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Abstract

Aspects of optimization with increasing concave stochastic order constraints

by

William B. Haskell

Doctor of Philosophy in Industrial Engineering and Operations Research

University of California, Berkeley

Professor Zuo-Jun Max Shen, Chair

This dissertation applies convex optimization techniques to a class of stochastic
optimization problems. This class of problems is distinguished by a multivariate
increasing concave stochastic order constraint on a random-variable-valued
mapping. The analysis is divided into four chapters to address four different
aspects of optimization with increasing concave stochastic order constraints.

In Chapter 3, we describe this class of stochastic optimization problems in detail.
This class of problems does not satisfy the Slater condition, and we must
overcome this technical difficulty to apply convex optimization. We introduce a
perturbation of the original problem for this purpose and we discuss semi-infinite
programming and nonlinear programming relaxations of this perturbation. It is
shown that increasing concave functions act as the Lagrange multipliers of
increasing concave stochastic order constraints. We conclude this chapter with a
discussion about a transformation of these problems via coupling on finite
probability spaces.

In Chapter 4, we consider sample average approximation for increasing concave
stochastic order constrained programs. We verify consistency of sample average
approximation. We also study sample average approximation for the semi-infinite
programming and nonlinear programming relaxations presented in Chapter 3.
Again, we verify consistency of sample average approximation for these
relaxations. The solution method in this chapter is based on the coupling
transformation from Chapter 3. This transformation necessarily requires a
large-scale implementation. We comment on aggregation, column generation, and
row generation techniques as a possible large-scale approach.

In Chapter 5 we introduce a robust version of the increasing concave stochastic
order. Specifically, we consider model misspecification for the underlying
probability distribution. Robust versions of the semi-infinite programming and



nonlinear programming relaxations from Chapter 3 are also presented and
analyzed. The case of polyhedral uncertainty is emphasized for finite probability
spaces. There is a large-scale implementation issue here as well, and aggregation
is suggested again as a possible solution approach.

In Chapter 6 we consider multi-period stochastic optimization problems with
increasing concave stochastic order constraints. We put a multivariate increasing
concave stochastic order constraint on a vector of performance measures across all
time periods. We derive optimality conditions similar to those in Chapter 3. We
also show that there is a companion auxiliary control problem for this class of
multi-period problems that can be solved with dynamic programming. We
comment on using duality decomposition to solve instances of this problem on
finite probability spaces, such as those obtained via conditional sampling.
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CHAPTER 1

Introduction

1.1. Motivation

1.1.1. Optimization under uncertainty. Decision making with incomplete
information is called optimization under uncertainty. Many approaches for mod-
eling uncertainty and incorporating uncertainty into optimization problems have
been taken. The minimax approach has been studied extensively (see [5]). This
paradigm finds the decision with the best worse-case scenario. Info-gap decision
theory (see [3]) finds the decision which meets a pre-specified goal under the great-
est range of uncertainty. Stochastic optimization is a third popular paradigm for
dealing with uncertainty, and is also perhaps the oldest.

In stochastic optimization, a probability distribution is assigned to the uncer-
tainty. A probability distribution captures the important idea of some events being
more likely than others. A probabilistic model of uncertainty also introduces the
idea of risk. The idea of risk is intrinsic to stochastic optimization, and many
methods for modeling and managing risk are available.

1.1.2. Risk management. This dissertation is built around using multivari-
ate increasing concave stochastic order constraints to manage risk. The family
of increasing concave functions is closely related to the idea of risk-aversion and
this relationship is well understood in the univariate case. This intuition can be
extended to the multivariate case. In particular, there are many problems where
a risk-averse decision maker would like to manage multiple random prospects si-
multaneously. A multivariate increasing concave function is a natural model for
the utility of a risk-averse decision maker in this situation, since there may be
inter-dependencies among the random prospects.

The multivariate increasing concave stochastic order is built from the spec-
trum of all such utility functions. Instead of trying to maximize the expectation of
a given utility function, we choose a benchmark random variable to make pairwise
comparisons. The expectation of the utility of a random-variable-valued mapping is
compared to the expectation of the utility of the benchmark for all increasing con-
cave functions. This methodology restricts the set of admissible random variables
to those that are acceptable in some sense, rather than those that are maximal with
respect to a scalar objective. The multivariate increasing concave stochastic order
fits naturally into convex optimization and its powerful set of analytical tools.

There are many applications for this class of problems, particularly in net-
work management and design problems. For example, communication, electric,
and transportation networks all have an inherent idea of flow and a correspond-
ing capacity for flow. In real networks, there is variation in the capacity for flow
and the demand for capacity utilization. Real networks also face the possibility of
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1.2. CONTRIBUTION 2

catastrophic disruption. We can model capacity, demand, and disruption stochasti-
cally. The increasing concave stochastic order then naturally constrains the vector
of unmet demand across the network.

1.1.3. Benchmark. We now make some intuitive remarks about the value
and implementation of stochastic order constraints. Any time a stochastic order
constraint is used in optimization, a benchmark must be chosen. The idea of a
benchmark is very intuitive. Throughout this dissertation, a benchmark refers
to an exogenously chosen random variable that is desirable in some sense. We
emphasize that the benchmark is itself a random variable. The overall strategy of
stochastic order constrained optimization is to set a benchmark, and then choose
from the alternatives that are larger than the benchmark in a specific stochastic
order.

1.1.4. Effective comparison. There is intuitive justification for the use of
stochastic order constraints. Stochastic order constraints compare random variables
to similar objects, other random variables. Approaches like chance constraints and
risk measures turn information about random variables into scalars, and then opti-
mize over the scalars. There are two inherent difficulties with this approach. First,
a choice needs to be made about how to scalarize risk. There are no general guide-
lines for this choice. Second, information about random variables is lost through
any scalarization. Stochastic order constraints bypass these deficiencies by using
more of the distributional information. Stochastic orders can also be thought of as
comparing a continuum of risk measures between two random variables.

1.1.5. Convex integral stochastic order constraints. We will derive opti-
mality conditions and a corresponding duality theory by using convex optimization
techniques. This procedure will show that the Lagrange multipliers of increas-
ing concave stochastic order constraints are increasing concave functions. We will
emphasize this fact throughout this dissertation. This observation makes the inter-
pretation of the optimality conditions and duality theory more transparent.

One can imagine constructing the Lagrange multiplier of an integral stochastic
order constraint by taking sums and non-negative scalar multiples of functions from
the defining class. Naturally, any finite sum of non-negative multiples of increasing
concave functions is an increasing concave function. An analogous result holds for
all of the other integral stochastic orders mentioned in this dissertation. However,
the defining classes of these other integral stochastic orders are smaller, so the
domain of the corresponding Lagrange multipliers is smaller.

1.2. Contribution

1.2.1. Scope. This dissertation has a wide scope. First, we consider mul-
tivariate increasing concave order constraints directly. The paper [I] is the only
other work that uses multivariate increasing concave order constraints directly,
rather than through an approximation. However, this paper does not emphasize
the increasing concave order and only affine random-variable-valued mappings are
studied.

Second, we allow a general underlying probability space via sampling. The
recent paper [16] pioneers the study of sample average approximation for stochastic
order constrained optimization. This paper focuses on a specific relaxation of the
increasing concave order that is built from the univariate increasing concave order
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and linear combinations of the components of random vectors. This dissertation
extends the results of [16] to the increasing concave stochastic order. With a firm
theoretical foundation for sample average approximation, we can handle general
underlying probability spaces in applications.

1.2.2. Optimality conditions and duality theory. Three main problem
classes are presented in this dissertation. Optimality conditions are developed for
each of these problem classes. All three sets of optimality conditions follow from the
necessary and sufficient conditions for optimality in Banach spaces (see [4, Chap-
ter 3]). We contribute a transformation of these conditions that shows increasing
concave functions are the Lagrange multipliers of increasing concave stochastic or-
der constraints. This transformation is applied in Chapters 3 and 6. Because the
increasing concave functions are the Lagrange multipliers of increasing concave sto-
chastic order constraints, the duals of the problems in Chapters 3 and 6 can be
defined in terms of these functions.

1.2.3. Sample average approximation. Most probability spaces encoun-
tered in practice have an enormous number of scenarios. Sample average approxi-
mation is a common methodology for estimating an underlying probability distri-
bution. We verify that sample average approximation is consistent for the three
problem classes of Chapter 3.

We also set an important convention for sampling for stochastic order con-
strained problems. We suppose that sampling for the random-variable-valued map-
ping and sampling for the benchmark are conducted separately. This assumption
generalizes earlier work without much difficulty. Finally, we make some initial ob-
servations about a possible large-scale implementation scheme for sample average
approximation. As will be shown, sample average approximation is only part of a
practical implementation strategy.

1.2.4. Robust optimization. It is possible to combine increasing concave
stochastic order constraints with robust optimization. We consider uncertainty
about the underlying probability distribution. We study the properties of this
problem class and provide optimality conditions.

We emphasize this problem class for finite probability spaces. The large-scale
implementation strategies for sample average approximation are extended to handle
these robust optimization problems as well.

1.2.5. Multi-period optimization. We are able to extend the increasing
concave stochastic order for use in multi-period optimization. We define an in-
creasing concave stochastic order constraint on a vector of performance measures
across time in a finite horizon control problem. We derive conditions for an optimal
policy. Increasing concave functions appear again as the Lagrange multipliers of
the increasing concave stochastic constraint in the multi-period case. This discov-
ery lets us define an auxiliary control problem that can be solved with dynamic
programming methods.

We also make some recommendations about solving this problem class for finite
probability spaces. We can apply the coupling transformation used in Chapter 3
to the multi-period problem and use duality decomposition.



CHAPTER 2

Literature review

2.1. Stochastic optimization
This section is devoted to reviewing fundamental material from analysis and

probability that will be used throughout this dissertation.

2.1.1. Analysis. Let RY be the space of real N —dimensional vectors, and let
RMXN he the space of real M x N —dimensional matrices. Let e,, be the nt" unit
vector in RY and 1 be the vector of all ones.

For # = (21,...,7x) € RY, define the norm

N 1/p
]l = (Z Ixn”>
n=1

for 1 < p < oo and the supremum norm

A

1] oo Sup {|xn|}
= N

n=1,...,
Let
By(e) 2 {yeRY : |z —yl> <e} CRY

be the open ball of radius € > 0 (with respect to the ||-||2 norm) centered at z € RN
We define C (RM RV ) to be the space of all continuous functions from RM to
RY, and use the shorthand C (RM) for C (RM7 R). The norm on C (RM) is

”fHC(RM) = sup [f(2)].
z€RM

For a general compact set Z C RM | we let C (Z : RV ) denote the space of continuous
functions f : Z — RY. Similarly, C (Z) indicates C (Z; R). Let C; (Z) denote the
space of nonnegative continuous functions f : Z — R. The norm on C (Z) is

||f||C(Z) =sup |f (2)].
z2€Z

Let M (Z) denote the space of finite regular Borel measures on Z, and define the
duality pairing between f € C(Z) and A € M (Z) as

w)= [ 1.
z
Define the dual cone to Cy (Z) as:

My (Z) E{AeM(Z) : (A f) 20,Yf €Cy (2)}.

4



2.1. STOCHASTIC OPTIMIZATION 5

Aset Z C RMisconvexifaz+(1 —a)z € Zforall 2,20 € Zand 0 < a < 1.
Suppose Z is convex, then f € C(Z) is convex if

flazi+(1—a)z) <af(xn)+(1—a)f(z)
and f € C(Z) is concave if

flazi+(1—a)z) = af(z)+ (1 —a)f(z)
forall z1,20 € Zand 0 < a < 1.
Let <g~ denote the usual component-wise order on RY. We say f € C (Z7 RN)
is convex if

flazi+(1—a)z) <pgy af(a)+(1-a)f(2)
and f € C(Z) is concave if

flazi+(1—a)z) Zpy af(21) + (1 —a) f(22)
forall z;,20 € Zand 0 < a < 1.
For a convex function f € C(Z), the subdifferential of f at zp € Z is

Of (20) 2 {s €RM : f(2)> f(20) + (5,7 — 20), ¥2 € Z} .
We define the subdifferential of a concave function f € C (Z) to be

9 f (z0) £ -0 [—f (20)] -
For a set A C RM, we use int A to denote the interior and cl A to denote
the closure of A, respectively. Define conv A to be the set of all finite convex

combinations Zle a;z; for z € Aand o; > Oforalli =1,...,1, and 21‘1:1 a; = 1.
Define cone A to be the set of all finite conic combinations Zle «a;z; for z; € A
and o; > 0 for alli=1,...,I, and observe that cone A is a convex set.

The diameter of a set A ¢ RM ig

D(A) = sup |lz—yll.
z,yeEA

Using the definitions from [25], Chapter 7|, for sets A and B in RM the deviation
of the set A from the set B is

D (A, B) = sup inf ||z —y||
rcAYEB
and the Hausdorff distance between A and B is
H(A,B) =min{D (4, B),D(B,A)}.
2.1.2. Probability. We denote a probability space as (2, F, P) where Q is a
sample space, F is a o—algebra on , and P is a probability measure on (€, F).

Elements w € € are often referred to as scenarios or sample paths. We define
Czl) (Q,F,P) 2 L, (Q,F,P; R) for 1 < p < oo to be the space of all F—measurable

mappings X : Q — R with || X[, = (E [|X[P])*? < co. The set
LL(Q,F,P)2 Lo (Q,F, P R)

is the space of all essentially bounded measurable mappings X : 2 — R. The norm
on LL (Q,F,P)is
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| X|loo =inf{a>0: P(|X (w)| > a) =0}.
The symbol
L(Q,F,P)2 Ly(Q,F,P;R)
represents the space of all measurable mappings X : 2 — R. The value of a random

variable X € L} (Q,F, P) at w € Q is denoted X (w).
The moment generating function of a random variable X € £} (Q, F, P) is

Mx (s) =E[e**].
For N > 2, we define 62[ (Q,F,P)2 L, (Q,}',P; RN) for 1 < p < oo to be the

space of all F—measurable mappings X : Q — RY with (E [(||X (w) Hg)p])l/p < 0.
Vector-valued random variables are written as X = (X1,..., Xn). The set

LY (Q,F,P)2 L (Q,F,P; RY)

is the space of all essentially bounded measurable mappings X : @ — RY. The
norm on LY (Q, F, P) is

1X[loo = inf{a>0: P([|X(w)[l2 > a)=0}.
The symbol
LY (Q,F,P)= Lo (20 F,P; RY)
represents the space of all measurable mappings X : @ — RY. The value of a
vector-valued random variable X € £} (Q, F, P) at w €  is denoted X (w).

For vector-valued random variables X and Y, the notation X = Y me
X (w) =Y (w) for P—almost all w € Q and the notation X <Y means X (w) <Y
for P—almost all w € Q.

Each random variable X € EZ])V induces a measure on (RN BN ) where BY is
the Borel o—algebra on RY. For the mapping X' : (RN, BN) — (Q, F), define
the measure Po X ' (4) = P (X71 (A)) for A € BN. We denote this measure
as PoX': (RY,BY) — R where o denotes composition. The support of the
measure P o X‘l is:

(w)

supp (Pox_l) ={z¢€ RY : PoX ™' (B, (€) >0, Ve > 0}.

2.1.3. Random-variable-valued mappings. Stochastic optimization is
built around the idea of random-variable-valued mappings. Let Zy C RM be the
compact convex decision set of a stochastic optimization problem for the rest of
this dissertation.

We introduce the random-variable-valued mapping G (z) : Zy — LY (Q, F, P)
to represent a random variable that is conditioned by a decision z € Zy within an
optimization problem. The value of the random variable G (z) at w € Q is denoted
[G ()] (w). The random-variable-valued mapping G (z) is continuous and concave
if [G(2)] (w) is continuous and concave in z € Zy for P—almost all w € Q (this
definition is conceived in [8]).

Risk measures, mappings from the space of random variables to the scalars,
have received significant attention as a means to manage risk in G (z) (|23, 22]).
A general stochastic optimization problem with a risk measure looks like
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(1) max {f () +p(G(2)) : z € Zo},
where f (z) € C(Zp) is concave and
p: LY (Q,F,P) >R
is increasing and concave. For increasing, we mean p (X;) < p(X,) for X;,X, €

LY (Q,F, P) if X; (w) < X, (w) for P—almost all w € €. Concavity is defined
similarly, for X;,X, € £V (Q,F,P) and 0 < a < 1,

plaX;+(1-a) X)) <ap(Xy)+(1—a)p(X,y).
Problem is a convex optimization problem under these assumptions.

2.2. Stochastic order constrained optimization

In this section we will present an extension of risk measures that motivates this
dissertation.

2.2.1. Family of convex integral stochastic order constraints. Stochas-
tic orders, including many of the ones we study in this dissertation, are examined
at length in [24]. We should comment that the increasing concave order is just one
of a huge family of multivariate stochastic orders. However, the choice of stochastic
orders that can be used directly as constraints in convex optimization problems is
limited when compared to the whole family of stochastic orders.

All of the stochastic orders discussed in this dissertation are integral stochastic
orders (see [L7]).

Definition 2.2.1. Let § be a collection of measurable functions f : RN — R. For
X,Y € LY (Q, F, P), the relation X >z Y on LY (Q, F, P) is defined as

[ 1@ @)= [ x@) P, vres
Alternatively, integral stochastic orders can be defined on probability measures.

Definition 2.2.2. Let § be a collection of measurable functions f : RN — R. For
probability measures P and ) on (RN , BN ), the relation P >z @ is defined as

@ P> [ F@Qu). vres.

RN

Introduce a fixed benchmark random variable Y € £ (Q, F, P). Integral sto-
chastic order constrained optimization problems are of the form:

(2) max f(2)

Now we review the choices of § that have been studied so far in problem — .
We define U C C (R) to be the set of all increasing concave functions v : R — R
such that

sup{|s|: s€du(x), z € R} <1.
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The choice of the constant 1 is arbitrary, we just need the entire set U' to be
equicontinuous. There is no loss of generality here because the inequality

Elu(X)] <Efu(Y)]
is equivalent to E [au (X)] < E[au (Y)] for all « > 0.
Definition 2.2.3. For random variables X, Y € L1 (Q, F, P), if

Elu(X)]>Eu(Y)], YueclUl,
then X is larger than Y in the univariate increasing concave order.

The field of stochastic order constrained optimization is originally established
in [7] with univariate increasing concave stochastic order constraints. This work is
extended in [8] which introduces the idea of random-variable-valued mappings into
stochastic order constrained programs.

Using the techniques from [11], we can incorporate uncertainty about the un-
derlying probability distribution P. Let Py be a fixed probability measure on (€, F).
The topological dual space of L1 (Q, F, Py) is LL (9, F, Py). We adopt the follow-
ing convention from [11]. Any measure Q that is absolutely continuous with respect
to Py with Radon-Nikodym derlvatlve L= in L1 (Q, F, Py) can be considered as

element of L1 (Q, F, Py). For X € L} (Q,f, Py) and Q € LL (9, F, Ry) we define

Eo[X] = (@, X)

- /X( ) Q (dw)

= /X dpo (w) Py (dw).

We let Q represent a set of probability measures and we assume that Q is convex,
closed, and bounded in £ (Q, F, Py). Set

dP
B=sup | —||c < 0.
PG% | dPy |
Definition 2.2.4. For random variables X, Y € L1 (Q, F, Py), if

Epfu(X) >Epfu(Y)], Yuel, VP € Q,
then X is larger than Y in the robust increasing concave order with respect to Q.

