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Abstract This paper investigates the computational aspects of distributionally robust
chance constrained optimization problems. In contrast to previous research that mainly
focused on the linear case (with a few exceptions discussed in detail below), we con-
sider the case where the constraints can be non-linear to the decision variable, and in
particular to the uncertain parameters. This formulation is of great interest as it can
model non-linear uncertainties that are ubiquitous in applications. Our main result
shows that distributionally robust chance constrained optimization is tractable, pro-
vided that the uncertainty is characterized by its mean and variance, and the constraint
function is concave in the decision variables, and quasi-convex in the uncertain para-
meters. En route, we establish an equivalence relationship between distributionally
robust chance constraint and the robust optimization framework that models uncer-
tainty in a deterministic manner. This links two broadly applied paradigms in decision
making under uncertainty and extends previous results of the same spirit in the linear
case to more general cases. We then consider probabilistic envelope constraints, a
generalization of distributionally robust chance constraints first proposed in Xu et al.
(Oper Res 60:682-700, 2012) for the linear case. We extend this framework to the
non-linear case, and derive sufficient conditions that guarantee its tractability. Finally,
we investigate tractable approximations of joint probabilistic envelope constraints,
and provide the conditions when these approximation formulations are tractable.
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1 Introduction

Many optimization and decision making problems, when facing stochastic parameter
uncertainty, can be tackled via the celebrated chance constraint paradigm. Here, a
deterministic constraint is relaxed, and instead is required to hold with a certain prob-
ability (w.r.t. the uncertain parameter). That is, given a constraint f(x, §) > « where
x denotes the decision variable, « € R denotes the target value, and §, the uncertain
parameter, follows a distribution p, one solves:

Ps~plf(x,8) = a] = p, ey

for some value p € (0, 1). Chance constraints were first proposed by Charnes and
Cooper [11], and since then there has been considerable work, e.g., Miller and Wagner
[31], Prékopa [34], Delage and Mannor [16], and many others; we refer the reader to
the textbook by Prékopa [35] and references therein for a thorough review.

While the chance constraint formulation is conceptually intuitive, it has two dis-
advantages that limit its practical applications. First, it is usually difficult to obtain
enough samples to accurately estimate the distribution p. Second, optimization prob-
lems involving chance constraints are notoriously hard to solve, even when f (-, -) is
bilinear (i.e., linear in either argument) and u is a uniform distribution (Nemirovski
and Shapiro [32]). Indeed, the only known tractable case of the chance constraint for-
mulation is when f (-, -) is bilinear and p follows a radial distribution (Calafiore and
El Ghaoui [10]; Alizadeh and Goldfarb [1]).

A natural extension of the chance constraint paradigm that overcomes the above
mentioned problems is the distributionally robust chance constrained (DRCC)
approach (e.g., Calafiore and El Ghaoui [10], Erdogan and Iyengar [22], Delage and
Ye [17], Zymler et al. [41]). In this paradigm, the distribution of the uncertain para-
meter is not precisely known, but instead, it is assumed to belong to a given set 3.
Constraint (1) is then replaced with the following constraint

inf Ps,[f(X,8) > a] > p. 2
neP

In words, (2) requires that for all possible probability distributions of the stochastic
uncertainty, the chance constraint must hold. Typically, 13 is characterized by the mean,
the covariance, and sometimes the support of the distribution as well, all of which can
be readily estimated from finite samples. The DRCC approach also brings in compu-
tational advantages, e.g., Cheung et al. [14] developed safe tractable approximations
of chance constrained affinely perturbed linear matrix inequalities. A celebrated result
by Calafiore and El Ghaoui [10] shows that when f (-, -) is bilinear and ‘B is char-
acterized by the mean and the variance, DRCC (2) can be converted into a tractable
second order cone constraint.

Yet, most previous results on the tractability of DRCC are restricted to the case that
f (-, -) is bilinear, whereas not much has been discussed when f (-, -) is non-linear. One
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exception that we are aware of is Zymler et al. [41], where they showed that DRCC is
tractable when f(x, 8) is linear in the decision variable x and quadratic or piecewise
linear in the uncertainty §. However, their method is built upon the S-lemma, and
hence it is not clear how to extend the method to more general cases. Another one
is Cheng et al. [13] where they studied the knapsack problem with distributionally
robust chance constraints when f (X, 8) is piecewise linear in the uncertainty § and
provided its equivalent formulation when the first and second moment and the support
information of § are known. To the best of our knowledge, the general non-linear case
is largely untouched.

This paper is devoted to analyzing the tractability of DRCC (and its variants) under
general—i.e., non-linear— f (-, -). This problem is of interest, because in many appli-
cations the uncertainty is inherently non-linear, and cannot be modeled using a bilinear
f(, ), e.g., [9,28,42]; see Sect. 2 for a more detailed discussion. In particular, we
consider the following constraint

Swi(%’fz) Plf(x,8) > a] > p, 3)

where f (X, 8) is concave in X, and quasi-convex in §. Here, following the notations
from Xu et al. [40], we use (0, X) to denote all distributions with mean zero and
variance X, and let § ~ (0, X) stand for § follows some unknown distribution
that belongs to (0, X'). Notice that DRCC is a special case of distributionally robust
optimization (e.g., [17,21,33,36]) by setting the utility function to the indicator func-
tion. However, because the indicator function is neither convex nor concave in either
argument, previous results on the tractability of DRO do not apply in our setup.

Our first contribution, presented in Sect. 3, establishes that Constraint (3), when
f (-, -) is concave-quasiconvex, is tractable. En route, we derive an equivalence rela-
tionship between (3) and a robust optimization formulation using a deterministic uncer-
tainty model (e.g., Ben-Tal et al. [5-7], Bertsimas and Sim [8]). This result thus links
the two arguably most widely used approaches in optimization under uncertainty, and
extends previous results of the same spirit for the linear case (e.g., Delage and Mannor
[16], Shivaswamy et al. [38]).

Our second result, presented in Sect. 4, establishes the tractability of the proba-
bilistic envelope model in the non-linear case. The probabilistic envelope model is
proposed in Xu et al. [40], based on the following observation: the chance constraint
(1) only guarantees that the given constraint will be satisfied with probability p or vio-
lated with the remaining (1 — p) probability, but no control is provided on the degree
of violation. To overcome this, Xu et al. [40] proposed the probabilistic envelope
constraint framework—essentially a set of infinite number of chance constraints at all
levels of potential violation. That is, replace the single DRCC in (3) with the following

inf P[f(x,8) >a—s]>DB(s), Vs>0, 4)
§~(0,%)

where B (s) is a given non-decreasing and right-continuous function of s. However,

only the bilinear case has been investigated. In this paper, we extend the probabilis-
tic envelope constraint to non-linear uncertainties. We prove that the optimization
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problem involving the probabilistic envelope constraint (4) is tractable when f (-, -)
is concave-quasiconvex and B(s) satisfies some weak conditions. Similarly as for
the (single) DRCC case, we establish a linkage between probabilistic envelope con-
straints and the comprehensive robust optimization framework using a deterministic
uncertainty model (Ben-tal et al. [2,3]).

It is worthwhile to note that the probabilistic envelope constraint is closely related
to stochastic dominance constraints in the literature of stochastic programming
(Dentcheva and Ruszczyniski [18-20]); see Chapter 4 of the book by Shapiro et al. [37]
for more details. A stochastic dominance constraint refers to a constraint of the form
X > Y where X and Y are random variables and > () stands for k-th order stochastic
dominance. Thus, a probabilistic envelop constraint is indeed a first-order stochastic
dominance constraint with the right hand side is a random variable whose cumulative
distribution function is B (s). However, most of the literature in optimization with sto-
chastic dominance constraints does not address this specific case and instead focuses
on the second (or higher) order constraints case, a case that preserves convexity and
is more amenable to analysis. As we restrict our attention to this specific case, we
choose to use the name “probabilistic envelop constraint”.

Finally, we extend our results in two ways, namely, more flexible uncertainty mod-
eling and joint constraints. In Sect. 5, we provide tractability results for the case where
the mean and variance themselves are unknown, and the case that the mean and the
support of the distribution of the uncertain parameters are known. For more general
uncertainty models where exact results appear difficult, we provide a conservative
approximation scheme based on CVaR approximation of the chance constraints. In
Sect. 6, we extend the probabilistic envelope constraint formulation to its joint chance
constraint counterpart. This typically leads to a computationally challenging problem,
and we adopt the CVaR approximation approach proposed by Zymler et al. [41], and
show that the joint probabilistic envelope constraint can be approximated tractably
under some technical conditions.

Notation. We use lower-case boldface letters to denote column vectors, upper-case
boldface letters to denote matrices, and the transpose (superscript T) of the column
vectors to denote row vectors. The all-ones vector is denoted by 1. The space of
symmetric matrices of dimension n is denoted by S”. For any two matrices X, Y € S”,
(X,Y) = tr(XY) denotes the trace scalar product, and the relation X > Y (X > Y)
implies that X — Y is positive semi-definite (positive definite). Random variables are
always represented by §. Finally, we call an optimization problem tractable if it can be
solved in polynomial time and call a set tractable if it is convex and a polynomial-time
separation oracle can be constructed.

2 Formulation and motivating examples

We first propose the distributionally robust chance constraint, the probabilistic enve-
lope constraint and the joint probabilistic envelope constraint discussed in this paper.
For clarity, we repeat some of the definitions given in the introduction. Given a ran-
dom variable § and a function f (X, §), a chance constraint places a lower-bound on
the probability that the constraint reaches a certain target, which is defined as
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Distributionally robust chance constraints 235

Distributionally robust chance constraint : 5 i(l(l)fz) Plf(x,8) > o] > p. 5)

As discussed above, the distributionally robust chance constraint provides protection
against noise by bounding the probability of failing to achieve a pre-defined target
a. It says nothing about what happens when, with probability at most (1 — p), the
target is not met. In particular, there is no control over the magnitude of violation of
the constraint. To overcome this shortcoming, the probabilistic envelope constraint
is proposed, which can enforce all levels of probabilistic guarantees. Given a non-
decreasing function B (s), the probabilistic envelope constraint can be written as

Probabilistic envelope constraint : 5 i(I(l)fE) Plf(x,8) > a —s]>B(s); Vs=>0.
(6)

For example, if we want the probability of large constraint violation to decrease expo-
nentially, then we can set B(s) = 1 — y exp(—pfs). Besides the individual probabilis-
tic envelope constraint discussed above, we propose the following joint probabilistic
envelope constraint (JPEC):

JPEC : s i(r(l)fz)]P’[fi(x, ) >a;—s, Vi=1,...,m] >B(s); Vs>0. )

Computationally, the joint envelope constraint is more complicated. A common
method to simplify it is to decompose it into m individual envelope constraints by
applying Bonferroni’s inequality. However, since Bonferroni’s inequality is not tight,
this approximation method is usually overly conservative. In this paper, we use the
worst-case CVaR method proposed by Zymler et al. [41] to give a tractable and tighter
approximation for this joint envelope constraint.

