§;)7 5;) € ’Ca27
Za2(€3) € X
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with equilibrium constraint:

0 € Fy(pa(£3); 22(£3), &) + Nicy (p2(£3)) (6.48)

where Qu3(x2(£5), 23(€5), ps(€5),£Y) is the optimal value of player a in the following
MOPEC: ’ ) .
Igli_n fa3(2a3(85); v—a3(&57), p3(&5), &)
st Gus(aa(), s (&) - (&), 13 (&), &) € Kas, (649)
xa3(§;j) € XaS

with equilibrium constraint:

0 € Fs(ps(&); 23(&), €5) + N (p3(&5)) (6.50)

This process leads to an approximate scenario tree for the problem, specificed by the

sampling structure (e.g., N2, NV3;) and the realization data generated.

6.5.2 Sample average approximation method for the multistage
MOPEC with risk-averse players employing the CVaR(\, )

measure

This section focuses on the utilization of the sample average approximation method for an-
alyzing the multistage MOPEC with risk-averse players, utilizing the CVaR()\, ¢) measure.
Specifically, the application of the sample average approximation method to the multistage
MOPEC with risk-averse players employing the coherent risk measure can be divided into
two primary tasks:

¢ Constructing the approximated scenario tree

* Building the corresponding risk set D, for each player a and each scenario node

neN\L

The construction of the approximated scenario tree (N, ) can be achieved using a
similar approach as described in section 6.5.1. Subsequently, the approximated risk set
D,y can be constructed based on this approximated scenario tree. Assuming that each
player a € A and each scenario node n € N\ L adopts the OV aR(Aan, Pan) risk profile, the
corresponding dual representation can be established:

CV@R()\an, @an)() = O-Dan(') = U(l_Aan){(b}"")‘an,D(@an)(') (651)



151

where ¢,,, = (ém)men, is the vector of children node conditional probability and

[T 10.6mll D = 1} (6.52)

meny meny

1
1_90an

D(Pan) = {u €

Utilizing the aforementioned definition, the construction of the corresponding risk set D,,,
can be accomplished through a series of calculations involving ¢,,, as well as the parameters
Aan and Q.

With this in mind, three distinct types of input formats can be designed to accommodate
the loading of the coherent risk measure:

. <C’ VaR, A, w) : For this input format it is assumed that all players at different scenario

node n will employ the same coherent risk measure CVal?, which means \,, =
A, @an = p foreacha € A;n € N\L.

o <C’VaR, (Aas Pa)ac A): For this input format it is assumed that each player a will

employ the same coherent risk measure C'V aR, which means \,,, = Ay, @an = ¢ for
eacha € A;n e N\L.

o <C VaR, (Aan, Pan)ac Ane N)i For this input format it is assumed that for each player «

and each scenario node will have individual coherent risk measure CVaR.

6.6 Conclusion

This chapter first introduced the one-level stochastic graph representation and two-level
framework for stochastic programming problems and stochastic equilibrium problems. For
the one-level stochastic graph representation, it’s a new way to introduce the state-space
equation from control theory into the representation of the stochastic process. Several
commonly used stochastic processes were shown to be successfully represented by the new
framework, and some of them were found hard to be represented by previous methods.
This chapter also discussed the two-level graph representation for stochastic programming
and stochastic equilibrium problems, and also presented a way to represent the multistage
stochastic equilibrium problems efficiently in the EMP framework.
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7  CONCLUSION

The stochastic MOPEC with risk-averse players has garnered increasing significance within
the domains of game theory and equilibrium analysis. This prominence is primarily
attributed to its extensive practical applications in various real-world scenarios, including
power system markets and modern economics. The advancement in addressing this
particular problem has consequently spurred advancements in policy frameworks and
operational standards within the power industry and economics community. Drawing
upon meticulous analyses, concrete illustrations, and comprehensive numerical findings,
this doctoral thesis has made contributions by proposing several original ideas and solution
methodologies for tackling stochastic MOPECs with risk-averse players.

In summary, this dissertation has the following main contributions: This thesis ex-
amines the formulation of stochastic MOPECs involving risk-averse players through the
utilization of scenario trees, with an emphasis on exploiting the inherent problem structures.
The research focuses on designing various decomposition algorithms based on different
problem structures. Firstly, a player-based decomposition approach is explored, aiming
to enhance the successful rate of stochastic PENP; however, its practical effectiveness is
limited. Secondly, the Primal-MOPEC-dual-risk decomposition technique, in conjunction
with PATH, demonstrates promising practical performance and proves capable of solv-
ing the majority of problems through several enhancements. Additionally, stage-based
enhancement strategies are investigated to facilitate the creation of an inner loop, enabling
the resolution of large-scale primal-MOPEC problems. Lastly, sample-based extension
and large-scale implementation are considered to further extend the applicability of the
proposed framework.

This dissertation also presents conclusive responses to the following inquiry.

* What is a standard mathematical definition of stochastic MOPEC with risk-averse
players based on scenario tree and how to formulate this type of problem? Chapter 1
provides a overview of the stochastic MOPECs with risk-averse players, encompassing
a comprehensive exposition of the fundamental mathematical constructs pertinent to
this domain. The mathematical essence of the Nash equilibrium problem, variational
inequality problem, stochastic problem utilizing a scenario tree, and the adoption of
a coherent risk measure are expounded upon in detail. Additionally, diverse formu-
lations of stochastic MOPECs with risk-averse players are outlined, thereby offering a
comprehensive understanding of the various approaches adopted in addressing this
class of problems.
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* What are the representative numerical test instances for the stochastic MOPEC with
risk-averse players? Within Chapter 2, three practical problem exemplifications,
namely the economic dispatch example, capacity expansion example, and hydroelec-
tricity example, are comprehensively presented as the most commonly employed
scenarios. Each example is accompanied by an intricate algebraic formulation, meticu-
lously delineating the mathematical representation of the respective problem instance.
Furthermore, this chapter examines three distinct categories of market constraints,
each holding paramount significance within the realm of modern economics and
possessing substantial application domains. The inclusion of these three diverse prob-
lem types and the consideration of various market constraints collectively facilitate
an extensive coverage of the prevailing and representative stochastic MOPECs with

risk-averse players encountered in real-world problem.

