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Abstract

The vast majority of the literature on stochastic semidefinite programs (stochastic SDPs)
with recourse is concerned with risk-neutral models. In this paper, we introduce mean-risk
models for stochastic SDPs and study structural properties as convexity and (Lipschitz) con-
tinuity. Special emphasis is placed on stability with respect to changes of the underlying
probability distribution. Perturbations of the true distribution may arise from incomplete
information or working with (finite discrete) approximations for the sake of computational
efficiency. We discuss extended formulations for stochastic SDPs under finite discrete
distributions, which turn out to be deterministic (mixed-integer) SDPs that are (almost)
block-structured for many popular risk measures.

Keywords Stochastic semidefinite programming - Mean-risk models - Stability analysis -
Extended formulations
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1 Introduction

Stochastic semidefinite programs with recourse were first considered by Ariyawansa and
Zhu in [1], where, for finite discrete distributions, the authors reformulate the risk-neutral
stochastic SDP as a block-structured deterministic SDP and discuss an application to the
stochastic version of the minimum-volume covering ellipsoid problem (cf. [23, 25]). In [29],
the same authors give a multitude of other applications, including problems in geometry,
location aided routing, RC circuit design and structural optimization.

Some approaches to the algorithmic treatment of risk neutral programs with linear
recourse carry over to expectation based stochastic SDPs. Extending the results of Zhao
(cf. [27]), Mehrotra and Ozevin derive a polynomial logarithmic barrier algorithm employ-
ing Bender’s decomposition (cf. [15]). Using the volumetric barrier of Vaidya (cf. [24]),
Ariyawansa and Zhu construct algorithms of similar complexity in [2]. Furthermore, in [13],
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Jin, Ariyawansa and Zhu propose homogeneous self-dual algorithms with complexities
comparable to the ones of the methods mentioned before. Motivated by an applica-
tion in multi-antenna wireless networks, Gaujal and Mertikopoulos establish a stochastic
approximation algorithm in [9].

Chance constrained SDP models are introduced by Ariyawansa and Zhu in [28, Chap-
ter 3], where an application to the stochastic minimum-volume covering ellipsoid problem
is considered. A different approach towards risk-aversion is taken by Schultz and Wollen-
berg [20], who consider stochastic mixed-integer semidefinite programs arising from unit
commitment problems in AC transmission systems. Based on Lagrangian relaxation of the
nonanticipativity constraint, a decomposition algorithm for minimizing a weighted sum of
the expectation and the probability of exceeding a certain threshold is proposed.

The present work extends the models of [20] and [2] by considering more general risk
measures. Instead of focussing on a certain application, we discuss structural properties as
convexity and (Lipschitz) continuity of the resulting objective functions. Furthermore, we
establish sufficient conditions for differentiability in the risk neutral setting.

Consequences for quantitative stability of the stochastic SDP models under perturbations
of the underlying distribution are pointed out. Such perturbations may arise from incomplete
information about the distribution or the choice to work with a simpler (possibly finite
discrete) approximation for reasons of computational efficiency.

Finally, for finite discrete distributions, we establish equivalent almost block-structured
SDPs for various risk measures. For instance, these results allow to adopt the well-known L-
shaped method by Slyke and Wets (cf. [22]) to various risk-averse stochastic SDP models.
Wollenberg has demonstrated how block structures can be exploited to solve large stochastic
SDPs in the risk neutral setting (cf. [26]).

2 Two-Stage Stochastic SDPs with Continuous Recourse

Let Sff_ denote the cone of symmetric positive semidefinite matrices in R**¥. The com-
ponentwise Frobenius product of A = (ay, ..., a;)’ e (Sff_)s and x € S_’i is defined as

Aex = (tr(ajx), ..., tr(asx))T € R*, where tr denotes the trace of a quadratic matrix.
Furthermore, the Frobenius norm on S_k|r is given by

x| :== +/x ®x.
We shall consider the parametric SDP

P(2)) minfcex+qgey|Tex+Wey=z xeX, yeS}
X,y

where z € R® enters as a parameter. The data is comprised of c € S}, q € S, T € (S})°,
W e (S81)° and a nonempty, closed, convex set X € S'}. The set X is usually given as a
spectrahedron, i.e., the intersection of the solution sets of a finite number of affine matrix
inequalities with the cone of positive semidefinite matrices.

