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Abstract: Distributionally robust bilevel programming based on worst conditional value at risk(WCVaR) is
a decision model composed of upper and lower objective functions under WCVaR. First, a concave probability
density distribution cluster describing random fluctuation is defined. Then the structure of distributionally
robust bilevel programming based on WCVaR with the concave probability density distribution cluster is
defined, where both the upper and the lower objective function of the model include WCVaR measures. It
is proved that this distributionally robust bilevel programming can be approximately equivalently expressed
as robust bilevel programming with parameters, which provides us with an approximate method to solve
distributionally robust optimization based on WCVaR with the concave probability density distribution
cluster.
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Introduction

The classical robust optimization method (also known as minimax robust optimization)
solves optimization problems with a uncertain parameter set and finds out the equilibrium
solution under worst case of the parameter set. The early robust optimization studied the
robust problem where the uncertain set consists of some real parameter sets. Later, many
people studied the stochastic robust optimization where uncertain parameters are composed
of probability (density) distribution function with random variables in risk decision-making
[18]. And this kind of stochastic robust optimization is also called distributionally robust
optimization.

In many practical problems, uncertain factors (i.e. random variables) directly affect the
accuracy of decision-making. As early as 1958, Scarf first used the single-layer distribution-
ally robust optimization model to solve the inventory management problem where random
variables affect the uncertainty of decision-making [5]. Most of the distributionally robust
optimization models take the expected mean risk loss or return as the objective function.
The expected risk mean measures the average risk fluctuation by the probability distribu-
tion function describing the risk factors. When risk fluctuation is small, the expected mean
measures the risk, and the strategy obtained by robust optimization is relatively robust
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in application. However, when demand fluctuation is large, the obtained robust strategy
becomes less robust if the same expected mean loss function is also used to describe the
robust loss. Therefore, the distributionally robust optimization with the objective function
composing of mean is not suitable for the robust decision when risk fluctuation is large and
random. When the risk fluctuation is very large, especially when the tail risk of the prob-
ability distribution function is large, the expected mean risk loss decision model will fail
[1]. In order to overcome the problem caused by large risk fluctuation, value at risk (VaR)
measure is put forward, which depicts the maximum loss value at a given risk loss level.
In 1999, Rockfeller and Uryasev revised VaR [16] and proposed a conditional value at risk
(CVaR) to describe the risk loss with risk aversion. The research shows that CVaR is more
suitable for solving the decision-making problem with large risk fluctuation, e.g. risk averse
product ordering and inventory problem with large demand fluctuation. Therefore, using
CVaR model to solve two-level robust decision-making problems with large risk fluctuation
is more in line with the actual.

Early research on CVaR robustness was mainly on securities portfolio [23, 24, 10, 11].
Later, CVaR robust optimization model was applied to inventory management. For exam-
ple, in 2014, Qiu established a CVaR robust optimization inventory model under the convex
probability distribution cluster of disturbance parameters [13]. In 2016, a CVaR robust
optimization model based on the convex probability distribution cluster is studied to solve
the inventory management for direct chain enterprises [21]. Since 2017, the objective loss
function has been applied in the bilevel risk decision-making model which takes CVaR risk
into consideration. The main research results cover bilevel robust optimization problems in
some practical fields, such as the two-level robust optimization decision-making problems of
electric vehicle integrator participation in competition decision [9], green supply chain net-
work design problem [8], intelligent distribution problem [2, 3], wind power generator supply
problem [15], microgrid operation scheduling [6], hazardous waste management problem [17]
and Dr aggregator scheduling [14] in the power market.