¢ Can we solve the problem by the decomposition approach depending on the inner
structure of the problem? How is the performance of these algorithms compared to
the classical PATH solver? We tried to develop three decomposition approaches that
depend on different properties of the problem.

— Decomposition by players: Chapter 3 investigated the player-based inner stuc-
ture of the problem and mainly focused on the stochastic PNEP with risk-averse
players using a conjugate-based reformulation, which will make each players” sub-
problem independent if the market price p is fixed. Based on this property,
many existing player-based algorithms have been designed to solve this type of
problem. However, most of them cannot be applied to stochastic MOPECs with
risk-averse players. Chapter 3 first discussed two existing methods and then
proposed an ADMM-based algorithm to solve the stochastic PNEP with risk-
averse players, and showed its advantages over previous two methods. Chapter 3
also used numerical results to show various properties of the ADMM-based
algorithm and how the performance of this algorithm will be changed by the
algorithmic parameters.

— Decomposition by primal-MOPEC-dual-risk structure: In Chapter 4, a novel
primal-MOPEC-dual-risk algorithm was introduced, presenting an equilibrium
reformulation as a means to solve the stochastic MOPEC with risk-averse players.
This approach utilized a decomposition strategy, which is motivated by the
inherent nonlinearity introduced by the additional probability vector p within
the multistage problem. Consequently, when tackled by the PATH solver, the
problem manifests as a highly nonlinear complementarity problem. However,
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by fixing the probability vector u, the problem undergoes simplification, and in
the case of quadratic player objective functions, it can even be formulated as a
linear complementarity problem. The remaining subproblem can be efficiently
addressed through a series of linear programming problems. Compared to the
ADMM-based algorithm discussed in Chapter 3, the proposed primal-MOPEC-
dual-risk algorithm offers enhanced versatility in addressing general stochastic
MOPECs with risk-averse players, particularly in scenarios where players exhibit
diverse Nash behavior during their interactions. We are using all three examples
with all three market constraints to test the efficiency of the algorithm and

showed its advantage compared to the classical PATH solver.

— Decomposition by stage structure: In Chapter 4 we proposed a primal-MOPEC-
dual-risk decomposition algorithm. Nonetheless, a significant challenge emerges
when confronted with large-sized scenario trees, resulting in a considerable
increase in the dimensions of the primal-MOPEC subproblem. To overcome
this challenge, a stage-based decomposition method is developed, enabling
the subdivision of the extensive problem into smaller subproblems indexed by
time stages. This division enhances computational efficiency and enables the
effective resolution of large-scale stochastic MOPECs with risk-averse players.
The subsequent Chapter 5 provides comprehensive details on the intricacies and

implementation of this stage-based decomposition approach.

¢ What is the mathematical formulation of stochastic MOPECs with risk-averse players
under general uncertainty process? Is there a simplied representation of stochastic
problem such that the size of input of these problems could avoid exponential growth?
Chapter 6 introduces how the multistage stochastic MOPEC with risk-averse player
is formulated in mathematics and presents a new two-level graph representation for
the general stochastic problem. Moreover, a sample average approximation (SAA)
method is given to approximate any general stochastic MOPEC based a scenario tree,
which then can be solved by the previous decomposition methods introduced.
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8 APPENDIX

8.1 Numerical results of primal-MOPEC-dual-risk
decomposition approach with proximal-terms on

economic dispatch example

Tables 8.1 - 8.5 present the numerical outcomes obtained from Algorithm 6, along with a
comparison to the original PD+PATH approach, concerning an economic dispatch example
on scenario tree 2. The parameter configuration employed in this algorithm corresponds to
that discussed in chapter 4. Within the algorithm, the proximal parameters w,,, are set to
unity for all a € A and n € N. Furthermore, a maximum iteration count is specified for
the proximal steps.

The first two columns of the tables denote the values of the parameters € and ), respec-
tively. For each fixed value of these parameters, a series of experiments is conducted using
two distinct values of ¢ and 16 independent random seeds to generate random parameters.
Consequently, each row represents a collection of 32 independent experiments.

The third to fifth columns of the tables provide the success rates of the PD+PATH
and PD+PATH+proximal approaches, with a maximum of 20 and 50 iterations, respec-
tively. Finally, the last two columns illustrate the enhancements observed in the algorithms
following the inclusion of the proximal terms.
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A\ successful rate (%) Improvement on PD+PATH (%)
¢ PD+PATH PD+PATH+proximal(20) PD+PATH+proximal(50) PD+PATH+proximal(20) PD+PATH+proximal(50)

0 0.1 96.9 100.0 100.0 3.2 3.2
0 0.3 78.1 90.6 100.0 16.0 28.0
0 0.5 59.4 84.4 96.9 42.1 63.2