Let z = Z(w) be the realization of a random vector Z : 2 — R® on some probabil-
ity space (€2, F,P). A two-stage stochastic SDP arises from (P(z)) if the decision x has
to be taken without knowledge of the particular realization Z(w), while y can be chosen
after observing the previously unknown parameter. In this setting, the optimal decision y is
governed by the recourse problem

minfgey | Wey=Z(w)—Tex, yeSI (1)
y
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Let ¢ : R® — R denote the optimal value function of (1) with respect to the right-hand side
of the system of matrix equations in its constraints, i.e.,

@) :=minfgey | Wey=1, yec S}
)7

Introducing the function f : & x R® — R, f(x,2) :==cex + ¢z — T e x) we may
rewrite (P(Z(-)) as

min{f(x, Z()) | x € X}. (@)

Due to the assumed interplay between decision and observation, problem (2) is not well-

defined without further modelling choices. For any x, f(x, Z(-)) belongs to the space

L2, F, P) of extended real-valued random variables on the underlying probability space.
We thus may fix any functional R : X — R satisfying

(fZO) I xeX} S X CLYQ F.P)
and consider the optimization problem
min{Qr (x) | x € X}, 3)
where the mapping Qr : ST — Ris given by Or(x) = R[f(x, Z(-)].
We shall work with the following assumptions:

Al (Relatively complete recourse) W o S'' O suppP o Z -1,
A2 (Strict dual feasibility) There is some u € R® such that g — W T u is positive definite.

Similar, yet more restrictive assumptions are also made in [15].

Lemma 1 Assume A2, then Al holds if and only if Mp == {u e R® | g — W'u € Styis
compact.

Proof Mp is closed due to the closedness of S''. Suppose that Mp is unbounded, i.e., that
there exists a sequence {uy}reNn S Mp with limg_,  ||uk|| = oo. Define vy = ug/||ukll,
then ||vg|| = 1 holds for all k& € N. Therefore, the sequence {vi}ren can be assumed to
converge to some v # 0 without loss of generality. By u; € Mp we have g — W Tuy € St
for all k£ € N. Thus,

—WTy = lim =Wy = lim (q - WTuk) e SY.
— 00

k=00 [lugll
Now select any ug € Mp. Then ug + ov € Mp holds for any o > 0 and we have
lim v' (up 4+ av) = lim v ug + a|v]? = oo,
a— 00 a— 00
verifying sup{v u | g — W u € S} = oo. By duality, the set {y € ST | W e y = v} has
to be empty, which contradicts Al.

Let Mp be compact, then once again by duality for arbitrary ¢ € R, there existsu € Mp
withmin{gey | Wey =1, y e S} = t Tu, which implies r € W e S and thus Al. I

The lemma above shows that sup{tTu | g — Wy € S} is attained for any 1 € R’
whenever Al and A2 hold true.

Lemma 2 Assume Al and A2, then ¢ is finite, convex and Lipschitz continuous on R®.
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868 M. Claus et al.

Proof Due to Al and A2, strong duality holds true for the SDP defining ¢. We thus have

@) =max{r u|ue Mp} VieR.
u

As Mp is nonempty and compact by Lemma 1, ¢ is finite on R¥.
Furthermore, for arbitrary A € [0, 1] and 1, t, € R?, strong duality implies

et 4+ (1 = Ntr) = max At + (1 — M) u

ueMp

< amax t]u+ (1 —A) max 1] u
ueMp ueMp

= Arp(t1) + (1 — Me(n),

which proves the asserted convexity of ¢.