In the above studies, CVaR is included in the upper decision function of the distribution-
ally robust bilevel optimization, but not in the lower level decision function. From the above
literature it is understood that a special algorithm is needed for solving each distributionally
robust bilevel optimization, i.e. there is no general theory on robust bilevel optimization
under conditional risk value. Many studies show that CVaR is suitable for decision-making
problems with large fluctuation [23, 24, 10, 11, 13, 21]. Therefore,it is necessary to make an
in-depth theoretical research on robust bilevel optimization based on CVaR.The upper level
and the lower level mean the decision order in a bilevel decision-making problem, which
is different from the one in perfect competition. In the game of perfect competition, for
decision-makers there is no order in decision-making. But in a bilevel decision-making prob-
lem, suppliers are the upper decision-makers who is the first in the supply chain to determine
wholesale prices, and retailers are the lower level decision-makers who then determines the
order quantity. Furthermore, the lower level demand risk often directly affects the upper
level demand decision in supply chain, especially when demand shows ”bullwhip effect”
where demand fluctuates greatly, which makes the mean risk measure obviously not suitable
for the actual decision. So, the upper and lower levels in supply chain management should
both be taken to consider the influence of demand probability distribution. Thus, this paper
studies some equivalent problems to solve distributionally robust bilevel programming based
on WCVaR.

The remainder of this paper is organized as follows. In Section 2, a concave probability
density distribution cluster describing random fluctuation is defined; the structure of dis-
tributionally robust bilevel programming based on WCVaR with the concave probability
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density distribution cluster is defined; the approximate equivalence of distributionally ro-
bust bilevel programming to robust bilevel probramming is proved; and a distributionally
robust bilevel programming is formulated by an approximate linear bilevel programming.
In Section 3, a conclusion is given.

Distributionally Robust Bilevel Programming based on WCVaR

In this section, distributionally robust bilevel programming based on WCVaR (or called
bilevel robust CVaR model) is studied. There are an upper level decision maker and a lower
level decision maker in this bilevel robust CVaR model. The upper level decision maker has
his own decision variables, random perturbation factors, a constraint set and an objective
function, while the lower level decision maker has all of his own. The bilevel robust decision
model consists of the upper robust optimization problem and the lower one. The structure
of the model is defined as follows.

For the upper robust optimization problem, let the upper loss function Fir(x,y,§) :
R™ x R™ x R™ — R! be continuous on variables (z,y) € R" x R™, where x € R" is a
variable for the upper decision maker, y € R™ is a variable for the lower decision maker, &
is a continuous random variable, 7 € T' C R™ is a perturbation parameter and 7T is a convex
perturbation set. Let the constraint set of all variables (x,¥y) of the upper level problem be
defined as

X = {(:Bay) ‘ fi($7y) <0,1= 1,2,...,[},

where f; : R* x R™ — R! are continuous. Let =, = {p(&,T)|T7 € T} be the probability
density distribution function cluster of the upper level problem, where p(€, T) is a probability
density distribution function for 7 € T.

For the lower robust optimization problem, let the lower loss function G (x,vy,(¢) :
R™ x R™ x R® — R! be continuous on variables (x,y) € R" x R™, where * € R" is a
variable for the upper decision maker, y € R™ is a variable for the lower decision maker,
¢ is a continuous random variable, kK € K C R®' is a perturbation parameter and K is a
convex perturbation set. Let the constraint feasible set of all variables (x,y) of the lower
level problem be defined as

V=A{(z,y)lg(®y) <0,j=1,2,....J}

where g; : R™ x R™ — R' are continuous. Let Z; = {¢(¢,k)|k € K} be the probability
density distribution function cluster of the lower level problem, where ¢(¢, k) is a probability
density distribution function for k € K.

=, is the concave probability density distribution function cluster of the upper level
problem, if any probability density distribution function p(&,71),p(€,72) € Z,, for all
71,72 € T and Vt € [0,1] such that the corresponding probability density distribution
function p(&,t11 + (1 — t)12) € Z,, satisfies

tp(gle) + (1 - t)p(é, 7-2) < p(£7t7—1 + (1 - t)TQ)

fortmi+(1—t)2 € T.