Multivariate stochastic orders have also been embedded into problem -
(3). The following three stochastic orders share the same essence. Each defines a
multivariate stochastic order by applying the univariate increasing concave order to
weighted sums of the components of random vectors. In the following definitions,
we will use >;., as shorthand for the univariate increasing concave stochastic order.
This choice is also an abuse of notation, because after this subsection we will always
use >;q, to denote the multivariate increasing concave stochastic order.

In [10], a multivariate extension of definition is proposed and embedded
into stochastic optimization problems.
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Definition 2.2.5. For random vectors X, Y € £V (Q, F, P), if

<045X> zicv <OL,X>, VO‘ S Rﬁa
then X is larger than Y in the multivariate linear increasing concave order.
In [6] a more general version of the preceding definition is proposed.

Definition 2.2.6. For random vectors X, Y € LY (Q, F, P), for a polyhedral con-
vex set V C RV if

<U5X> Zicv <U,X>, Vv eV,

then X is larger than Y in the multivariate polyhedral linear increasing concave
order.

This work is further extended in [16], where the linear weights are allowed to
range over general convex sets in RY .

Definition 2.2.7. For random vectors X, Y € LY (2, F, P), for a convex set C' C
RV if

<Ca X> Zicv <C7X>7 VC € Ca
then X is larger than Y in the multivariate convex linear increasing concave order.

2.2.2. Increasing concave stochastic order constraints. We now present
the central integral stochastic order of this dissertation. Define U~ C C (]RN ) to be
the set of all increasing concave functions u : RN — R such that

Sup{Hs||2 : seamu(x)7x€RN} < 1.

Recall that on RY all norms are equivalent. We have

Cilsllp, || < lIsllps < Callsllp,
for constants 0 < C7, Co < oo for any 1 < py, p2 < oco. Thus, if

sup {||sllp : s € Qpu(z), z € RN} <1,
for any 1 < p < o0, it follows

sup {||sllg : s € Qpu(z), 2 € RV} < C < o0,
for any 1 < ¢ < oo for some C < 0.
We define the multivariate increasing concave order as follows:

Definition 2.2.8. For random vectors X, Y € £V (Q, F, P), if

Elu(X)]>E[u()], YueuV,

then X is larger than Y in the increasing concave order (denoted X >;., Y).

The relation X >;., Y can be defined in terms of coupling. Recall that for
random variables X,Y € LY (Q,F,P), X =4 Y denotes equality in distribution.
The relation X =4 Y is defined as P ({X < n}) = P ({Y <n}) for all n € RY.
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Theorem 2.2.9. [24, Theorem 7.A.2] Two random vectors X, Y € LY (Q, F, P)
satisfy X >ic, Y if, and only if, there exist two random vectors X', Y € LY (Q, F, P),
such that

(4) X =4 X
(5) Y =Y,
(6) X>E[Y|X], P — almost surely.

The following corollary is a powerful application of theorem [2:2.9] for finite
probability spaces.

Corollary 2.2.10. [1, Corollary 2| Let Q; = (w11, ...,w1) and

Qg = (wa1,...,wak) and let F1 and Fo make all atoms on 1 and Qo measurable,
respectively. Then for X € LN (Q1, F1, P1) and Y € LY (Qq, Fa, P2), the constraint
X >icv Y is equivalent to the existence of mj, > 0 forj=1,...,J andk=1,..., K
such that

Sy ik (wor)

(7) X(wyy) > P (o) j=1,...,J,
K

(8) > min =P ({wy}), i=1,...,7,
k=1
J

(9) ijkzpz({w%}), k=1,...,K,

(10) ) 7> 0.

2.2.3. Relaxations of increasing concave stochastic order constraints.
We now review work from [14] that serves as a prelude to this dissertation. In [14],
a family of relaxations of the increasing concave order is presented based on semi-
infinite programming and nonlinear programming.

Choose a compact convex set W C RN with a nonempty interior. Define

l[ullw = sup |u ()]
zeW

and

lOullw = sup {||s|l2 : s € Qu(x), z € W},
for all u € UN.
Define U™ (W) to be the set of all u € UV restricted to the domain W such
that:

e u(wp) = 0 where wy is the least upper bound of W.
e ||Qu|lw <1 for all u e UN (W).

Since W is a convex and compact set in RY, its least upper bound exists and is finite.
Under these two assumptions 4% (W) is uniformly bounded and equicontinuous.
It is also compact in C (W).

For a compact set = C R? with A < oo, we define Uz C UN (W) to be a
family of increasing concave functions parametrized by £ € Z. The dependence of
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Uz on W is left implicit from now on for cleaner notation. It is understood that
all functions in Uz are drawn from YUY (W) and are restricted to the domain W.
All u € Uz are written as u (+; £) : RV — R to indicate the dependence on the
parameters.

The function-valued mapping u : = — U=z maps the parameter space = to the
function space Uz. In particular, [u (§)] () = u(z; £). We assume the following
technical conditions are satisfied by U= and the associated mapping u.

e wu is a bijection.
e u and u ™! are continuous.
e Uz is equicontinuous and uniformly bounded.
The mapping u is a homeomorphism under these assumptions. Further, u (x; &) is
continuous in ¢ for all x € W.
Consider the problem

(SIP) max  f(2)
(11) st. Eu(G(2)] >EuX)], Yu € Us.

The notation (SIP) stands for semi-infinite program, since problem (SIP) is equiv-
alent to:

gy 7

st Elu(G(2); 9] 2 Eu(Y; )], V€ € =,

using the definitions of Uz and u. We define the feasible region, set of optimal
solutions, and optimal value of problem (SIP) as

N
5
(>

{z€Zy: Eu(G(2)] >E[uY)], VueUs},
argmax{f(z) : z€ Z(Ug)},
v(Uz) = max{f(z) : z€ Z(Uz)},
to emphasize the dependence on U=. The constraint is an integral stochastic
order, but it is a relaxation of the increasing concave stochastic order since U=z C
uN (w).
Optimality conditions for problem (SIP) follow from the usual optimality con-
ditions for convex optimization. We introduce the Lagrangian

(5]
S
U
S~—

(1>

L(zu)=[f(2) +E[u(G(2) —u )],
where utility functions u € clconeUd™Y (W) act as Lagrange multipliers for the >;.,
constraint. We use the following Slater condition for problem (SIP).

Assumption 2.2.11. There exists zZ € Zy such that

E[u(G ()] >E[u(Y)], VueUs.

Assumption [2.2.11| depends on the choice of G (z), if G (2) Zico Y for all z € Zy
then the Slater condition cannot be satisfied. However, even if G (2) >0, Y for all
z € Zy, assumption [2:2.11] still depends on the choice of U=. If we want to include
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functions v € UN (W) with arbitrarily small |Qulw in Uz, then we must also
include the zero function u = 0 by compactness. If U= contains the zero function,
then assumption [2.:2.11] cannot be satisfied.

There are intuitive sufficient conditions for problem (SIP) to satisfy assumption
In [14], the existence of a family {Uz, },-, is assumed such that Us, C
Uz,,, for all k > 0, Up— Uz, = UN (W), and problem (SIP) over Us, satisfies
the Slater condition for all k¥ > 0. There are actually many such sequences. For
example, we can construct such a sequence out of increasing polyhedral concave

functions. Increasing polyhedral concave functions on R with L < oo faces look
like
fap (@) lerlr}}HL{<az,w> +bi},

where a; € RY and b; € Ry. We restrict to [la;[|o < 1foralll=1,..., L. To ensure

that the Slater condition holds, we can take a sequence ¢ J 0 and L (k) — oo and
define

e :{f Ce<|all2<1, I=1,...,L(k), }
= @b | <1, l=1,...,L(k)
The resulting problems (SIP) over Uz, can all satisfy the Slater condition because
Uz, consists of only strictly increasing functions. Also, as €, — 0 and L (k) — oo,
it is known that Uz, approximates U~ (W) arbitrarily closely.
The following two theorems are found in [I4] and follow from semi-infinite
programming optimality conditions (see [4, Section 5.4]) and an application of
Fubini’s theorem.

Theorem 2.2.12. Suppose assumption |2.2.11| holds. If Z solves problem (SIP),
then there exists 4 € clconeUs= such that

(12) L(¢,a) = max {L (z,4) : z € Zp},
(13) Ela(G() -a(¥)] = 0,
The dual functional for problem (SIP) is

d(u) £ max {L(z,u) : 2 € Zp}
and the corresponding dual to problem (SIP) is

(SIPp) min {d (u) : u € clcone U=} .
Strong duality holds between problem (SIP) and problem (SIPp).

Theorem 2.2.13. Suppose assumption [2.2.11] holds.

(a) If Z solves problem (SIP), then there is a solution to problem (SIPp) and
the optimal values are equal.

(b) If 4 is an optimal solution to problem (SIPp), then any % satisfying the
optimality conditions — corresponding to 4 is optimal to problem (SIP).

We can consider the same development for finitely many constraint functions.
Let

{u1,...,ur}
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represent a finite set of functions u; € U™ (W) for i = 1,..., 1. We introduce the
problem:

NLP

(NLP) max  f(z)

(14) st Eu (G(2)] >Elu; (Y)], i=1,..., 1

The notation (NLP) stands for nonlinear program. We define the feasible region,
set of optimal solutions, and optimal value of problem (NLP) as

Z ({u1,...,ur}) = {z€Z: ({14},
S({ui,...,ur}) = argmax{f(z) : z€ Z {u1,...,ur})},

v({uy,...,ur}) = max{f(z) : z€ Z ({uy,...,ur})}.

Optimality conditions and duality theory for problem (NLP) follow directly from
the nonlinear programming optimality conditions. The following theorem shows
that there is an instance of problem (NLP) with {uy,...,u;} C Uz that gives an
optimal solution to problem (SIP) over Uz.

Theorem 2.2.14. Suppose assumption [2.2.11| holds. If %2 solves problem (SIP)
over Uz , then there exists 4 € clconeUsz of the form
M
U= Z Amt ('; fm)
m=1

for Ay >0 and &, € = form=1,..., M, such that f hold. It follows
that 2 € S ({u1,...,unm}).



CHAPTER 3

Optimization with increasing concave stochastic
order constraints

3.1. Optimization problem

This chapter develops increasing concave stochastic order constrained programs
in detail. First, we present a perturbation of increasing concave stochastic order
constraints that lets us obtain optimality conditions and duality results. Second,
this chapter motivates the idea that the Lagrange multipliers of increasing concave
stochastic order constraints are increasing concave functions.

We will work with two distinct probability spaces (21, F1, P1) and (Qq, Fa, Ps),
one for the random-variable-valued mapping G (z) and the other for the benchmark
Y. There is no loss of generality in assuming two separate probability spaces be-
cause the relation X >;., Y only depends on the marginal distributions of X and Y.
Further, it is easier to describe our upcoming coupling and sample average approx-
imation schemes when the random-variable-valued mapping and the benchmark
exist on two separate probability spaces. We let

(Q7f7P) = (Ql XQQ,J:l Xf27P1 XPQ)
be the probability space determined by the cross product of
(Q1, F1, Pr) and (Q2, F2, P2).

In particular, P is chosen so that the sigma-fields F; and JF; are independent. This
distinction is important because later we will construct measures on
(Q1 X Q9, F1 X F2) such that F; and Fy are not independent.

We formally define the random-variable-valued mapping

G(2) : Zo = LY (U, F1, P1).

This mapping can be written explicitly as [G (2)] (w) : Zo x Q; — RY. Recall that
[G (2)] (w) is continuous and concave in z € Zy for P—almost all w € Q. We now
make some common technical assumptions on G (z) as described in [25], [16]. The
following assumption holds throughout Chapters 3, 4, and 5.

Assumption 3.1.1. (a) [G(z)] (w) is Lipschitz continuous on Zy for Pi—almost all
w € Q1. There exists 11 € L1 (Q1, F1, P1) such that | [G(21)] (w) — [G(22)] (W) []2 <
I (w) |21 — 22||2 for Pi—almost all w € Q. Set 7 = E[M].

(b) The MGF of II, denoted M (s), is finite for s in a neighborhood of zero.

We will use >;.,, to define a constraint on the random vector G (z). To complete
the >;., constraint, we introduce a benchmark random vector

Y =(Yy,....Yn) €LY (Q, F2, P2).

14
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If supp (P2 o Xﬁl) is contained in W, then
Efu(Y) =E[u(Y) 1{Y e W} =E[u(Y) 1{Y € supp (P2 oY ') }].
Thus, to characterize G () >;c, Y we only need to pay attention to functions u de-
fined on W when W contains both supp (P1 o[G (z)]fl) and supp (P2 o X_l). The
expression E [u (G (z)) — u (Y)] is not altered by changing u outside of W. In line
with this reasoning, we assume W contains supp (P2 o Xﬁl) and supp <P1 o [G (z)]_1>

for all z € Zy. For clarity, [G(2)]"" : RN — Q is the inverse of the random
variable G (2) € LY (Q1,F1, P1), not the inverse of the mapping G (2) : Zy —
LY (Q4, F1, P1).

The main optimization problem in this dissertation is:

(MP) max £ (z)
(1) st. Eu(G(2)]>EuX)], Vu e UN (W).

The notation (MP) stands for main problem. Problem (MP) is a semi-infinite pro-
gramming problem, where the semi-infinite constraints are indexed by the compact
set UN (W) (see [4, Section 5.4]). We denote the feasible region, set of optimal
solutions, and optimal value of problem (MP) as:

A £ {ZEZOZ }7
s = argmax{f(z) : z € Z},
vo2 max{f(z) : z€ Z}.

Under our assumptions about supp ( P; o [G (z)]_l) and supp (P2 o Xﬁl), if

Eu(G(2)]>2Eu(Y)], vYuecU™ (W),
then

I

(Z) Zicv X

3.1.1. Constraint perturbation. Problem (MP) does not satisfy the Slater
condition because u = 0 is included in U~ (W). In [14], the relaxed problem
(SIP) was designed to satisfy the Slater condition by construction. We take a
different approach in this dissertation and perturb the constraints. For notational
convenience define the function

9(z,u) 2E[u(G(2)] -~ E[u(Y)].

Introduce the perturbed problem:

(e = MP) max  f(z)
(2) st. g(z,u) >e, vueu™N (W),

and its feasible region, set of optimal solutions, and optimal value:
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ge 4 {zeZ: @)},
ge A argmax{f(z) : z € Z°},
sooa max {f (2) : =€ 2.

Problem (e — MP) is able to satisfy the Slater condition for ¢ < 0, cannot satisfy
the Slater condition for € = 0, and is infeasible for € > 0 because U~ (W) includes
the zero function.

Proposition 3.1.2. Problem (e-MP) is convex for e < 0.

PROOF. The objective f (z) is concave by assumption.

Suppose Z€ is nonempty. The mapping [G,, (z)] (w) is concave in z for P; —almost
all w € Q forn=1,...,N. Further, all u € YUY (W) are component-wise increas-
ing. Thus

u((Gr(2)] (@), [GN (2)] (W)

is concave in z € Zy for Pi—almost all w € Q because it is the composition
of the increasing concave function uw with the component-wise concave function
([G1 ()] (w),...,[GN (2)] (w)). The function

Efu(G(2)] = /Q u((G(2)] (w)) P (dw)

is concave in z as the integral of the concave functions u ([G (z)] (w)) with respect to
Py. Eachset A5, = {z: E[u(G(2))] > E[u(Y)] + €} is convex, and the intersection
of the convex sets {ﬂuGL{N(W) A;} () Zo is convex. Problem (e—MP) thus has a

convex feasible region and is a convex optimization problem. O

We define a similar perturbation of problem (SIP):

(e-SIP) max  f(2)
(3) st. g(z,u) >e€ Yu € Us.

Denote the feasible region, set of optimal solutions, and optimal value of problem
(e—SIP) as:

zZ¢(U=z) = {z€Z: @)},
s (U=) £ argmax{f(z) : z€ Z°(Ua)},
ve(U=) = max{f(z) : z€ Z°(Us)}.

The perturbation of problem (NLP) is defined similarly:

-NLP
(eNLP) max  f(z)
(4) st. g(z,u;) > € i=1,...,1,

and its feasible region, set of optimal solutions, and optimal value are:
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Z ({u,... ur}) 2 {(z€Z: @},
S ({ur,. .. ur}) = argmax {f (z) : z € Z°({ur,...,ur})},
v ({ur,...,ur}) = max{f (z) : z€ Z°({ur,...,ur})}.

3.1.2. Analytical properties. Define the new random variable:
(G (2)] (W), Y (@) = [ G ()] (@) [l2 + 1Y (w) -

The function @ (-) is significant because it dominates the random variable u (G (z))—
u (Y) for all u € UN (W).

Assumption 3.1.3. For all z € Z, the MGF of ® (G(z),Y), denoted
M@(Q(z),z) (),
s finite in a neighborhood of zero.

Also define the function

$(G(2),Y) 2E[2([G(2)] (w),Y (w))]-
Proposition 3.1.4. (a) For all u € UN (W),
[u([G(2)] (W) —u(Y(w) | < @ ([G(2)] (w), Y (w))

for P—almost all w € Q.

(b) ¢ () is uniformly bounded on Z.

(¢) The MGF of uw(G(z)) — u(Y) is finite in a neighborhood of zero for all
(z,u) € Zg x UN (W).

PROOF. (a) Recall the subdifferential mean value inequality [2, Theorem 2.1]
to see that

[u([G(2)] (@) —u (X (W) | < [[0u]lw G (2)] (w) = X (w) |2

for all u € UN (W), since all such u are subdifferentiable. Compute

sup u([G(2)] (W) —u (X (w))]

ue€UN (W)

< sup || Oul|w || [G (2)] (w) = Y (w) |2
ueUN (W)

< ( sup |Ou () ||W> (MG )] (@) ll2 + X (w) [2)
weUN (W)

® (G (2)] (w), ),

using the assumption that

sup [|Ou () lw < 1.
u€UN (W)

(b) Fix zp € Zy. Under assumption for all z € Z, we have
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G (@)l < 1G (20)] (W) [l2 + I (w) ||z = 20]|2
< NG (20)] (@) [l2 + I (w) max = — zo]l2
< 0,

using the fact that

D(Zy) = max |z — 2]z < o0
z,20€ %0

by compactness of Zy. Then

KA
2
O
T
=<
€
IN

G (20)] (W) ll2 + T (w) D (Zo) + Y. (w) |2
@ ([G (20)] (W), Y (w)) + T (w) D (Zp) -

Set [G (2)] (w1, w2) = [G(2)] (w1), IT(w1,w2) = I(w1), and Y (w1, w2) = Y (w1)
so that G(z), II, and Y are all defined on (Q,F,P). We have ® (G (z),Y) €

L1(Q,F,P) for all z € Zy since G(2) € LV (Q,F,P) for all z € Zy, I €
L1(Q,F,P),and Y € LY (Q, F, P). Then

¢(G(2),Y)
E[® ([G (20)], Y)] + D (Zo) E 1]

(e.¢]

VANRVANVAN

for all z € Zj.
(c¢) Compute

E es(u(Qz))w(X))] < E [e\s(u(Qz))w(X))\]
< E {em \u(Qz))—u(X)q
< E [em @(Q@)X)}
<

M@(Q(Z%X) (Isl)-
The MGF M@(Q(z),X) (|s]) is finite in a neighborhood of zero by assumption. O

It follows that

< 00.

max ¢ (z) < oo

The function g (z,u) is also bounded.

Proposition 3.1.5. Suppose that assumption holds. The function g (z,u) is
bounded over z € Zy for u € UN (W).

PROOF. Observe |g (z,u)| < ¢ (2) for all (z,u) € Zg x UN (W). The previous
proposition shows that ¢ (z) is bounded. O

Now we address some continuity properties.
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Proposition 3.1.6. (a) The random variable u (G (z)) —u (Y) is Lipschitz contin-
uous in u € UN (W) for all z € Zj.