Although the three types of constraints (5), (6), and (7) above can be general, they
may not be tractable due to the non-convex feasible sets. To ensure tractability, we
focus on the “concave-quasiconvex” case, i.e., the function f is concave w.r.t. the
decision variable, and quasi-convex w.r.t. the uncertain parameters, see the following
for a precise description:

Assumption 1 Let X and Y be two convex sets, and let [ be a function mapping from
XxYroR,

1. For each x € X, the function f(X,-) is quasi-convex and continuous on Y. For
eachy €Y, the function f(-,y) is concave on X.

2. The uncertainty § is modeled as a random variable whose mean and variance are
known but its distribution is unknown. Without loss of generality, we assume the
mean is zero.

Notice that Assumption 1 generalizes the case where f (-, -) is bilinear—a setup
that previous literature mainly focused on—to the non-linear case. In particular, the
uncertainty can be non-linear. Non-linearity of uncertainty arises naturally in a broad
range of applications, as we demonstrate by the following examples.
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236 W. Yang, H. Xu

2.1 Example 1: Portfolio optimization

Consider a stylized portfolio optimization problem, where an amount is to be allocated
to n stocks and held for a time period 7. Denote the price of the ith stock after time
T by S;, and our goal is to maximize the Value at Risk (VaR) of the total return of the
portfolio, which leads to the following formulation, for a fixed y € (0, 1)

Maximize:x>0,; z

Subject to: P |:Z Sixi > zj| >1—-y; 1'x = 1,
l

where x; is the allocation for the ith stock. It is well believed that the true drivers of the
uncertainty in stock price is not the stock return S; itself, but instead the compounded
rates of return, i.e., S; = exp(§;) where §; is the random variable to model and analyze.
For example, the celebrated log-normal model, pioneered by Black and Scholes [9],
models S; as S; = exp (u; — 0?/2)T + ~/T&;) where the vector & is Normally
distributed with mean 0 and covariance matrix Q. This can be rewritten as S; = exp(5;)
where § ~ N ((u; — ai2/2)T, TQ).

One common criticism of the log-normal model is that it assumes & to be Gaussian,
whereas empirical evidence suggests that & (and hence ) is fat-tailed (e.g., Jansen
and deVries [26], Cont [15], Kawas and Thiele [27]). Since the Gaussian assumption
ignores the fat tails, it essentially leads the managers to take more risk than she is
willing to accept. On the other hand, it remains controversial about what is the most
appropriate fat-tail distribution to use in modeling returns [15,23,26,29], and “this
controversy has proven hard to resolve” as Jensen and de Vries stated [26]. In light
of this, one possible approach is to not commit to any distribution, but instead only
require that the first two moments match. This leads to the following problem:

Maximize:x>0 ; Z

Subject to: inf P [Z exp(8i)x; > zj| >1—y; 1'x=1, ®
8~((i—0?/2T.TQ) ;
Observe that this formulation satisfies Assumption 1, i.e., the constraint is linear to
the decision variable and non-linearly convex to the uncertain parameters, and the
decision variables are non-negative.

In portfolio optimization, options are another cause of non-linearity of the uncer-
tainty (Kawas and Thiele [28], Zymler et al. [42]). Suppose for each stock, the investor
is allowed to purchase an European call option at the price of ¢; per unit, which gives
her the right to buy a unit of stock i at time 7" with the strike price p;. Thus, denote
the stock return as S;, the return of this option is max(S; — p;, 0), since the investor
will execute the option if and only if S; > p;. The portfolio optimization problem is

thus formulated as

Maximize:x>0,y>0,; 2

1

Subject to: P |:Z (Sixi + max(S; — pi, 0)y;) > z:| >1—y;
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Z(xi +ciyi) =1,
i

where y is the investment of the European call options. Notice that the constraints
are non-linear, yet convex to §;. Indeed, following the previous argument, we may
further model S; = exp(§;), and require that the first two moments of § are known.
This makes the probabilistic constraint again satisfy Assumption 1.

2.2 Example 2: Transportation problem

Solving multi-stage optimization problems may also result in non-linearity of uncer-
tainty and decision variables. We illustrate this using a transportation decision problem.
Given a directed graph G = (V, £), and let S C V be the set of source nodes, and
D C V be the set of destination nodes, with S [} D = @. One can think of each node
in S as a supplier, and each node in D as a consumer.

The decision to make contains two stages: in the first stage, the decision maker
needs to decide the required flow of each source node and each destination node, i.e,
s(i) fori € S and d(j) for j € D. One can think of this as deciding how much
amount of good to order from each supplier, and how much to sell to each client. Cer-
tain linear constraints on the required flow are imposed: for example, the total supply
equals to the total demand, and they must be larger than a minimum demand L, i.e.,
Ziess(i) = ZjeDd(j) > L.

In the second stage, after all the ordered goods are produced by the suppliers, the
decision maker needs to decide how to transport these goods, i.e., the flow on the
network from sources to destinations, by solving a minimum cost flow problem given
s; and d;. This can be formulated as a linear program, where the decision variable
f(u, v) is the flow from node u to node v:

Minimize: Z 8(u, v) f(u,v)

(u—v)e&
Subject to: Z f(u,v) — Z f(,u)y=0 Vu ¢SUD;
(u—v)e€ (v—>u)ek
> fawvy— D f.w)=sw) Yues:
(u—v)e€ (v—u)e€
> fawvy— D f.u)=—du) YueD;
(u—v)e€ (v—>u)e€

fw,v) >0 Yu—v) el
fu,v)=0 Vu—v) ¢¢&.

Denote the optimal value by A(s, d, §). Suppose § represents uncertain parameters
whose values are only revealed at stage two, then to ensure that the total transportation
cost is low with high probability, the first stage decision can be formulated using
DRCC:
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Maximize:s>0,d>0,; 2
Subjectto: _inf_ P[—h(s,d,8) = z] > 1 —y;
I~ (n, %)

Dsh=2d(j)= L.

ieS jeD

It is easy to verify that —h(s, d, 8) is non-linearly concave w.r.t. the decision variables
(s, d) and non-linearly convex w.r.t. §. Thus, the above transportation problem satisfies
Assumption 1.

3 The chance constraint case

This section is devoted to the (individual) distributionally robust chance constraint
case (5). Our main theorem shows that when function f(x, §) satisfies Assumption 1,
then a DRCC is equivalent to a robust optimization constraint. This bridges the two
main approaches in optimization under uncertainty, namely, stochastic programming,
and robust optimization. We then investigate the tractability of DRCC, providing
sufficient conditions for the individual DRCC (5) to be tractable.

3.1 Equivalence to robust optimization

In this subsection we show that DRCC is equivalent to robust optimization by analyzing
the feasible set given by the constraint (5), which we denote by

s £ [xl inf P[f(x,8) >a] > p] = [x| sup Plf(x,6) <a] < l—p}.
§~(0,%) §~(0,%)

Our main tool to analyze S is the following result from Marshall and Olkin [30].

Lemmal Letd = (81, ..., 8;) be a random vector with E[§] = O, ]E[SST] =X, and
T C R¥ be a closed convex set. Then we have
PeT]< !
~1+6%

where 0 = infyer y' X ~ly, and the equality can always be attained.

Notice that one technical difficulty that we face to apply Lemma 1 is that the set
{8] f(x, §) < a} may not be closed. Hence we extend Lemma 1 to the case where T
is not necessarily closed:

Lemma 2 Let T C R¥ be a convex set. Denote 6 = infyer v/ yT X~ ly. Then we have

sup P[deT]= .
§~(0,%) 1+ 62
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Proof When T is empty, we have sups ) P[d € T] = 0. On the other hand,

0 =infycr v/ y ' X~ ly=+400 which implies 1/(1 +62)=0. Hence the lemma holds.
When T is non-empty, T has a non-empty relative interior. Let xo be a point in the
relative interior of 7. Let T be the closure of 7', and for 0 < A < 1 define T'(}) by

T(1) = {A(x —X0) +Xo[x € T}.

Thus, we have T (1) is closed, convex, and 7 (1) € T. Define

6=inf\y'Z 'y, 6= inf VYTEly, 000 = dof Yy Ey,

yeT

and hence (1) > 6 > 6. On the other hand, for any X € T, one can construct a
sequence X; — X such that x; € 0(};) for some {1;}{2,, by the definition of T (%).
Thus, since yTE _ly is a continuous function of y, we have inf,¢[o,1) (1) < 0,
which implies infj¢[o,1) 0(A) = 0. By Lemma 1, the following inequalities hold for
0 <A < 1since T (1) and T are both closed convex sets:

1 _
——— = sup P[deTW)]< sup PdeT]< sup PdeT]= —.
1+60(M)?  s5~0.3) 5~(0,%) §~(0,%) 1+8°

—1,2 , we have

. 1 _
Since sup; (9, 1 TH0? — 149

sup PdeT]= sup P[§e T]
§~(0,X) §~(0,%)

which establishes the lemma. O
Now we are ready to present the main result of this subsection.

Theorem 1 Suppose f (X, -) is quasi-convex for every x € X and f(-,y) is concave
foreveryy €Y, and let p € (0, 1) and set r = p/(1 — p), then the feasible set S of
the DRCC (5) is convex and admits

S = {x|Vy such thaty' X 'y < r = f(x,y) > a}.

If f(x, -) is further assumed to be continuous for every x € X, then the distributionally
robust chance constraint infs~ o, 5 Pl f (X, 8) > o] > p is equivalent to

fxy)>a VyeQ2(yly 27y <r}.