0 0.7 18.8 37.5 50.0 100.0 166.7

0 0.9 3.1 15.6 34.4 400.0 1000.0
le-2 0.1 100.0 100.0 100.0 0.0 0.0
le-2 0.3 100.0 100.0 100.0 0.0 0.0
le-2 0.5 90.6 100.0 100.0 10.3 10.3
le-2 0.7 719 93.8 100.0 30.4 39.1
le-2 0.9 37.5 62.5 78.1 66.7 108.3
le-1 0.1 100.0 100.0 100.0 0.0 0.0
le-1 0.3 100.0 100.0 100.0 0.0 0.0
le-1 0.5 100.0 100.0 100.0 0.0 0.0
le-1 0.7 100.0 100.0 100.0 0.0 0.0
le-1 0.9 100.0 100.0 100.0 0.0 0.0
1 0.1 100.0 100.0 100.0 0.0 0.0
1 0.3 100.0 100.0 100.0 0.0 0.0
1 0.5 100.0 100.0 100.0 0.0 0.0
1 0.7 100.0 100.0 100.0 0.0 0.0
1 0.9 100.0 100.0 100.0 0.0 0.0
10 0.1 100.0 100.0 100.0 0.0 0.0
10 0.3 100.0 100.0 100.0 0.0 0.0
10 0.5 100.0 100.0 100.0 0.0 0.0
10 0.7 100.0 100.0 100.0 0.0 0.0
10 0.9 100.0 100.0 100.0 0.0 0.0

Table 8.1: Improvement of PD+PATH with proximal terms over Type I problems on scenario
tree 2

A\ successful rate (%) Improvement on PD+PATH (%)
¢ PD+PATH PD+PATH+proximal(20) PD+PATH+proximal(50) PD+PATH+proximal(20) PD+PATH+proximal(50)

0 0.1 96.9 100.0 100.0 3.2 3.2
0 0.3 84.4 100.0 100.0 18.5 18.5
0 0.5 56.2 78.1 90.6 389 61.1
0 0.7 25.0 43.8 59.4 75.0 137.5

0 0.9 3.1 28.1 40.6 800.0 1200.0
le-2 0.1 100.0 100.0 100.0 0.0 0.0
le-2 0.3 100.0 100.0 100.0 0.0 0.0
le-2 0.5 96.9 100.0 100.0 3.2 3.2
le-2 0.7 84.4 96.9 96.9 14.8 14.8
le-2 0.9 43.8 71.9 78.1 64.3 78.6
le-1 0.1 100.0 100.0 100.0 0.0 0.0
le-1 0.3 100.0 100.0 100.0 0.0 0.0
le-1 0.5 100.0 100.0 100.0 0.0 0.0
le-1 0.7 100.0 100.0 100.0 0.0 0.0
le-1 0.9 100.0 100.0 100.0 0.0 0.0
1 0.1 100.0 100.0 100.0 0.0 0.0
1 0.3 100.0 100.0 100.0 0.0 0.0
1 0.5 100.0 100.0 100.0 0.0 0.0
1 0.7 100.0 100.0 100.0 0.0 0.0
1 0.9 100.0 100.0 100.0 0.0 0.0
10 0.1 100.0 100.0 100.0 0.0 0.0
10 0.3 100.0 100.0 100.0 0.0 0.0
10 0.5 100.0 100.0 100.0 0.0 0.0
10 0.7 100.0 100.0 100.0 0.0 0.0
10 0.9 100.0 100.0 100.0 0.0 0.0

Table 8.2: Improvement of PD+PATH with proximal terms over Type II problems on
scenario tree 2
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successful rate (%)

Improvement on PD+PATH (%)

¢ A PD+PATH PD+PATH+proximal(20) PD+PATH+proximal(50) PD+PATH+proximal(20) PD+PATH+proximal(50)
0 0.1 59.4 84.4 87.5 42.1 474
0 0.3 12.5 312 40.6 150.0 225.0
0 0.5 9.4 18.8 18.8 100.0 100.0
0 0.7 3.1 6.2 18.8 100.0 500.0
0 0.9 0.0 0.0 6.2 - -
le-2 0.1 100.0 100.0 100.0 0.0 0.0
le-2 0.3 90.6 93.8 93.8 3.4 3.4
le-2 0.5 40.6 59.4 75.0 46.2 84.6
le-2 0.7 219 40.6 53.1 85.7 142.9
le-2 0.9 6.2 125 21.9 100.0 250.0
le-1 0.1 100.0 100.0 100.0 0.0 0.0
le-1 0.3 100.0 100.0 100.0 0.0 0.0
le-1 0.5 96.9 100.0 100.0 3.2 3.2
le-1 0.7 100.0 100.0 100.0 0.0 0.0
le-1 0.9 93.8 93.8 93.8 0.0 0.0
1 0.1 100.0 100.0 100.0 0.0 0.0
1 0.3 100.0 100.0 100.0 0.0 0.0
1 0.5 100.0 100.0 100.0 0.0 0.0
1 0.7 100.0 100.0 100.0 0.0 0.0
1 0.9 100.0 100.0 100.0 0.0 0.0
10 0.1 100.0 100.0 100.0 0.0 0.0
10 0.3 100.0 100.0 100.0 0.0 0.0
10 0.5 100.0 100.0 100.0 0.0 0.0
10 0.7 100.0 100.0 100.0 0.0 0.0
10 0.9 100.0 100.0 100.0 0.0 0.0