=, is the concave probability density distribution function cluster of the lower level
problem, if any probability density distribution function ¢(¢,k1),q(¢, Kk2) € Z,, for all
Ki,ke € K and V¢ € [0,1] such that the corresponding probability density distribution
function ¢(¢,tk1 + (1 — t)ke) € Z; satisfies

tQ(C’ K'l) + (1 - t)Q(C, K'Q) < q(Catﬁ'l + (1 - t)K'Q)
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for tky + (1 — t)K'IQ e K.

The probability density distribution function cluster doesn’t have to be Wasserstein
ball [7, 22], because the definition of the probability density distribution function cluster
is defined without Wasserstein metric.The following example shows that there are many
concave probability density distribution function clusters.

Example 2.1. Let a triangular distributional cluster be given Z = {p(§,7)|7 € T = [—¢, €|}
where 0 < e <1, and a probabilit%l densitzy distribution function be
Lo -+, veel-11),
P&T) = g, ve ¢ [-1,1],
where 7 is a perturbation variable, and £ a random variable at different values 7 € T. It is
clear that tp(&, 1)+ (1—t)p(§, 72) < p(§,tm1 + (1 —t)72) € Eforall 7,5 € T and Vt € (0,1).
So, =2 is a concave probability density distribution function cluster.

Example 2.2. Let N probability density distribution functions: p;(§),i =1,2,...,N. Let
a set
N N
E={p&7)=> Api(©D N=1,X\>0i=12,...,N}
i=1 i=1
Let T = {7 = (A, Ags- -, AN)| oy X\ = 1, A > 0,i = 1,2,..., N}, where T is convex. It
is clear that tp(&,71) + (1 —t)p(€, 2) < p(€,t11 4+ (1 —t)72) € = for all p(&,71),p(€,72) €2

and V¢ € (0,1). So, Z is a concave probability density distribution function cluster.

A cumulative probability distribution function UY (x,y,u) of Fr(x,y, &) is defined as

\I/,’{(w,y,u) = P{Fr(x,y,€) <u} = / p(z,T)dz, 7 €T. (2.1)
Fr(z,y,z)<u

A cumulative probability distribution function WE(z,y,v) of Gy (z,y, ¢) is defined as

UE(z,y,0) = P{Gu(z,y,{) < v} = q(w,K)dw, k € K. (2.2)

G (z,y,w)<v

VaR loss value is defined for the upper decision maker and the lower decision maker
respectively as follows.

Definition 2.3. Let o denote the confidence level with « € (0, 1) and
ur(z,y) = min{u | VY (z,y,u) > a}, TeT. (2.3)

Then u-(x,y) is called a a-VaR loss value of the upper decision maker at (z,y) under a
confidence level « and perturbation 7. u.(x,y) represents the minimum guaranteed loss at
decision (x,y) under the confidence level a, total of which representing the VaR loss of the
upper decision maker.

Let 8 denote the confidence level with 5 € (0,1) and

Ve (2, y) = min{v | VE(z, y,v) > B}, K€ K. (2.4)

Then v, (x,y) is called a 8-VaR loss value of the lower decision maker at (x,y) under a
confidence level 8 and perturbation k. v, (x,y) represents the minimum guaranteed loss at
decision (x,y) under the confidence level 8, total of which representing the VaR loss of the
lower decision maker.
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When T is a point, the a-VaR defined above is consistent with the literature(Rockafellar,
Uryasev,2002).
Define functions

oY (x,y,u)=(1- 04)*1/ Fr(x,y,z)p(z,7)dz, TeT (2.5)
' T(m7y)z)2u
and
o y(ey0) = (1-9)7 [ Gulw.y walw )dw,  KEK. (26)
Gp(z,y,w)>v

WCVaR values of the upper decision maker and of the lower decision maker is defined
respectively as follows.