Proof Since f(x, -) is quasi-convex for each x € X, the set Tx = {y|f(X,y) < a}is
convex for fixed x. Then from Lemma 2, the feasible set of the constraint (5) satisfies

%)
|

= [XIawi(lg)’fz)IP’[f(x, 8 =al> p} = [X|3~S£PE)PU(X’ §<al<1- p}

=1x|] sup PdeTkl<1l—p @ [x| inf yTE_ly > r}
§~(0,%) yeTx
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= [xl ; inf yTE_ly > r] = {X|Vy such that f(x,y) < o = yTZ'_ly > r}

(x.y)<a

= {x|Vy such that yTE_ly <r= f(x,y) >a},

where (a) holds by Lemma 2. Since f(-,y) is concave for every y, we know that S
is convex, as the property is preserved under arbitrary intersection. Hence we proved
the first part: § = {x|Vy such thaty"' X~y < r = f(x,y) > a}.

To show the second part, further notice that p € (0, 1) implies » > 0. Thus we
have

S = {x|f(x,y) > «, Vy such that yTE_ly <r},

where the equality holds because for each x € X, f(x,y) and y' X!y are both
continuous in y so that we can replace “<” by “<” without effect on S. O

Thus the probabilistic uncertainty model is linked to the deterministic set based
uncertainty model of robust optimization (e.g., Ben-Tal and Nemirovski [6,7], Bert-
simas and Sim [8]). This result is in the spirit of past work that has linked chance
constraints to robust optimization in the linear case (e.g., Delage and Mannor [16],
Shivaswamy et al. [38]).

Interestingly, based on the above theorem, we can establish an equivalence rela-
tionship between the distributionally robust chance constraint and the Worst Case
Conditional Value at Risk (WCCVaR) in the convex case, which recovers a result first
shown in [41] using a different proof.

Corollary 1 Suppose f(x, ) is convex and continuous for every x € X, then for
pe 1D,

i(r(l)fz) P[f(x,8) =a]l = p < sup CVaRi—,(—f(x,0)) < —a.

s §~(0,%)

Proof See Appendix 9.1. O

In the most general case, i.e., f(X, §) is quasi-convex, the equivalence shown in
Corollary 1 does not hold. Consider a constraint with a random variable §:

inf P ,0) > > 0.5.
s nf [f(x,8) > a] >

We now construct a function f(x, §) that is quasi-convex but not convex w.r.t. §. In
particular, we construct f(x, §) that is decreasing (hence quasi-convex) and concave
w.r.t. §, such that the DRCC above holds but the constraint on the worse-case CVaR
does not hold. For simplicity, denote — f(x, -) by L(-) and let « = —o. Define L(-)
as follows:

o, x <./o;
L(x) = X2, x> .Jo.
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Distributionally robust chance constraints 241

It can be easily shown that the constraint inf 5~ 9,o) P[L(§) < o] > 0.5holds. Consider
an uniform distribution over the interval [ — V3o , V3o ] which has mean 0 and variance
o. By simple computation, we can see that CVaRg 5(L(8)) > o w.r.t. this uniform
distribution when o = 1.

3.2 Tractability of individual DRCC

In this subsection we investigate the tractability of DRCC. We first provide sufficient
conditions for optimization problems involving chance constraint (5) with function
f(x, §) being tractable. We then show that for the special case where f(x, §) = g8 Tx
and g(8) is linear or convex quadratic, we can convert (5) to an equivalent semi-definite
constraint.

Theorem 2 [f function f(x, 8) satisfies Assumption 1, set ¥ C X is tractable and
p € (0, 1), then the following optimization problem

Minimize:xew ¢!x
. . 9)
Subject to: f Pf(x,8) >a] > ¢
ubject to SNI(I(I)’E) [fx,8) >al>p

can be solved in polynomial time, if (1) for any fixed § the super-gradient of f(-, §)
can be evaluated in polynomial time; and (2) for any fixed x € W the following
optimization problems on'y can be solved in polynomial time,

Minimize:y f(X,y)
10
Subject to: yTZ'_ly < IL (10)
4

Proof By Theorem 1, the feasible set S of the constraint (5) is given by

S= [le(X, y) > a, Vysuchthaty' X'y < IL] _
4

To establish the theorem, it suffices to construct a polynomial-time separation oracle
for S (Grotschel et al. [25]). A “separation oracle” is a routine such that for x*, it can
be verified in polynomial time that (a) whether x* € S or not; and (b) if x* ¢ S, a
hyperplane that separates x with S.

We now construct such a separation oracle. To verify the feasibility of x*, notice that
x* € § if and only if the optimal value of the optimization problem (10) is greater than
or equal to «, which can be verified by solving Problem (10) directly. By assumption,
this can be done in polynomial time.

If x* ¢ S, then by solving Problem (10), we can find in polynomial time y* such
that f(x*,y*) < «. Because f(x,y) is concave in x for each 'y € Y, for any x € §,
the following holds

FEEY) + Ve fx5y)T(x —x%) > f(x,¥%) > a.
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Thus, the hyperplane separating x* from the feasible set S is the following
FEEY) + Ve fE ) T x—x5) 2 o,

which can be generated in polynomial time since the super-gradient of x can be
obtained in polynomial time. O

We now consider the special case that £ (x, 8§) = g(8) " x and each component g; (8)
of g(8) is either quadratic convex or linear.

Corollary 2 If f(x, 8) = g(8) "X and satisfies Assumption 1 and each component of
g(8) is a convex quadratic or linear function, i.e., it has the form g;(8) = 87G;s +
piTS + qi, where p; € R”, q; € R and G; € S" is a symmetric semi-definite matrix
(G is zero if g;i (8) is linear), then the following optimization problem

Minimize:xey c¢(X)

. . 11)
Subject to: f Plg®)'x>al> (
ubject to 5~1(r(1),27) [g(d) x>a]l=p

where p € (0, 1), is equivalent to

Minimize:xew p>0 C(X)

, (BET'+GX) SPX (12)
Subject to: ( %P(X)T 0(x) — lﬁ__pp) >0,

where G(x) = Y x;G;, P(x) = X1, x;ip;, and Q(x) = >1_, xiqi — c.
Proof See Appendix 9.2. O

Notice that G(x), P(x) and Q(x) are all linear functions of x, and hence the semi-
definite constraint in Problem (12) is a linear matrix inequality. Compare to the result
by Calafiore and El Ghaoui [10] which only considers the case where f(-, -) is bilinear,
the result above holds when f (X, -) is convex quadratic. Zymler et al. [41] showed
that DRCC is tractable when f(x, §) is linear in x and quadratic in §. However, their
method is built upon S-lemma, and hence it is not clear how to extend the method
to more general cases. Our formulation needs stronger conditions— f (X, -) is convex
quadratic—than [41], but the equivalent formulation is simpler than [41].

4 Probabilistic envelope constraint
Recall that the probabilistic envelope constraint refers to the following:

inf P[f(x,8) >a—s]>B(s); Vs > 0. (13)
§~(0,)

Here, s represents allowed magnitude of constraint violation, and 28 (s) is the proba-
bilistic guarantee associated with a constraint violation no more than s. Hence, B(s) €
(0, 1) for all s > 0, and is assumed to be non-decreasing without loss of generality.
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When f(x, §) is bilinear, the envelope constraint (13) is shown to be equivalent
to a comprehensive robust constraint, and proved to be tractable under mild technical
conditions in Xu et al. [40]. We consider in this section the tractability of (13) where
f(x, 8) satisfies Assumption 1. For convenience of exposition, we rewrite (13) to an
equivalent formulation as shown in the following lemma.

Lemma 3 If B(s) : RT — (0, 1) is a non-decreasing function that is continuous
from the right, then the probabilistic envelope constraint (13) is equivalent to

-
inf P _ L . vr=o. 14
6~1(I(1)’2) [f(x,8) >a—1t(F)] > s r>0 (14

Heret(r) = %_1(1ir) and B~ (x) is defined as

inf{y > 0|B(y) > x} if Iy such that B(y) > x;
+00 otherwise.

Bl(x) & [

Furthermore, t(-) is non-decreasing, t(0) = 0, lim;41002(r) = +00, and t(-) is
continuous at the neighborhood of 0.

Proof See Appendix 9.3. O

Hence in the sequel, we analyze the probabilistic envelope constraint (14) instead
of (13). The following theorem shows that a probabilistic envelope constraint is equiv-
alent to a comprehensive robust constraint proposed in Ben-Tal et al. [2—4]. This thus
extends previous results for affine cases in Xu et al. [40] to general f (-, -) satisfying
Assumption 1.

Theorem 3 Supposet : RY > [0, +-00) is non-decreasing, t (0) = 0, limy 400 t(r) =
400 and continuous at the neighborhood of 0. Then if function f(X,§) satisfies
Assumption 1, the probabilistic envelope constraint

-
inf_ P — — v 1
snf [fx8) Za—t()] = =3 Vr=0 (15)

is equivalent to the comprehensive robust constraint
f&y) =a—t(lyll5-). VyeR" (16)

Proof Define the feasible set of (15) as S. For any fixed r > 0, we have

S(r) = inf_ P ,8) >a—t >
(r) HX|8~1(I(1),£) [f(x,8) = a—1(r)] = 1+r]

= {x|Vy such that yTZ'_ly <r= fx,y)+1t(r)>al.
by Lemma 3 and Theorem 1. Thus, we have

,
S = inf P ,0) >a—t >—— Vr>0
[x|6~1(%,2) [f(x.8) =@ —1(N] =2 5 Vr ]

= {x|Vy suchthaty' X'y <r = f(x,y) +(r) = a; Vr > O}.
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Notice that without loss of generality, we can neglect the case » = 0 in the right hand
side, as {y|y " X'y < 0} = . Thus we have

S = {x|Vysuchthaty' 27y <r = f(x,y) +1(r) > a; Vr > 0},

where in the last equality we use the fact that ¥x € X, f(x,y) andy' X ~ly are
both continuous in y, we can replace “<” by “<” without effect on S as long as
{y" X~y < r} is non-empty. By continuity of 7(r) at » = 0, we further have

S = {x|V(y, r) such that yTE_ly <r= fx,y) +1t(r)>a}l

The second equality holds because there exists no y such that y" X'y < r when
r < 0 so that the constraint » > 0 can be removed. Hence the probabilistic envelope
constraint is equivalent to

f,Y) +1(r) = @, Y(y, r) such that [l 5 <r. 7)

Notice that (17) is equivalent to constraint (16) by monotonicity of 7(-). O

It is known that comprehensive robust optimization generalizes robust optimiza-
tion (e.g., Ben-Tal et al. [2-4]). Indeed, if #(-) is taken to be an indicator func-
tion, i.e., t(r) =0 for r€[0, c¢] and +o0 for r>c, the formulation (16) recovers the
standard robust optimization formulation with the ellipsoidal uncertainty set 2 =
{yly" Z~'y < c}. On the other hand, while robust optimization guarantees that the
constraint is not violated for any realization of the uncertain parameters in the set 2,
it makes no guarantees for realizations outside that set. In contrast, the comprehensive
robust optimization formulation allows us to choose different functions 7 (-), in order to
provide different levels of protection for different parameter realizations, as opposed
to the “all-or-nothing” view of standard robust optimization.