(b) Under assumption u (G (2)) —u(Y) is Lipschitz continuous in Zy X
unN (w).

PROOF. (a) Fix z € Zy and choose uy, us € UYN (W). Then

] (W) = ur (Y (w)) = uz ([G(2)] (w)) +uz (Y (w)) |

J ()) = u2 ([G(2)] (W) | + [ur (Y (w)) = uz (Y () |
(@) [l2 lur = w2 llw + 1Y (@) [l2 lur — uz|[w

2 ([G (2)] (W), Y () flur — uz|lw.

IAIAIA
[}
O

Thus

Ju1 (G (2)) — w1 (Y) —u2 (G (2)) +uz (Y) |1
< ER([G(2)] (W), Y ()] lur — uzllw
= ¢(2) v — u2lw

and ¢ (z) has already been shown to be uniformly bounded in z € Zj.
(b) For 21,23 € Zy and uy, ug € UN (W) compute

lur ([G (21)] (w)) — u2 ([G (22)] (w)) |
< Ju ([G ()] (W) = w2 ([G (20)] (W) | + uz ([G (21)] (W) — u2 ([G (22)] (w)) |
< G (z1)] (@) [l2]lur — w2 llw + [[Ouz|[wIl (W) [[21 — 2212
< G ()] (@) [l2llur = uallw + IT(w) [l21 — 222

Combine with the previous part to obtain

[ur ([G (21)] (W) = ur (Y (w)) + w2 ([G (22)] (W) + u2 (Y (w)) |
< ([G(2)] (), Y () lur — uzllw + [[Ouz [wll (w) |21 — 222
< ([G(2)] (W), Y (W) lur — uzlw + I (w) |21 — 22]l2.
Thus
[ur (G (21)) — w1 (Y) + u2 (G (22)) + u2 (Y) [1
< o)l —wellw + 7z — 222
< (@) +7) (lur — wallw + (21 — 22l2)
and again ¢ (z) is uniformly bounded. O

Continuity of the function g (z,u) is established next.
Proposition 3.1.7. The function g (z,u) is Lipschitz continuous on Zo x U™ (W).

PROOF. For any given (z1,u1), (22,u2) € Zo x UN (W), we have
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lg (21,u1) — g (21,u2) + g (21, u2) — g (22,u2) |
|9 (21,u1) — g (21,u2) [ + |9 (21, u2) — g (22, u2) |
|E [u1 (G (21)) — w1 (Y) —u2 (G (21)) +u2 (V)]
HE [uz (G (21)) — u2 (G (22))] |-

lg (21, u1) — g (22, u2) |

IN

By the earlier propositions,

|E [u1 (G (21)) — u1 (Y) — u2 (G (21)) +u2 (Y)] |
< Eflur (G(21)) —ui (Y) —u2 (G (21)) +uz2 (Y) []
< E[@([G(x1)] (W), Y (w)) [lur — uz|[w]
< max¢(2) ||lur —us|lw,

and

|E [uz (G (21)) — u2 (G (22))] |
E [Juz (G (21)) — u2 (G (22)) []
E[[|0uz|w G (21) — G (22) [|2]

™ H2’1 — 22”2.

ININ A

In summary,
9 1,10) g e2vn) | < (6 ()47 ) (s =l + 1 = ale).

€Zo

Introduce the functions

v(z) = wedih Lo (2w}
YUz 2 nf {9z )},

In the following development, any finite subset {u1,...,u;} CUY (W) can be used
in place of Us. Obviously ¢ (z) and ¢ (z; Ug) are concave and increasing. Further,
Y (z; Uz) > (2) for z € Zy and
VAR {z€Zy:¢Y(z) > €}

Z¢(Usz) = {z€Zy:Y(z;Ug) > €}.
Next we establish boundedness and continuity properties of ¢ (z) and ¢ (z; Uz).
Proposition 3.1.8. (a) ¥ (z) is bounded on Zy.

(b) 1 (2) is Lipschitz continuous on Zy.

(c) ¥ (z; Uz) is bounded on Z.
(d) 9 (z; Uz) is Lipschitz continuous on Zy.
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PrOOF. (a) Compute:

()| < sup g (z,u)|
ueUN (W)
= sup  |E[u(G(2))] —Eu(Y)]|
weUN (W)
< ¢ (2).

The proof for (c) is identical.
(b) First observe

(1) =¥ ()] < sup |g (z1,u) — g (z2,u) |-
ueUN (W)

To verify this statement, compute:

¥ (22) vl ) 9 (220)
< f
< el W){g(zl, u) +1g (21,u) — g (22,u) [}
< ¢ (z1)+  sup g (z1,u) =g (22,u) .
ueUN (W)

By the same reasoning,

= inf
¥ (z1) w9 (1)
< f
— uel/llrf\l’ (W) {g (225 >+ |g (ZQ, ) (Zl7 )|}
< Y (22) + sup g (z1,u) — g (22,u) |
uEUN (W)

Now compute:

[ (21) =9 (22)| < sup |g (z1,u) — g (22,u) |
uweUN (W)
= sup [Efu (G (21)) — u (G (22))]
ue€UN (W)
< E[IG (21) — G (22) [12]
< E I (w) [|z1 — 22]|2]
= 7 ||z1 = zal2-
The proof for (d) is identical. O

As the set Uz is made larger and larger (in set containment), Uz becomes
a progressively better approximation of U~ (W). In this subsection, we use the
notation Uz, T UN (W) to denote an increasing sequence {Uz, }r-, with Uz, C
Uz,,, for all k >0 and |y, Uz, =UN (W).

—=k4+1

Proposition 3.1.9. For any Uz, T UN (W), ¢ (2; Uz,) converges to 1 (z) (from
above) uniformly on Z.
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PRrROOF. Certainly 9 (z; Uz, ) — % (2) for any fixed z € Zy as k — oo. Since Zj
is compact and ¢ (z; Uz) and v (z) are continuous, this convergence is uniform. O

We reference an important fact that will be used to establish stability.

Proposition 3.1.10. [16] Proposition 3.1] Suppose Z¢ = {z € Zy : ¢ () > €} sat-
isfies the Slater condition. Then D (Z¢,Z¢77) — 0 as v ] 0.

We must assume that the Slater condition is satisfied in the following lemma.
If e = 0, then the set {z € Zy : ¥ (z) > 0} is empty.

Proposition 3.1.11. Suppose Z¢ satisfies the Slater condition (i.e. € <0).
(a) H(Z¢ (Uz,),Z¢) — 0 as Uz, TUN (W).
(b) D (S (Usg,),S¢) — 0 as Us, TUN (W).
(c) v¢ (Us,) — v¢ as Ug, TUN (W).

PROOF. (a) Since ¢ (z; U=) converges to 1 (z) uniformly, it epi-converges and
hypo-converges to v (z) as well by [19] Proposition 7.15]. Then Z¢(Ug,) is upper
semiconvergent to Z¢ and D (Z¢ (Ug, ), Z¢) — 0 as k — oo by [26], Theorem 3.1].
Since Z€ satisfies the Slater condition, we have Z¢ C clint Z¢ by the previous
proposition. Thus Z¢ (Uz, ) is lower semiconvergent to Z¢ and D (Z¢, Z¢ (Ug,)) — 0
as k — oo by |26, Theorem 3.5].

(b) Apply [26] Theorem 4.1]. If Z¢ is empty, then Z¢ (Ug, ) must be empty for
all large k by part (a).

(c) Follows from part (b). O

3.2. Optimality conditions

3.2.1. Optimality conditions for problem (¢—MP). The space UN (W)
is a compact metric space in the topology induced by the supremum norm || - ||
on C(W). Thus, C(W) is also a locally compact Hausdorff space. We define
C (UN (W)) to be the space of continuous functions on ¢~ (W), all such functions
necessarily have compact support because UV (W) is compact.

To represent the constraints ([2) as a single functional constraint in C (UY (W),
define the operator g : Zy — C (UN (W)) via

[9(2)] (u) =g (z,u).
We have already shown that g (z) is an element of C (U™ (W)) by the Lipschitz
continuity of g (z,u) in (z,u) € Zg x UN (W). Constraints (2] are then equivalent
to

g(z) —eeCy(UN (W),

where C,. (U™ (W)) is the set of non-negative continuous functions on U™ (W).
Let M (UYN (W)) be the space of finite signed regular Borel measures on

©w).B),

where B is the sigma-algebra generated by the open sets of C (WW). We denote a
measure in M (UYN (W)) as A. Define the Lagrangian

L(z,A)=[(2)+ (7 g(2)),

where
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o= leElmare

is the duality pairing between C (UN (W)) and M (UN (W)).
The Slater condition for problem (e—MP) is defined next.

Assumption 3.2.1. There exists z € Zy such that

g(Z,u)>e, NueclU™(W).
The dual to the cone Cy (UN (W)) is
M (™ (W)
£ {AeMUN W) (A f)=0,Vfec (UN(W))}.
In the following theorem, for u € YUY (W), §, is the Dirac delta function at u
on UN (W).

Theorem 3.2.2. Suppose assumption [3.2.1] holds. R
(a) If 2 € Zy solves problem (¢ — MP), then there exists A € M (UN (W))
such that

(5) L (2,[&) = max {L (z, A) iz € ZO} ,
(6) (Ag(2) = A UN (W)).

(b) If 2 € Zy solves problem (e — MP), then there exists A € M (UN (W))
satisfying — @ such that A = Z%Zl AmOu,, for Am >0 and u,, € UN (W) for
allm=1,..., M.

PRrROOF. (a) The operator g (-) is continuous. It is also concave: for z1, 25 € Zj
and 0 < o <1 we have

lg(az+(1—a)z)] (v
= glaz1+ (1 —a)z,u)
Elu(G(az +(1-a)z)) —u(Y)]
Efu(aG(21) + (1 — ) G(22)) — u(Y)]
Elou(G(z1)) + (1 — ) u(G(22)) — u (Y)]
alg (z1)] (u) + (1 = a)[g (22)] (u),

for all u € UN (W). Problem (e—MP) can be written as

IV v

gy S0

st. g(z)—eely (UN (W)).

Under assumption the above problem satisfies the Slater condition. The
Lagrangian for this problem is

T(zA)=[(z)+(Ag(z)—€).
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We can apply [4) Theorem 3.4] to obtain the existence of some A € M., U™ (w))

such that
T(é,f&) maX{T (z,[\) : ZEZO},

<A7g (’2) - 6> = 0.
(b) Apply [4, Proposition 5.104]. O

Notice that the perturbation e introduces the term e A (Z/IN (W)) into the com-
plementary slackness conditions. In fact, since A € M, UN (W)) it is a non-
negative measure and A U~y (w)) = |A]l, where ||A|| is the total variation norm of

the measure A. .
Given an optimal dual multiplier A, we ask if we can transform the expression
(A, g (2)) using Fubini’s theorem to gain additional information.

Theorem 3.2.3. Define up (+) = fuN(W) w(-)dA (u) for A € My (UN (W)). Then
for X, Y € LY (Q,F, P) we have

/ Efu(X) —u(Y)]dA (u) = E[up (X) — ua (V)]
uN (w)

PrOOF. The function uy (-) = fuN(W)u(.)dA (u) is increasing and concave
because each u (-) is increasing and concave, the measure A is non-negative, and
integration preserves monotonicity and concavity. Thus, ua is a well defined in-
creasing concave function.

Integration on ) is with respect to the measure space (2, F, P) and integra-
tion on UN (W) is with respect to the measure space (Z/IN (W) ,B,A). Product
integration is defined on the measure space

(QxUN (W), F xB,P xA)

formed by the cross-product. First notice

u(X (@) —u (Y (@) | < [0u]lw]X (@) = Y (w) |2,
by [2, Theorem 2.1]. Further, ||Oullw < 1 for all u € YN (W) by assumption. Then

o @) - u (@) P x )
QxUN (W)

< | X (@) = Y (@) l2d (P x A).
QxUN (W)

By assumption X,Y € LY (Q, F, P), so both ||X (w) ||z and ||Y (w) |2 are bounded
by some C' > 0 for P—almost all w € 2. Thus

/ 1X (@) — Y (@) [l2d (P x A) < 2C d(P x A)
QxUN (W) QxUN (W)

and
/ d(PxA)=P QAU W)) <o
QxXUN (W)

since P () =1 and A € M (U™ (W)) is a finite measure by definition.
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It follows that the function u (X (w)) — u (Y (w)) is integrable on
(QxUN (W), F xB,PxA).

By assumption, (2, F, P) and (UN (w) ,B,A) are finite measure spaces. Fubini’s
theorem [13] Theorem 2.37| gives

/ (X (@) — u (Y () d (P x A)
QxUN (W)

/MN(W) [/QU(XW)) —u(Y(oJ))P(dw)} dA (u)

- /U w (X (@)~ u (Y (w)) dA (u) | P (do).
a [Jurw)

Thus,

/ E [u(X) — u(Y)]dA (u)
UuN(w)

E

/ u (X) dA (u) —/ u (Y) dA (u)
UuN(w)

uN(w)

= Eua (X)—ua (Y)].

The preceding theorem shows that

/ Efu(G(2)) —u(Y)]dA (u) = Efus (G (2)) — ua (Y)],
uN (W)

for any z € Zy using the fact that G(2) € LY (Q,F,P) for any z € Z; and
Y € £ (O, F, P).

In the next theorem, we show that all functions in clconv/™ (W) can be de-
scribed in terms of measures on (UN (W), B).

Theorem 3.2.4. The sets clconvUd™N (W) and

{/ w() dA () < Ae My @Y (W), Al = 1}
uN(w)

are equal.

PROOF. The set convid™N (W) is convex by definition. Any finite convex com-
bination of elements of U™ (W) is of the form Zilzl Aiu; (+) for where Zle Ai=1
and A > 0. Since W has nonempty interior, the relative interiors of the domains of
the functions u; (-) have a nonempty intersection. Then [20, Theorem 23.8] states
that

I I

Thus
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I I
1> X () llw <Y Nillows () [lw < 1.
=1 =1

It follows that all u in convid™ (W) have uniformly bounded subdifferentials, so
convU™ (W) is equicontinuous. By construction U~ (W) is uniformly bounded, so
convU™N (W) is uniformly bounded as well. In summary, convU/™ (W) is equicon-
tinuous and uniformly bounded (and thus point-wise bounded) on W. Then the
closure of convUU™Y (W), clconviU™N (W), is compact by Ascoli’s Theorem [21], The-
orem AB].
By Milman’s Theorem [21], Theorem 3.25|, every extreme point of

clconvU® (W) lies in U™ (W). Choquet’s Theorem [18, Chapter 3, Theorem (Cho-
quet)| then shows that every u € clconvi/™ (W) is of the form

{/ u(-) dA (u) : A e My (UN (W), ||A||:1}.
UuN(w)

We are able to apply to apply Choquet’s Theorem because clconvU™ (W) C C (W),
and C (W) is a locally convex topological vector space. In particular, for § > 0 any
neighborhood

Bs (0) ={feCc(W) : [fl <d}
is a convex set and the set of neighborhoods of this form is a convex local base at
ZEro. ([

We can scale the previous theorem.

Corollary 3.2.5. The sets clconeld™ (W) and

{/ w() dA (u) : Ae My (UN (W))}
UN(w)
are equal.
PROOF. By definition
coneU™N (W) = U {aconviN (W)}
a>0
and
cleone (UN (W)) = U {aclconv (UN (W))}.
a>0
For any o > 0,

a{/ w(-)dA (u) : Ae My (UN (W), ||A||:1}
UuN (w)

{/ () d(ah) (u) : Ae My UN (W), A = 1}
UN (W)

{/ () dA () : A € My (UN (W), [A] a}
UuN(w)



3.2. OPTIMALITY CONDITIONS 27
where the first inequality uses linearity of the integral

a/ u () dA (u) = / u()d(al) (u).
UuN (w) unN (w)

By definition of the total variation norm, ||aA| = «||A]l. We use the previous
theorem to show

clconeU™N (W)
= U a{clconvU™N (W)}

a>0

= U{e{ [, sme s m @y -
a>0

= U {/MN(W)u(-)dA (w) : Ae My (UN (W), |A| = a}
a>0

= {/ u(-)dA(u):A€M+(UN(W))}.
UuN(w)
O

In summary, the vector-valued integral [, v (W) U (-) dA (u) lies in cl coneU™ (W)
for any A € M (UN (W)).

3.2.2. Optimality conditions for problem (e—SIP). For this subsection
the operator g (-) will be understood as g : Zy — C (2),

[9(2)](§) =g (zu(;8).
For A € M (Z), the Lagrangian for problem (e — SIP) is

L(zA)=f(2)+ / 19.(2)] (u (5 €)) dA (€).

The Slater condition for problem (e — SIP) is defined next.

Assumption 3.2.6. There exists z € Zy such that

g(zZ,u)>¢ VueUs.
For £ € =, d¢ indicates the Dirac delta function at £ on Z.

Theorem 3.2.7. Suppose assumption [3.2.6] holds. )
(a) If % is optimal for problem (e—SIP) then there exists A € M4 (E) such that

(7) L (Q,A) = max {L (z, A) rz€E ZO} ,

(8) (Ag(2) = cA ().

(b) There exists A € My (E) satisfying (7) — such that A = Zn]\le AmOe,,
for A, >0 and &, € 2 forallm=1,..., M.
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Given an optimal dual multiplier A, we can again transform the expression
(A, g (2)) using Fubini’s theorem. The next three results are in line with the previ-
ous subsection and have already been established in [14].

Corollary 3.2.8. Define up (-) = [z u (- §) dA(§). Then for X, Y € LY (Q, F, P),

[E [ (X: €) — u (X: )] dA () = E un (X) — up (V)]

Next we characterize clconv Uz.

Corollary 3.2.9. The sets clconvUz and

{/:u(~; ) dA (u) : A e M, (E), |A||—1}

are equal.
We can scale the previous theorem.

Corollary 3.2.10. The sets clconeUs and

{[ugmn@© rem. @}

are equal.

3.2.3. Optimality conditions for problem (e—NLP). In this subsection
the operator g (-) will be understood as a vector-valued mapping g : Zy — RI,

Efu1 (G (2) = w1 (Y)]

g(z)= :
E[ur (G (2)) —ur (Y)]

For A € R, define the Lagrangian for problem (e—NLP) to be

L(z,A) =[f(z)+{\g(2),

where

is the usual inner product on R’.

Assumption 3.2.11. There exists Z € Zy such that

g(Zu;) >e, Vi=1,...,1

The next theorem follows from the usual nonlinear programming optimality
conditions.

Theorem 3.2.12. SupposeAassumption 3.2.11] holds. If Z is optimal for problem
(e—NLP), then there exists A € R such that
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(9) L (73, 5\) = max {L (z, 5\> Pz E Zo} ,
(10) Boae) = A

Since we are only dealing with finite sums in this subsection, we immediately
obtain the equality

I
> Xig (z,u5) = Efux (G (2) — ux (V)]

=1
for uy (1) = 320, N ().
3.3. Duality

3.3.1. Duality for problem (e—MP). The dual functional for problem
(e—MP) is

d(A) =max{L(z,A) : z€ Zy}.

The corresponding dual problem is

(e~MPp) min {d (A) — e A (UN (W)) : A e My UN (W)},
By the optimality conditions and weak duality, strong duality holds between prob-
lem (e—MP) and problem (¢ — MPp).

Theorem 3.3.1. Suppose assumption [3.2.1] holds.

(a) If problem (e—MP) has an optimal solution, then problem (e — MPp) has
an optimal solution and the optimal values are equal.