To establish Lipschitz continuity, let ¢, 7, € R® be arbitrary and fixed. Then by strong
duality and the compactness of Mp, there exists u1, up € Mp such that ¢(t1) = tl—rul and
o(h) = t;uz. By tlTul > tlTuz and t;uz > t2Tu1 we have

T T T T
—lluall - 1t —02ll Sty u2 —ty uz < @(t1) —@(t2) <ty uy —ty uy < llugll - 71 — 2|
and thus |@(t]) — @(t2)| < max{|uill, luz(I}llty — 21l. Set Ly, := maxyepm,, llull < oo, then
lp(t) — )| < Ly - |It1 — 2]

holds for all ¢, t, € R*, which completes the proof. O

Remark 1 Under assumptions Al and A2, ¢ is finite and convex, which implies directional
differentiability by [18, Theorem 25.4]. Furthermore, the subdifferential of ¢ is convex,
compact and admits the representation

dp(t) = Argmax{u 't | u € Mp}.
By [18, Theorem 25.1], ¢ is differentiable at ¢ if and only if d¢(¢) is a singleton. In that
case, we have d¢(t) = {Vo(1)}.
Remark 2 In two-stage stochastic linear programming, the counterpart of ¢ is the optimal
value function of a linear program:
¢ R* >R, @) :=min{g y | Wiy =1, y € R}

with ¢; € R™ and W; € R**™. By linear programming theory, ¢; is finite on R® iff
Wi RY) = R and Mp, = {u € R¥ | WlTu < g} # @. In this situation, ¢; admits the
representation

(1) = max dle,
j=1,...N

=l,...,

where di, ..., dy denote the vertices of the polytope Mp,. In particular, ¢; is piecewise
linear, convex and Lipschitz continuous.

The following example shows that the assumptions Al and Mp # @ are not sufficient to
ensure that the optimal value in the problem defining ¢(¢) is attained for all € R®.

Example 1 Fort € R, consider the SDP

min{[1000]ey[04L0]ey=1 yesi]|. 4)
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For any t € R we have

I—

|:|t|+1t ]eintSi and [0%

[t|+1¢ _
' 7+ 1 0]'[t 41| =0

Consequently, Al is fulfilled. Moreover, we have

Mp={ueRr|[1000]-[04}0]-uest}=1o) )

As (4) is strictly feasible for any right-hand side r € R®, strong duality holds and (5) implies
that the infimum of (4) is zero. Furthermore, for any 7 € R \ {0} we have

I3 t 2
[{H 2 } €St &= yiu>0 yn>0 yuyn- (*) >0,
7 Y2 2

which yields the lower bound y;; > r2/(4y2) > 0 for any y that is feasible for (4).

Consequently, the optimal value in (4) is not attained if 7 # 0.

3 Structure of Risk-Averse Stochastic SDPs
Let us now return to problem (3) and consider various choices of R. To ensure finiteness,
we shall work with moment conditions on the Borel probability measure P o Z~! induced

by the underlying random vector Z(-). Let P(R*) denote the space of all Borel probability
measures on R® and

M= {ueP@ ) [ 17 wan <o
RS
be the subspace of measures having finite moments of order p > 1.

Lemma 3 Assume Al, A2 and P o Z~!' € M?. Then fx,Z() € LP(Q2, F,P) for all
x € 8} and the mapping F : 8§ — LP(Q,F,P), F(x) = f(x, Z(-)) is convex and
Lipschitz continuous with constant ||c|| + Ly, - | T || w.r.t. the LP-norm.