We now investigate the tractability of probabilistic envelope chance constraints. We
first consider the general case where f(x, d) is an arbitrary “concave-quasiconvex”
function. The following theorem is essentially an envelope constraint counterpart of
Theorem 2.

Theorem 4 [f1(-) satisfies the conditions in Theorem 3, f (X, §) satisfies Assumption
1 and set W C X is tractable, then the optimization problem with a linear objective
function and the probabilistic envelope constraint (13):

Minimize:xew €' X

. . r (18)
Subject to: f P ) >a—t >——1: Vr>=0
ubject to BNI(I(I))E) [f(x,8) >a—1t(r)] > e

can be solved in polynomial time if (1) one can provide the super-gradient of f (X, §)
at x for fixed & in polynomial time, and (2) for any fixed x the following optimization
problems can be solved in polynomial time:
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Minimize:y,, f(X,y) +1(r)

(19)
Subject to: yTE_]y <r.

Proof By Theorem 3, the feasible set S can be rewritten as
S = {x|V(y,r) suchthaty' X'y <r = f(x,y) +1(r) > a}.

Similar to the proof of Theorem 2, we construct a separation oracle to prove tractability.
In order to verify the feasibility of a given x*, notice that x* € § if and only if the
optimal objective value of the optimization problem (19) is greater than or equal to «,
which can be verified by directly solving Problem (19). By assumption, this can be
done in polynomial time.

If x* ¢ S, then by solving Problem (19), we can find in polynomial time (y*, r*)
such that f(x*,y*) + 1(r*) < «. Because f(x,Yy) is concave in x for eachy € Y, for
any x € S, we have

S Y)Yy & =X + 107 = fy) +107) = e

Hence the hyperplane separating x* from the feasible set S is the following:
YY)+ VYT X=X +107) = o, (20)
which can be generated in polynomial time since the super-gradient of x can be
obtained in polynomial time. This completes the proof. O

Our next result states that when f(x, 8) = g(8) 'x and g, (8) is quadratic, (14) can
be converted to a semi-definite constraint.

Corollary 3 Suppose t(-) satisfies the conditions in Theorem 3 and is convex,
f(x,8) = g(8) "x satisfies Assumption 1 and ¥ C X is tractable, then if each com-
ponent g;(8) of g(8) is linear or convex quadratic as in Corollary 2, the optimization
problem (18) is equivalent to

Minimize:xew, >0 c'x

. C(BET'+ G fP®X )> 21
Subject to: ( %P(X)T 0x) —*(8) ) = 0
where t*(B) is the conjugate function of t(r), i.e., t*(B) £ sup,~q (Br — t(r)); and
P(-), G(-), O(-) are defined as in Corollary 2. Furthermore, the optimization problem
(18) with a linear objective function and the probabilistic envelope constraint can be
solved in polynomial time if for any B > 0 the following optimization problem on r
can be solved in polynomial time:

Minimize: > t(r) — Br. (22)

Proof See Appendix 9.3. O
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In particular, when #(r) is a convex function, the optimization problems (19) and
(22) are both convex and can be solved efficiently.

5 Chance constraints: beyond mean and variance

Thus far we have studied the setup that models unknown parameters as following an
ambiguous distribution with known mean and covariance. In this section we extend our
results to some other models of uncertain parameters—this includes the case where
the mean and the covariance themselves are unknown and can only be estimated
from data; and the case where other information of the uncertain parameter (e.g., the
support) may be available. Specifically, we first show that the chance constraint (5)
and the probabilistic envelope constraint (6) with uncertain mean and covariance are
still tractable. Then we deal with the case where the mean and support of the uncertain
parameter are known. Finally, we apply distributionally robust optimization to make
a conservative approximation for constraints (5) and (6) when additional information
on the uncertain parameter is available.

5.1 Uncertain mean and covariance

We first study the uncertain mean and covariance case. This model of ambiguity was
first proposed and studied in [17] for distributionally robust optimization, and was also
investigated for linear chance constraints in [40]. We formulate the robust counterparts
of the distributionally robust chance constraint (5) and the probabilistic envelope con-
straint (6) where the mean and covariance themselves are uncertain, and then show
that optimization problems with these constraints are tractable under mild conditions.
Based on Theorem 1 and Theorem 3, we can easily obtain the following corollaries.
Corollary 4 and Corollary 5 show that the DRCC and the probabilistic envelope con-
straint with unknown mean and covariance is equivalent to a set of (infinitely many)
deterministic constraints. Note that the uncertainty sets &/ and S can be arbitrary.
Corollary 6 shows the tractability of probabilistic envelope constraints.

Corollary 4 If function f(x, 8) satisfies Assumption 1, then for p € (0, 1) the chance
constraint

inf P X,5 > > p, -
S~ %), ueld, XS [f(x,8) = a] = p (23)

is equivalent to the constraint f(X,y + u) > «, Vy € R, u € Uand ¥ €

b))

S such that (yT i) > 0, where U and S are the uncertainty sets of mean |
I-p

and covariance X, respectively.

Corollary 5 Suppose t : RY > [0,4+00) is non-decreasing, t(0) = 0,
lim, 4400 t(r) = +00 and is continuous at the neighborhood of zero. Then if function
f(x, 8) satisfies Assumption 1, the probabilistic envelope constraint

’
inf P ,0)>a—t >—: Vr>0, 24
6~([L,E)1,I[II,EU,EES [/ (x.8) =« 1= 14+r g 24
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is equivalent to the constraint
inf f(X,y+p)>a—1| inf 2 , VyeR", 25

where U and S are the uncertainty sets of mean p and covariance X, respectively.

Corollary 6 Under the conditions of Corollary 5, an optimization problem with a
linear objective function and the probabilistic envelope constraint (24) can be solved
in polynomial time if one can provide the super-gradient of f (X, 8) at X for fixed § in
polynomial time, and for any fixed X the following optimization problem can be solved
in polynomial time:

Minimize: f(X,y+ pn) +1t(r)

Subject to: ( E-r y) =0 (26)
y'r
YeS, pel.
Proof See Appendix 9.5. O

From Corollary 6 we see that if #(-) is convex, and Y € R" and S € SiX" are
both convex sets, then the optimization problem (26) is a SDP problem which can be
solved efficiently. The tractability result of the chance constraint (23) is a special case

p

of Corollary 6, namely, ¢ (r) =0 and r = =

5.2 Known mean and support

We now investigate the case where the mean and the support of the uncertain para-
meter § are known. We show that the corresponding robust chance constraint can be
reformulated as a set of infinitely many deterministic constraints, and is tractable under
mild technical conditions. Unfortunately, it seems that these results can not be easily
extended to the probabilistic envelope constraint case, which is hence left for future
research.

Theorem 5 Suppose the mean p and support S of the uncertain parameter & are

known and S is a closed convex set. If f(X,-) is continuous and quasi-convex for
every X € X, then for p € (0, 1], the chance constraint

inf P[f(x,8) >a] > p, 27
,dnf P, 8) = ol = p @7)

is equivalent to
f(x,81) > «a, V81,82 suchthat (1 —p)d; +pér—pn=0,6€5,8,S. (28)

Proof See Appendix 9.5. O
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Theorem 6 If f(x, -) is quasi-convex and continuous for every x € X and f(-,y) is
concave for everyy € Y, the mean p and support S of the uncertain parameter § are
known, and S is a closed convex set, then for 0 < p < 1, the optimization problem
with a linear objective function and a chance constraint (27):

Minimize: ¢'x

Subject to:  inf P[f(x,8) >a]>p 29)
~(n,S)

can be solved in polynomial time if (1) one can provide the super-gradient of f(X,y)
at X for fixed y in polynomial time, and (2) for any fixed x the following optimization
problems can be solved in polynomial time:

Minimize:s, 5,  f(X,381)
Subject to: (1 — p)d1+ pdr —p =0
81,6, € S. (30)

Proof From Theorem 5 we know that the chance constraint is satisfied if and only
if the optimal value of (30) is greater than or equal to «. Thus, the theorem can be
proved following a similar argument as the proof of Corollary 6. O

5.3 Conservative approximation

For general sets of ambiguous distributions, optimization problems involving chance
constraints are notoriously hard to solve. Recall that CVaR provides a conservative
approximation of chance constraints (Nemirovski et al. [32]) , which allows us to apply
DRO to approximately solve such problems. For completeness, we give the following
lemma which is an extension of Nemirovski et al. [32]:

Lemma 4 Suppose that D is the ambiguity set of distributions of the uncertain para-
meter §, then the chance constraint

sup P[f(x,d) > 0] < p, (31)
PeD

can be conservatively approximated by

—tp+y =0, sup Ep[[f(x,8) +tl4]1 <y, (32)

where 0 < p < 1,t € Rand y € R are decision variables, and [x]+ = max{x, 0}.
Here, by “conservative approximation” we mean that any solution that satisfies (32)
also satisfies (31).

Wiesemann et al. [39] proposed a unified framework for modeling and solving
distributionally robust optimization problems by introducing standardized ambiguity
sets
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D= lpepmn, rry, CPIASHBrI=D (33)
- O PG, w ecl elp Pl Vi € T[”

where P represents a joint probability distribution of the random vector § € R™
appearing in the constraint function f (x, §) and some auxiliary random vector 4 € R”,
with A € R&*™ B e RE*" b e RY, 7 = {1,...,1}, pi, pi € [0, 1] and C; are the
confidence sets. o

Applying Theorem 1 and 5 in [39], the constraint supp.p Ep[[ f (X, 8) +¢]+] <y
can be reformulated as a semi-infinite constraint system. For succinctness, we only
present the conservative approximation of the chance constraints when p; = p; = 1
and |Z| = 1 to illustrate our approach. o

Theorem 7 If the ambiguity set P can be converted into
D ={PePy(R",R") : Ep[As +Bu] =b, P[$, n) €C] =1}

by the lifting theorem (Theorem 5 in [39]) where g(-) is a convex function, then the
chance constraint infpep P[ f (X, 8) > o] > p with p € (0, 1) can be conservatively
approximated by

b" A
A +p—], V@, ) eC (34)
l—-p 1-p

(A§ +Bp) ' B > max [—,\, o — f(x,8) +

where B, A, X are decision variables. Furthermore, the optimization problem with a
linear objective function and the constraint (34) can be solved in polynomial time if
(1) one can provide the super-gradient of f (X,y) at X for fixed 'y in polynomial time,
and (2) for any fixed (x, B, A) the following optimization problems

Minimize:s , (A8 +Bp)" B+ 2

. (35)
Subject to: (8, ) € C,

and

. b \' ph
Mll’llleE.'a’,L (A6 + BlL - E) ﬂ - E + f(X, 6) (36)
Subject to: (8, n) € C,

can be solved in polynomial time.