(b) If problem (e — MPp) has an optimal solution A then any 2 satisfying the
optimality conditions — @ with respect to A is optimal to problem (e—MP).

(¢) Problem (e — MPp) has an optimal solution with support on a finite set
{ul, R ,UM} culN (W)

PRrROOF. (a) Clearly,

[(2) < L(z0) = A UY (W)
for any A € M, (UN (W)) and any z € Zj satisfying , and thus

f(z) <d(A) —eA (UN (W) .
For 2 and the corresponding A satisfying the optimality conditions - @ we
have

F(3) =d (A) — A UN (W)
so A is optimal for problem (e—MPp).

(b) By weak duality, if A is an optimal solution of problem (¢ — MPp) then

) <d(A) = eA @™ (w).
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However, if Z satisfies the optimality conditions — @ with respect to A, then

7y =d(R) = eh @ w))

by complementary slackness and 2 is necessarily an optimal solution.
(c) This statement follows from the existence of an optimal multiplier A =

Z%Zl Am0y,, from the optimality conditions. O

Now define the alternative Lagrangian

L(zu) = f(2) +Eu(G(2)) —u(X)],

and the alternative dual functional

d(u) =max{L(z,u) : z € Zy}.

As in [8], [14], problem (e—MPp) can be transformed into an optimization problem
over the domain clconed™ (W). This transformation is of interest to us because the
> ey constraint is defined in terms of U™ (W). We relate measures in M. (UN (W))

with functions in clconeU™ (W) via the functional equality:

)= [ ul)dr).
UN (W)
For fixed u € clconeU™ (W), we define

M (u) = {A e My (U (W) : () :/M u(-)dA(u)}

N (W)

to be the set of all measures in M. (U™ (W)) that induce the function w.

Lemma 3.3.2. (a) M (u) is convex for all u € clconeU™N (W).
(b) a M (u1) + (1 —a) M (ug) C M (aug + (1 —a)ug) for 0 <a < 1.

PRrROOF. (a) For A1, A2 € M (u) and 0 < o < 1, we have

wO= [ O

and

u(-) = /Z/{N(W) u(-)dAs (u),
and thus
u(-)=/L{N(W)u<->d[aA1+<1—a>A21 (u).
By the choice of 0 < a < 1, Ay + (1 — ) Ay € My (UN (W)).

(b) Choose uy,ug € clconed™Y (W) and 0 < o < 1. Then for Ay € M (u1) and
Ay € M (ug), aA1 + (1 —a)Ay € M (aug + (1 — @) ug) since
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/ u(-)d[aA + (1 —a)As] (u)
UNw)

- a/ w () di,y (u)—|—(1—a)/ w () dAs (u)
UN (W) uN(w)

by linearity of the integral. Thus

aM(u)+(1—a)M(ug) C M (aus + (1 —a)usg).

Define the new operator

PX (u) = arginf {||A]| : A € M (u)}.
We use the notation PX (u) because this operator is analogous to the projection of
an element in clcone™V (W) onto M (UN (W)).

Lemma 3.3.3. The infimum is attained in PX (u).

PROOF. For any @ € clconetd™N (W) with 0 < ||0i]w < 1, we have @ €
clconvU®™ (W). For @ € clconeUd™ (W) with 1 < ||01|w, then

— — ccleconvUN (W
10allw W)

since

i
19 [naanw] I =1.

Thus, for the measure

10T]lw 64/ ol w
we have

w0= [ w0l o] ).

It follows that
HaﬂHwéa/”aﬂHW c PX (ﬂ) .
If 0 < A < ||0a|lw, then @/X\ ¢ UN (W) since

[0[a/Allw = l[0u]lw /A > 1.
If ||0d)lw < A, then ||PX (@) || < A since a/A € UN (W) and @/||0%]|w > u/\ on
w. O

The next theorem presents two equivalent forms for problem (e—MPp).

Theorem 3.3.4. Problem (e—MPp) has two equivalent forms:

min {d (A) — e A (UN (W) : My UN (W)},

and

min {d (u) — €|[PX () || : u € clconeU™ (W)} .
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PROOF. By the equivalence uy ( fuN ) dA (u), it follows that d (up) =
d(A).

The functional |PX (u)| is convex in u. For uj,us € clconed™N (W) and
0<a<1,au +(1—a)uy € cleconed™N (W) and

[PX (aur + (1 —a)ug) || < [[A

for all A € M (v + (1 — @) uz). For any representation Ay, Ay € My (UN (W)
with A = a A + (1 — «) Ay, we have

Al = [l Ay + (1 = @) Ao
< al[Ar]] + (1 = a)[[Az],

by the triangle inequality.
In particular, restrict to A; € M (uq) and As € M (uz). Since a M (uy) +
(1 —a)M(u2) C M (aus + (1 — a)ug),
Al < af|Agf] 4+ (1 = a) [[Az]]

for all Ay € M (uy1) and A € M (uz). Take the minimum over Ay € M (u;) and
Ay € M (ug) to conclude

IPX (aur + (1 = a)us) |
< al[PX(u) |+ (1 = a) [[PX (ug) |-

Finally,

IPX (u) | = A (U (W)
when PX (u) = A. O

Using the preceding result, we can recast the optimality conditions for problem
(e—MP) in terms of u.

Theorem 3.3.5. Suppose assumption holds. If 2 € Zy solves problem (e —
MP), then there exists @ € clconeld™ (W) such that

L(;,4) = max{L (z,4) : 2 € Zy},
Ela(G(2)-a(1)) = el[PX(a) .
3.3.2. Duality for problem (e—SIP). Define the dual functional

d(A) =max{L(z,A) : z € Zy}
for problem (e—SIP). The corresponding dual problem is

(e—SIPp) min {d (A) — €A (2) : A € M ()}

By the optimality conditions and weak duality, strong duality holds between prob-
lem (¢—SIP) and problem (e — SIPp).
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Theorem 3.3.6. Suppose assumption [3.2.6] holds.

(a) If problem (e—SIP) has an optimal solution, then problem (e — SIPp) has
an optimal solution and the optimal values are equal.

(b) If problem (¢ — SIPp) has an optimal solution A then any 2 satisfying the
optimality conditions — with respect to A is an optimal solution for problem
(e—SIP).

(c) Problem (e — SIPp) has an optimal solution with support on a finite set

{&,..., &} CE.

Using the same argument as in the previous section, we can identify utility
functions in clcone Uz and measures in M (Z) via the functional equality

s <->=/u<~; €)dA (€).

For fixed u € clcone Uz, we define

M (u; clconv Us)

- {AGM@;M.)/

w5 9 ()}

to be the set of all measures that induce the function u. Define

PX (u; clconv Uz)

= argmin{||A|| : A € M (u; clconvUz)}
to be the element of M (u) with minimum norm.
Theorem 3.3.7. Problem (e—SIPp) has two equivalent forms:

min{d(A) —eA(Z) : A e M, (B)},
and
min {d (u) — €||PX (u; clconvUz) || : v € clcone Uz} .
Next we recast the optimality conditions for problem (e—SIP).

Theorem 3.3.8. Suppose assumption holds. If 2 € Zy solves problem (e —
SIP), then there exists U € clconeUs such that

L(z,4a) = max {L (z,4) : z € Zy},
Ela(G(2) -a(Y)] = €||PX (@; clconvUz) ||.
3.3.3. Duality for problem (e—NLP). The dual functional for problem
(e—=NLP) is defined as

d(A\) =max{L(z,\) : z€ Zy}
and the corresponding dual problem is

I
(e~NLPp) min {d()\)—eZ)\i : /\20}.
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By the optimality conditions and weak duality, strong duality holds between prob-
lem (e—NLP) and problem (¢ — NLPp).

Theorem 3.3.9. Suppose assumption[3.2.11] holds.

(a) If problem (e—NLP) has an optimal solution, then problem (e — NLPp) has
an optimal solution and the optimal values are equal.

(b) If problem (e — NLPp) has an optimal solution X then any % satisfying the
optimality conditions @ — with respect to \ is optimal to problem (e—NLP).

We will now transform problem (e—NLPp) so that its domain is
cone {uy,...,ur}.

We will use the equivalence d (\) = d(uy) for uy () = Zle Aiw; (+). In this

subsection, we can suppose that {u,...,us} is a linearly independent set without
loss of generality. For any u € cone {uy,...,us}, there is a unique A such that
I
Let

PX (u; conv {uy,...,ur}) = {)\ eERL :u()= Z)\iui ()} .

The set PX (u; conv {uy,...,ur}) is a singleton under the linear independence as-
sumption.

Theorem 3.3.10. Problem (e—NLPp) has two equivalent forms:

I
min{d(A)eZ)\i : AZO},

=1

and

min {d (u) — €||PX (u; conv {uy,...,ur}) |1 : A >0}.
Next we recast the optimality conditions.

Theorem 3.3.11. Suppose assumption holds. If 2 € Zy solves problem (e —
NLP), then there exists 4 € cone {ux,...,ur} such that

L(z,4) = max {L (z,1) : z € Zy},
Ela(G(2) —a(Y)] = ellPX(a; conv {uy,...,ur}) |1

3.4. Finite probability spaces

On finite probability spaces, theorem furnishes another form of problem
(MP) as discussed in [I]. Suppose ; = {wi1,...,wis} and Oy = {wa1,...,wak}
are both finite sample spaces and the collection JF; makes all scenarios on {2; mea-
surable for i = 1,2. We define sets J = {1,...,J} and £ = {1,..., K} to index
the samples. Our coupled problem is:
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(CP) max f(z)

z2E€Zo
K
D k1 Tk Y (wor)

(11) st [G(2)] (wi)) > o)) VjeJ,
K

(12) > mik = P (fwi;}), VieJ,
k=1
J

(13) Zm = P, ({war}), vk € K.

Problem (CP) is a standard convex programming problem with finitely many deci-
sion variables and finitely many constraints. Its perturbation is

(e—CP) max  f(2)
(14) st [G(2)] (wiy) vied,
o S Tk (Y (wor) +€1)
- Py ({wi,}) ’
K
(15) > mi =P ({wi}), VieJ,
k=1
J
(16) Zﬂ'jk =P ({w2k}> , Vk e K.

The inequality

N (wr s Zszl ik (Y (wor) +€1)
G (2)] (wij) = o)

is equivalent to

‘ lele ik (Y (wak))
(G (2)] (w15) = P ({w1j})

using the fact that Zle mjr = P1 ({w1;}). The constraints are then equivalent
to

el

S min Y (w2r)
Py ({wi;})
The following proposition describes the relationship between problem (e — MP)
and problem (e — CP).

(G (2)] (w15) = +el, VjeJ.

Proposition 3.4.1. For ¢ < 0, problem (VN e—~MP) is a relazation of problem
(E—CP) on Ql = {wll, NN ,CL)L]} and QQ = {WQl, N ,LUQK}.

PROOF. Problem (e — CP) is equivalent to
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s J6
J
5.t. ZPl {wi}) u (G ()] (w15)) Yueu (W),

> P ({war}) u(Y (war) +€1),

k=1

by construction. In this setting, problem (¢ — MP) is

gy 1)
J
st D P ({whu(G ()] (@) Yu e U™ (W),

For any u € UN (W) we have

Efu(Y+el)] -Efu(Y)]] < [lell: = VNe,

since ||Ou|lw < 1. Rearrange to obtain

E[u(Y+el)] >Eu(Y)]+VNe
For any z € Z such that - we have

ST P {wDu(G ()] (@) Yueu™ (W),

j=1

Mw

Py ({war}) u (Y (wor) +€1),

e
I
—

and thus

J
Zpl (D u (G ()] (wy))  Yuelu™ (W),

K
Z ({war}) u (Y (war)) + VN e.

36
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3.4.1. Optimality conditions for problem (¢—CP). We now derive opti-
mality conditions for problem (¢—CP). Introduce multipliers {A;},.; C RY cor-
responding to the constraints (14]). The partial Lagrangian for problem (e—CP)
is

! Sy kY (wor)

L(z,mA)=f(2)+ ZOW (G ()] {w1) = Py ({wi;})

j=1
Since problem (e—CP) is a standard convex programming problem with finitely
many constraints, we can appeal to the usual Slater condition.

—el).

Assumption 3.4.2. There exists Z € Zy and ® > 0 such that

Sy TinY (war)
Py ({wi;})

K
T = P ({wi}), VieJd,

(G (2)] (wij) > +tel, VjeJ,

x>
=

M-

’ﬁjk =P ({wgk}), Vk e K.

j=1

The usual optimality conditions for nonlinear programming follow.

Theorem 3.4.3. Suppose assumption holds. If (2,7) solves problem (e—CP),
then there exists A € ]R_{N such that

(17) L (z7r X) -
o Zimmk=Pi(eyd), Vied,
max { L (z,w,/\) : ijl i =Py ({w}), VEEK, ¢,
S Zo, T 2> 0
J

J K .
N A D k=1 Tk Y (wor) _ 3
(18) 2 (6@ (wy) - RS = DL A),

(19) Ao 0.

j=1 j=1

3.4.2. Duality and decomposition for problem (e—CP). The dual func-
tional for problem (e—CP) is

S mie = PL({wy}), Vi€ d,
d(\) =max{ L(z,m,\) : Z;-le Tk = Py ({war}), Vk €K,
z€ Zy, m>0

The dual to problem (e—CP) is

J
(e—CPp) min < d (\) — €Z<l, Aj) i A>0
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We can show that strong duality holds between these two problems.

Theorem 3.4.4. Suppose assumption [3.4.9 holds.

(a) If problem (e—CP) has an optimal solution, then problem (e—CPp) has an
optimal solution and the optimal values are equal.

(b) If problem, (e— CPp ) has an optimal solution X, then any (2, %) that satisfies
. . 119) corresponding to A is optimal to problem (e—CP).

For a candidate dual solution A > 0, we solve d(\) to obtain a candidate
primal solution (2 (\),# (A)). Next we use (£ (), 7 (A)) to compute a subgradient
of d(A). We can update A by moving in the direction of this subgradient. The
following result holds by construction of the Lagrangian L (z, 7, \).

Proposition 3.4.5. For A >0,

. SE wik (N Y (war)
(e - ) e
is a subgradient of d(\) at A = A.

The dual functional d (A) has decomposable structure by inspection.

Proposition 3.4.6. The dual functional d(\) decomposes into

J
max +Z A, [G(2)] (wy)) : 2z € Zy
j=1
and
J K S ik = P ({wi)), Yied,
- (war)) k=170 j
max —ZZ%" i1k = Py ({war}), Wk €K,
j=1k=1 1 (w5) 2 € Zy, m>0

The first layer of d (\) is a standard convex optimization problem. The second
is a linear program.



CHAPTER 4

Sample average approximation of a class of
multivariate integral stochastic order constrained
programs

4.1. Sample average approximation

In this chapter we study sample average approximation for problem (e—MP).
The structure of this chapter is based on the development in [16]. There are two
important extensions of [16] in this chapter. First, we explore SAA for prob-
lem (e—MP) and problem (e—SIP), both of which generalize the problem class in
[16]. Second, we sample for G (z) and Y separately, whereas it is assumed in [16]
that samples are taken from the jointly distributed random vector (G (z),Y). In
practice, the benchmark usually does not need to be sampled at all because it is
designed by the decision maker. Further, collecting unnecessary samples for either
the random-variable-valued mapping or the benchmark will lead to a significant
computational burden as this chapter shows.

This chapter establishes the significant fact that sample average approximation
is effective for problem (e—MP) and problem (e—SIP). If it were not, then there
would be no hope of solving this class of problems in practice.

4.1.1. Sample average approximation for problem (e—MP). We sample
from (€1, F1, P1) for the random-variable-valued mapping G (z) and we sample from
(Qq, Fa, P») for the benchmark Y. In some applications, the benchmark does not
need to be sampled at all. In that case K is fixed.

We add structure to (21, F1) and (22, F3) to continue.

Definition 4.1.1. [12] Section 1.4] A measurable space (€2, F) is nice if there is
an injective map ¢ : (Q,F) — (R, B), where B is the Borel o—algebra on R, such
that both ¢ and ¢! are measurable.

A nice measurable space (€2, F) can be identified with R in this manner; that
is, a sample point w € ) uniquely corresponds to a point in R. We will assume
(Qq, F1) and (g, F2) are nice for the rest of this chapter.

Define

RY = {w = (w1,ws,...) : w; € R} = {functions w : N — R},
where N = {1,2,...} is the set of natural numbers. We let BY be the o—field on
RN generated by finite dimensional sets of the form {w : w; € B;, 1 <i < I} for
B; € B. The Kolmogorov extension theorem (see [I2 Chapter 1, Theorem 4.11])
establishes probability measures P; and Py on (RN, BN) such that

Pl (w LW, € (ai,bi], 1 S 7 S I) = X{:lpl (UJ S (az,bz])

39
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and

Po (w LW € (ai,bi], 1< < I) = XiI:lPQ (w S (ai,bi]),
for all rectangles x!_, (a;,b;] with a; < b;. We use (RN, BY, 731) to denote the space
of random samples from (1, F1, P1) and we use (RN, BY, ’Pz) to denote the space
of random samples from (2, F2, P»), For convenience, we also introduce

(RN, BN7 P) = (RNv BN7 Pl) X (RN7 BN7 PQ)
to denote the joint probability space of random samples. The choice of P = Py x Ps
indicates that samples for the random-variable-valued mapping and samples for the
benchmark are independent.
Let 6., be the point-mass at w € €, let

1 J
PlJ jz w1,

be the empirical distribution from the first J sample points from (RN, BY, 73’1), and
let

Pk (w =% Z Ouwsp

be the empirical distribution from the first K sample points from (RN,BN,PQ).
Equal probability is assigned to all points in P s (w) and Py (w). By the Glivenko-
Cantelli theorem, P ; (w) — P in the topology of weak convergence. That is, for
P, —almost all w € RY we have

/ f(w) Py (dw) — / f(w) Py (dw)
Q Q

as J — oo for all bounded functions f € C (R). In the above integration, we are
technically abusing notation by writing Py (dw) because P ; is a random variable
that depends on w € RN, When we write Py, (dw), it will be understood that we
are integrating over ) with respect to the measure Py ; and the dependence of P,
on w € RY is suppressed.

The estimate of g (z,u) based on J sample points from (£21,F7, P1) and K
sample points from (s, Fa, P) is

K
9iK ( J Z wl] K Z Y (war))

The sample average approxunatlon of problem (e—MP) based on J samples from
(Q1, F1, P1) and K samples from (Qg, Fo, Py) is

(e — SMP) max £ (2)
(1) st. gik (z,u) > €, vu e U™ (W),

and its feasible region, set of optimal solutions, and optimal value are:
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Z‘EJK = {Z € Zy : },
Sik = argmax {f (z) : z € Zjk},
Vi = max{f(z) : z€ Z5x}.

The corresponding perturbed sample average approximation of problem (¢—CP) is

(e-SCP) pax o f (2)
K
@ st GEI@ 2 Y m (Y waw) +el), Ve,
N 1 k=1
(3) > k=T Vied,
k=1
1
(4) ;m = = Vk € K.

Define the feasible region, set of optimal solutions, and optimal value for problem

(e—SCP):

Zép K £ {(z,m) € Zo : . .}
Stp Kk £ argmax{f (2) : (Z,W)GZCP,JK},
VeP,IK £ max{f(z) D (z,m) € ZE’P,JK}'

It is easier to study the properties of sample average approximation for problem
(e—SMP), but it is easier to solve problem (e—SCP).