Proof For any x € S we have
1@, = [ Jeortp=T el @o 2
< lcex|? + o) + /RS lp(z — T o x) — @(0)|” (Po Z™")(dz)
< lcoxl” + o) + LT ox|/” + L /R 2I” (P o Z7)(dz) < oo

by Lemma 2.
For any x1, x € Si, A € [0, 1] and z € R, the convexity of ¢ yields

FOx1 4+ (1= Mx2,2) < Af(x1,2) + (1 —A) f(x2,2)
and thus in particular F(Ax; + (1 — A)x2) < AF(x1) + (1 — L) F(x3) with respect to the

P-almost sure partial order, proving the asserted convexity of F.
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Finally,

|F(x1) — F(x2)ller = llco(x1 —x2) +9(z—T ox1) —p(z— T e x2)lLr

lco(xt —x2)llLr + lo(z—T ox1) —@(z—T o x2)|ILr
(llell + Ly - IT1) - llxr — x2]

holds for all x1, x, € S%. O

IAIA

Remark 3 Lemma 3 shows that under a suitable moment condition on Z the classical L”-
spaces are a natural choice for the domain X of R (1 < p < o0). Furthermore, Lemma 2
shows that if Z has bounded support one may choose X = L*(2, F, P).

Definition 1 A mapping R : X — R defined on some linear subspace X of LO(Q2, F, P)
containing the constants is called a convex risk measure if the following conditions are
fulfilled:

1. (Convexity) For any Z;, Z, € X and A € [0, 1] we have
RIMNZi + (1 = M) Zy] < AR[Z1]1+ (1 — VDR[Z].

2. (Monotonicity) R[Z ] < R[Z,] for all Z;, Z, € X satisfying Z; < Z, with respect
to the P-almost sure partial order.
3. (Translation equivariance) R[Z| + z2] = R[Z|] + zp forall Z; € X and z; € R.

A convex risk measure R is coherent if the following holds true:
4. (Positive homogeneity) R[z2Z1] = 2o - R[Z1] for all Z; € X and z; € [0, 00).

Definition 2 A mapping R : X — R is called law-invariant if for all Z;, Z, € X" with
PoZ;' =Po Z;" wehave R[Z] = R[Z].

We shall give some examples of risk-measures frequently used in stochastic program-
ming as listed in [17, pp. 447-448], and [21]. Later we will give extensive formulations of
discrete mean-risk SDPs based on these risk-measures:

(i) The expectation E : L'(Q, F,P) — R is a law-invariant coherent risk-measure.
(ii)) The expected excess over threshold n € R (as used in [19]) is the mapping EE, :
LY(Q, F,P) — R defined by

EE,[Y] = / max{Y (w) — n, 0}P(dw).
Q

This is a non-decreasing, convex and law-invariant risk measure, but in general not
translation-equivariant.
(iii) The conditional value-at-risk at level & € (0, 1)

1
CV@R, : L'(Q, F,P) > R, CV@R,[Y]= min {n + 1—]EE,,(Y)} (6)
ne —

is law-invariant coherent (cf. [16]).
(iv) The value-at-risk at level « € (0, 1)

V@R, : L%Q, F,P) > R, V@R,[Y]=inf{t | P(Z(w) <1) > o}

is nondecreasing, law-invariant, translation-equivariant and positively homogenous,
but in general non-convex.
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(v) The upper semi-deviation of order p is the mapping Mad;)r  LP(Q, F,P) - R
defined by

1
Mad/ [¥] = ( / max{0, Y () —Ep[Z]}p]P’(dw))p .

For p € [0, 1] this gives rise to the law-invariant and coherent risk measure E +
p Mad,, (cf. [21, p. 276]).

Proposition 1 Assume Al and A2, let X be a convex subset of L°(Q2, F, P) that contains
F(S) and fix a convex and nondecreasing mapping R : X — R. Then Qr is finite and
convex on 8"l In particular, problem (3) is convex.

Proof Finiteness of Qr follows directly from the finiteness of R. Furthermore, for any
x1,x2 € 8% and A € [0, 1] we have

Or(x1 4+ (1 = Mx2) = RIF(x1 + (1 — Mx)]
< RIAF(x1) + (1 = M) F(x2)]
< AR[F(xD]+ (1 = HRIF (x2)].