Table 8.3: Improvement of PD+PATH with proximal terms over Type I problems on scenario

tree 3
A\ successful rate (%) Improvement on PD+PATH (%)
¢ PD+PATH PD+PATH+proximal(20) PD+PATH+proximal(50) PD+PATH+proximal(20) PD+PATH+proximal(50)
0 0.1 96.9 96.9 96.9 0.0 0.0
0 0.3 40.6 625 719 53.8 76.9
0 0.5 12.5 18.8 28.1 50.0 125.0
0 0.7 3.1 6.2 3.1 100.0 0.0
0 0.9 0.0 0.0 6.2 - -
le-2 0.1 100.0 100.0 100.0 0.0 0.0
le-2 0.3 96.9 100.0 100.0 3.2 3.2
le-2 0.5 719 75.0 93.8 43 30.4
le-2 0.7 40.6 46.9 59.4 154 46.2
le-2 0.9 9.4 15.6 31.2 66.7 233.3
le-1 0.1 100.0 100.0 100.0 0.0 0.0
le-1 0.3 100.0 100.0 100.0 0.0 0.0
le-1 0.5 100.0 100.0 100.0 0.0 0.0
le-1 0.7 100.0 100.0 100.0 0.0 0.0
le-1 0.9 93.8 100.0 96.9 6.7 33
1 0.1 100.0 100.0 100.0 0.0 0.0
1 0.3 100.0 100.0 100.0 0.0 0.0
1 0.5 100.0 100.0 100.0 0.0 0.0
1 0.7 100.0 100.0 100.0 0.0 0.0
1 0.9 100.0 100.0 100.0 0.0 0.0
10 0.1 100.0 100.0 100.0 0.0 0.0
10 0.3 100.0 100.0 100.0 0.0 0.0
10 0.5 100.0 100.0 100.0 0.0 0.0
10 0.7 100.0 100.0 100.0 0.0 0.0
10 0.9 100.0 100.0 100.0 0.0 0.0

Table 8.4: Improvement of PD+PATH with proximal terms over Type II problems on

scenario tree 3
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A\ successful rate (%) Improvement on PD+PATH (%)
¢ PD+PATH PD+PATH+proximal(20) PD+PATH+proximal(50) PD+PATH+proximal(20) PD+PATH+proximal(50)
0 0.1 100.0 100.0 100.0 0.0 0.0
0 0.3 100.0 100.0 100.0 0.0 0.0
0 0.5 100.0 100.0 100.0 0.0 0.0
0 0.7 100.0 100.0 100.0 0.0 0.0
0 0.9 90.6 100.0 100.0 10.3 10.3
le-2 0.1 100.0 100.0 100.0 0.0 0.0
le-2 0.3 100.0 100.0 100.0 0.0 0.0
le-2 0.5 100.0 100.0 100.0 0.0 0.0
le-2 0.7 96.9 96.9 100.0 0.0 3.2
le-2 0.9 96.9 100.0 100.0 32 32
le-1 0.1 100.0 100.0 100.0 0.0 0.0
le-1 0.3 100.0 100.0 100.0 0.0 0.0
le-1 0.5 100.0 100.0 100.0 0.0 0.0
le-1 0.7 100.0 100.0 100.0 0.0 0.0
le-1 0.9 100.0 100.0 100.0 0.0 0.0
1 0.1 100.0 100.0 100.0 0.0 0.0
1 0.3 100.0 100.0 100.0 0.0 0.0
1 0.5 100.0 100.0 100.0 0.0 0.0
1 0.7 100.0 100.0 100.0 0.0 0.0
1 0.9 100.0 100.0 100.0 0.0 0.0
10 0.1 100.0 100.0 100.0 0.0 0.0
10 0.3 100.0 100.0 100.0 0.0 0.0
10 0.5 100.0 100.0 100.0 0.0 0.0
10 0.7 100.0 100.0 100.0 0.0 0.0
10 0.9 100.0 100.0 100.0 0.0 0.0

Table 8.5: Improvement of PD+PATH with proximal terms over Type III problems on
scenario tree 3

8.2 Numerical results of primal-MOPEC-dual-risk
decomposition approach on capacity expansion

example and hydroelectricity example

Tables 8.6 - 8.19 present the numerical outcomes from capacity expansion problem and
hydroelectricity problem on scenario 2 and scenario tree 3.

The first two columns of the tables denote the values of the parameters € and ), respec-
tively. For each fixed value of these parameters, a series of experiments is conducted using
two distinct values of ¢ and 16 independent random seeds to generate random parameters.
Consequently, each row represents a collection of 32 independent experiments.

The third to fifth columns of the tables provide the success rates of the PD+PATH
and PD+PATH+proximal approaches, with a maximum of 20 and 50 iterations, respec-
tively. Finally, the last two columns illustrate the enhancements observed in the algorithms

following the inclusion of the proximal terms.
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successful rate (%)

No mixed solution

‘ A PATH PATH-RN PD PD-PATH percentage (%)
0 0.1 100.0 100.0 100.0 100.0 100.0%
0 0.3 34.4 100.0 100.0 100.0 100.0%
0 0.5 3.1 90.6 100.0 100.0 100.0%
0 0.7 0.0 53.1 100.0 100.0 100.0%
0 0.9 0.0 6.2 96.9 100.0 100.0%

le-2 0.1 100.0 100.0 100.0 100.0 100.0%
le-2 0.3 90.6 100.0 100.0 100.0 100.0%
le-2 0.5 6.2 100.0 100.0 100.0 100.0%
le-2 0.7 9.4 96.9 100.0 100.0 100.0%
le-2 0.9 0.0 65.6 100.0 100.0 100.0%
le-1 0.1 100.0 100.0 100.0 100.0 100.0%
le-1 0.3 100.0 100.0 100.0 100.0 100.0%
le-1 0.5 78.1 100.0 100.0 100.0 100.0%
le-1 0.7 15.6 100.0 93.8 100.0 93.8%
le-1 0.9 15.6 71.9 100.0 100.0 100.0%
1 0.1 100.0 100.0 100.0 100.0 100.0%
0.3 100.0 100.0 100.0 100.0 100.0%