In Chapter 3, we perturbed problem (MP) so that it could satisfy the Slater
condition. This same perturbation serves a new purpose in this chapter. For ¢ = 0,
there is no guarantee that problem (e—SMP) is feasible even when J and K are large
and the original problem (e—MP) is feasible. For example, suppose the constraint

Elu([G (2)] (wi;)] - E[u(Y)] >0
is binding for some nontrivial (i.e. non-constant) u € U~ (W) at all 2z € Z, (with a
possibly different u for each z € Z;). We can choose € > 0 and J* and K* so that

| / ) P (dw) — / u((C (2)] (@) Pry (dw)| < €

and

[ @) Paw) — [ (¥ @) P () < &

for all J > J* and K > K* for each of these z and u. However, these bounds do
not guarantee that the inequality

/ u((C ()] () Pr (dw) — / u (Y () Paxc (dw) > 0
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will hold when originally E [u (G (z,w))] — E[u(Y)] = 0, no matter how small €

becomes. The perturbations in problems (¢ — SMP) and (e — SCP) provide the

necessary slack in the stochastic order constraint to overcome this feasibility issue.
We estimate problem (e—SIP) with

(e—SSIP) max f (2
EASVA
(5) st grk (z,u) > e, Yu € Us.

The feasible region, set of optimal solutions, and optimal value of problem (e—SSIP)
are:

(1>

Z5x (Us) {z€Zy: @)},
S5k (Uz) argmax {f () : z € Zjx (Uzg)},
vig (Uz) = max {f (2) : 2 € Z5x (U=)}.

The sample average approximation of problem (e—NLP) is

lI>

-SNLP
(e ) max  f(z)
(6) s.t. 9IK (Zvui)zea 7;:1’""]’

with corresponding feasible region, set of optimal solutions, and optimal value:

Zf]K ({ul,...,uj}) {Z € Zy: @},
Sk {ur, ... ur}) argmax{f (z) : z€ Z°({u1,...,ur})},
Vi ({u, ... ur}) £ max{f(z) : z€ Z°({u1,...,ur})}.

4.1.2. Analytical properties. Set 7; £ %Z;’:ll—[(wlj), which only de-
pends on the sample from (4, F;, P1). Also define

J
1
¢k (G(2),X éjz J (@) [l2 + Z (w2r) [l2-

=

Proposition 4.1.2. Under assumption oK () is uniformly bounded on Z
for P—almost all w € RN,

Proor. It has already been shown that the inequality

(G ()] (w), X (w) < [[[G(20)] (W) [l2 +TT(w) D (Zo) + Y () 2
® ([G (20)] (), Y (w)) + D (Z0) T (w)

holds for any fixed zq € 7.

Let Py = Pij x Pyi be the probability measure on (Q, F) determined by the
first J samples from (Qq, Fy, P) and the first K samples from (Qo, 5o, P2). We
have assumed that G (z) for all z € Zj, II, and Y are all integrable with respect to
P. Tt follows that G (z) for all z € Zy, I, and Y are all integrable with respect to
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Pjk. The random variable @ ([G (z0)],Y) is then integrable with respect to Py
and

ik (G(2),Y)
< Ep, [®(G(20)],Y)] +D(Zo)Ep,, (1]
< o'}
for all z € Zj. [l

The next proposition shows that the estimate gsi (z,u) is a bounded function.

Proposition 4.1.3. Suppose that assumption holds, gy (z,u) is bounded for
u € UN (W) for P—almost all w € RY.

PROOF. We have |gsk (2,u) | < ¢sk (2) and that ¢ sk (z) is uniformly bounded
in z € Zy for P—almost all w € RY. O

Now we establish continuity of g;x (z,u).

Proposition 4.1.4. g x (z,u) is Lipschitz continuous on Zo x UN (W) for
P—almost all w € RY.

PROOF. Recall the definition of P from earlier. For any given (z1,u1), (22, us) €
Zo x UN (W), we have

<

lgsK (Zlaul)—gJK (22, u2) |

197k (21,u1) — 9ok (21,u2) + guk (21, u2) — guk (22,u2) |
|97k (21,u1) — gk (21,u2) | + |g7K (21, u2) — 97K (22,u2) |
Ep, . [u (G (Zl)) ur (Y) —u2 (G (21)) +u2 (Y)]|
+|Ep, . [u2 (G (21)) — u2 (G (22))] |

By the earlier propositions,

IA I
:ch

Ep, . [u1 (G (21)) —ur (Y) —u2 (G (21)) + uz (Y)] |
< Ep,, un (G(21)) —un (Y) —us (G (21)) + us (Y) ]
< Ep, [®(G(21)] (w),Y (w)) lur — uzlw]
< Dok flur —uzlw,

where
Ik = iré%f¢JK (2) < .
Further,

Ep, [u1(G(21)) — u2 (G (22))]
< Ep (lu2(G(21)) —u2 (G (22)) ]
< Ep,, M) IG (21) = G (22) [|2]
< 7rlla = 22

where
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~l =

Ty =

J
Z 11 (W1j> < 0.
j=1

In summary,

|97k (z1,u1) — gik (22,u2) | < (Tyx +77) (|lur — wallw + [|21 — 22]]2) -

4.2. Convergence analysis of sample average approximation

In this section, we verify consistency of SAA for problem (e—MP) and problem
(e—SIP).

4.2.1. Convergence analysis for problem (e—MP). The next proposition
verifies that g () converges to g () uniformly on Zy x UN (W).

Proposition 4.2.1. For P—almost all w € RY,

sup{|g(z,u) —gsk (zu) | : (z,u) € Zog xUN (W)} -0

as J, K — 0.

PROOF. For fixed (z,u) € Zo x UN (W), gsk (z,u) = g (z,u) as J, K — oo by
the Glivenko-Cantelli theorem. The space Zy x UYN (W) is compact, and g (z,u)
and all gy (z,u) are continuous, so this convergence is uniform.

To formalize this argument, choose € > 0. For any fixed (z,u) € Zog x UN (W)
it is true that gsx (z,u) — g(2,u) as J,K — oo for P—almost all w € RY. In
particular, there are J* and K* (that depend on (z,u) and w) such that

197K (2,u) — g (z,u) [ < €/3
for J > J*(z,u) and K > K* (z,u). It is also true that gk (z,u) are Lipschitz
continuous on Zy x UN (W) for P—almost all w € RY. Thus, there is a ; > 0 (that
depends on w, but not on (z,u) by Lipschitz continuity) such that

I (z,u) = (2", u') || < 6y

where

1z u) = (' u) | = llz = 22 + llu — v/llw

implies

lgsk (z,u) — gyr (2, u)) ]| < €/3.
Similarly, there is a 2 > 0 such that

” (Zvu) - (Zlvul) || < 52

implies

|g (Zvu) -9 (Z/,’LL/) ‘ < E/3
Let 6 = min {d1,02} and let the set
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{Bs (=, U)}(z,u)ezoxuN(W)

be an open cover of Zy x U (W) determined by the open balls of radius & at each
(z,u). By compactness, there is a finite subcover

{Bs (21, i)}y
of Zo x UN (W) determined by {(21,u1),...,(21,us)}. Let

(5, K*) > max {(J* (25, w) , K* (23,00)) iy 5
where this maximization is with respect to the usual order on R?. Suppose that
(J,K) > (J*, K*). For any (z,u) € Zo x U™ (W), let (z;,u;) be chosen such that
(z,u) € Bs (24, u;+). It follows that

97K (2,u) = g (2,u) |

< guk (z,u) — grk (Zie, wix) + ik (Zie, Wix)
- g(zi*7ui*) + g(zi*7ui*) - g(Z,U)
< gak (2u) — grk (Zie,wix) |+ g7k (2, wix ) — g (2, uie)

+ g (i, uix) — g (2,u) |
< €/3+€/3+¢€¢/3=c¢.

In the preceding inequality, we use that |gsjx (z,u) — gsk (zi+,ui=) | < €/3 and
lg (zix,ui+) — g (z,u) | < €/3 by Lipschitz continuity, and
lgsr (Zi=, wix ) — g (2=, us ) | < €/3 by choice of (J*, K*). O

Introduce the function

bk (2) £ inf {gx (z,0) 1 wed™ (W)}
and note the equivalence

ZEKE{ZG Zy - ’l/)JK(Z) ZE}
Lemma 4.2.2. vk () is Lipschitz continuous on Zy for P—almost all w € RY.

PROOF. For z1, 29 € Zy, we have

[Vir (21) = Yik (22) |

J
< s 1S (G ()] ) — u(IG (22)] ()]
weUN (W) j=1
J
< %ZH(WU) [[G (21)] (wij) — [G (22)] (wij) [|2
S Wi ||251 — ZQHQ.

Next we verify uniform convergence.
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Lemma 4.2.3. ¢k (+) converges to 1 (+) uniformly on Zy for P—almost all w €
RN.

Proor. Compute

ik (2) = (2)|
= |inf {gsx (z,u) s ueU™N (W)}
—inf{g(z,u) : ueUN (W)}|
sup{|gJK (z,u) —g(z,u)|: welu? (W)} — 0,
as J, K — oo. O

IN

The main convergence result is next.

Theorem 4.2.4. Suppose Z¢ = {z € Zy : 1 (2) > €} satisfies the Slater condition.

(a) H(Z5, Z¢) — 0 as J, K — oo for P—almost all w € RY.

(b) D (Sx,5¢) — 0 as J, K — oo for P—almost all w € RY.

(c) Vs — v© as J,K — oo for P—almost all w € RY.

PROOF. (a) ¥k (+) converges to ¢ (-) uniformly on Zy. Thus, by [19] Proposi-
tion 7.15] ¥k (+) epi-converges and hypo-converges to 9 (-) on Zy. By |26, Theorem
3.1], the set Z5, upper semi-converges to Z for P—almost all w € RN. Tt follows
that D (Z5,Z¢) — 0. Since Z¢ satisfies the Slater condition, it follows from [26],
Theorem 3.5] that D (Z¢, Z5,) — 0 as J, K — oo for P—almost all w € RY.

(b) By the preceding reasoning, Z9, semi-converges to Z¢ for P—almost all
w € RY. By [26, Theorem 4.1], D (S, S¢) — 0 as J,K — oo for P—almost all
w € RY. If S¢ is empty, then S is empty for all sufficiently large J and K.

(c) Follows from part (b). O

4.2.2. Convergence analysis for problem (e—SIP). Using the fact that
Uz is a compact subset of U~ (W), we obtain the following corollary of the conver-
gence result in the previous subsection.

Corollary 4.2.5. For P—almost all w € RY,
sup{|g (z,u) — g5k (z,u)| : (z,u) € Zy x Us} — 0
as J, K — oo.

Define

Yk (2 Uz) £ Jnf {97k (z;u)}
and notice
Z5x (Uz) ={2 € Zy : YK (2;Uz) > €} .

Lemma 4.2.6. ¢k (+; Uz) is Lipschitz continuous on Zy for P—almost all w €
RN,

Uniform convergence of ¢ ;i (+; Uz) to ¥ (-; Uz) is established next.

Lemma 4.2.7. ¢k (; Uz) converges to i (+; Uz) uniformly on Zy for P—almost
allw € RY,

The main convergence result for problem (e—SIP) now follows.
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Corollary 4.2.8. Suppose problem (e — SIP) satisfies the Slater condition.
(a) H(ZS (Uz), Z¢(Uz)) = 0 as J, K — oo for P—almost all w € RY.
(b) D (S5 (U=),S¢(Uz)) — 0 as J, K — oo for P—almost all w € RY.
(c) Vs (Uz) = v¢ (Uz) as J, K — oo for P—almost all w € RY.

We know that there exists a sequence {Us, },- , with Uz, C Us,,, and
vz =u"w).
k=0

Since this sequence is countable, we obtain the following corollary.

Corollary 4.2.9. Suppose problem (e—SIP) over Uz, satisfies the Slater condition
for all k> 0. Then H (ZJK (ng) ,Z.]K (ng)) — 0, D (SJK (ng) ,S (ng)) — 0,
and vy (Uzg,) — v (Us,) as J,K — oo for P—almost all w € RY.

PROOF. For each fixed k, this conclusion does not hold on a set of P—measure
zero. The countable union of sets with measure zero has measure zero. O

4.3. Upper bounds

In this section we adapt the methodology in [16, Section 6] to produce upper
bounds for problem (e—SMP) and problem (e—SSIP). It is possible to use duality to
construct an upper bound for v and v (Uz). The Lagrange multiplier of constraint
is u € cleoneUN (W). By weak duality,

v < néz}xL(z,u) — €||PX (u; cleonvi™ (W) ||.
z 0

Analogously, the Lagrange multiplier of constraint is u € clconeUs. By weak
duality,

v(U=z) < néz%xL (z,u) — €||PX (u; clconv Ug) ||.
2€Z0

Let

=

J
LJK (Z ’lL Z Z wlj — ? w2k

be the sample average approximation of L (z,u). At any time, our best guess for
an upper bound for v is

km—‘

min {m%xLJK (z,u) — €||PX (u; cleconvU™ (W)) : u € clconeld™ (W)}
z€24o

and for v (Uzg) is

min {mz%xLJK (z,u) — €||PX (u; clconvUz) || : u € clcone UE} .
ISP
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4.4. Aggregation, column generation, and row generation

Problem (e—SCP) is difficult to solve directly for large J and K. In this section
we discuss a large scale implementation strategy for this problem that combines
variable and constraint aggregation with column and row generation.

The Lagrangian of problem (e—SCP) is

J
L(z,m\dy) = —|—Z | (wij) Zﬂ'jk (war) +€1))

1

p
J
2

Jj=1

5; (ZW—> +Z'Yk Zw—— 7

and problem (e—SCP) can be written as

max {min {L (z,m, A\, 0,7) : A>0} : z € Zy, m > 0}.
The dual of problem (e—SCP) is then

min {max {L (z,7,A,0,7) : 2 € Zyp, # >0} : A >0}.

For the dual functional

J
d(\) = max { f(2) +Z<Aj,§ G ()] (i) : =€ Zo b,

j=1

we explicitly obtain the dual of problem (e—SCP):

1< 1 &
(e-~SCPp)  min d(A)fjga'f}];%
st — (A, Y (war) +€l)+ 0+ <0, Vje J,Vk eK.

4.4.1. Aggregation. We are really only interested in the decision variables
z in problem (e—SCP), rather than (z,7). With this understanding, we would be
willing to accept a possibly sub-optimal but feasible solution to problem (e—SCP)
in return for a gain in computational tractability. Problem (e—SCP) can be made
more tractable via aggregation.

There is a natural aggregation scheme for problem (e—SCP). Choose a partition
of 7, denoted {J;,}} i1—1» Where UiIll:1 Jiy = J and J;, (Ji, = 0 for iy # is.
We can aggregate all of the scenarios in each set J; into a single scenario with
probability mass 3 7, 1 /J =1J;,|/J. Similarly, choose a partition of K, denoted

{Kw}l2 1> Where Uszl K; =K and K;, K, =0 for i1 # i2. We can aggregate

all of the scenarios in each set K; into a single scenario with probability mass
Zker,z 1/K = |K;,|/K. Let

ﬁ(JilﬂKiQ) {Jll}zl 1 X {K12}12 17 ]R+
be the joint probability measure on the cross product of the modified sample

spaces {Jil} _; and {Kz,z}22 1- We recover the original joint probability measure
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{mjr}ic s rex from the aggregated measure 7 (J;,, K;,) via the following conven-
tion. Set
T (Jiy, Kiy)

Tip = ————2%
! | iy | | K |

for J;, > j and K;, 2 k.
We define (abusing notation by using J;, and K;, to indicate scenarios)

G ()] (i) =

and

1
Y(K;, )& — E Y .
7( 12) |Ki2|k€KA 7(&)2](;)
ig

In this new setup, the constraints are recast as

|J| [G (Z)] (Jh) 2 Z ﬁ-(‘]il?KZz) (Y(Km) +€1)? in =1, Wi
ip=1
or
1 1
Wi Y (G ()] (wyy) >Z (Jir, Ky ) K| > (Y(war)+el)|,
Jje€Jiy ig=1 2l keK
i1 =1,. allv
since

The constraints become

Iz
R Ji ,
Z’/T(JZ‘I,KZ'?):|J1|, 21:1,...,11.
=1
Finally, the constraints become
Iy
ZW(Jil’KiQ):|K2" 22:1,...712.
i1=1

The aggregate form of any instance of problem (e—SCP) looks exactly like the
general form of problem (e—SCP), with appropriate modifications based on this
discussion. We obtain the problem
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-A P
(-AggSCP)  max = f(z)
|7 S
(7) s.t. |J1| G ()] (Jiy) = Y 7 (Jiy, Kiy) (Y (KG) + €1)
ia=1
11 = 17 . ’Ila
- EA
(8) D (i Jy) =
ig=1
il - 17 . 7117
I
K, |
) S (K =
i1=1
ia=1,..., 1,
and we denote its feasible region, set of optimal solutions, and optimal value as:
i (1 o (K HE )
£ {zEZO,fT>O:@—@},
e (it KL YE)
2 argmax{f(z) L () € 2o (Lo KL L) |
Uik <{ }“ 1 {Kw}zz 1)
2 max{f(2) : (7)€ Zix (Wit AR} |-
4.4.2. Row generation. We can use the transformation
7 (Jiy, Ki,)
Tk =
Tl 1K
for J;, > j and K, 3 k to generate the full set of constraints of problem (e—SCP).
The constraints expand to become:
1 (Jiy, Ky .
Zwl] Z Z (J’L|K |)>(Y(w2k)+€1)7 Vied,
ia=1keK;, " ‘2
for J;; 3 j. Equivalently, we have
EA S Y (war)
i R X (wa
ez Srom (52 X2
ia=1 ke K,
The equality in distribution constralnts l are automatically satisfied in this

situation. Suppose that 7 satisfies ) then
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K I
D Tk = D >
k=1 i2=1k€EK;,
_ J117K7,2
N K;
ZZZ 1k€ZK il 1Kol

1 &
— 7] > # (i, Kiy)
nlj,=1

1 [J, |
— L =1/J.
IJill(J) /¥

for all j € J. A similar calculation establishes that

J I
2 e = 2 2
j=1 1=

for all k € K.
We now obtain the problem

(e-RowSCP)
zEIZr(l)??ZO f(Z)
Ji T (Jiy, Ki, 1
(10) st | 1|g(z,w1j)z Z 7 (Jiy, i) > Y (war) el |,
J io—1 |J11| |K12| kEK,
i2
Vi e J,
- i |
(11) > (i Kiy) =
io=1
iv=1,...,11,
- K|
(12) > A (i Ky) =
21:1
12 = 17' 7127

and we denote its feasible region, set of optimal solutions, and optimal value as:
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Zivow e (Vi Yoy 1K)

£ {z2€Zy,7#>0: ([10) - (12},
Stow,ic ({7 Mo AKL 2L )
2 argmax {f () ¢ (5,7) € Zigusc (10 oy {2 ) b
(z,7) ’ 1= f2=

lI>

Vivowric (1 Himy s UK}
max {f () + (2:7) € Zivguyic (1 Himy UKLy ) |-

Problem (e—RowSCP) has many constraints and few variables, and it can be solved
via row (cut) generation techniques.
Problem (e—RowSCP) is clearly a restricted version of problem (e—SCP). Thus

Zssowaic (1ot AK L) © Zep i

when measures 7 on the partitioned space in problem (e—RowSCP) are identified
with measures m on € x Q9. Necessarily

I
VRow JK <{J11}11 1 {Ki2}122:1> < VE’P,JK'

Problem (e—RowSCP) is also clearly a restricted version of problem (e—AggSCP)
because it is a disaggregation of the constraints in problem (e—AggSCP). Then

ZRow JK ({Jll}h 17{K12}12 1) - ZzgngK’

when measures # on the partitioned space in problem (e—RowSCP) are identified
with measures 7 on €27 x 5. Necessarily

I
VRow JK ({JH }11 1 {Kiz}i§:1> < Vf‘\gg,JK‘

4.4.3. Column generation. We can also use the partitions {Jil}ilﬂ and
{Ki, }Z2 , to generate the full set of variables for problem (e—SCP). We will take the
average of the constraints over each partition to keep the problem size manageable.
The coupling constraints expand to become:

J:
DolG gy > 3w (V) 4 ey 6= Lo T

J
Jj€Jiy k=1

The equality in distribution constraints — expand to become

ii=1,..., 1,

DD mE=

jedi, k=1

and
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J
> Y=g

io=1,..., 1.
kEK;, j=1
We obtain the optimization problem
(e-ColSCP)
ZGIZI:)?%(ZO f (Z)
EA -
(13)  s.t. ; G (i) 2> > mn (Y(war) +€l), i1 =1,....Ty,
k=1j€eJi
- EA
(14) ZZij: }1 5 ’i1:1,...,I1,
JE€Jiy k=1
; K|
(15) > D m =

K )
kEK,;, j=1

ia=1,...
and we denote its feasible region, set of optimal solutions, and optimal value as

Zeon i (Vi ioy K}
{ZEZO,W>0' .fﬁ},
M K )

[I>

SCol JK {

(
arg max { f(z

(z:7)

(1>

(2:7) € Zéar s (1} iims K} ) }
Voo x ({ ARG

max {f () © (5,7) € Ze, i (i iy AL} )}

ColSCP) has few constraints and many variables, and it can be solved
via column generation (pricing) techniques. By construction, problem (
is a relaxation of problem (

(1>

Problem (e—

e—SCP). We see

e—ColSCP)
Ztol, K ({ }11 11K }12 1) D Zépyk
and
VCol, K ({le}“ 1> {Klz}zg 1) 2 VePJIK
Problem (e—ColSCP) is also relaxation of problem (e—AggSCP)
and

ZCol JK ({le}“ 1> {K12}12 1) - ZAgg JK

I
Vool,JK ({ }“ 1 {Kiz}ij 1) 2 Vagg,JK
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CHAPTER 5

Robust optimization with a class of multivariate
integral stochastic order constraints

5.1. Robust optimization problem

In this chapter we combine the approach from [I1] with our present devel-
opment. In [IT], uncertainty about the underlying probability distribution in a
stochastic order constrained program is studied for the first time. This paper con-
siders underlying uncertainty for univariate increasing concave stochastic order con-
straints. In this chapter we seek to make a similar contribution for multivariate
increasing concave stochastic order constraints. This chapter is especially important
for applications, since there is usually uncertainty about the underlying probability
distribution in practice.