A

The first inequality above holds due to the monotonicity of R and the convexity of F (by
Lemma 3), while the second one is justified by the convexity of R. O

Similar to the previous proposition, continuity properties of R carry over to Lipschitzian
properties of OR:

Proposition 2 Assume Al, A2 andPoZ~' € M. IfR : X — Ris convex and continuous,
then Qg is locally Lipschitz continuous on S'}..

Proof 1t is well-known (cf. [7]) that a real-valued continuous and convex mapping on a nor-
med space is locally Lipschitz continuous. Hence the result directly follows from Lemma 3.
O

Proposition 3 Assume Al, A2andPoZ~' € MY IfR : X — Ris Lipschitz, then Qx is
Lipschitz on S.

Proof Straightforward. O

Remark 4 The required continuity in Proposition 2 is always satisfied if R is convex and
nondecreasing (w.r.t. to the P-a.s. partial order). Lipschitz continuity holds for all coher-
ent risk measures (cf. [12]). Concrete Lipschitz constants for coherent law-invariant risk
measures may be obtained from representation results, e.g. from [3].

Proposition 4 Assume Al, A2 and that the support of Po Z~ is bounded. Furthermore, let
R : L*®(Q2, F,P) — R be a coherent risk measure. Then QR is Lipschitz continuous with
constant ||c|| 4+ Ly, - |T| on S’}
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Proof R is Lipschitz continuous with constant 1 with respect to the L°°-norm on by
L>®(Q2, F,P) by [8, Lemma 4.3] and F takes essentially bounded values by Remark 3.
Thus, for any x1, xo € S we have

[QRr(x1) — Qr(x2)| = |RIF(x1)] — RIF (x2)]|
< |F(x1) — F(x2)llLee
< IFG) = Fx)llp
< (el +Le - ITHD - llx1 — x2]]

by Lemma 3. O

We shall now turn our attention to questions of differentiability, but confine the analysis
to the risk neutral model.

Lemma4 AssumeAl, A2andPoZ~" € M}, then the functional Qp : St = R 0Opk) =
E[F (x)] is directionally differentiable and

Op(x;v) == / ¢'(z—Tex;v) (PoZ ") dz)
R‘Y
holds for all x, v € S%.

Proof Qr is finite valued by Lemma 3, convex by Proposition 1 and thus directionally
differentiable (cf. [18, Theorem 25.4]). Furthermore, ¢'(- — Tx; v) is a pointwise limit of
measurable functions and thus measurable for any x, v € S. The asserted representation
of the directional derivative is justified by Lemma 2 and [4, Proposition 2.1]. O

Sufficient conditions for differentiability Qg can be obtained using the same arguments
as for linear recourse (cf. [21]).

Lemma 5 Assume Al, A2 and P o Z=' € M! and let xo € S’} be such that
Argmax{uT(z —Texy) |ue Mp}

is a singleton for (P o Z~Y)-almost all z € RS. Then Qg is differentiable at xo.

Proof For (P o Z 1-almost all z € R*, hy S > R oh(x) =cex+¢(z—Tex)is
differentiable with measurable derivative
h/z(x) =c+-TT -ArgmaX{uT(z —Texy) |ue Mp}.

Consider the functions g, : S — R defined by

_ he) — he(xo) = o) (x — x0)
v = ol

g:(x) :

’

@ Springer



On Risk-Averse Stochastic Semidefinite Programs with Continuous... 873

then lim, _, v, g;(x) = 0 holds for (P o Z~1-almost all z € R?. Furthermore, Lemma 2
implies [|g;(xX)|| < 2(L,|IT|| + llc]) for all x € S} and z € R*. Hence, by Lebesgue’s
dominated convergence theorem, we have

lim Qr(x) — Qr(x0) — [ps M, (x0) T (x — x0) (P o Z71)(d2)

x>0 llx — xoll
= lim [ gx) (PoZ Ydz) = / lim g,(x) Po Z~")(dz) = 0.
X—>X0 RS Rs X—>X0
Consequently, Qg is differentiable at xo and Qf (xo) = [, h%(x0) (Po Z “H(dz). O

Corollary 1 Assume Al, A2 and that P o Z~' € M is absolutely continuous with respect
to the Lebesgue measure. Then Qg is continuously differentiable on S'..