1 0.5 90.6 100.0 100.0 100.0 100.0%

1 0.7 56.2 65.6 90.6 100.0 90.6%

1 0.9 0.0 34.4 93.8 100.0 93.8%
10 0.1 100.0 96.9 100.0 100.0 100.0%
10 0.3 100.0 75.0 100.0 100.0 100.0%
10 0.5 100.0 53.1 96.9 100.0 96.9%
10 0.7 87.5 31.2 90.6 100.0 90.6%
10 0.9 21.9 9.4 93.8 100.0 93.8%

Table 8.6: Performance of PATH, PATH-RN, PD and PD-PATH over hydroelectricity example

with Type I market constraint on scenario tree 2
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successful rate (%)

No mixed solution

‘ A PATH PATH-RN PD PD-PATH percentage (%)
0 0.1 100.0 100.0 100.0 100.0 100.0%
0 0.3 59.4 100.0 100.0 100.0 100.0%
0 0.5 3.1 87.5 100.0 100.0 100.0%
0 0.7 0.0 40.6 100.0 100.0 100.0%
0 0.9 0.0 0.0 100.0 100.0 100.0%

le-2 0.1 100.0 100.0 100.0 100.0 100.0%
le-2 0.3 96.9 100.0 100.0 100.0 100.0%
le-2 0.5 21.9 100.0 100.0 100.0 100.0%
le-2 0.7 3.1 100.0 100.0 100.0 100.0%
le-2 0.9 0.0 56.2 100.0 100.0 100.0%
le-1 0.1 100.0 100.0 100.0 100.0 100.0%
le-1 0.3 100.0 100.0 96.9 100.0 96.9%
le-1 0.5 87.5 100.0 100.0 100.0 100.0%
le-1 0.7 31.2 96.9 100.0 100.0 100.0%
le-1 0.9 9.4 71.9 100.0 100.0 100.0%
1 0.1 100.0 100.0 100.0 100.0 100.0%
0.3 100.0 100.0 93.8 100.0 93.8%

1 0.5 96.9 100.0 93.8 100.0 93.8%

1 0.7 84.4 96.9 96.9 100.0 96.9%

1 0.9 31.2 71.9 96.9 100.0 96.9%
10 0.1 100.0 100.0 96.9 100.0 96.9%
10 0.3 100.0 84.4 96.9 100.0 96.9%
10 0.5 100.0 53.1 93.8 100.0 93.8%
10 0.7 100.0 56.2 93.8 100.0 93.8%
10 0.9 93.8 43.8 87.5 100.0 87.5%

Table 8.7: Performance of PATH, PATH-RN, PD and PD-PATH over hydroelectricity example
with Type II market constraint on scenario tree 2
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. \ successful rate (%) No mixed solution
PATH PATH-RN PD PD-PATH percentage (%)

0 0.1 100.0 100.0 81.2 100.0 81.2%
0 0.3 100.0 100.0 78.1 100.0 81.2%
0 0.5 100.0 100.0 56.2 100.0 62.5%
0 0.7 87.5 96.9 37.5 100.0 40.6%
0 0.9 28.1 87.5 28.1 96.9 34.4%
le-2 0.1 100.0 100.0 90.6 100.0 90.6%
le-2 0.3 100.0 100.0 81.2 100.0 81.2%
le-2 0.5 100.0 100.0 65.6 100.0 65.6%
le-2 0.7 81.2 100.0 50.0 100.0 50.0%
le-2 0.9 25.0 87.5 31.2 100.0 31.2%
le-1 0.1 100.0 100.0 84.4 100.0 84.4%
le-1 0.3 100.0 100.0 75.0 100.0 75.0%
le-1 0.5 100.0 100.0 71.9 100.0 71.9%
le-1 0.7 93.8 100.0 68.8 100.0 68.8%
le-1 0.9 43.8 90.6 68.8 100.0 68.8%
1 0.1 100.0 100.0 100.0 100.0 100.0%
0.3 100.0 100.0 100.0 100.0 100.0%

1 0.5 100.0 100.0 93.8 100.0 93.8%

1 0.7 100.0 100.0 93.8 100.0 93.8%

1 0.9 87.5 100.0 93.8 100.0 93.8%
10 0.1 100.0 100.0 100.0 100.0 100.0%
10 0.3 100.0 87.5 100.0 100.0 100.0%
10 0.5 100.0 62.5 100.0 100.0 100.0%
10 0.7 100.0 68.8 93.8 100.0 93.8%
10 0.9 100.0 50.0 90.6 100.0 90.6%

Table 8.8: Performance of PATH, PATH-RN, PD and PD-PATH over hydroelectricity example
with Type III market constraint on scenario tree 2
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\ successful rate (%) No mixed solution
¢ PATH PATH-RN PD PD-PATH percentage (%)

0 0.1 96.9 90.6 100.0 100.0 100.0
0 0.3 53.1 90.6 100.0 100.0 100.0
0 0.5 6.2 28.1 100.0 100.0 100.0
0 0.7 0.0 0.0 100.0 100.0 100.0
0 0.9 0.0 0.0 90.6 96.9 100.0
le-2 0.1 100.0 100.0 100.0 100.0 100.0
le-2 0.3 100.0 100.0 100.0 100.0 100.0
le-2 0.5 100.0 90.6 100.0 100.0 100.0
le-2 0.7 100.0 96.9 100.0 100.0 100.0
le-2 0.9 93.8 90.6 100.0 100.0 100.0
le-1 0.1 100.0 100.0 100.0 100.0 100.0
le-1 0.3 100.0 84.4 100.0 100.0 100.0
le-1 0.5 81.2 84.4 100.0 100.0 100.0
le-1 0.7 100.0 50.0 100.0 100.0 100.0
le-1 0.9 75.0 46.9 100.0 100.0 100.0
1 0.1 40.6 0.0 100.0 100.0 100.0
0.3 43.8 0.0 100.0 100.0 100.0