We start by described our model of uncertainty for P. We formalize a base
probability space (2, F, Py) to be used throughout this chapter. The probability
measure Py is fixed and known to formalize the concept of a probability uncertainty
set. We are given a set of probability measures Q C L. (92, F, Py). We assume Q
is convex and closed, and

dP
B =sup | —="||cc < 0.
PeQ”dPOH

We adopt the following convention. Any measure ) that is absolutely continues
with respect to Py with Radon-Nikodym derivative dQ/dP, in L., (Q,F, Py) can
be considered as element of L1 (€, F, Py). We propose the following robust version
of >iep. For XY € LN (Q, F, Ry), if

Ep[u(X)] > Ep[u(Y)], VYueU (W), VP e Q,

then X is larger than Y in the robust increasing concave order with respect to Q.
We will use this order to define a constraint on G (2),

Ep[u(G(2)] > Ep[u(Y)], YuecUN (W), VP € Q.

We present a robust version of problem (MP):

(RobMP) max f (2
(1) st. Ep[u(G(2)] = Ep[u(Y)],

Vu e UN (W), VP € Q.

Like problem (MP), problem (RobMP) cannot satisfy the Slater condition because
u = 0 is included in U~ (W). We perturb problem (RobMP) to obtain:
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(e—RobMP) max (2
(2) st Eplu(G(2)] > Ep[u(X)] +e

VueUN (W),VP e Q.

We define its feasible region, set of solutions, and optimal value:

(1>

VA {z€Z: (2},
SR argmax{f(z) : ZGZQ’e},
v e max {f (2) : z € Z9}.

We will use semi-infinite programming and nonlinear programming to construct
relaxations of problem (e—RobMP), as was done for problem (e—MP). These re-
laxations will be more computationally tractable but can be studied with the same
methods. When we use Uz to approximate U (W) we obtain the robust version
of problem (e—SIP):

>

(>

(e—RobSIP) max (2
(3) st. Ep[u(G(2)] 2 Ep[u(Y)]+e

Yu € Uz, VP € Q.

We adopt the following notation for the feasible region, set of optimal solutions,
and optimal value of problem (e—RobSIP)

(1>

Z9¢ (Uz) {z€Zy: (@)},
5 (Uz) £ argmax { f (2) : z € Z9°(Uz)},
v2< (Us) max { f (z) : z € Z9°(U=)}.

(1>

When UN (W) is approximated with a finite set {u1,...,us}, the robust version of
problem (e—NLP) emerges:

(e—RobNLP) max f(z)
(4) st. Epfui (G(2)] 2 Ep [ui (Y)] + e,

i=1,...,I,YP € Q.

Its feasible region, set of solutions, and optimal value are:

792 ({us, ..., ur}) {z€Zy: },
S ({uy,...,ur}) = argmax { f (2) : ZEZQ’G({ul,...,uI})},
v ({uy, ... ur}) 2 max {f (2) : z€ Z9 ({ur,...,ur})}.
Now define the support functional o : £} (9, F, Py) — R of the set Q

o (V)= inf Ep[V].
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Proposition 5.1.1. [11] Proposition 2] Suppose Q is convez, closed, and bounded.
(a) o (+) is convez.
(b) o (+) is Lipschitz continuous on L} (Q, F, Py) with modulus B.

For a fixed benchmark Y, we define the functional

pu (X) = o [u(X) —u(Y)]

on LY (9, F, Py). The functional p, (X) aids the study of the robust constraints in
this chapter.

Notice u (X) — « (Y) is a univariate random variable. Under our assumption
that u € UN (W) and X, Y € LY (Q, F, ), we have u (X) —u (Y) € L1 (Q, F, P).
The following proposition is the multi-dimensional analog of [11], Proposition 3].

Proposition 5.1.2. (a) For every u € UN (W) the functional p, (-) is concave.
(b) pu () is increasing.
(¢) pu () is Lipschitz continuous with modulus B.

PrOOF. (a) The functional V' — infpecgEp (V) is concave. Further, each
Ep (V) is increasing so V — inf peg Ep (V) is increasing.

The function X — u(X) is concave. Since py (-) is the composition of an
increasing concave function with a concave function, it is concave.

(b) V= infpcgEp (V) and X — u(X) are both increasing, thus p, () is
increasing as the composition of increasing functions.

(c) o (-) is Lipschitz continuous with modulus B. Any mapping X — u (X)
has Lipschitz constant bounded by 1. Thus, the composition of these mappings is
Lipschitz continuous with modulus B. ([

Define the functions

) 2 AR TACION
SICTANE i {pu (G}

Proposition 5.1.3. (a) ¥ (2) is increasing, concave on Zy, and Lipschitz con-
tinuous.
(b) e (z; Ug) is increasing, concave on Zy, and Lipschitz continuous.

PROOF. (a) 1< (z) is increasing since the infimum of increasing functions is an
increasing function. ¢< (z) is concave as the infimum of concave functions.
For z1, 20 € Zy we have

e (z1) = uebi{%f(w) pu (G (21))
< i, (G + e (@) — pu (G2 1}
s V() + sup  |pu(G(21)) = pu (G ().

ueUN (W)

Analogously,
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Yo () = vl P (G (22))
< uebi{%f(W) {pu (G (21)) + |pu (G (22)) — pu (G (21)) |}
< 2 (z1)+  sup [pu(G(21)) = pu (G (22)) |-

ueUN (W)

Now compute:

92 (21) =92 (22) | < sup [y (G (21)) = pu (G (22)) |
ueUN (W)
< B||G(21) = G(22) [|2
< Brl|z1 — 22]2-
(b) Similar to part (a). O

We next present a convergence result about the quality of the approximation.

Proposition 5.1.4. Suppose Z¢ = {z € Zy : Y2 (2) > e} satisfies the Slater con-
dition. As Uz, T UN (W):

(a) H(Z9%¢(Ug,),Z29¢) — 0 as k — 0.

(b) D (59 (Uz,),S%¢) =0 as k — oo.

(c) vo< (Uzg,) — v<€ as k — .

PROOF. (a) The functions 12 (z; Uz, ) converge to 1< (z) uniformly on the
compact set Zy. Thus, 12 (z; Us, ) epi-converges and hypo-converges to 1< (z) as
well. Then D (Z9¢(Uz,),Z9) — 0 as k — oco. Since Z<¢ satisfies the Slater
condition, Z<¢ = clint Z%¢ and D (29,29 (Uz,)) — 0.

(b) Apply |26, Theorem 4.1].

(c) Follows from part (b). O

5.2. Optimality conditions
5.2.1. Optimality conditions for problem (e—RobMP). Introduce the
operator p : LY (Q, F, Py) — C (UN (W)), defined as

lp (X)) (u) = pu (X).-
For a multiplier A € M (UY (W)), the Lagrangian for problem (e—RobMP) is

L(zA)=f(2)+ / [0(C())] (u) dA (u).

UN(w)
The Slater condition is

Assumption 5.2.1. There exists zZ € Zy such that

pu(G(2) > e, VueUN (W).

Standard optimality conditions are presented in the next theorem.
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Theorem 5.2.2. Suppose assumption [5.2.1] is satisfied.
(a) If Z is optimal for problem (e—RobMP), then there exists a measure A €

My (UN (W) such that
(5) L (2,A) = max {L (z,[&) rz € Zo} ,
© [, P CON@atw = A o).

(b) There exists a measure A € My (UN (W) satisfying ) — (6) such that
A= Z%Zl)\méum for Ay >0 and u,, € UN (W) for allm=1,..., M.
PROOF. (a) The operator p (G (-)) : Zog — C (U™ (W)) is continuous and con-
cave. First notice that for fixed z € Zj,
inf E G —u(Y
dnf Ep [u(G(2) —u(Y)]

is continuous in u € UN (W). To see this fact, compute:

| Jnf Ep [u (G (2)) — u (Y)]
- Fl,relfg Ep [uz (G (2)) — u2 (Y)]|
2)) —ug (Y)]

IA
w0
=

T
=
v
g
[}

We have that

[Ep [u1 (G (2)) —ur (Y)] = Ep [uz (G (2)) = uz (Y)]| = 0

as ||ug —uz|lw — 0 for any P € Q. By a compactness argument (using compactness
of Q), we obtain that

sup [Ep [u1 (G (2)) — w1 (Y)] = Ep [u2 (G (2)) —uz (Y)]| =0
PeQ

as ||ug — uz|lw — 0.
Now recall that

e (G()) : Zo—=R
is continuous in z € Zy for each v € U™ (W). It follows that

sup {|pu (G (21)) = pu (G (22)) | : w e UN (W)} — 0

as ||z1 — 222 — 0 by a compactness argument (using compactness of UV (W)).
Problem (e—RobMP) can be rewritten as

g SO

st. p(G(z) —eeCy (UN (W)).
The Lagrangian for this problem is
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T(z,A)=[f(z)+ A p(G(2) — €
Under assumption the Slater condition is satisfied for problem (e—RobMP).
The necessary and sufficient conditions for optimality in Banach spaces, [4, Theo-
rem 3.4, then give the desired result:

T(é,f&) = max{'f (z,f&) : ZEZO},
[ p@E) -dwdi 0.
UN (W)

(b) Apply [4, Proposition 5.104]. O

5.2.2. Optimality conditions for problem (e—RobSIP). The operator
p: LY (Q,F,Py) —C(2)
is understood in this subsection as

[p (X)] (6) = Pu(-;€) (X) .
For A € M, (E), we introduce the Lagrangian

LEN) = £+ [ pue @ )dA(©).
The Slater condition for problem (e—RobSIP) is
Assumption 5.2.3. There exists Z € Zy such that

Puce) (G(2)) >€, VEEE.

Optimality conditions for problem (e—RobSIP) are summarized in the next
theorem.

Theorem 5.2.4. Suppose assumption|5.2.3 is satisfied.
(a) If % is optimal for problem (e—RobSIP), then there exists A € My (E) such
that

(7) L (73, A) max {L (z,[&) iz € ZO} ,
(8) / pue (G()dA () = ch(®).

(b) There exists a measure A € M (2) satisfying (7) — such that
A:fo:l)\mégm for A >0 and &, € = forallm=1,..., M.

5.2.3. Optimality conditions for problem (e—RobNLP). For this sub-
section, we set the Lagrangian to be

LN = £()+ Y hipu (G(2).

The Slater condition for this problem is the usual nonlinear programming Slater
condition.
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Assumption 5.2.5. There exists z € Zy such that

inf {g(z,u)}>e, i=1,...,1I.
ot {g G} > e, i

Optimality conditions for problem (e—RobNLP) are next.

Theorem 5.2.6. Suppose assumption is satisfied. If Z is optimal for problem
(e—RobNLP), then there exists A € RL such that

(9) L(24)
(10) ZAZPM G 2 = Ei:\l

The following result is based on weak duality and it streamlines implementation
of the robust >;., constraints on finite probability spaces.

I

=

o

"
—~

h
—

N

P
N—

I\

m

S
——

Proposition 5.2.7. Suppose that Q = {w1,...,ws} is finite, F makes all atoms
measurable, and Q is polyhedral,

Ap>b,
QZ{pER_{_: b= },

J
for some A € R7*7 and b € R%. Then for X € LY (Q, F, P), the constraints

i - > L =1,...
I;IelfQEp[u(X) u(¥)] >0, i=1,...,I

are equivalent to

(i) b) —y (@) 20, i=1,...1,
w (X () — s (Y () + (@A) +1@) >0, jed, i=1,...,1.

PROOF. In this case, o (X) is the optimization problem:

J
11 min p;iX (w
(1) min ;J<>
(12) st.  Ap>0,

J
(13) ij =1

The Lagrangian of problem — is

T (p 1,y ij +{p, Ap—b) + Zpg—l
j=1

We can rewrite problem (L1f) — . as
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min {max{’f(p,ugy) pu<0} :p> 0}
Y

p

so the dual to problem — is

max{min{T(nu,fy) :p>0} ,u§0}.
wy | P

Rearrange T (p, i1,7) to become

J
D py [X (@) + (W7 A) 9] = )~ .

The dual of problem — is then

(14) max  — (u,b) —7
n<0
(15) st X (wy) + (nTA); +7 20, VieJ.

By weak duality, we can replace the constraints

inf Epu(X)—u(Y)] >0, i=1...
jof Epfu(X)-u()]20, i=1,

with the linear inequalities

’I’

w(X (@)~ (Y @)+ (10 4) 470 >0, Yed,  i=l..L

O

5.3. Duality
5.3.1. Duality for problem (¢—RobMP). Introduce the dual functional

d(A) =max{L(z,A) : z € Zy}

and the corresponding dual problem,

(e~RobMPp) min {d (A) —€||A] : A€ My (UN (W))}.

Strong duality holds between problem (e—RobMP) and (e—RobMPp) by the usual
arguments.

Theorem 5.3.1. Suppose assumption [5.2.1] holds.

(a) If problem (e—RobMP) has an optimal solution, then problem (e—RobMPp, )
has an optimal solution and the optimal values are equal.

(b) If problem (e—RobMPp ) has an optimal solution A then any % satisfying the
optimality conditions — @ with respect to A is optimal to problem (e—RobMP).

(¢) Problem (e—RobMPp) has an optimal solution with support on a finite set
{ul, Ce ,UM} cunN (W)
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5.3.2. Duality for problem (¢—RobSIP). The dual functional for problem
(e—RobSIP) is

d(A) =max{L(z,A) : z € Zy}

and the dual problem is

(e—RobSIPp) min {d(A) —€||A] : A e M4 (B)}.
The expected strong duality result is next.

Theorem 5.3.2. Suppose assumption [5.2.3 holds.

(a) Suppose problem (e—RobSIP) has an optimal solution. Then problem
(e—RobSIPp ) has an optimal solution and the optimal values are equal.

(b) If problem (e—RobSIPp ) has an optimal solution A then any % satisfying the
optimality conditions — with respect to A is optimal to problem (e—RobSIP).

(¢) Problem (e—RobMPp ) has an optimal solution with support on a finite set
{517. .. ,fM} C E.

5.3.3. Duality for problem (¢e—RobNLP). The dual functional for prob-
lem (e—RobNLP) is

d(\) =max{L(z,\) : z € Zp}

and the dual problem is

I
(e—=RobSIPp) min {d N —€ed Ai:re Ri} .
i=1

Strong duality is established in the following theorem.

Theorem 5.3.3. Suppose assumption [5.2.5 holds.

(a) If problem (e—RobNLP) has an optimal solution, then problem
(e—RobNLPp ) has an optimal solution and the optimal values are equal.

(b) If problem (e—RobNLPp ) has an optimal solution \ then any 2 satisfying the
optimality conditions @— with respect to N is optimal to problem (e—RobNLP).

5.4. Aggregation, column generation, and row generation

We can define a robust version of problem (CP) as follows. Introduce functions
ik (P) € C(Q). In this section, Q is an uncertainty set on the joint distribution of
(G(2),Y) on (1 x Qy,F1 X F2). Consider the problem
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(RobCP) ceze 1)
EKzl Tk (P) Y (WQk)
» st Q) () > ST
Vj eJ,VP e Q,
(17) Zﬁyk P{wih),
V] e J,VP e Q,
(18) Zﬁjk P ({war).
Vk €k, VP e Q.

Problem (RobCP) has infinitely many constraints and decision variables in the
infinite-dimensional space C (Q). We point out that if (2,7 (P)) is a solution to
problem (RobCP), then G (2) >F 'Y for all P € Q. The perturbation of problem
(RobCP) is

(EfRObCP) ZGZ;‘%?();)ZO f (Z)
S I (w Ek 1 ik (P) (Y (wag) + €1)
(19) o [GE) ) 2 b |

Vjej VP e Q,

(20) Z ik (P P ({wi;}),

Wej VP € Q,

(21) Zw P ({wn}).

VkelC,VPeQ.

We describe the connection between problem (e—RobMP) and problem (e—RobCP)
in the next proposition.

Proposition 5.4.1. For e < 0, problem (v'N e—RobMP) is a relaxation of problem
(e—=RobCP) on Q1 = {w11,...,wis} and Qo = {wa1, ... ,wak }.

PRrROOF. Problem (¢ — RobCP) is equivalent to
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gy SO
J
s.t. Z (w1} u (G (2)] (W) Yu e UN (W) VYP € Q,
- K
Z ({war}) u (Y (war) +€1),

by construction. In this setting, problem (¢ — RobMP) is

max  f(z)

z€Zy
7
s.t. ZPl ({wi; D) v ([G ()] (w1)) YueUN (W) VP € Q,
" K
> Z Py ({war }) u (Y (war)) +
k=1

For any u € UN (W) we have

Efu(Y+el)] -Elu(Y)]| < llelfs = VNe,

since ||OQu|lw < 1. Rearrange to obtain

Efu(Y+el)] >EuY) +VNe.
For any z € Z; such that — we have

J
Z oD u(G ()] (wy))  YueUd™ (W), VP e Q,

Z ({wai}) u (Y (wor) +€1),

J
Zpl {wiHu(G )] (W) Yueu™ (W), VP e Q,

Jj=1

Z ({war}) u (Y (wor)) + VN e.