Definition 2.4. Let «, 8 denote the confidence levels with «, 5 € (0,1). Define

UWCVaRT(x,y) = max oY (@, y,ur(z,y)) (2.7)
and
LWC’VaR’f((w, y) = max @ﬁﬁ(w, Y, 0 (x,y)). (2.8)

UWCVaRT(x,y) is called a-WCVaR of the upper decision maker at (x, y) under confidence
level a. LWC’VaRg{(w,y) is called S-WCVaR of the lower decision maker at (z,y) under
confidence level 5.

Based on WCVaR, a distributionally robust bilevel programming model is defined as

(BRCVaR) min UWCVaR%(m,y):Illeaqgtl)g’a(w,y,u,.(:c,y))

st (x,y) € X,
where y is an optimal solution to the
lower optimization problem for an x,

min LW CVaR[;((:c?y) = max O~ s(x, Y, ve(z, y))
KeEK ’
st. (z,y) €Y,

where x is a variable of the upper decision-maker and y is a variable of the lower decision-
maker. When x is fixed, all optimal solutions y(x) to the lower optimization problem
min LWCVaRY. (x,y) s.t. (x,y) € Y are first solved. Then, an optimal solution to the
upper optimization problem

min LWCVaRY (z,y(x)) st. (x,y(x) e X

is solved. In fact, it is difficult to calculate UWCVaRT(x,y) and LWC’VaR%(a:, y). Two
other loss functions are defined by

ol (z,y,u)=ut (1—a) / Fr(@,y,2) —u*p(z,r)dz,  T€T (29
zZER"™
and

OL y(@.y,v) = v+ (1— ) / Cr(@,y,w) — o] qlw,k)dw, weK, (210)
wERS
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where [Fr(z,y,2z) — 2]t = max{F.(z,y,2) — 2,0} and [Gk(z,y,w) — v]T =
max{Gg(z,y,w) — v,0}.
Function ®Y (2, y,u) and function ©Y (2, y,u) have the following relation:

Gg,a(x7ya u) = @g7a(m,y,u) + u(l - a)il[\l/‘l[{(w’y7u) - Oé].

When 1 — o = P{Fr(x,y,z) > u}, we have OY (z,y,u) = @Y, (z,y,u).
Function @éﬁ (z,y,v) and function @éﬂ (z,y,v) have the following relation:

Oxp(@y,v) = @@y v)+o(l—B) 7 [TL(z,y,0) - fl.

When 1 — 8 = P{Gx(x,y,w) > v}, we have Of s(x,y,v) = L 5(z,y,v).
It is always assumed that the following condition holds:

P{F.(x,y,z) =u} = p(z,7)dz=0, ueR', T€T
Fr(z,y,z)=u
and
P{Gk(z,y,w) =v} = / gw,k)dw =0, vER', KeK
Gr(z,yw)=v

According to literature [16], the following conclusion holds.

Lemma 2.5. For a given (x,y), T € T and k € K, if min, ¢ @g,a(@y,u) has only one
optimal solution 4 and min,e g1 @iﬂ(:my, v) has only one optimal solution v, then

oY (x,y,u) = miRn1 oY (x,y,u), (2.11)
: ve :
q)i,ﬂ(mfyaq_}) = 5161%11 ®£,B(may7v)7 (212)

where @ = ur(x,y) and T = vg(x,y).

Let us first prove the following conclusion.

Lemma 2.6. For a given (x,y), suppose that Fr(x,y,z) is quasi-concave on 7 € T and
Gu(x,y, z) is quasi-concave on k € K, then

UWCOVaRE(z,y) = max min O7 o (z,y,u) = min max 07 o (z,y,u), (2.13)
B _ : L .. L
LWCVaR(x,y) = max min O, (T, y,v) = min max O, 5(x,y,v). (2.14)

Proof. According to Lemma 2.5,we have

UWCVaRy(x,y) = max min 0¥ (z,y,u).
T€T ueR?! ’

According to literature [16], OV  (z,y,u) is convex on u. Let any 11,79 € T, Vt € [0,1],