Proof From Theorem 1 in [39] and Lemma 4, the conservative approximation formu-
lation can be easily obtained. The proof of the tractability result is similar to that of
Corollary 6, and hence omitted. O

We now extend this result to the probabilistic envelope constraint case.

Theorem 8 Suppose t : RT - [0, +00) is convex, non-decreasing and continuous
at the neighborhood of zero, and t(0) = 0, limy44001(r) = +00. If the ambigu-
ity set D satisfies the condition in Theorem 7, the probabilistic envelope constraint
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infpep PLf(X,8) > a —t(r)] = r/(1 +r), Vr > 0 can be conservatively approxi-
mated by

(A +Bp)' B >
max [—x, a— f(x,8) —t(r)+ (1 +rb' B +m] . VG, w eCr>0. (37)

Furthermore, the optimization problem with a linear objective function and this prob-
abilistic envelope constraint can be solved in polynomial time if one can provide the
super-gradient of f (X, y) at X for fixedy in polynomial time, and for any fixed (X, 8, 1)
the following optimization problems:

Minimize:s ., (A8 +Bp)" B+ A

. (38)
Subject to: (8, p) € C,r >0,

and
Minimize:s ., [A8 +Bp — (1+7r)b]" B+ f(x,8) +1(r) —ri

: (39
Subject to: (8, mu) € C,r > 0.

can be solved in polynomial time.

Proof From Theorem 7, the probabilistic envelope constraint can be conservatively
approximated by

0 < minmax min (A§+Bu) B —
T r>0 B.A (8,p)eC ( ’L) ﬂ

max [—A, oa— fx,8) —tr)+(1+rb'B+ V)»] , (40)

Furthermore, by switching “min” and “max”, this can be conservatively approximated
by (37). Then following a similar proof as that of Corollary 6, we obtain the tractability
result to complete the proof. O

6 Joint chance constraint

In this section we investigate the case of JPEC (7) which can be reformulated as (from
Lemma 3)

5 ;0 Vr >0, 41)

inf P[fi(x,8)>a; —t(r), Vi=1,...,m]>
~(0,%)

where 1(r) = B-1(r/(1 4+ r)). The optimization problem with the constraint (41)
is usually intractable (e.g., Nemirovski and Shapiro [32]; Zymler et al. [41]), even
when f(x, d) is a bi-linear function, and approximation schemes are often used to
tackle them. The most straightforward method to approximate the constraints (41) is
to decompose them into several individual probabilistic envelope constraints using
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Bonferroni’s inequality (see below for details). A notable advantage of the Bonfer-
roni approximation is that it is easy to implement and requires no assumptions on the
function f;(x, d).

However, the Bonferroni approximation can be overly conservative. Zymler et al.
[41] proposed a tighter approximation method called worst-case CVaR approxima-
tion that outperforms other methods including the Bonferroni approximation (e.g.
Nemirovski and Shapiro [32] and Chen et al. [12]). In the rest of the section, we
extend both the Bonferroni approximation and worst-case CVaR methods to JPEC.
We also investigate the tractability of the two approximation schemes for f;(x, §)
satisfying Assumption 1.

6.1 The Bonferroni approximation

The Bonferroni approximation for the JPEC (41) can be easily derived from Bonfer-
roni’s inequality. From Theorems 2 and 4, we know that the optimization problem with
a set of probabilistic envelope constraints generated by the Bonferroni approximation
method is tractable, under mild technical conditions. More specifically we have the
following theorem:

Theorem 9 Lett : RT — [0, +00) be a non-decreasing function such that t (0) = 0
and lim,4 1o 1(r) = +00, and € be a constant vector such that y [, €; = 1 and
€ > 0. The Bonferroni approximation of the JPEC (41) which has the form

€

Vr>0,Vi=1,...,m. (42)

inf PLA®.&) Zoy — 1)) 21— e Vrz

§~(0,%

is tractable if for each i, (1) one can provide the super-gradient of f;(x, 8) at X for
fixed § in polynomial time, and (2) for any fixed X the following optimization problem
can be solved in polynomial time:

Minimize:y,, fi(X,y) +1t(r)

1 (43)
Subject to: yTZ”y < rel 1.

€]

Proof Let r’ = (1 +r)/e; — 1, then we have r'/(1 +7') = 1 — ¢ /(1 + r). Let
t'(r') £ t(r), then we apply Theorem 4 to complete the proof. O

6.2 The worst-case CVaR approximation

Zymler et al. [41] developed a new approximation scheme for robust joint chance
constraints termed Worst-case CVaR approximation. In this subsection we extend the
worst-case CVaR approximation to JPEC (41). In contrast to the rest of the paper, we
focus on the linear-quadratic uncertainty case, namely, f (X, 8) is linear in x for any
fixed § and quadratic (possibly non-convex) in § for each x € X. Then (41) can be
rewritten respectively as:
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inf_ P[§T Q;(x)84y;(x) T6+y?(x)+1(r) <0, Vi=1,...,m]> . Vr>0;
5~(0,%) 1+r

(44)

where Q;(x), y? (x) and y;(x) are all linear functions for i = 1, ..., m. Zymler et

al. [41] provided the Worst-case CVaR approximation for the following robust joint
chance constraint

) i(%fz)IP[STQi(x)a +yix) 8+ x) <0, Vi=1,...,m]>p. (45

Theorem 10 [41]Let A £ {a € R™|a > 0}. Forany fixedx and o € A, the feasible
set of the worst-case CVaR approximation for the constraint (45) is

3(B, M) € R x Sk*1,
B+ 15 (R,M) <0, M= 0

77C @) =IxeRr" : @i Qi(X)  3a;yi(x) , (46
Ly T 0 =0
2% Yi (x) " aiy;(x) =B
Vi=1,....,m

where & = diag(X, 1).

Indeed, Zymler et al. [41] showed that the approximation quality of the worst-case
CVaR is controlled by the parameter « and that the approximation becomes exact if
o is chosen optimally. Notice that Z/€ (a) contains semi-definite constraints, and
hence provides a tractable approximation to robust joint chance constraint. We now
extend this methodology to the joint probabilistic envelope constraints (44). From
Theorem 10, the feasible set of the constraint (44) can be approximated as

For any r > 0 we have
3(B,M) € R x SK*1,
B+ +1D(®M)<0, Mx>0

ZP(@) = {xeR" : ' . @)
@i Qi (x) 50 Yi (X) o
3y T e (X —t(r) =B | T
Vi=1,....m

Notice that in contrast to (46), (47) is defined through uncountably many sets of
constraints, and hence we need the following theorem to establish the tractability of
the set Z%.

Theorem 11 Fix a € A. The optimization problem with a linear objective function

and the feasible set ZP () in (47) can be solved in polynomial time if for any fixed X,
the following optimization problem can be solved in polynomial time:
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m m
min —tr(z a;Y;B;) +1(r) Zaitr(YiE)
i=l

Y;>0,r>0 !
i=1
m m
st Y=+ DR wED Y)=1, (48)
i=0 i=1

0i(x%) 5yi(x) 00
where B; = %yi x0T y?(x) and E = o1 ]

Proof See Appendix 9.7. O

Interestingly, Theorem 11 provides a tractability result for individual probabilistic
envelope constraint.

Corollary 7 If each component f;(-) of f(-) is quadratic (and possibly non-convex),
the optimization problem with a linear objective function and the probabilistic enve-
lope constraint (6) can be solved in polynomial time if for any fixed x, the following
optimization problem can be solved in polynomial time:

i —tr(YB t
Yé%,lflzo r(YB) +1(r)

st. Y=(r+1)Q, tr(EY) =1,

0(x) 3v(x) 00
where B = %y(x)Tyo(x) and E = o1l

(49)

Proof When m = 1, @ can be chosen as « = 1 without effect on the optimal solution
of (48). Then (48) can be simplified as (49). O

Notice that Corollary 7 does not require that f; (-) is a convex quadratic function, and
hence, subject to the price of a more complex formulation, is more general than Corol-
lary 3 that investigates the probabilistic envelope constraint under convex quadratic
uncertainty.

7 Simulations

In this section we illustrate two proposed approaches—chance constraint (5) and prob-
abilistic envelope constraint (6) using the synthetic transportation problem discussed
in Sect. 2.

We consider the transportation problem where the graph G is a bi-parti graph
between sources and destinations,i.e.,V =S |JDand & = {(s — d)|s € S,d € D}.
Letm = |S|and n = |D], then the unit cost § is an m X n matrix, and the transportation
problem can be rewritten as
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y=03 =04
7% 9% 8% 7%

vy=0.1
5% 12%

8%

1% 1% 12%
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y=06 y=07 y=038
9
119 1%4% 14% 3% 79

I supply 1
[ supply 2
[ supply 3
[Csupply 4
[Jsupplys
[C—Isupplys
[Csupply 7
[ supply 8
[ supply ©
I supply 10 12% 14%

9% 1%

21%

Fig. 1 The transportation problem: the resulting allocations for different guarantees y = 0.1 — 0.8

Maximize:s>0.a>0 2
Subject to: _inf P[—h(s.d,8) > z] > 1 —y;

1)s=1'd>L,

where § € R™*" 1, and 1, are the all-one vectors with dimension m and n respec-
tively. The function k(s, d, 8) is defined by

h(s, d, §) = Minimize:pcgmxn tr(d, F)
Subjectto: F'1, =d, F1, =s, F > 0.