O

Now suppose that the system — is satisfied for all P € bd {Q} where
bd {Q} denotes the boundary of Q in R”. By convexity of Q, the system -
is satisfied for all P € Q. To see this fact, set P\ = Zle AP, with all P, € bd {Q}
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and ZzL:1 A =1 and A > 0. Then define mj (Py)

immediately that

Py ({wi; ) [G(2)] (w1y) =

v

Further,

and

J
Zﬂ'jk (Py)

so that m;; (Py) as defined is a solution to -
When Q is polyhedral, then we can check G (z) >
extreme points of Q. Suppose {Pi,...

by T={1,...,

= S F ATk (P). We see

L
> NP ({wy}) [G ()] (wiy)
K
Al (Z Tk (B)Y(W%))
k=1
L
(Z)\lﬂ'jk (Pl)> (wak) Zﬂ']k P\ Y (war) -
=1

Il
_

M=

=1

Wk

=
Il

1

k=1

<Z N (Pr) )

i £

MNP ({wii}) = Py ({wis})

=l

Mh &M

=1

j=1

L
(Z Nk (H))
=1
J
> ik ()
j=1

I
Pjh

N
Il
_

I
Pjh

P ({war}) = P ({war}),

N
Il
_

forP)\—Zz L AP
m Y by checking all the
, Pr} are the extreme points of Q indexed

T}. Then we can define the problem
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(e—PolyRobCP)
f(2)

max
2€Zo, (P)20

Sy ik (P) (Y (wak) + €1)
P ({wi;}) ’

(22) s.t. (G (2)] (w1y) >
jeJg,teT,

(23) Zm P) =P ({wy;}),
je J teT,

(24) ZW P,) = P ({wak})
k ek, teT.

We introduce the Lagrangian for problem (e—PolyRobCP),

L(z,m A 6,7)
:f@
Sy ik (P) (Y (war) + €1)
+;;M“* N = ==y >
T J
S, (z (P~ P {wu})>
t=1 j=1

t=1 k=1

+ZZ%k (Zﬂgk P) - P {w%}))

Assumption 5.4.2. There exists Z € Zg and © > 0 such that

Sy Tk (Pr) (Y (war) + € 1)
P ({wi,}) ’

ZW P) =P ({w;}), Vjed, VteT,

(G (2)] (w1j) > VieJ, Ve,

ZW P) =P, ({wa}), VkeK, VteT.

We obtain the following optimality conditions.

66

Theorem 5.4.3. Suppose assumption holds. If (2,7) is optimal for problem

(e—PolyRobCP), then there exists X > 0 and (5, ’y) such that
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L(é,fr,ﬂ,é,’y) max{L(z,w,j\,g,’y) : _ }
T J K ~
_ o . N et Tk (B) (Y (war) + €1)
°C ;;O\U’[Q(Z)] (15) : th ({wi;}) : )
T J R K
0= ZZ%‘ ( 7ATjk:(Pt)—Pt({wlj})>7
t=1 j=1 k=1
T K
0= E:E:tk E:WMAH f?HW%D>-
t=1 k=1

Now we consider the dual of the previous problem. For the dual functional

d (\) = max f(z)—&—z

t=1j

J
(Aigs (G (2)] (wr))) = 2 € Zo ¢

=1

the corresponding dual problem is

T T K
(e—PolyRobCPp) min d()\)—zz ({w1;}) b — ZZPt ({war}) vex

j=1 t=1 k=1

s.t. — (A5, =) + 8¢5 + vk <0,

Py ({wlj})
VteT,VjeJ,Vkek.

Under assumption strong duality holds between problem (e—PolyRobCP)
and problem (e—PolyRobCP ). We are justified in solving the dual and recovering
the solution to the primal.

Theorem 5.4.4. Suppose assumption [5.4.9 holds.
(a) If (2,7) is optimal for problem (e—PolyRobCP), then problem
(e—PolyRobCPp ) has an optimal solution and the optimal values are equal.
(b) If problem (e—PolyRobCPp) has an optimal solution then problem
(e—PolyRobCP) has an optimal solution.

5.4.1. Aggregation. Again, we are really only interested in the decision vari-
ables z in problem (PolyRobCP), but not (z, ) in its totality. We use this observa-
tion to justify the expediency of finding a feasible but possibly sub-optimal solution
to problem (PolyRobCP).

There is a natural aggregation scheme for problem (PolyRobCP) as in Chapter
4. Let

(J717 ig) t) : { }11 1 X {Klz}zz 1 %R-l-

be the Jomt probablhty measure on the cross product of the modified sample spaces
{Jl1 _, and {KZQ} J_y corresponding to the extremal probability distribution F.
Even though we are deahng with multiple extremal probability measures {P;},
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and could introduce a separate partition of the state space for each P;, we use a
single partition of the state space. We recover the original joint probability measure

{min (Pt)} je g, rex
from the aggregated measure 7 (J;,, K;,; P;) via the following convention. Set
P ({wlj}) Py ({w2j}) T (‘]iu Kiz; Pt)
(Zjes, P w15)) (Sier, P (i)

mik (P) =

for J;, > j and K;, 2 k.
We adopt the notational conventions

Pi(Ji) 2 Y Pi(fwi})
JEJiy
and

P (Kiy) % Y Pi({war}).

keK,,
We define (abusing notation by using J;, and K;, to indicate scenarios)

Yjer, Pr({wii ) [G ()] (wij)

G ()] (Ji) = > cn P ({wn})

and

>ker,, Pt ({wan}) Y (war)
Y (Ki,) = :
Yorex,, Pr ({war})
In this new setup, the constraints are recast as

I
P () (G (2)] (i) = Y 7 (Jiy, Kig; Po) (Y.(Ki,) +€1),
io=1
VtET, in=1,...,11.
The constraints become
Iz
D F (i Kiyi P) = Py (J,),
i0=1

vieT,ii=1,..., 1.
Finally, the constraints become

I
> w (i, Kigs P) = Py (Ky,),
11=1

VieT,ia=1,..., 5.

The aggregate version of problem (e—PolyRobCP) looks exactly like the general
form of problem (e—PolyRobCP) with appropriate notational modifications based
on this discussion:
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(e—AggPolyRobCP)

zEZorTl:J()}(D)ZO f (Z)

le ﬁ(‘]inKiz; Pt) (X(Kw)—i_el)

(25) st [G(2)] () > ==t B ) :
vieT,i1=1,...,1,

(26) 122 7 (Jiy, Kiy; Pr) = Py (Jiy) s
éztzel T,iv=1,...,11,

(27) i 7 (Jiy, Kiy; Py) = Pi (Kiy)
i1=1

thT,igil,...,IQ,

and the corresponding feasible region, set of optimal solutions, and optimal value
are:

€ I I
ZJQK ({Ji1 }’illzl ) {Ki2}i22:1>

£ {2€Zy,7#>0: (25) — 27},
S5 ()i (K}

[I>

argmax {1 (2) = (=7) € 25¢ ({7 )ilo (KLY |

,€ I I
v (Ui (KLY )

ma {7 (2) ¢ (=.7) € Z5¢ ((adfioy {Ku i)

5.4.2. Row generation. We can use the transformation
Py ({wiy}) Py (fwar}) 7 (Jiy, Kiyy Pr)
(Zies, Prwiih) (Lhen,, P (fwan))

for J;; © j and K, 3 k to generate constraints for problem (e—PolyRobCP). The
coupling constraints expand to become:

7Tjk (Pt> =

Py (w1) [G (2)] (w1))

Is ~ .
> Z Z Py ({wlj}) P ({ka})ﬂ-(Jiniw Pt) (X(Wmc) + Gl),

im1m \ (Zsen, Prwi)) (Sher, P {wa})
VieJ.

These constraints can be further transformed to give
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Z P, ({wi;}) | [G(2)] (w1j)

j€Ti

Py ({war}) Y (wor)
kEK,, ZkeKQ Py ({war})

> Z J117K127 ) +€l Y

ip=1

VjieJ.

70

The equality in distribution constraints are automatically satisfied in
li t

this situation. Suppose that 7 satisfies 1 hen

K I
kzwjk(Pt) = Z Z Tk (
=1

iz=1keK,,

Pt)

wlj Pt W2 J217 B9 Pt
B S e A (T AL { )

SR, (zﬂ P ({ri)) (Srer, P Hwae})

Iz

Z Py {le} ‘]haKsz

P)

ia=1 (ZJGJ P, ({wlj}))
— Py (wiy)

forall t € T and j € J. A similar calculation establishes that

7 n
Zﬂ'jk () = Z Z mix (Pr)

i1=1j€J;,
Iy

{WZk} (Jz17 zgaPt)
= (Chex, B Qwa)
= P ({wai})

forallt € T and k € K.
We now obtain the problem
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(e-RowPolyRobCP)

max f(z)

z2€Zy,72>0

(28) s.t. > Pi({wid) | G ()] (wiy)

JE€Jiy

S g 3 PlemDY )

+el],
G, Sherc, P )

i0=1
VteT,VjeJ,
Iz
(29) Z (le i) Pt) Pt (Ji1)7
ig=1

VtET,ilzl,...,Il,
Iy
K;
(30) > # k) = el

i1=1

VtGT,igzl,...,IQ,

and we denote its feasible region, set of optimal solutions, and optimal value as:

2T (/N R VR

£ {z€Zy,7#>0: (28) - (30D},
S (1o KLY

lI>

argmax {1 (2) = (5.7) € 2 (1 Hilr (K0} |

VRow JK ({ }21 1?{K12}12 1)
& max{f(2) : (7)€ 2R e (T Him 1KLL ) |-

Problem (e—RowPolyRobCP) has many constraints and few variables, and it can
be solved via row (cut) generation techniques. Since problem (e—RowPolyRobCP)
is a restriction of problem (e—RowPolyRobCP), we see immediately that

Qe Qe
ZRow JK ({ }7,1 17{K12}22 1) ZRow JK

and

Q,
VRow JK ({ }11 1 »{Klz}zg 1) < VRoju JK*

By the same reasoning,

Qe
2 ow, K ({J’Ll}zl 17 {KZ2}12 1) c ZAgg JK

and
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Q,
VRow JK ({le}“ 1a{Kzz}Z2 1) VAqf;,JK

5.4.3. Column generation. We can also use the partitions {le}“_

{Kiz}i2:1 to generate the full set of variables for problem (e—PolyRobCP). The
coupling constraints expand to become:

; and

Y P(wyy) [G(2)] (wyy)

J€Jiy

>y Zﬂjk Py) (Y (war) +€1),

jE€Ji, k=1
vteT,ii=1,...,1.

The equality in distribution constraints — expand to become

K
ZZ7TJ'1€(Pt):Zpt(wu)7 VteT,ii=1,..., 11,

jedi, k=1 jedr

and

J
Zzﬁjk(Pt): ZPt(WQk), VteT,ia=1,..., 1.

k€K, j=1 kEK,,

We obtain the optimization problem

(e—ColPolyRobCP) max (2
(31) st Y Pr(wiy) [G(2)] (wij)
Jj€Jiy
Z Z?T]k P) (Y (wor) +€l),
€J;, k=1

VteT, w=1,...,1,

K
(32) YD mik(P) =) Pi(wy),

jediy k=1 jedn
vteT,ip=1,..., 1,

J
(33) Z Zﬂ'jk(Pt)Z Z Pt(WQk)a

kEKi, j=1 kEKi,
VteT,ia=1,..., 1,

and we denote its feasible region, set of optimal solutions, and optimal value as:
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285 i (1Yo 1K) L)

¢ Gedrzos @) @),
Sgo; ]K( 11 17{KZ2}12 1)

A

2 argmax{f D (2, GZCOl JK ({le}“ 1,{K12}12 1)},

’/Col JK ({ zl 101 12}12 1)

& max{£(2) ¢ (em) € 285 e (Mo ) E) )

Problem (e—ColPolyRobCP) has few constraints and many variables, and it can be
solved via column generation (pricing) techniques. Since problem
(e—ColPolyRobCP) is a relaxation of problem (e—ColPolyRobCP), we see imme-
diately that

Q, Q,
Zcoi,.n( ({ }“ 1’{K12}22 1) ) ZCO;JK

and

Q,
VCOZ JK ({ }21 1 >{Kzz}zg 1) 2 VCO? JK*

By the same reasoning,

Qe Qe
Lol I K ({Jn}“ 1 {Ku}m 1) D ZgggTK

and

Q,
VCoz JK ({Jll}zl 1’{K12}12 1) VAg; JK*



CHAPTER 6

Multi-period optimization with increasing concave
stochastic order constraints

6.1. Multi-period optimization problem

In [9], a novel class of multi-period stochastic programs is developed. This class
of problems is characterized by a stochastic order constraint on the vector of system
performance measures across all time periods. We will continue this work in this
chapter and study a different type of stochastic order constraint. Specifically, we use
the multivariate increasing concave stochastic order in line with the theme of this
dissertation. This choice of stochastic order constraint leads to easily implementable
sampling methods.

6.1.1. System dynamic and performance measures. Our time horizon
ist=0,...,T. We introduce a filtration Fy C F; C -+ C Fry41 on (2, F, P) where
Fo ={0,Q} and Fryq1 = F. The o—field F; represents the information available to
the decision maker at the beginning of period t. We have a discrete time dynamical
system

St+1:At3t+BtUt+eta tz(),...,T—l,

where s; € E{VS (Q, Fi, P) is the state vector at time ¢, vy € Eiv“ (Q, Ft, P) is the
control vector at time ¢, and e, € £LY* (Q, F, P) is the disturbance at time . The
initial state s is given, and the random matrices satisfy A; € LY:*Ne (Q, Fy, P)
and B; € LY*No (Q, Fy, P) where LMXN (Q, F, P) is the space of all essentially
bounded measurable mappings X : Q — RM*N,

This system has performance measures

Gy LN (Q, Fi, P) x LY (Q, Fy, P) — Ly (0, F, P)
fort=0,...,7—1, and
Gr : LY (Q, Fr, P) — Ly (2, Fr, P),

denoted as

[Gt (st,v1)] (W), t=0,...,T—1,
[Gr (s7,vr)] (w) -
We use the shorthand s = (s1,...,s7), v = (vg,...,vr_1), and
G (s,v) = (Go (s0,v0) .-, Gr_1 (s7-1,0v7-1), G (57)) .

We assume [G (s, v)] (w) is continuous and concave in (s, v) for P—almost all w € Q.
Define the space of state trajectories (s1,...,sr) to be

74
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SZE?I’ (Q,]:l,P) X ... X[,?” (Q,]:T,P),

and the space of controls (vg,...,vr—1) to be

V:AC?U (Q,]:(),P) X Xﬁ?” (Q,]:T_l,P).

The sets S and V implicitly account for non-anticipativity.
We next modify assumption [3.1.1] to apply to the dynamic case.

Assumption 6.1.1. (a) G (s,v) is Lipschitz continuous on L3 (Q, F, P) for
P—almost all w € Q. There exists Il € L} (Q, F, P) such that

[ [G (51,v1)] (w) = [G(s2,v2)] (W) [l2 < TI(w) || (s1,01) = (52,v2) |2

for P—almost all w € Q. Set © = E[I].
(b) The MGF of TI, denoted M (s), is finite for s in a neighborhood of zero.

6.1.2. Dynamic stochastic order constraint. We introduce the random
vector

Y = (Yo,...,Yr) e LT (Q, F, P)

to act as a benchmark for G (s,v). For our main problem, we will enforce an
increasing concave stochastic order constraint on G (s, v),

Q (57 U) Zicv Xa
defined as

Efu(G(s,0)] 2Eu(Y)], YueU™(W).

We will assume that G (s,v) and Y have support contained in W, so that U (W)
is sufficient to characterize G (s,v) >iep Y.
We have additional constraints on admissible controls, vy € V; for P—almost

all w € Q where V; € RM is a closed convex set for ¢t = 0,...,7 — 1. Our main
problem is
T—1
DP E G G
or) e, B[S 6o o
(1) s.t. St+1 :Atst—l—Btvt—l—et, tZO,...,T—L
(2) Efu(G(s,0))] 2 E[u(Y)] vu e U™ (W),
(3) vy € Vp a.s., t=0,...,7—1.

The notation DP stands for dynamic problem. Also, the expression v; € V; a.s.
means vy (w) € V; for P—almost all w € Q.

Because of the issue with the Slater condition that we have encountered through-
out this dissertation, we introduce the perturbed problem
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(s,w)eESXV

T-1
(e-DP)  max E lz Gy (sg,ve) + Gr (ST)‘|

t=0
(4) s.t. St+1:At5t+Btvt+€t,t:O,...7T*17
(5) Efu(G(s,0)] = Efu(Y)] +e Yu e U™ (W),
(6) v € V; a.s., t=0,...,T—1.

Proposition 6.1.2. Problem (e—DP) is a convex optimization problem for all t =
0,1,...,T.

PRrROOF. The objective function E Zf:_ol Gt (st,vt) + Gr (sT)} is concave in
(s,v) by construction. The set
o . St+1:AtSt+BtUt+et7 t:O,...,T‘—l7
E{(S’U)' ve € Vi a.s., t=0,...,T—1
is clearly convex since the system dynamic is linear and all V; are convex. Further
each set
A ={(s,0) € §xV: Eu(G(s,0))] 2 E[u(Y)] + ¢}
is convex since E [u (G (+))] is concave, and thus

A

weUN (W)

is convex. 0

We also introduce the SIP relaxation of problem (e—DP):

T—1
(e-DSIP) o mex E ; Gy (s, v1) + Gr (s7)
(7) s.t. Sgr1 = Agse + Buog + ey, t=0,...,T -1,
(8) Eu(G(s,v))] >E[u(Y)] +e, Yu € Us,
(9) v € Vi a.s., t=0,...,7—1.

The notation DSIP stands for dynamic problem with semi-infinite relaxations.

6.1.3. Nonlinear system dynamic. We can generalize the linear system
dynamic to allow for a nonlinear system dynamic

Sey1 = A¢ (sg,v), t=0,...,7T—1,

where A; : RYs x RV — R" is a random nonlinear operator with A; (w) €
C (RNS x RNv; RNS) for P—almost all w € Q, and Ay € Fyyq forallt =0,...,T—1.
We can consider
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T-1
(10) Jmax o E ; Gy (s1,01) + Gr (s7)
(11) st Ay (sg,v) > 8401, t=0,...,T—1,
(12) Efu(G(s,0)] = E[u(Y)] +e vu e UN (W),
(13) vy € Vs a.s., t=0,...,T—1.
Proposition 6.1.3. Suppose all Gy (s¢,v:) are increasing in sy fort =0,...,T—1

and G (st) is increasing in sp. Also suppose that all Ay are concave for t =
0,...,T—1.

(a) Problem — is a convex optimization problem.

(b) At an optimal solution (8,%) of problem - , Ay (8,01) = 8441 for
allt=0,...,T —1.

PRrOOF. (a) The operators A; are all concave in (s, v¢), so the modified con-
straints Ay (s¢,ve) > Sg41 for t = 0,...,T — 1 still induce convex feasible regions in
(s,v).

(b) The objective E [ZtT;Ol Gt (st,v) + Gr (sT)] is increasing in s by assump-
tion, and if G (s,v) > Y then G(s',v) > Y for any s’ > s by the same
monotonicity assumption. Since both s;y1 € Fyy1 and Ay (s¢,v) € Fiq1, we must
have A; (s¢,v) = S¢4+1 at optimality. O

We will restrict to linear system dynamics for the rest of this chapter, the
extension to a concave nonlinear system dynamic is usually immediate.