T,
then we have t7; + (1 — t)72 € T. So, the corresponding probability density distribution
function at tm + (1 — €))7 is p(z,tm + (1 — t)72). By Equation (2.9), we have

Gg'l-‘r(l—t)Tg,a(m? Y, 'LL)
= u+1-a)! / (Fyr 4 (1—t)ym (2, Y, 2) — u) T p(2z,tm + (1 — t)72)dz]
zER™

t®"’1ﬂ(£7 y7 U) + (1 - t)@‘r'27a(w7 Y, U),

Y
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where t71 + (1 — )7 € T. Therefore, ©Y ,(x,y, u) is concave on 7. According to literature
[19], (2.13) is true. Similarly, (2.14) is true. O

By Lemma 2.6 the following conclusion is obtained.

Lemma 2.7. Suppose that Fr(x,y, z) is quasi-concave on 7 € T and Gx(x,y, z) is quasi-
concave on k € K, then

. o - . . U

i UWCVaRy(z,y) = (lin  min max Or o, y,u), (2.15)
. o] o . . L

(mrgl)rely LWCVaR(x,y) = (wr,r;)rely min max O 5(x,y,v). (2.16)

Therefore, the following conclusion is proved by Lemma 2.7.

Lemma 2.8. Suppose that F-(x,y, z) is quasi-concave on 7 € T and Gx(x,y, z) is quasi-
concave on k € K. Then
(i) solving min g e x UWCVaRT(x,y) is equivalent to solving the following problem:

(FUWCVaR) min -~
st. oy > @g’a(:c, Y, u), VreT
(z,y) € X,y € R, ue R,

where (x,y,v,u) are decision variables.
(ii) solving min g 4ycy LWCVaRf((w, y) is equivalent to solving the following problem:

(FLWCVaR) min 6
st. 6> @,ﬁﬁ(x,y,v), Vk € K
(x,y) €Y,6 € R*,v € R,

where (x,y,0d,v) are decision variables.

Proof. (i) By Lemma 2.7, we only need to prove that solving (FUWCVaR) is equivalent
to solving min(g 4)cx Min,ecpr Max,er G)Hya(w,y,u). Suppose that (&,y,7,u) is an
optimal solution to (FUWCVaR). If (&,y,u) is not an optimal solution to
Min (g ) x Miny,e g1 MaxX et @g’a(az,y, u), then there are an (z’,9y’) € X and u € R, such
that

max @g,a(zc’,y’,u’) < Elg%(@g,a(i’ Y, ).

Let 7' = max,c7r OY (', y’,u’). Obviously, ¥ = max,cr OY ,(Z,¥,a) and
v >07 (« vy ) vreT.

Therefore, (', y’,7',u’) is a feasible solution to (FUWCVaR) and v’ < 7. So, (&, 9,7, u) is
not a optimal solution to (FUWCVaR). This is a contradiction.

In turn, suppose that (z,y,u) is an optimal solution to
Min (g 4)e x Milyepr Max,er O (x,y,u). Let ¥ = max,cr OY  (2,9,0). If (Z,9,7,u)
is not a optimal solution to (FUWCVaR), then there are an (z’,y’) € X and (7/,u') such
that v < 7, where

v >0V (z y u)vreT.

T,

Specifically,
maxOY (2,9 ) <+ < 7.
TET ’
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Clearly (&,y,u) is not an optimal solution tomin g y)ex min,cp max,cr Y (2, y, u).
Thus, a contradiction occurs.
Similarly, (ii) is true. O

By Lemma 2.5 and 2.8, if (&, g, 7, @) is a optimal solution to (FUWCVaR), then there is a
7 € T such that 7 = ©Y (&, y,a), and @ = uz (€, y) is the VaR risk loss value. If (z,9,6, 0)
is a optimal solution to (FLWCVaR), then there is a & € K such that § = O% ;(%,9,0),
and U = vg (&, y) is the VaR risk loss value.

So, by Lemma 2.8, the following theorem is obtained.