1 0.5 34.4 0.0 96.9 100.0 100.0

1 0.7 344 0.0 96.9 100.0 100.0

1 0.9 12.5 0.0 100.0 100.0 100.0
10 0.1 0.0 0.0 87.5 96.9 100.0
10 0.3 0.0 0.0 84.4 100.0 100.0
10 0.5 0.0 0.0 78.1 96.9 100.0
10 0.7 0.0 0.0 75.0 100.0 100.0
10 0.9 0.0 0.0 78.1 96.9 100.0

Table 8.9: Performance of PATH, PATH-RN, PD and PD-PATH over capacity expansion
example with Type I market constraint on scenario tree 2
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\ successful rate (%) No mixed solution
¢ PATH PATH-RN PD PD-PATH percentage (%)

0 0.1 96.9 100.0 100.0 100.0 100.0
0 0.3 59.4 93.8 93.8 100.0 100.0
0 0.5 28.1 43.8 100.0 100.0 100.0
0 0.7 3.1 94 90.6 100.0 100.0
0 0.9 0.0 0.0 96.9 100.0 100.0
le-2 0.1 100.0 100.0 100.0 100.0 100.0
le-2 0.3 100.0 100.0 100.0 100.0 100.0
le-2 0.5 100.0 93.8 100.0 100.0 100.0
le-2 0.7 100.0 93.8 100.0 100.0 100.0
le-2 0.9 100.0 81.2 100.0 100.0 100.0
le-1 0.1 100.0 100.0 100.0 100.0 100.0
le-1 0.3 100.0 84.4 100.0 100.0 100.0
le-1 0.5 100.0 84.4 100.0 100.0 100.0
le-1 0.7 100.0 50.0 100.0 100.0 100.0
le-1 0.9 100.0 50.0 100.0 100.0 100.0
1 0.1 100.0 3.1 100.0 100.0 100.0
0.3 96.9 0.0 100.0 100.0 100.0

1 0.5 78.1 0.0 96.9 100.0 100.0

1 0.7 90.6 0.0 96.9 100.0 100.0

1 0.9 87.5 0.0 100.0 100.0 100.0
10 0.1 100.0 0.0 87.5 96.9 100.0
10 0.3 87.5 0.0 84.4 100.0 100.0
10 0.5 65.6 0.0 78.1 96.9 100.0
10 0.7 50.0 0.0 75.0 100.0 100.0
10 0.9 3.1 0.0 78.1 100.0 100.0

Table 8.10: Performance of PATH, PATH-RN, PD and PD-PATH over capacity expansion
example with Type II market constraint on scenario tree 2
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successful rate (%)

No mixed solution

‘ A PATH PATH-RN PD PD-PATH percentage (%)
0 0.1 100.0 100.0 96.9 100.0 100.0
0 0.3 100.0 100.0 87.5 100.0 100.0
0 0.5 100.0 100.0 93.8 100.0 100.0
0 0.7 96.9 84.4 96.9 100.0 100.0
0 0.9 62.5 50.0 96.9 100.0 100.0

le-2 0.1 100.0 100.0 100.0 100.0 100.0
le-2 0.3 100.0 46.9 100.0 100.0 100.0
le-2 0.5 93.8 34.4 96.9 100.0 100.0
le-2 0.7 62.5 18.8 100.0 100.0 100.0
le-2 0.9 25.0 3.1 96.9 100.0 100.0
le-1 0.1 78.1 28.1 100.0 100.0 100.0
le-1 0.3 71.9 0.0 96.9 100.0 100.0
le-1 0.5 43.8 0.0 90.6 100.0 100.0
le-1 0.7 25.0 0.0 93.8 100.0 100.0
le-1 0.9 9.4 0.0 93.8 100.0 100.0
1 0.1 62.5 0.0 100.0 100.0 100.0
0.3 53.1 0.0 100.0 100.0 100.0

1 0.5 62.5 0.0 100.0 100.0 100.0

1 0.7 43.8 0.0 100.0 100.0 100.0

1 0.9 31.2 0.0 100.0 100.0 100.0
10 0.1 15.6 0.0 100.0 100.0 100.0
10 0.3 3.1 0.0 96.9 100.0 100.0
10 0.5 18.8 0.0 100.0 100.0 100.0
10 0.7 62.5 0.0 100.0 100.0 100.0
10 0.9 50.0 0.0 100.0 100.0 100.0

Table 8.11: Performance of PATH, PATH-RN, PD and PD-PATH over capacity expansion
example with Type III market constraint on scenario tree 2
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successful rate (%)