By Theorem 2, one can solve this transportation problem by MATLAB and CVX [24].
We consider the case where there are 10 suppliers and 3 consumers, and the least
demand L = 80. The mean M;; and the variance X;; of the transportation cost
d;j are set to 100 + 0.14/3(G — 1) + j and 5/4/3(i — 1) + j, respectively. Then the
transportation costs related to suppliers and consumers with lower serial numbers have
smaller means but larger variances, i.e., lower mean cost but more risky.

Our first goal is to minimize the total cost to some fixed confidence parameter y .
Figure 1 shows the resulting allocations for different y.

As expected, small y leads to more conservative allocations which tend to select
supplies with higher mean costs and smaller variances, while large y leads to less
conservative allocations which select suppliers with lower mean costs and larger vari-
ances.

In this example, the algorithm takes about 40 s on a desktop PC with Intel i7 3.4GHz
CPU and 8G memory. The computational time for solving the transportation problems
of different numbers of suppliers is reported in Table 1. For a large-scale problem, i.e.
the number of suppliers is 1,000, our algorithm finds the result in about 30 min. From
the table, it appears that the computation time scales roughly linearly with respect to
the number of suppliers. Note that one can use commercial solvers such as CPLEX
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Table 1 The running time for solving the transportation problem with different numbers of suppliers

Number of suppliers 10 50 100 200 500 1,000
Running time (min) 0.88 3.33 4.01 6.21 15.16 34.78
b=1.0 b=10.0
7% 9%

8% 10%

[ supply 1 13%
[ supply 2
[ supply 3
[ supply4
[CJsupplys
[CIsupplys
[ supply 7 1% 11%
[ supply 8
[ supply 9 D

I supply 10 12% 1% 1%

10% 10% 9%

12%

Fig. 2 The transportation problem: the resulting allocations for decay rates »=0.1, 1.0 and 10.0

instead of CVX to implement this algorithm, which is typically more computationally
efficient.

Using the same notations, the transportation problem with probabilistic envelope
constraints can be formulated as

Maximize:isq 2
Subject to: ain;)IP’[ — f(s5,d,8) > z—5] = B(s);

1)s=1'd > D;
s,d>0.

Our second goal is to minimize the total cost subject to a decaying probabilistic
envelope B(s) = 1 —1/(1+b+/s + a/b?) which implies ¢ (r) = max{(r2 —a)/b%, 0}
by Lemma 3. We choose a = 1 and b = 0.1, 1.0, 10.0, giving different rates of decay
for the probability the constraint is violated at level s for each s. Based on Theorem 4,
we can easily solve this problem. Figure 2 shows the resulting allocations.

Clearly, larger b corresponds to a more risk averse attitude towards large constraint
violation so that the resulting allocation is more conservative and tends to choose
suppliers with larger mean costs and smaller variances.

8 Conclusion

The distributionally robust chance constraint formulation has been extensively studied.
Yet, most previous work focused on the /inear constraint function case. In this paper,
motivated by applications where uncertainty is inherently non-linear, we investigate
the computational aspects of DRCC optimization problems for the general function
case. We show that the DRCC optimization is tractable, provided that the uncertainty
is characterized by its mean and variance, and the constraint function is concave-
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quasiconvex. This significantly expands the range of decision problems that can be
modeled and solved efficiently via the DRCC framework. Along the way, we establish
a relationship between the DRCC framework and robust optimization model, which
links the stochastic model and the deterministic model of uncertainty. We then consider
probabilistic envelope constraints, a generalization of distributionally robust chance
constraint first proposed in Xu et al. [40], and extend this framework to the non-linear
case, and obtain conditions that guarantee its tractability. Finally, we discuss two
extensions of our approach, provide approximation schemes for JPEC, and establish
conditions to ensure these approximation formulations are tractable.

Acknowledgments The authors thank the associate editor and two anonymous reviewers for their con-
structive comments which result in significant improvement of the paper. This work is supported by the
Ministry of Education of Singapore through AcRF Tier Two Grant R-265-000-443-112.

9 Appendices
9.1 Proof of Corollary 1

For clarity, we denote — f (x, §) and —« by Lx(8) and B, respectively. Since f(x, §)
is convex w.r.t. § for fixed x, Ly(8) is a concave function. Then the equivalence to
establish can be rewritten as

sup P[Lx(®) > Bl <1—p <& sup CVaRi_,(Lx(8)) < B.
§~(0,%) ~(0,%)

It is well known that sups. (o ) CVaRi—,(Lx(8)) < B = sups( y) P[Lx(8) >
Bl < 1—p.Besides, sups o 5y P[Lx(8) > Bl > 1—p & sups (g y) VaRi—,(Lx(3))
> B, hence we only need to show that sups 5)CVaRi—,(Lx(8)) > B =
sups~ (o, x) VaRi—,(Lx(8)) > B.

Since sups. g 3y CVaRi—,(Lx(d)) > B, then there exists a probability distribution
[P with zero mean, covariance X, and CVaR;_,(Lx(8)) > g when § ~ IP. Decompose
P = u1 4+ p2 where the measure (4] constitutes a probability of p and the measure
W2 constitutes a probability of 1 — p, and that Lx(y1) < Lx(y2) for any y; and y;
that belong to the support of 111 and w, respectively. By the CVaR constraint, we have
(Js Lx(8)dp2)/(1 — p) > B.

We now construct a new probability PP as follows: let w5 be a measure that put a
probability mass of 1 — p on fs ddus /(1 — p),i.e., the conditional mean of w,, and
let P = pup + 5. Observe that PP is a probability measure whose mean is the same as
that of IP. Moreover, notice that ;2 /(1 — p) is a probability measure, by concavity of
Lx(-) we have that

Ly ( /‘s Sduz) (1 — p)) > ( /8 wa)dm) /(1= p)> B,

which implies that VaR|_,(Lx(8)) > B for § ~ P.
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We now show that this also implies that sups o 5y VaRi—,(Lx()) > B. Denote
the covariance w.r.t P by ¥ and recall that both P and P are zero mean, then

y-x =/68TdIP’—/66Td]I_D
S 3

= /86Tdu1 +/66Tdu2 —/&sTd,“ —/aaTd;/z
)

)
= a8~ 1 p)[md’“] [I‘*M’“]

p I—=p
3d 8dur )"
LR [AE5]) ez
s I—=p I—p
where the third equality is due to the definition of 15. Note that from the construction

of P, we have SUPs~(0,5) P[Lx(8) > B] > 1 — p. Denote the set {§|Lx(§) > B}
by Tx. First, we consider the case where ¥ is full rank. From Lemma 2, we

have infycr, yTE_ly <r 2 p/— p). Since ¥ < ¥ and ¥ is full rank,
infyer, y' X~y < infyer, ny_ly < r, which implies that sups. o 5y P[Lx(8) >
B] > 1 — p, which establishes the theorem.

The case where ¥ is not full rank requires additional work, as Lemma 2 or Theo-
rem 1 can not be applied directly. Consider the spectral decomposition ¥ = QAQT
and denote the pseudo inverse of ¥ by X * Suppose that the top d diagonal entries
of A are non-zero. Let Q  be the submatrix of Q by selecting the first d columns of
Qand Ad be the top d x d submatrix of A. Denote the column space of X by C, and
let Q £ {z|z= Q;S V8 € Ty N C}. Since there is no uncertainty in C+ w.r.t P,

sup Plze Q= sup P[eTxNC]l= sup Pdelk]>1—p
2~(0,A0) 5~(0,%) 3~(0,%)

From Lemma 2, we have inf,c o zTAglz < r. In other words, there exists z € Q such
that zTAglz < r, which implies that yT2+y < rfory £ Qgz. From the Schur
complement, since X' > Y >0, (I—E‘E‘+)y = Oandr—yT2+y = r—zTAJIZ > 0,

r y
SUP§~ (0, 3) P[Lx(§) > B] > 1 —p. O

we have (yET y) > ( E—,— Z) > 0. Hence infyer, yTZ_ly < r, which implies that

9.2 Proofs of Results in Sect. 3.2

9.2.1 Proof of Corollary 2

By Theorem 1, the feasible set S = {x|x'g(y) > a, Vy' X~ ly < r} where r =
p/(1 — p). Hence, determining whether x € § is equivalent to determining whether

the inner optirpiz‘atign problem min yT = ly<r} x ' g(y) —a > 0. Rewrite the left hand
side as an optimization problem on y:
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Minimize: y' G(x)y + P(x)'y + O(x)

(50)

Subject to: yTE*Iy <r,
by substituting g; (§) = 8 ' G;8 —i—piT& +¢;. To prove Corollary 2, we need the following
two results.

Lemma 5 Fix x. The optimal value of the optimization problem (50) equals that of
the following SDP:

. . BX'+G6x) Lirx
Maximize:g>0,; t, subject to: ( %P(X)T Q(x)2 i > 0. (51)
Proof The dual problem of (50) is: maxg=ominy y' GX)y + P(x)"y + O(x) +
By~ ly — Br. By taking minimum over y and the Schur complement, this can be
reformulated as the SDP (51). Notice that there exists y such thaty ' X~y < r since
r > 0, hence Slater’s condition is satisfied for (50), and the strong duality holds. O

Thus, x € S if and only if the optimal value of problem (50) is greater than or
equal to 0. This means we can convert the constraint in S into a feasibility problem as
follows:

Lemma 6 Under the conditions of Corollary 2, and let v = p/(1 — p), we have the
constraint

inf Plg(8) x> a]> p, 52
33(%,2) [g(6) x>a]l=>p (52)

is equivalent to the following problem

> 0. (53)

Exist: >0, st (“ +Gx  FPM) )

P07 Q) —Br

Proof 1. Equation (52) = Equation (53): When Inequality (52) holds, the optimal
value ¢ of (50) must be greater than or equal to 0. So from Equation (51), we have

(ﬂx‘ +G(x) FP(x) ) . (ﬂzl +G6x)  FPX) ) -
P70 —pr) =\ JP®T 0w —t—pr) T
(54)
2. Equation (53) = Equation (52): Since the feasibility problem is solvable, t = 0
must be a feasible solution of (51), which implies Inequality (52).
O

Lemma 6 immediately implies Corollary 2. O

9.3 Proofs of results in Sect. 4
9.3.1 Proof of Lemma 3

We now show that the constraints (13) and (14) are equivalent.
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1. (13) = (14): Since lim_, { o, B(y) may not converge to 1, we define B l(x) =
+o0o when {y > 0|'B(y) > x} = . Then if /(1 + r) is not in the range of B(s),
we have 7(r) = +o0 so that the constraint (14) is always satisfied. Otherwise,
suppose that y* = ¢ (r) = inf{y > 0|8(y) > r/(1 + r)}, then we have