Theorem 2.9. Suppose that Fr(x,y,z) is quasi-concave on 7 € T and Gy(x,y,z) is
quasi-concave on k € K. Then solving (BRCVaR) is equivalent to solving the following
problem:

(FBRCVaR) min -~y

st. > GH)a(w,y,u), VreT
(x,y) € X,y€ R',u e R,
where (y,0,v) is an optimal solution to the
lower optimization problem at the tuple (x,~y,u)
min ¢

st. 6> @,ﬁyﬁ(m,y,v), Vk € K
(x,y) €Y,6 € R* v € R

Theorem 2.9 shows that (FBRCVaR) can be used to describe the actual robust bilevel
decision model. But, given that (FBRCVaR) is a semi-infinite programming problem, it
is very difficult to solve it directly. In practical applications, there is a finite number of
probability density distribution functions and of the corresponding loss functions for bilevel
decision problems.

For the upper optimization problem, assume that there exists a finite number of prob-
ability density distribution functions {px(&)|k = 1,2,..., N} and the corresponding loss
function Fy(x,y,&€)(k = 1,2,...,N). A mixed probability density distribution function
cluster is defined by

N
= = {p&T) = > Apu(©)lr € T}, (2.17)
k=1

where T = {1 = (A, A2, ., AN)| on g A = 1, A > 0,k = 1,2,..., N}. Obviously, Ey is
a concave probability density distribution function cluster that is similar to that in litera-
ture(Zhu et al,2009). For 7 € T, the corresponding loss function is defined by

N
F‘r(mayvg) = {Z >‘k1Fk1 (337'!/,5) | TE T} (218)
ki1=1

It is clear that Fr(x,y, &) is quasi-concave on 7 € T.. For k,k; = 1,2,...,N and « € (0, 1),
define

vakha(m? y,U) =u-+ (1 - 0)71 / (Fk»l (m,y,z) - U)+pk(Z)dZ. (219)
zER"
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For the lower optimization problem, assume that there exists a finite number of prob-
ability density distribution functions {qx(¢{)|k = 1,2,..., M} and the corresponding loss
function Gg(x,y,¢)(k = 1,2,...,M). A mixed probability density distribution function
cluster is defined as follows:

M
Em = {a(¢8) =Y mar(Q)lk € K}, (2.20)
k=1

where K = {k = (ul,ug,...,uN)|ZkN:1 pr = Lug > 0,k = 1,2,...,M}. Obviously,
Zp is a concave probability density distribution function cluster that is similar to that in
literature(Zhu et al,2009). For k € K, the corresponding loss function is defined by

M
Gn(mvyaC) = {Z ,uk1Gk1 (w>yaC) | K € K} (221)

k=1
It is clear that G (x,y, {) is quasi-concave on k € K. For k, k1 =1,2,..., M and 8 € (0,1),
define
Ofi sy vt -0t [ Gueyw -0 awde. (22
weRS

We have the following results.
Lemma 2.10. Suppose that (2.17),(2.18),...,(2.22) are true. Then
(1) solving
(FUWCVaR) min ~
st. v >0Y (x y,u), VreT
(x,y) € X,y€ R',uec R,

is equivalent to solving the following problem:

(FUWCVaR1) min ~
s.t. vz@gkha(:ﬂ,y,u), k,ki=1,2,...,N,
(z,y) € X,y € R, u € R,

where (x,y,v,u) are decision variables.
(2) solving

(FLWCVaR) min ¢
st. d> @ﬁﬁ(m,y,v), Vk € K
(x,y) €Y,6 € R*,v € R,

18 equivalent to solving the following problem:

(FLWCVaR1) min ¢
s.t. 62@,%7,617[,(33,1;,1)), kki=1,2,..., M,
(x,y) €Y, € R',v e R,

where (x,y,0,v) are decision variables.
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Proof. If we are to prove solving (FUWCVaR) is equivalent to solving (FUWCVaR1), we
only need to prove that (FUWCVaR) and (FUWCVaR1) have the same set of feasible
solutions. Suppose that (x,y,,u) is a feasible solution to (FUWCVaR1), then we have