¢ A PATH PATH-RN PD PD-PATH PD-CC-PATH
0 0.1 100.0 100.0 81.2 100.0 100.0
0 0.3 100.0 100.0 78.1 100.0 100.0
0 0.5 100.0 100.0 56.2 100.0 100.0
0 0.7 87.5 96.9 37.5 100.0 100.0
0 0.9 28.1 87.5 28.1 96.9 100.0
le-2 0.1 100.0 100.0 90.6 100.0 100.0
le-2 0.3 100.0 100.0 81.2 100.0 100.0
le-2 0.5 100.0 100.0 65.6 100.0 100.0
le-2 0.7 81.2 100.0 50.0 100.0 100.0
le-2 0.9 25.0 87.5 31.2 100.0 100.0
le-1 0.1 100.0 100.0 84.4 100.0 100.0
le-1 0.3 100.0 100.0 75.0 100.0 100.0
le-1 0.5 100.0 100.0 719 100.0 100.0
le-1 0.7 93.8 100.0 68.8 100.0 100.0
le-1 0.9 43.8 90.6 68.8 100.0 100.0
1 0.1 100.0 100.0 100.0 100.0 100.0
1 0.3 100.0 100.0 100.0 100.0 100.0
1 0.5 100.0 100.0 93.8 100.0 100.0
1 0.7 100.0 100.0 93.8 100.0 100.0
1 0.9 87.5 100.0 93.8 100.0 100.0
10 0.1 100.0 100.0 100.0 100.0 100.0
10 0.3 100.0 87.5 100.0 100.0 100.0
10 0.5 100.0 62.5 100.0 100.0 100.0
10 0.7 100.0 68.8 93.8 100.0 100.0
10 0.9 100.0 50.0 90.6 100.0 100.0

Table 8.12: Performance of PATH, PATH-RN, PD, PD-PATH and PD-CC-PATH over hydro-
electricity example with Type III market constraint on scenario tree 2
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successful rate (%)

¢ A PATH PATH-RN PD PD-PATH PD-CC-PATH
0 0.1 96.9 90.6 100.0 100.0 100.0
0 0.3 53.1 90.6 100.0 100.0 100.0
0 0.5 6.2 28.1 100.0 100.0 100.0
0 0.7 0.0 0.0 100.0 100.0 100.0
0 0.9 0.0 0.0 90.6 96.9 100.0
le-2 0.1 100.0 100.0 100.0 100.0 100.0
le-2 0.3 100.0 100.0 100.0 100.0 100.0
le-2 0.5 100.0 90.6 100.0 100.0 100.0
le-2 0.7 100.0 96.9 100.0 100.0 100.0
le-2 0.9 93.8 90.6 100.0 100.0 100.0
le-1 0.1 100.0 100.0 100.0 100.0 100.0
le-1 0.3 100.0 84.4 100.0 100.0 100.0
le-1 0.5 81.2 84.4 100.0 100.0 100.0
le-1 0.7 100.0 50.0 100.0 100.0 100.0
le-1 0.9 75.0 46.9 100.0 100.0 100.0
1 0.1 40.6 0.0 100.0 100.0 100.0
1 0.3 43.8 0.0 100.0 100.0 100.0
1 0.5 34.4 0.0 96.9 100.0 100.0
1 0.7 34.4 0.0 96.9 100.0 100.0
1 0.9 12.5 0.0 100.0 100.0 100.0
10 0.1 0.0 0.0 87.5 96.9 100.0
10 0.3 0.0 0.0 84.4 100.0 100.0
10 0.5 0.0 0.0 78.1 96.9 100.0
10 0.7 0.0 0.0 75.0 100.0 100.0
10 0.9 0.0 0.0 78.1 96.9 100.0

Table 8.13: Performance of PATH, PATH-RN, PD, PD-PATH and PD-CC-PATH over capacity
expansion example with Type I market constraint on scenario tree 2



167

successful rate (%)

PATH PATH-RN PD

PD-PATH PD-CC-PATH

10
10
10
10
10

0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9

6.2
0.0
0.0
0.0
0.0
71.9
18.8
0.0
0.0
0.0
100.0
34.4
12.5
0.0
0.0
100.0
93.8
71.9
0.0
0.0
100.0
100.0
81.2
56.2
0.0

100.0
71.9
94
0.0
0.0
100.0
100.0
59.4
12.5
0.0
100.0
100.0
90.6
62.5
0.0
100.0
100.0
84.4
40.6
0.0
100.0
81.2
75.0
43.8
0.0

96.9
96.9
93.8
93.8
34.4
100.0
100.0
100.0
100.0
96.9
100.0
100.0
100.0
96.9
96.9
96.9
96.9
96.9
96.9
87.5
96.9
96.9
96.9
93.8
90.6

100.0
100.0
93.8
100.0
56.2
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0

100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0

Table 8.14: Performance of PATH and Primal-dual+PATH over Hydroeletricity example
with Type I market constraint on scenario tree 3
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successful rate (%)

PATH PATH-RN PD PD-PATH PD-CC-PATH

10
10
10
10
10

0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9

15.6
0.0
0.0
0.0
0.0

78.1

12.5
0.0
0.0
0.0

100.0

59.4

31.2
94
0.0

100.0
100.0

87.5

46.9
3.1

100.0
100.0
100.0
93.8
59.4

100.0
65.6
94
3.1
0.0
100.0
100.0
62.5
15.6
0.0
100.0
100.0
93.8
75.0
40.6
100.0
100.0
100.0
90.6
56.2
100.0
84.4
75.0
65.6
37.5

96.9
100.0
100.0

96.9

78.1
100.0
100.0

96.9

96.9

96.9
100.0

96.9

90.6

93.8

93.8
100.0
100.0
100.0

96.9

87.5
100.0
100.0

96.9

93.8

93.8

100.0
100.0
100.0
96.9

90.6

100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0

100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0

Table 8.15: Performance of PATH and Primal-dual+PATH over Hydroeletricity example
with Type II market constraint on scenario tree 3
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successful rate (%)

PATH PATH-RN PD PD-PATH PD-CC-PATH

10
10
10
10
10

0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9

100.0
100.0
81.2
12.5
0.0
100.0
100.0
78.1
59.4
6.2
96.9
100.0
90.6
71.9
18.8
100.0
100.0
100.0
93.8
43.8
100.0
100.0
100.0
100.0
93.8