6.2. Optimality conditions

6.2.1. Optimality conditions for problem (e—DP). We now derive opti-
mality conditions for problem (e—DP). We introduce a multiplier u € clconed™N (W)
corresponding to the increasing concave stochastic order constraint. The Lagrangian
L:SxV xclconeU™N (W) — R for problem (e—DP) is:

T-1

L (s,v,u) = E ZGt (st,v¢0) + G (s7) +u (G (s,0))

t=0
The Slater condition for problem (e—DP) follows.

Assumption 6.2.1. There exists (3,0) € S X V such that and (6)) hold, and

Eu(G(3,9))>Eu(X)]+e YuecU™ W).
We obtain the following optimality conditions for problem problem (e—DP) .

Theorem 6.2.2. Suppose assumption holds. If (8,0) is an optimal solution
of problem (e—DP), then there exists @ € clconeUN (W) such that

L(s,0,0) = max {L(s,v,4) : , @},

(s,v)ESXV
E[a(G(8,9))] = €||PX (4; clconot™ (W) |.
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PROOF. Define

_ . 5t+1:Atst+Btvt+et, t:O,...,T*I,
E_{(S’U)' v € Vi a.s., t=0,....,T—1 [~

Also define the operator g (s,v) : L3T (Q, F, P) — C (UN (W)) by [g (s,v)] (u) =
E[u (G (s,v))] — E[u(Y)], and rewrite problem (e—DP) as

T-1
E Z Gy (st,vt) + Gr (ST)]

max
(s,v)ESXV P
st. g(s,v)—eeCy (Z/IN w)),

(s,v) € E.

The mapping g (+,-) is a continuous operator on & x V. Using equicontinuity of
UN (W) and Lipschitz continuity of G (s,v),

llg (s1,v1) — g (s2,v2) lle@n (wy)

< ueglfgf{W)E [Ju(G (s1,v1)) — u (G (s2,v2)) ]
< E[IG(s1,v1) — G(s2,v2) ||2]
< 7 (s1,01) — (52, 02) ||a-

Further, g (-,-) is concave. For (s1,v1), (s2,v2), 0 < a < 1, and u € UN (W) we
have

[g(as1+(1—a)se,avy + (1 —a)v)](u)

Efu(G(as;+ (1 —a)s,av; + (1 —a)vg)) —u(Y)]
Elu(aG(s;,v1)+ (1 —a)G(s2,v2)) —u(Y)]
Elou (G (s1,01)) + (1 — @) u (G (s2,v2))]
—Elou )+ (1 - a)u(Y)]

= g (s, v1)] (u) + (1 — ) [g (s2,02)] (u),

using the fact that w is increasing.
For multipliers A € M, (" (W)), the Lagrangian of this problem is

AVARLY;

T-1

T (s,v,A) ZGt (st,ve) + Gr (sT)

o 8 @0 ).

Under assumption [6.2.1] the Slater condition is satisfied and we obtain the opti-
mality conditions

W(é,@,f\) = max{\ll (s,v,]\) : (s,v)ESxV},
(A, g(5,0) = eA(UN (W)).

The results in Chapter 3 allow these conditions to be transformed into the desired
ones in terms of increasing concave functions. [
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We obtain the following optimality conditions for problem (e—DSIP) using the
same argument as for problem (e—DP).

Corollary 6.2.3. Suppose assumption holds. If (8,0) is an optimal solution
of problem (e—DSIP), then there exists i € clconeUs such that

L(§,0,4) = max {L(s,v,4) : , @},

(s,v)ESXV
Ela(G(5,0)—u(Y)] = € ||PX (4; clconvUsz) ||.

6.2.2. Auxiliary control problem. The preceding optimality conditions in-
duce an auxiliary control problem. This problem is explicitly:

T-1
ma; E Gy (sg,v1) + Gr (s7) +u (G (s,v
W, B Gilstu) +Gr (or) +u(Gs0)
s.t. St+1:Atst+Btvt+eta t:O,...7T—17
v € Vi a.s., t=20,...,7—1.

The above problem can be solved with dynamic programming, unlike the original
forms of problems (e—DP) and (e—DSIP). In problems (e—DP) and (e—DSIP), the
stochastic order constraint cannot be checked from a cost-to-go perspective because
it requires knowledge of activity on all other sample paths w € Q).

Define

StT = XZ:t‘C% (Qv}—vvp)

and

Vit =xIZei (, F,, P).
At time t =0,...,T — 1, given history F; the cost-to-go problem is:

T-1
(DP; (F2)) max B Z Gy (Sv,00) + Gr (s7) + u (G (s,0)) | Ft
(s,'u)G.Sz:*_1><Vzw B o—t
S.t. Syq1 = ApSy + Byvy + €y,
v=t,...,T—1,
vy, €V, as.,

v=t,..., T —1.
In the function E [u (G (s,v)) | F¢], the first ¢ — 1 arguments
(Go (50,v0) 5.+, Ge—1 (84—1,v4—1))
are constant since (Sg,...,St—1,V0,...,0t—1) € Fi.
Proposition 6.2.4. Problem (DP;(F;)) is a convex optimization problem for F
forallt=0,1,...,T

Proor. The function E {Zf;tl Gy (Sv,00) + G (ST)] is concave by construc-

tion. The function E [u (G (s, v))] is concave in (sq, . . ., s, v, . . ., vp—1) for any fixed
(80, -+, St—1,0,-..,Vt—1) since u is concave. Additionally, the set
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E{(S,U)GStTHXVtT_l: st1 = Awse |+ Brvg + e, tszvT—lv}

v € Vi ass., t=wv,..., T —1

is convex. 0

6.3. Duality

In this section, we will focus on dynamic programming duality for problem
(e—DP) and for our auxiliary control problem. Define the dual functional

d(u)= max {L(s,v,u): (@), (6)}.

(s,v)eSxV

Notice that the dual functional d (u) is equivalent to the auxiliary control problem
in the previous section, and it does not depend on €. Using the results from Chapter
3, the dual to problem (e—DP) is

(e-DPp)  min{d(u) — € ||PX (u; cleconvU™ (W)) || : u € cleoneU™ (W)} .
Similarly, the dual to problem (e—DSIP) is

(e—DSIPp) min {d (u) — €||PX (u; clconv (Uz)) || : w € clconeUz} .

The non-anticipativity constraints will be modeled explicitly in this section. The
usual mean-vector constraints are:

ve—E | Ft]=0as., ¢t=0,...,7—1

However, we will use state-vector constraints (see [15]) for greater ease. On sample
path w € Q, the history of observations at time ¢ is denoted by the history operator

Hw = (Ag (w), By (w),eq (w),..., A1 (w),Bi—1 (w),e4-1 (w)),

fort =1,...,T. At time ¢t = 0 there are no observations. The inverse of the history
operator H; is denoted as

Hl'o={0ecQ: Ho=Huw}.

The set H, 'w C Q is the set of all scenarios ©@ €  that share the same history
as scenario w up to time t. We let H;) denote the set of all possible histories
of observations up to time ¢. Introduce random variables 7; : H;Q — RMv for
t=1,...,T — 1 (no state vector is needed for time ¢ = 0, since the initial state
is assumed to be given). Each @, is automatically F;—measurable by construction.
The non-anticipativity constraints can then be expressed as

Ut(W)*ﬁt(HtW):Oa.S.7 til,,T*I

Make the non-anticipativity constraints explicit in d (u) to obtain
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T-1
max E Z Gt (st,v) + Gr (s7) +u (G (s,v))
" t=0
s.t. St4+1 :Atst+Btvt+et, tZO,...,T‘*].7
st (w) — 3¢ (Hw) =0 aus., t=0,...,T,
vy (W) — T (Hyw) = 0 a.s., t=0,...,T—1,
v € Vi ass., t=0,...,7—1.

Define the random set

St41 = Ap (W) 8¢t + Be (w) v + er (w)
t

Z0,...,T—1,
E (w) =< (s,v) v € Vi ()
t=0,...T—1

to represent the system dynamic and control constraints on a particular sample
path. The set E (w) as defined satisfies relatively complete recourse: it can be
written as

E(w)=Ep(w) x - x Er (w)

where each E} (w) is Fi—measurable, and the constraint

(s (w),v(w)) € E(w)

can be written as

v (w) € By (w)
fort=0,...,7—1and

St ((AJ) S Et (CU)

fort=0,...,T.
Introduce the function

|00 G (s1,00) + G (s0) + (G (5,0)| (@),
(s,v) € E(w),

—00,

¢ (s(w),v(w),w)=
otherwise.

The function ¢ (-,w) is concave on its effective domain:

{(s,v) : ¢ (s,v,w) > —00}
by construction. Further, the effective domain of ¢ (-; w) is closed and convex. The
function ¢ (-, w) is a normal integrand in the sense that its hypograph is closed and
measurable (see [19] Example 14.32]).
The functional d (u) is then equivalent to the optimization problem:
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max B¢ (s (w),v(w),w)]

s.t. St (LU) — S¢ (HtLU) =0 a.s., t= O7 o ,7"7
vt (w) — 7 (Hiw) =0 as., t=0,...,7 -1

Even though sg is given and vg (w) — Tp (How) = 0 is a tautology under our as-
sumptions, we still introduce the time index ¢ = 0 above for synchronicity with
[15]. We will introduce multipliers ©5 = (O, ...,Os7) € £§T“)N5 (Q,F,P) and
0, = (91,07 R GU(T_l)) € ElT No (Q, F, P) for the non-anticipativity constraints.
Let © = (©4,0,). We introduce the conjugate function

ACIOR
= 00600 ()0) ~ (00 )5 () — (O ) )}

The following result establishes duality from the perspective of the non-anticipativity
constraints. Let ©; = (04, 0,;) for t =0,...,7 — 1 and O = Ogr.

Theorem 6.3.1. [15 Theorem 1] (a) The dual of d(u) is

min  —E[5" (0w),)]

st. E[0:; (@) |@e€ H ' (Hw)] =0 as., t=0,...,T.

(b) Suppose (8,0) is optimal for d(u) and that 0¢ (38 (w),0 (w),w) is non-
empty for P—almost all w € Q. Then there exists © (w) € J¢ (5 (w), D (w),w)
for P—almost all w € Q0 such that

E[0; (@) |@®e€ H ' (Hw)] =0as.,t=0,...,T.

(c) —E {(i)* (@ (w) ,w)} is the optimal value of d(u) and its dual.

6.4. Finite probability spaces

In this section, we will consider problem (DP) on a finite probability space.
The dependence on € > 0 is dropped in this section for notational succinctness.
We will work with the coupling transformation in this section so we do not have
to rely on the e perturbation to satisfy the Slater condition. For this section, we
suppose that the performance measure G (s, v) (and the corresponding discrete time
dynamic system that it evaluates) and Y are constructed on separate probability
spaces (1, F1, P1) and (Qg, Fa, Ps).

The decision variables (s,v) are now finite dimensional {(s (w;),v (w;))};c -
We denote s; (w;) and v; (w;) as the state and control on scenario w; at time ¢t. We
obtain the problem:
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(DCP)
J T—1
max Y P ({fwiy}) | D [Ge (s6,v0)] (wiy) + [Gr (s7)] (wi))
j=1 t=0
Sy kY (wor) .
(14) st [G(s,0)] (wij) > kpl o) 2k VieJ,
K
(15) > mik =P ({wy}), Vjied,
k=1
J
(16) > mik =Py ({war}) . vk € K.
(17) st+1 (wig) = Ag (wij) 8¢ (wiy) + By (wi) ve (wiy) + er (wiy)
t=0,....,T—1,Yj € J,
(18) vy (w15) — U (Hy (w15)) =0,
t=0,....T—1,Yj e J,

(19) vg (wij) € Vi (wij)
t=0,....T—1,Yj€J.

There is no need to introduce state vector constraints for s, since automatically
ensures that s; € F; will hold for allt =1,...,T.

We will decompose around the constraints and . The Lagrangian for
problem (DCP) is:

T—1
L (s,v,0,m,\,0) Py ({w;}) Z (Gt (st,v1)] (wi5) + [Gr (s7)] (W)
t=0

H'Mk

J ey kY (w
+D LG (5.0)] (wi) — Zk;i ?Ifszi) 2k)>

T—1
+ ZP ({wi;}) Z(Gt (w15) s ve (wij) = O (Hy (wiy)))-

The Slater condition for problem (DCP) follows.

Assumption 6.4.1. There exists (3,0,0,7) satisfying - and such
that

K -
> k=1 Tk Y (wak)
Py ({wy})
Optimality conditions for problem (DCP) are next and follow from the nonlin-
ear programming optimality conditions.

VjeJ.

[G (3, 0)] (w1;) >

Theorem 6.4.2. Suppose assumption holds. If (§ 0,9, ) is optimal for
problem (DCP) then there exists A € R7T+YD and © € L1 (Qy, Fy, P1) such that
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I
=
5
E
L2
——

J K oy
(21) 0= Z<;\j, [G(5,0)] (wy)) — Zkg ZT{JZEi) 2k)>a
J T—1
(22) 0= Zpl {wi}) Y (O (wiy) e (wi) — e (Hy (wiy)))-

The dual functional for problem (DCP) is:

d(\,0) =max{L (s,v,9,m,A,0O) : - , }
The dual to problem (DCP) is:

(DCPp) min {d (X, ©) : A>0}.

Strong duality holds between problem (DCP) and problem (DCPp).

Theorem 6.4.3. Suppose assumption [6.4.1] holds.
(a) If problem (DCP) has an optimal solution then problem (DCPp) has an
optimal solution and the optimal values are equal.

(b) If problem (DCPp) has an optimal solution (5\, é), then any feasible solu-
tion to the optimality conditions — .

The following decomposition result is by inspection.

Proposition 6.4.4. The dual functional d(\,©) decomposes to J deterministic
layers

)ﬂ
A

max (Gt (s¢,v1)] (wij) + [Gr (s7)] (waj)

Il
=)

T-1

+ (A5, [G(s,0)] (i) + D (O (wij) ,ve (wiy))

t=1
st spp1 (wij) = Ar (wij) st (wij) + By (wij) ve (wij) + e (wiy),
t=0,...,T—1,
v (wij) € V4,
t=0,...,T—1,

and a non-anticipativity layer

T-1

J
max { — Zpl ({w1;3}) Z<@t (wiy) e (He (w15)))

t=1
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The non-anticipativity layer induces linear constraints on problem (DCPp):

> P({ou}) O (@) =0, t=0,...,T—1, VjeJ.

S1p€H;  (wiy)
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CHAPTER 7

Conclusion

7.1. Remarks

This section highlights the uniting themes and summarizes the impact of this
dissertation.

7.1.1. Uniting themes. We have emphasized three themes throughout this
dissertation. The first is the necessary perturbation for problem (MP) that over-
comes the inherent difficulty with the Slater condition. The second theme is the
interpretation of the optimality conditions in terms of increasing concave functions.
The third is the importance of sample average approximation for problem (MP).

In problem (SIP), it is possible to satisfy the Slater condition without a pertur-
bation by suitably choosing Uz as discussed in [14]. However, to satisfy the Slater
condition for problem (MP) and to satisfy the Slater condition for problem (SIP) for
general choices of Uz, we are forced to introduce a perturbation. This perturbation
turns out to be essential in Chapters 3, 5, and 6 to derive optimality conditions.
The central difficulty with problem (MP), problem (RobMP), and problem (DP)
is that the zero function is contained in U™ (W). We cannot exclude just the zero
function because then we lose compactness of the constraint index set. In [14], the
zero function is excluded along with a set of functions so that the resulting subset
Uz of UN (W) is still compact. The choice of the constant perturbation function e
for all of the constraints can be adjusted. The perturbation can in principle be any
continuous function on C (UN (W)) that is strictly positive at u = 0.

The optimality conditions and duality results in this dissertation are in line
with earlier work in [7), [8, [14]. Increasing concave functions show up as the La-
grange multipliers of the increasing concave stochastic order constraints. Due to
the perturbation function €, there is a slight modification to the optimality condi-
tions when compared to [7, [8, 14]. A new term appears that penalizes increasing
concave functions with large rates of change.

The importance of sample average approximation for the problem class pre-
sented in this dissertation cannot be overestimated. Most probability distributions
in practice are too large to deal with exhaustively. Further, it is necessary to use
SAA to apply the transformation for problem (MP) developed in [I].

7.1.2. Impact. This dissertation makes several fundamental contributions.
In Chapter 3, we introduce a perturbation of problem (MP) and derive conditions
optimality conditions and duality results. It is shown that the increasing concave
functions play the role of Lagrange multipliers for the perturbed problems with
a suitable modification. In Chapter 4, we take up the issue of sample average
approximation for problem (MP). We establish consistency of sample average ap-
proximation. This chapter argues for sampling from the random-variable-valued

86



7.2. FUTURE RESEARCH 87

mapping and the benchmark separately. In Chapter 5 we consider the related is-
sue of robustness against uncertainty in the underlying probability distribution.
Our development in this chapter parallels [II]. Finally, in Chapter 6 we show
that increasing concave stochastic order constraints can be used in multi-period
optimization.

7.2. Future research

This section discusses future directions for this work.

7.2.1. Estimation. There is an implicit connection between Chapter 4 and
Chapter 5. In Chapter 4 we used sample average approximation to estimate P based
on sample data. Statistical estimators are associated with a degree of confidence,
and an implied confidence interval. Instead of just using a point estimate of P
in optimization, we would like to use all of the information from the confidence
interval. Confidence intervals are closely related to the uncertainty sets Q that
were considered in Chapter 5. The robust problem (RobMP) can possibly help
mitigate the uncertainty in estimation. We would like to quantify this mitigation.

7.2.2. Learning. We want to combine the development in this dissertation
with statistical learning strategies. Many real world systems are feedback based
and must be able to incorporate new data in real time. We distinguish between
learning and estimation in this way because estimation implies a single round of
estimation and optimization, while learning implies alternating rounds of estimation
and optimization in perpetuity.

Benchmark design also falls under the heading of learning. Instead of using a
static benchmark that does not depend on data, the decision maker can select and
update his benchmark over time. For many problems, it is necessary to redesign
the benchmark online for realistic goal setting.

7.2.3. Network applications. There are many applications for this class of
stochastic optimization problems. Our future work will emphasize design and man-
agement problems in transportation and supply networks, communication networks,
and energy networks. Our objective for this array of problems will be two-fold.
First, we want to design resilient networks that recover from disruption quickly.
Second, we want to manage networks to ensure consistent reliability given the
presence of stochastic noise. Increasing concave stochastic order constraints are
an effective tool for both of these purposes and allow these goals to be addressed
simultaneously.

7.2.4. Large-scale implementation. Chapter 4 and Chapter 5 mention the
issue of large-scale implementation for problems (SCP) and (RobCP). This issue is
also implied in Chapter 6 for Problem (DCP). Large-scale implementation for these
problems is challenging in two respects. First, these problems are all nonlinear
programming problems while column and row generation techniques have mainly
been developed for linear programs. Second, we cannot use constraint and variable
sampling as in other large-scale approaches. In semi-infinite programming, for
example, it is common to sample a finite set of the constraints and only enforce
these constraints. Problem (NLP) can be constructed from problem (MP) and
problem (SIP) in this way. However, in problems (SCP) and (RobCP) we do not
want to discard any distributional information because these problems are designed



7.2. FUTURE RESEARCH 88

to use all available distributional information about G (z) and Y. Problem (SCP)
in particular would become somewhat redundant if we used constraint sampling
after the fact, this problem was constructed by random sampling in the first place.

We turn to aggregation since we must use all of the information in problems
(SCP) and (RobCP). To solve the aggregate versions of problems (e—SCP) and
(e—RobCP), we must determine how to construct the partitions described in Chap-
ters 4 and 5, and how to update them as new problem data become available.
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