, 0 P S za— 1] = inf PLFx§) za—y"] = %(y*)zﬁ

2. (14) = (13) Since B(y*) € [0, 1) for any y* > 0, there exists r* such that
B(y*) = 1 —. From the definition of 7(r), we have y* > t(r*) = inf{y >
01B(y) > r* /(1 +r*)}. Hence the following inequality holds

¥

inf Pf(x,8) >a—y*]> inf P[f(x,8)>a—tF*)]>

= B().
5~(0,%) - T 8~(0,X) - “14r* o)

Furthermore, 7(-) is non-decreasing since both r/(1 4 r) and B(-) are non-
decreasing. By definition of 7, 26(0) > 0 leads to #(0) = 0; and B(s) < 1 for all
s > 0 leads to B~!(1) = 400 and hence lim; 4100 t(r) = +o00. Also, B(0) > 0
implies for some € > 0, B(0) > ¢, and hence ¢ (¢) = 0. Thus, 7(-) is continuous at a
neighborhood of 0. O

9.4 Proof of Corollary 3:

The feasible set S = {x|infs~(0, x) Plg(®) x> a —t(r)] > lr?, Vr > 0} admits

S 9 (x|¥(y, r) such thaty " Z7ly < r = g(y) Tx > o — 1(r)}

= 1x| min g(y)Tx +t(r)—a>0¢,
y.rlyT 2 ly<r)

where (a) holds by Theorem 3. As each component g;(y) of g(y) is linear or
quadratic, i.e., g (y) =y ' G;y + piTy + g, for fixed x the inner optimization problem
min{y,r|yTE’ly§r} g(y) "X +t(r) — o can be rewritten as:

Minimize:, >0y y' GX)Y + PX) 'y + Q(x) +1(r) 55)
subject to: yTE”y —r <0,

where G(x) £ > %G, P(x) £ X7 x;pi,and Q(x) = X" x;q; — . Thus,
in order to analyze S, we need to analyze the optimization problem (55). We have the
following lemma:

Lemma 7 For any fixed X, the optimal value of problem (55) is equivalent to that of
the following:

BE '+ G(x) 3P (x)

Maximize:p>0., 1, subject to:(
A0 1 S IP@T Q) —*(B) -

) =0, (50)
n
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where t*(x) is the conjugate function of t (r) defined as t*(x) = sup,q (xr — £(r)).

Proof By the Schur complement and the strong duality of problem (55) (Slater’s
condition holds by picking » = 1 and y = 0), one can easily obtain this lemma. O

From Lemma 7, the constraint infs~ (o, 5) ]P’[g(S)Tx >a—t(r)] > IL-H’ Vr >0,
is equivalent to a constraint that the optimal value of the optimization problem (56) is
non-negative. Thus, x belongs to the feasible set of the envelope constraint if and only
if = 0 is a feasible solution of (56), for the same x. This means we can remove the
—a term from (56). That is, when each component g; (-) of g(-) is linear or quadratic,
the envelope constraint is equivalent to the following feasibility problem:

=0 (57)

BX'+Gkx) FP(x) )

ist: 0’ N
exist: B > s.t ( %p(X)T 0(x) — t*(B)

Hence the optimization problem (18) is equivalent to (21), which proves the first part
of the Theorem.

To prove the second part of the Theorem, it suffices to show that Problem (21)
can be solved in polynomial time. We show this by constructing a polynomial time
separation oracle. For any (8, x), if the optimization problem (22) can be solved in
polynomial time, which implies 7*(8) can be computed in polynomial time, then it
can be verified in polynomial time whether the constraint in (21) is satisfied or not,
and hence the feasibility of (8, x) can be determined in polynomial time. Moreover,
if (Bo, Xo) is infeasible and let ro be the optimal solution of the problem (22) (by
assumption r( can be found in polynomial time), then we have

(,302_1 + G (x0) 3P (x0) ) £0
IP(xo)T  Q(x0) +t(ro) — Poro ’

and we can find in polynomial time (e.g., by SVD) a vector (y(—)r , 1) such that

(S ) )
0> FP(x0)T  Q(x0) +1(ro) — Boro 1

= (yg Z~"yo — r0)Po + ¥¢ G(X0)yo + P(x0) "yo + Q(x0) + 1 (r0) < 0.
Notice that for any feasible solution (8, x), we must have

(¥a 2 'yo — r0)B + ¥4 GX)yo + P(X) " yo + Q(x) +1(rp) > 0.

Hence we have a separating hyperplane. O

9.5 Proofs of results in Sect. 5
9.5.1 Proof of Corollary 6

As before, we construct a separation oracle to prove tractability. In order to verify the
feasibility of a given x*, from Corollary 5 we know that x* is feasible if and only if
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the optimal value of the optimization problem (26) is greater than or equal to ¢, which
can be verified by directly solving Problem (26). By assumption, this can be done in
polynomial time.

If x* is not feasible, then we can find in polynomial time (y*, r*, u*, X*) such that
fxX*, y" 4+ u*)+1t(*) < a. Because f(X,y+ p) is concave in x for fixed y and u,
for any feasible x, we have

FOEY )+ VIS Y + 1) x=x)+10%) = fx Y + 1Y) +107) =
Hence the hyperplane separating x* from the feasible set is the following:
FOEY )+ VLY + )T x =X +107) 2 a, (58)

which can be generated in polynomial time since the super-gradient of x can be
obtained in polynomial time. O

9.6 Proof of Theorem 5

If f(x,8) > aforall§ € S, the constraints (27) and (28) are satisfied, so we only need
to consider the case where there exists § € S such that f(x, §) < «. Note that (27) is
equivalent to sups(, s)PLf(X,8) < a] < 1— p, then we can apply the following
lemma:

Lemma 8 If the conditions in Theorem 5 hold and {§ : f(x,8) < a} is nonempty,

then
sup P[f(x,8) <a]<1l-—p (59)
~(1,S)
is equivalent to
supg 5, 5, 0
such that 68, + (1 —0)82 = u,
l—p= 0<6<1, (60)
f(x,681) <«,
51, 52 es.

Proof Since p € S and {8 : f(x,d8) < «} is not empty, the optimization problem
in (60) is always feasible. To show the equivalence of (59) and (60), one needs to
prove that the optimal objective value 6* of the optimization problem in (60) equals
¢ = sups (.5 PLA(X,8) < a].

The first step is to show 6* < ¢: Since f(x, -) is continuous for fixed x € X and
S is a closed convex set, for any € > 0 there exists a feasible solution (87, ’2, 0
such that [#" — 6*| < e. Construct a probability distribution ' (x) such that § = §}
with probability 6 and § = §/, with probability 1 — 6’, then we have P’ € (u, S). By
construction we have 8’ < P'[f(x,d) < a] < ¢ where the second inequality holds
from P’ € (u, S). Thus we have * < ¢ as € can be arbitrarily small.

The second step is to prove §* > ¢: Consider any probability distribution P €
(1, S), and define 6 = P[f(x,8) < al, § = Ep[8]f(x,8) < o] and &, = E[8|
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f(x,8) > «]. We then have 510 +8,(1 — 0) = p, f(x, ) <aandd;, 8 €S,
or equivalently (61 52, 0) is a feasible solutlon of the optimization problem in (60).

Thus, we must have IP’[f(x, ) < o] = < 0*, which implies that 6* > ¢ =
SUPs~(u.5) PLS (X, 8) < a]. Therefore, (59) is equivalent to (60). O

From the equivalence shown in Lemma 8, we consider the following feasibility
problem parameterized by 6 € [0, 1], denoted Fy:

exist: 81, 82
such that: 648, + (1 — 0)d> = p,
f(x,681) <a,
51,32 e S.

Then we have that for any 0 < 6; < 6, < 1, Fp, being feasible implies Fy, being
feasible. To see this, let (87, §5) be a feasible solution to Fy,. Hence we have 6,87 +
(1 — 62)85 = p. Let 8, be such that

(1—-62)0,

_52 (M—sz) m

Since 6, > 61, we have that 8/2 is on the line segment between g and §3, and hence
belongs to S by its convexity. Furthermore, it is easy to check that (87, 85) is feasible
to .7'-91 .

Thus, constraint (60) (and equivalently the chance constraint (27)) is equivalent to
F1-p+e infeasible for all ¢ > 0, i.e.,

1—
8 = L(gl W+ue¢sS, Vf(x,81) <aand§; € S.
p—

This further implies F;_, is infeasible, i.e.,
1—
=L@ W tneS VX6 <aandd €S. 61)
p

To see this, we only need to show that F1_, being feasible implies that 71— is
feasible for some ¢ > 0. Suppose that there exists §7 € S such that §5 = ——(6*
w)+p € Sand f(x,8]) < . By continuity of f(x, -), we have that for a sufﬁ01ently
small n > 0, f(x,8}) < a where 8] £ (1 —1)8} + nu. Note that 8] € S and there
exists &€ > 0 such that —%(8’1 — ) +p € S, which implies that Fj_, 4 is
feasible.

Finally, the constraint (61) can be rewritten as

0< ‘gnian (1= p)d1 + pd2 — pll2st. f(x,81) <@, 81 €S,8 €8, (62)
1,02
which is equivalent to (28). Therefore, the theorem follows. O
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9.7 Proofs of results in Sect. 6
9.7.1 Proof of Theorem 11

The constraints in Z¥ (47) requires that for any r > 0, we can find 8 and M to
satisfy B+ (r 4+ 1) (2, M) < 0 and the other (m + 1) semi-definite constraints. This is
equivalent to requiring that the following optimization problem has an optimal value
less than or equal to O (notice that for any r > 0, finding 8 and M to satisfy the (m 4 1)
semi-definite constraints itself is trivial):

i (.M
Tﬁé‘ﬁgb‘?ﬂ B+ (r + 1){ )

@i Qi (x) S yi(x) o
st. M— (%otiyi(x)Ta,-(y?(?&)—t(r))—ﬂ) >0 Vi=1,...,m.