’yzegkl,a(mayau)v kaklzlvza"'vN'

Let us take Ay, A, > 0,k k1 = 1,2,..., N, S0 A = 1,520 A, = 1; when the two
sides of the above inequality are multiplied by A\; and A, , they can be added together as
follows:

N N
v Z)\k Z /\k161[c],k1,a(x7y’u)'

k=1 ki1=1

y (2.9), for all 7 € T, we have
@H’a(a:, y,u) = u+(1- a)_l / [Fr(z,y,2) —u]tp(z,T)dz
zZER"
N
= ut(l-a) / Z N B, (@, 9, 2) — o™ Z Akpr(z)dz
ZER" 1 k=1
N N
= Yot - [ (3 ey - 0l )d)
k=1 =
N

ER" k=1

IN

N
Z klekkl, T, Y, u).

So, we have v > ©Y (@, y,u). Hence, (x,y,7,u) is a feasible solution to (FUWCVaR).
In turn, let (x,y,,u) be a feasible solution to (FUWCVaR), we have

v > 6Y . (z,yu)

N
St -t [ 13 A (Fis (9, 2) — )] ()i,
k=1

zER" k=1

Let Ay = 1,A; = 1 where i« = k and j = ki; Ay = 0,A; = 0 where ¢ = 1,2,..., N and
j=1,2,...,N but i # k and j # ki, then the above inequality becomes

’7 Z ngl,a(wvy7u)'

Hence, (x,y,7,u) is a feasible solution to (FUWCVaR1) when \; =1 and \; = 1, where ¢
and j traverses 1,2,...,N.

Now, by Lemma 2.10, we obtain the following conclusion. O

Theorem 2.11. Suppose that (2.17),(2.18),...,(2.22) are true. Then solving (BRCVaR)
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1s equivalent to solving the following problem:

(FBRCVaR1) min -~
s.t. 72®gk17a(m,y,u), k,kiy =1,2,...,N,
(x,y) € X,y € R uc R,
where (y,0,v) is an optimal solution to the
lower optimization problem at the tuple (x,v,u)
min §
s.t. 62@5’,61’6(33,1;,1)), kki=1,2,..., M,
(x,y) €Y,5 € R, v e R".
Theorem 2.11 shows that if the finite probability (density) distribution functions and the
corresponding loss functions are known, then their mixing distribution and finite distribution

have the same loss WCVaR value. Therefore, we can compute (FBRCVaR1) approximately
for a practical problem.

For the upper optimization problem, take an approximation of sample points {zx i, i, |
k’2 = 1,2,...,N1; k’,kl = 172,...,N},

ng1,a(w’yau> = u-+ (1 _a)_l/ R (Fk1(w7yaz) —U)+p;€(z)dz
zER"™
Ny
~out (1 - a)_lel Z (Flﬁ ($7y72k,k17k2) - u>+'
ko=1

For the lower optimization problem, take an approximation of sample points {wy , &, | k2 =
172,...,M1; k‘,kl = 1,2,...,M},

Ofps@y.) = vr0=F" [ (Gu@yw) =0 o w)d
weR*®
My
~ v+ (1-p)" 1Mt Z (Gry (T, Y, 2k kg ky) — V)T
ko=1

So, (FBRCVaR1) can be approximately solved by the following problem:

(FBRCVaR2) min ~
N1
st vy >u+ (1 - a)_lel Z (Fkl (w7yazk,k1,k2) - 'LL)+, k»
ko=1
k1=1,2,...,N,