Proof Let N, C R® denote the set of points of nondifferentiability of ¢. By [18, Theo-
rem 25.5],

Ny ={zeR’ |z—Tex € Ny}

is a null set with respect to the Lebesgue measure for any x € S”, which implies (P o
Z=HIN,] = 0. Consequently, Qp is differentiable on S’} . Continuity of the derivative
follows from [18, Theorem 25.5] and the convexity of Qf. O

Remark 5 Assuming Al, A2 and P o Z=! € M., the subdifferential of Qg admits the
representation

A0E(x) =c +/ 39z —T ex) (Po Z7 Y (dz)
R
= {c—l—/ p@PoZ NHYd2) | p: R® — S’} measurable, p(z) € d,¢(z—T ox) a.s.}.
RS

Further details are given in [4].

Corollary 2 Assume A2 and that the underlying random variable Z follows a finite discrete
distribution with realizations 71, ..., zs € R® and respective probabilities 1, . .., s > 0.
Furthermore, assume that {y € S | Wey = z; — T ex} is nonempty foranyi € {1, ..., S}
and x € S'!.. Then

s
C+Zm <0xp(zi — T o x)

i=1

IQE(x)

s
c+ Z—m T -Argmax{uT(zi —Tex)|ueMp}
i=1

holds for any x € S'.

Proof The result follows directly from [18, Theorem 23.8]. O
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4 Stability

We shall now study the dependence of Q% on the underlying probability measure P o Z!.
This is motivated by the fact that in applications the true probability distribution of the ran-
dom parameter may be unknown. In such situations, one may work with an approximation
if the optimal value function and the optimal solution set mapping of (3) are at least semi-
continuous with respect to changes of the underlying distribution. Throughout this section
we will assume

Al"  (Complete recourse) W o S| = R’.

instead of condition Al.

Let (20, Fo, Po) be an atomless probability space, i.e., assume that for any A € Fy with
Po(A) > O there exists some B C A with B € F( and Po(B) > 0, and fix any p > 1. Then
forany v € /\/l;7 there exists some Z, € L?(Qq, Fo, Py) such that Py o ZV_I. Thus, given
any law-invariant mapping Ro : L” (R0, Fo, Pop) — R, the function

Ory: ML >R, Op,lv] = RolZ]

is well-defined. Furthermore, we can construct a mapping R, : L” (2, F,P) — R by set-

ting Rr,[Z1] := O, [Po Zfl]. To ease the notation, we shall assume that (22, F, P) itself
is atomless. Given any law-invariant mapping R : LP(Q2, F,P) — R, we shall consider
the function

QS x M =R, Qrx, ) i=Or [io f(,)7].

For the following analysis, we equip the space P(R*) with the topology of weak conver-
gence, where a sequence {ux tren € P(R®) converges to some u € P(R®), written fux i n
if and only if
[ @ mtany > [ ey i
RS RS

holds for any bounded and continuous function /# : R® — R. It is well known that even for
linear recourse one cannot expect weak continuity of Qg on the entire space S% x M?.
Along the lines of [6], we shall thus restrict the analysis to appropriate subspaces.