(63)

We analyze this requirement using duality. In order to find the dual problem of (63),
it is more convenient for us to analyze the following problem:

i - B - (M
R VA

i Qi (x) 391 (X) _
e M (%a,-yxxf i (0) — 1)) — §) =0 V=t

(64)

Consider the dual problem, the “max” part in (64) is equivalent to

m
Ly=minmax —p— (r+1(E, M>+le hikmin(M = 8; + BE) + 2o Amin(M),
1=

(65)
where the function Apin(X) denotes minimum eigenvalue of matrix X, and S; £
o;B; — «;t (r)E. Further note that the function Ay (X) is equivalent to the following
optimization problem: minyxg «(y)=1 tr(YX). Thus (65) is equivalent to

L(r) = min max
BM

min —B — (r + 1)(2. M) + tr(AgYoM)

min
{Y;|tr(Y;)=1,Y; >0}
m
+ Ztr()\,-Yi M —S; + BE)).
i=1

Notice that for any fixed A, the objective function is continuous, convex w.r.t. (Y,')g"=0
and concave w.r.t. (8, M). Moreover, the feasible set of (Yl-);”:0 is compact and does
not depend on (B8, M). Hence Sion’s minimax theorem applies, and we have

m
L(r) = min min max — tr(Y;S;
) 220 (Y, tr(Y;)=2;, Y; =0} B, M ; (¥i51)

+M, DY - (r + DHR) +ﬂ(<E, DY) - 1).
i=0

i=1
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Taking maximum over 8 and M, we have that L(r) is equivalent to the following
optimization problem with variables Y; and A;:

m
L(r) = min min — D tr(e; Yi(B; — t(r)E))
i =0 {Y;[tr(Y;)=A;,Y; >0} i1
m m
s.t. ZYi —r+ )@, tr EZYi =1.

i=0 i=1

By taking minimum over A;, min,>o L(r) can be further reformulated as (48). Hence
from the analysis above, we know that (64) is equivalent to (48). To complete the proof,
we construct a separation oracle of Z P pased on (48). Given x, if the optimization
problem (48) can be solved in polynomial time, then it can be verified whether x € Z”
or not in polynomial time since X is feasible if and only if the optimal value of (48)
is greater than or equal to 0. Furthermore, if x ¢ Z”, let the optimal solution of (48)
be (%, {YY}), then we have — 37" | tr(e; YIB;) + 1 (") 21| i tr(YVE) < 0 since
x ¢ ZP. On the other hand, for any x € Z”, the following inequality must be satisfied

m m
=D (e YIB;) + 1 (%) > aitr(YE) > 0,

i=1 i=l1

which implies that a separating hyperplane can be generated in polynomial time. O

References

—_

. Alizadeh, F., Goldfarb, D.: Second-order cone programming. Math. Program. 95(1), 3-51 (2003)
2. Ben-Tal, A., Bertsimas, D., Brown, D.: A soft robust model for optimization under ambiguity. Oper.
Res. 58, 1220-1234 (2010)
3. Ben-Tal, A, Boyd, S., Nemirovski, A.: Extending scope of robust optimization: comprehensive robust
counterparts of uncertain problems. Math. Program. Ser. B 107, 63-89 (2006)
4. Ben-Tal, A., El1 Ghaoui, L., Nemirovski, A.: Robust Optimization. Princeton University Press, Princeton
(2009)
5. Ben-Tal, A., den Hertog, D., Vial, J.P.: Deriving Robust Counterparts of Nonlinear Uncertain Inequal-
ities. CentER Discussion Paper Series No. 2012-053 (2012)
6. Ben-Tal, A., Nemirovski, A.: Robust convex optimization. Math. Oper. Res. 23, 769-805 (1998)
7. Ben-Tal, A., Nemirovski, A.: Robust solutions of uncertain linear programs. Oper. Res. Lett. 25(1),
1-13 (1999)
8. Bertsimas, D., Sim, M.: The price of robustness. Oper. Res. 52(1), 35-53 (2004)
9. Black, F., Scholes, M.: The pricing of options and corporate liabilities. J. Polit. Econ. 81, 637-659
(1973)
10. Calafiore, G., El Ghaoui, L.: Distributionally robust chance constrained linear programs with applica-
tions. J. Optim. Theory Appl. 130(1), 1-22 (2006)
11. Charnes, A., Cooper, W.W.: Chance constrained programming. Manag. Sci. 6, 73-79 (1959)
12. Chen, W., Sim, M., Sun, J., Teo, C.: From CVaR to uncertainty set: implications in joint chance
constrained optimization. Oper. Res. 58(2), 470—485 (2010)
13. Cheng, J., Delage, E., Lisser, A.: Distributionally Robust Stochastic Knapsack Problem. working draft
(2013)
14. Cheung, S.S., So, A.M., Wang, K.: Linear matrix inequalities with stochastically dependent perturba-
tions and applications to chance-constrained semidefinite optimization. SIAM J. Optim. 22(4), 1394—
1430 (2012)

@ Springer



Distributionally robust chance constraints 265

15.

16.

17.

18.

19.

20.

21.

22.

23.
24.

25.

26.

27.

28.

29.
30.

31.

32.

33.

34.

35.

36.

37.

38.

39.
40.

41.

42.

Cont, R.: Empirical propertis of asset returns: stylized facts and statistical issues. Quant. Financ. 1(2),
223-236 (2001)

Delage, E., Mannor, S.: Percentile optimization for Markov decision processes with parameter uncer-
tainty. Oper. Res. 58(1), 203-213 (2010)

Delage, E., Ye, Y.: Distributionally robust optimization under moment uncertainty with applications
to data-driven problems. Oper. Res. 58(1), 595-612 (2010)

Dentcheva, D., Ruszczyriski, A.: Optimization with stochastic dominance constraints. SIAM J. Optim.
14(2), 548-566 (2003)

Dentcheva, D., Ruszczynski, A.: Optimality and duality theory for stochastic optimization problems
with nonlinear dominance constraints. Math. Program. Ser. A 99(2), 329-350 (2004)

Dentcheva, D., Ruszczyniski, A.: Semi-infinite probabilistic optimization: first order stochastic domi-
nance constraints. Optimization 53(5-6), 433-451 (2004)

Dupacovd, J.: The minimax approach to stochastic programming and an illustrative application. Sto-
chastics 20, 73-88 (1987)

Erdovgan, E., Iyengar, G.: Ambiguous chance constrained problems and robust optimization. Math.
Program. Ser. B 107, 37-61 (2006)

Fama, E.: The behavior of stock prices. J. Bus. 38, 34—105 (1965)

Grant, M., Boyd, S.: CVX: Matlab Software for Disciplined Convex Programming, Version 1.21. http://
cvxr.com/cvx (2011)

Grotschel, M., Lovdsz, L., Schrijver, A.: Geometric Algorithms and Combinatorial Optimization, vol.
2. Springer, Berlin (1988)

Jansen, D., deVries, C.: On the frequency of large stock returns: putting booms and busts into perspec-
tive. Rev. Econ. Stat. 73(1), 18-24 (1991)

Kawas, B., Thiele, A.: A log-robust optimization approach to portfolio management. OR Spectr. 33,
207-233 (2011)

Kawas, B., Thiele, A.: Short sales in log-robust portfolio management. Eur. J. Oper. Res. 215, 651-661
(2011)

Kon, S.: Models of stock returns: a comparison. J. Financ. 39, 147-165 (1984)

Marshall, A.W., Olkin, I.: Multivariate Chebyshev inequalities. Ann. Math. Stat. 31(4), 1001-1014
(1960)

Miller, B., Wagner, H.: Chance-constrained programming with joint constraints. Oper. Res. 13, 930—
945 (1965)

Nemirovski, A., Shapiro, A.: Convex approximations of chance constrained programs. SIAM J. Optim.
17(4), 969-996 (2006)

Popescu, I.: Robust mean—covariance solutions for stochastic optimization. Oper. Res. 55(1), 98-112
(2007)

Prékopa, A.: On Probabilistic Constrained Programming. In: Proceedings of the Princeton Symposium
on Mathematical Programming, pp. 113-138 (1970)

Prékopa, A.: Stochastic Programming. Kluwer, Dordrecht (1995)

Scarf, H.: A min—max solution of an inventory problem. In: Arrow, K.J., Karlin, S., Scarf, H.E. (eds.)
Studies in Mathematical Theory of Inventory and Production, pp. 201-209. Stanford University Press
(1958)

Shapiro, A., Dentcheva, D., Ruszczynski, A.: Lectures on Stochastic Programming: Modeling and
Theory. SIAM, Philadelphia (2009)

Shivaswamy, P., Bhattacharyya, C., Smola, A.: Second order cone programming approaches for han-
dling missing and uncertain data. J. Mach. Learn. Res. 7, 1283-1314 (2006)

Wiesemann, W., Kuhn, D., Sim, M.: Distributionally Robust Convex Optimization (2013)

Xu, H., Caramanis, C., Mannor, S.: Optimization under probabilstic envelope constraints. Oper. Res.
60, 682-700 (2012)

Zymler S., Kuhn D., Rustem B.: Distributionally robust joint chance constraints with second-order
moment information. Math. Program. 137(1-2), 167-198 (2013)

Zymler S., Kuhn D., Rustem B.: Worst-case value-at-risk of non-linear portfolios. Manage. Sci. 59(1),
172-188 (2013)

@ Springer


http://cvxr.com/cvx
http://cvxr.com/cvx

	Distributionally robust chance constraints for non-linear uncertainties
	Abstract
	1 Introduction
	2 Formulation and motivating examples
	2.1 Example 1: Portfolio optimization
	2.2 Example 2: Transportation problem

	3 The chance constraint case
	3.1 Equivalence to robust optimization
	3.2 Tractability of individual DRCC

	4 Probabilistic envelope constraint
	5 Chance constraints: beyond mean and variance
	5.1 Uncertain mean and covariance
	5.2 Known mean and support
	5.3 Conservative approximation

	6 Joint chance constraint
	6.1 The Bonferroni approximation
	6.2 The worst-case CVaR approximation

	7 Simulations
	8 Conclusion
	Acknowledgments
	9 Appendices
	9.1 Proof of Corollary 1
	9.2 Proofs of Results in Sect. 3.2
	9.2.1 Proof of Corollary 2

	9.3 Proofs of results in Sect. 4
	9.3.1 Proof of Lemma 3

	9.4 Proof of Corollary 3:
	9.5 Proofs of results in Sect. 5
	9.5.1 Proof of Corollary 6

	9.6 Proof of Theorem 5
	9.7 Proofs of results in Sect. 6
	9.7.1 Proof of Theorem 11


	References