(z,y) € X,y € R'.u e R',

where (y,0,v) is an optimal solution to the

lower optimization problem at the tuple (x,~,u)

min &

My
st. d>v+ (1 — 5)_1Mf1 Z (le (a:,y,zhkhkz) — 11)+,k’,
ko=1
kt=1,2,...,M,
(x,y) €Y,6 € R',v e R".
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Therefore, we can obtain the approximate robust equilibrium solution to the original
problem (BRCVaR) by solving the nonlinear bilevel optimization problem (FBRCVaR2).
When all the functions Fy,, Gk, fi,g; are linear, (FBRCVaR2) becomes a linear bilevel
programming. When all the functions are convex, the exact penalty function method can be
used to solve (FBRCVaR2). The penalty optimization problem of (FBRCVaR2) is defined
by

I
(FBRCVaR2)(p,0) min F(z,y,7,u,p) =7 +p »_ max{fi(z,y),0}
i=1
N
+p Z max{—y +u+ (1 —a) ' N *
kyk1=1,2,...N
N;
Z (Fk1 ((13, Y, zk,klka) - u)+7 0}
ka=1
st. (x,y) € R" x R™,v € R',u € R,
where (y,d,v) is an optimal solution to the

lower optimization problem at the tuple (x,~,u)

1
min G(z,y,d,v,0) = § + QZmaX{hj(m,y), 0}
i=1
M
+o Z max{—§ +v+ (1 —B)" M, *
kk1=1,2,...,M
My
Z (Gk1 (ZL'7 Y, szﬁ,kz) - U)+7 O}'

ko=1
st. (x,y) € R"x R™ 6 R veR,

where (p, ) > 0 is penalty parameter. By using the smoothing function

0, if t <0,
3 .

pe(t) = g— if  0<t<e
t+ 5 — %, if  t>e

which is second-order continuously differentiable in [20] and lim. ¢ p.(t) = max{¢t,0}, the
problem (FBRCVaR2)(p, g) is defined by

(FBRCVaR2)(p,0) min F(z,y,v,u,p) + p||VGe(z,y, 0,0, 0)|*
st. (x,y) ER"xR™sc R vec R'ye R uc R,
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where the smoothing function F and G are defined respectively by

I N
Fomy,up) = v+pY_p(fil@my)+p > p(—v
i=1 kki=1,2,..N
Ny
+u+ (1 - a)ilNl_l Z pE(Fkl (wzya zk,kh/@) - u))?
ko=1
~ I M
G(z,y,u,p) = 5+sze(hj($ay))+g Z
i=1 kki=1,2,...,M
M,
pe(=8+ 0+ (1= B) "M Y pe(Giy (@, 9, 211y 1) — 0))-
ka1

Approximate solution to (FBRCVaR2) is solved by (FBRCVaR2)(p, ). As shown in [21],
the numerical results are obtained by the penalty function method.

Conclusion

In this study, a concave probability density distribution function cluster with a convex per-
turbation set is defined. Then, VaR loss value and WCVaR value are defined respectively
for the upper decision maker and the lower decision maker in a two-level decision system. A
distributionally robust bilevel programming (BRCVaR) based on WCVaR with the concave
probability density distribution cluster is defined. Next, it is proved that the distributionally
robust bilevel programming (BRCVaR) based on WCVaR is equivalent to a robust bilevel
programming with a perturbation parameter set. When the concave probability density
distribution function cluster is a finite number of mixed probability density distribution
functions, (BRCVaR) is proved equivalent to bilevel programming (FBRCVaR1) with in-
equality constraints. In particular, this model (BRCVaR) can be solved approximately by
the nonlinear bilevel optimization problem (FBRCVaR2) when the finite sample data is
known.

The future work will mainly include the following three aspects. (1) When the objective
function and constraint functions are convex in (BRCVaR) model, its optimization condi-
tion and dual theory should be studied. (2) When the objective function and constraint
functions are convex in (BRCVaR) model, its algorithm is worth studying. (3) The applica-
tion of (BRCVaR) model in supply chain is worth studying. In addition, concepts such as
distributionally robust constraints under Wasserstein distance in [4, 12] shall be introduced
to the study of (BRCVaR) model.
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