100.0
100.0
100.0
96.9
65.6
100.0
100.0
100.0
96.9
68.8
100.0
100.0
100.0
96.9
78.1
100.0
100.0
100.0
100.0
78.1
100.0
84.4
81.2
75.0
65.6

81.2
59.4
50.0
25.0
94
78.1
65.6
40.6
25.0
94
84.4
43.8
37.5
15.6
18.8
100.0
93.8
87.5
90.6
93.8
100.0
96.9
100.0
93.8
93.8

100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
96.9

100.0
100.0
100.0
96.9

100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0

100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0

Table 8.16: Performance of PATH and Primal-dual+PATH over Hydroeletricity example
with Type III market constraint on scenario tree 3
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successful rate (%)

‘ A PATH PATH-RN PD PD-PATH PD-CC-PATH
0 0.1 18.8 75.0 68.8 68.8 100.0
0 0.3 0.0 3.1 68.8 68.8 100.0
0 0.5 0.0 0.0 65.6 65.6 100.0
0 0.7 0.0 0.0 53.1 56.2 96.9
0 0.9 0.0 0.0 46.9 56.2 90.6
le-2 0.1 31.2 46.9 25.0 37.5 100.0
le-2 0.3 0.0 6.2 21.9 25.0 100.0
le-2 0.5 0.0 0.0 21.9 25.0 100.0
le-2 0.7 0.0 0.0 18.8 25.0 100.0
le-2 0.9 0.0 0.0 12.5 219 100.0
le-1 0.1 56.2 84.4 43.8 75.0 100.0
le-1 0.3 0.0 21.9 43.8 43.8 100.0
le-1 0.5 0.0 0.0 37.5 43.8 100.0
le-1 0.7 0.0 0.0 40.6 43.8 100.0
le-1 0.9 0.0 0.0 31.2 43.8 100.0

1 0.1 93.8 100.0 59.4 84.4 100.0
1 0.3 50.0 84.4 62.5 81.2 100.0

1 0.5 0.0 46.9 594 62.5 100.0

1 0.7 0.0 0.0 56.2 62.5 100.0

1 0.9 0.0 0.0 59.4 62.5 100.0
10 0.1 100.0 100.0 50.0 100.0 100.0
10 0.3 100.0 62.5 50.0 96.9 100.0
10 0.5 96.9 87.5 50.0 100.0 100.0
10 0.7 37.5 12.5 46.9 59.4 100.0
10 0.9 0.0 0.0 46.9 50.0 100.0

Table 8.17: Performance of PATH and Primal-dual+PATH over capacity expansion example

with Type I market constraint on scenario tree 3
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successful rate (%)

‘ A PATH PATH-RN PD PD-PATH PD-CC-PATH
0 0.1 62.5 81.2 84.4 100.0 100.0
0 0.3 6.2 0.0 81.2 96.9 100.0
0 0.5 0.0 0.0 78.1 93.8 100.0
0 0.7 0.0 0.0 53.1 71.9 100.0
0 0.9 0.0 0.0 59.4 75.0 96.9

le-2 0.1 84.4 100.0 90.6 100.0 100.0
le-2 0.3 6.2 3.1 81.2 100.0 100.0
le-2 0.5 0.0 0.0 71.9 90.6 100.0
le-2 0.7 0.0 0.0 65.6 78.1 100.0
le-2 0.9 0.0 0.0 56.2 84.4 100.0
le-1 0.1 100.0 100.0 90.6 100.0 100.0
le-1 0.3 43.8 40.6 81.2 100.0 100.0
le-1 0.5 94 6.2 81.2 100.0 100.0
le-1 0.7 0.0 0.0 78.1 100.0 100.0
le-1 0.9 0.0 0.0 78.1 93.8 100.0
1 0.1 100.0 100.0 90.6 100.0 100.0

1 0.3 100.0 96.9 93.8 100.0 100.0

1 0.5 40.6 18.8 93.8 100.0 100.0

1 0.7 3.1 0.0 93.8 100.0 100.0
1 0.9 0.0 0.0 71.9 96.9 100.0
10 0.1 100.0 100.0 100.0 100.0 100.0
10 0.3 100.0 100.0 100.0 100.0 100.0
10 0.5 100.0 65.6 100.0 100.0 100.0
10 0.7 65.6 0.0 96.9 100.0 100.0
10 0.9 3.1 0.0 93.8 100.0 100.0

Table 8.18: Performance of PATH and Primal-dual+PATH over Capacity example with Type
II market constraint on scenario tree 3
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successful rate (%)

PATH PATH-RN PD

PD-PATH PD-CC-PATH

10
10
10
10
10

0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9
0.1
0.3
0.5
0.7
0.9

100.0
100.0
75.0
18.8
0.0
100.0
100.0
65.6
15.6
0.0
100.0
96.9
59.4
6.2
0.0
100.0
100.0
90.6
40.6
3.1
100.0
100.0
100.0
50.0
12.5

100.0
100.0
71.9
94
0.0
100.0
100.0
59.4
6.2
0.0
100.0
96.9
68.8
6.2
0.0
100.0
100.0
96.9
18.8
0.0
100.0
100.0
75.0
3.1
0.0

90.6
71.9
56.2
68.8
90.6
96.9
84.4
68.8
65.6
53.1
84.4
75.0
53.1
56.2
78.1
100.0
93.8
78.1
59.4
81.2
100.0
100.0
100.0
100.0
90.6

100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
96.9

100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0

100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0

Table 8.19: Performance of PATH and Primal-dual+PATH over Capacity example with Type

III market constraint on scenario tree 3
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