Definition 3 A set M C MY is called locally uniformly || - ||”-integrating if for any
i € M and any € > 0 there exists some open neighborhood A of 1 with respect to the
topology of weak convergence such that

lim  sup /11<a,oo>(||r||f’>~||r||Pv(dr)5e.
a=>00 e NNM JRS

Example 2 (a) Forany K, e > 0and p > 1, the set
U, K) = {v e MV / )11+ v(dr) < K}
RS

of measures having uniformly bounded moments of order 1 + € is locally uniformly
|| - |I”-integrating (cf. [5, Lemma 2.69]).
(b) Forany p > 1 and compact set E C R, the set

{ver:/;lv(dt)zl}

of measures with support in E is locally uniformly || -||”-integrating by [14, Lemma 5.1].
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(c) Any singleton {1} € M? is locally uniformly || - ||”-integrating for any p > 1 by
[14, Lemma 5.2].

Theorem 1 Let R : LP(Q2, F,P) — R with p > 1 be law-invariant, convex and nonde-
creasing. Assume Al' and A2 and let M € M?P be locally uniformly || - ||P-integrating.
Then the following statements hold true:

1. The restriction of Qr to the set S'L x M is continuous with respect to the product topol-
ogy of the the standard topology on S} and the relative topology of weak convergence
on M.

2. The optimal value function
p:M—->R, @)= HEH{QR(X,M) | x € X}

is weakly upper semicontinuous.
Additionally assume that X is compact. Then

3. @ is weakly continuous.
4. The optimal solution set mapping

O M=SY, P(u) = Argmin {Qr(x, p) | x € X}

is weakly upper semicontinuous in the sense of Berge, i.e., for any no € M and any
open set O C S with ® (o) € O there exists a weakly open neighborhood N of 1o
such that ®(u) € O forall w € N'NM. Furthermore, ® (1) is nonempty and compact
for any u € M.

Proof Invoking Lemma 2, the result follows from [6, Corollary 2]. O

5 Extensive Formulations for Finite Discrete Distributions

Throughout this section, we shall assume Al, A2 and that the underlying random variable
Z follows a finite discrete distribution with realizations zy,...,zs € R® and respective
probabilities 71, ..., w5 > 0. Furthermore, we denote the index set {1, ..., S} by Zs.

It is well known that in the risk neutral setting, the stochastic SDP admits a reformulation
as a block-structured SDP (cf. [1, 15]):

Proposition 5 The risk neutral stochastic SDP
min {Qg(x) | x € X} )

is equivalent to the SDP

s
min {c-x—an,-qoy,-|Tox+Woyi:ziVieIs, xeX, y eSﬁr’VieIg},
ys

X Y1seens “
i=1
®)
in the sense that the infimal values of the problems coincide. Furthermore, x is an optimal
solution for (7) if and only if there exist yy, ..., ys such that (x, y1, ..., ys) is an optimal

solution for (8).
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876 M. Claus et al.

Proof By definition of ¢,

S S
Qe(x)=cex+ ) mpzi—Tex)<cex+y mqey ©)

i=1 i=1
holds for any x € X, y1,...,ys € SV satisfying T e x + W e y; = z; foralli € Zs.
Thus, the infimal value of (7) is less or equal to the infimal value of (8). Furthermore, (9) is
satisfied as equality if and only if
yi € Argmin{gey |Tex +Wey=z;, yeSY)

holds for all i € Zg. The optimal solution set above is nonempty by strong duality, which
holds due to Al and A2. O

We continue with extensive formulations of the SDP (3) for mean-risk models based on
the risk measures immediately following Definition 2. In this context, p shall always be a
nonnegative, predefined parameter indicating risk-aversion in the optimization.

Proposition 6
min { Q.+, g, () | x € X}, (10)

with n € R as a given parameter, can be equivalently restated as

N N
minvs.{cox—i—Zniqoyi—i—p Znivi | Tex +Wey =z Vi e,

i=1 i=1

v>0, vi>cex+qgey —nViels,

xeX, y,-eSj’fVieIs}. 11)

Proof As the objective function of (11) is increasing with respect to v, any optimal solution
(x,v1,...,V8,¥1,...,ys) satisfies v; = max{cex + g o y; — n,0} foralli € Zg. The
asserted equivalence of (10) and (11) then follows as in the proof of Proposition 5. O

Proposition 7
min { Qg+, cver, (X) | x € X}
can be equivalently restated as

s s
min cox—i—quoy,'—l—,or]—i-%vai|Tox+Woy,~=z,~VieIS,

i=1 i=1

v>0, v;>cex+qey —nVielg,

neR, xeX, yyeSyViels;. (12)

Proof This follows directly from the variational representation of CV@R in (6). The
expected-excess can be pushed into the restrictions by the same trick as in Proposition 6. [
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As in in the risk-neutral case, problems (11) and (12) exhibit a block structure, i.e., there
is no coupling constraint involving variables associated with different scenarios. This allows
for a direct adaptation of the decomposition algorithms established for the expectation based
model.

Proposition 8
min {QE_,_pMad;(x) Ix e X}

can be equivalently restated as

S S P
minvs, cox+2niqoyi+p<2nivip> | Toex+ Wey =z Viels,
Viys i=1 i=1
N
v >0, v,-ZCox—i—qoyi—an-qoijieIs,
j=1

xeX, yeS!Viels

Proof Analogous to Proposition 6. O

Unlike the previous models, the equivalent SDP in Proposition 8 contains an individ-
ual coupling constraint for each scenario. While Lagrangian relaxation still is possible, it
remains to be examined whether this approach is sensible from a computational point of
view.

Proposition 9 Consider the problem

min { Qg4 pvar, (*) | x € X}

with compact set X. This problem can be equivalently restated as the following SDP with
binary variables

s
min {(1+p)cex+ Y mgeyi+pnl
X,V1,...,US,
Y1oennYS i=1
3150 85,1
Tex+Wey =z Viels,
s
Z&' T > a,
i=1
n—qey > (1—368)MViels,
neR, xeX, §€{0,1}, yy e S} Vi €L (13)

if M € R is chosen sufficiently big.
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Proof As in the preceding propositions introduce a dummy variable 7 to push V@ R[¢p(z —
T e x)] into the restrictions as > V@R[p(z — T e x)] and minimize over 7. Note that
n>V@R[p(z — T e x)] is equivalent to

ulp(z —Tex) <n) >a. (14)

As for given x € X feasible points to the second stage problem corresponding to realization
z; are denoted as y;, (14) can be rewritten as

Z T = .
i€ls:qeyi<n
This conditional summation can in turn be cast into inequalities with
binary variables é;, i € Zg,
n—qeyi = (1-68)M, i€l

ZS[T(,‘ = O

i€ZLg

v

\Y

if M is chosen such that n — g e y; < M for all feasible y; and all n close to V@ R[p(z; —
T e x)]. Since —q e y; < —@(z; — T e x) the existence of M follows from compactness of
X,asmaxyex ¢(z; — T e x) < ooforalli € Zg. O

Equation (13) does not decompose scenariowise due to the coupling constraint
Zle 8; m; > «, which involves variables from all scenarios. Furthermore, it has an
additional binary variable for each scenario. Problems of a similar structure have been con-
sidered in the context of minimizing a weighted sum of the expectation and the probability
of exceeding a fixed threshold in [20], where Lagrangian relaxation of the coupling con-
straint enables an approach based on Bender’s decomposition. This direction seems also
very promising for the algorithmic treatment of (13).

6 Future Research

Some interesting directions to be considered in a future research project are models involv-
ing stochastic costs and stochastic dominance SDP-models. In the presence of stochastic
costs the recourse function ¢ is piecewise quadratic and nonconvex which makes the anal-
ysis in Lemma 3 more delicate. For first- and second-order dominance constraints, some of
the structural results in [10] and [11] immediately carry over to case of stochastic SDPs.
Their numerical treatment shall also be considered in future work.
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