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Abstract We consider a class of stochastic optimization problems that features bench-
marking preference relations among random vectors representing multiple random
performance measures (criteria) of interest. Given a benchmark random performance
vector, preference relations are incorporated into the model as constraints, which
require the decision-based random vector to be preferred to the benchmark according
to a relation based on multivariate conditional value-at-risk (CVaR) or second-order
stochastic dominance (SSD). We develop alternative mixed-integer programming for-
mulations and solution methods for cut generation problems arising in optimization
under such multivariate risk constraints. The cut generation problems for CVaR- and
SSD-based models involve the epigraphs of two distinct piecewise linear concave
functions, which we refer to as reverse concave sets. We give the complete linear
description of the linearization polytopes of these two non-convex substructures. We
present computational results that show the effectiveness of our proposed models and
methods.

Keywords Stochastic programming - Multivariate risk-aversion - Conditional
value-at-risk - Stochastic dominance - Cut generation - Convex hull - Reverse concave

set

Mathematics Subject Classification 90C15 - 90C11

B Nilay Noyan
nnoyan @sabanciuniv.edu

Simge Kiiciikyavuz
kucukyavuz.2@osu.edu

Department of Integrated Systems Engineering, The Ohio State University, Columbus, OH, USA

Industrial Engineering Program, Sabanci University, Istanbul, Turkey

@ Springer


http://crossmark.crossref.org/dialog/?doi=10.1007/s10107-015-0953-7&domain=pdf

166 S. Kiigiikyavuz, N. Noyan

1 Introduction

In many decision making problems, such as those arising in relief network design,
homeland security budget allocation, and financial management, there are multiple
random performance measures of interest. In such problems, comparing the potential
decisions requires specifying preference relations among random vectors, where each
dimension of a vector corresponds to a performance measure (or decision criterion).
Moreover, it is often crucial to take into account decision makers’ risk preferences.
Incorporating stochastic multivariate preference relations into optimization models is
a fairly recent research area. The existing models feature benchmarking preference
relations as constraints, requiring the decision-based random vectors to be preferred
(according to the specified preference rules) to some benchmark random vectors. The
literature mainly focuses on multivariate risk-averse preference relations based on
SSD or CVaR.

The SSD relation has received significant attention due to its correspondence with
risk-averse preferences [10]. In this regard, the majority of existing studies on opti-
mization models with multivariate risk constraints extend the univariate SSD rule to
the multivariate case. In this line of research, scalar-based preferences are extended to
vector-valued random variables by considering a family of linear scalarization func-
tions and requiring that all scalarized versions of the random vectors conform to the
specified univariate preference relation. Scalarization coefficients can be interpreted
as weights representing the subjective importance of each decision criterion. Thus, the
scalarization approach is closely related to the weighted sum method, which is widely
used in multicriteria decision making (see, e.g., [8]). In such decision-making situa-
tions, enforcing a preference relation over a family of scalarization vectors allows the
representation of a wider range of views and differing opinions of multiple experts (for
motivating discussions see, e.g., [15]). Dentcheva and Ruszczynski [5] consider linear
scalarization with all nonnegative coefficients (this set can be equivalently truncated
to a unit simplex), and provide a theoretical background for the multivariate SSD-
constrained problems. On the other hand, Homem-de-Mello and Mehrotra [12] and
Hu et al. [14] allow arbitrary polyhedral and convex scalarization sets, respectively.

Optimization models with univariate SSD constraints can be formulated as linear
programs with a potentially large number of scenario-dependent variables and con-
straints (see, e.g., [4,16,18]). While efficient cut generation methods can be employed
to solve such large-scale linear programs [6,9,20], enforcing these constraints for infi-
nitely many scalarization vectors causes additional challenges. For finite probability
spaces, Homem-de-Mello and Mehrotra [ 12] show that infinitely many risk constraints
(associated with polyhedral scalarization sets) reduce to finitely (typically exponen-
tially) many scalar-based risk constraints for the SSD case, naturally leading to a
finitely convergent cut generation algorithm. However, such an algorithm is compu-
tationally demanding as it requires the iterative solution of non-convex (difference of
convex functions) cut generation subproblems. The authors formulate the cut gener-
ation problem as a binary mixed-integer program (MIP) by linearizing the piecewise
linear shortfall terms, and develop a branch-and-cut algorithm. They also propose
concavity and convexity inequalities, and a big-M improvement method within the
branch-and-cut tree to strengthen the MIP. However, it appears that for the practi-

@ Springer



Cut generation for multivariate risk constraints 167

cal applications, the authors directly solve the MIP formulation of the cut generation
problem [13,14]. In another line of work, Dentcheva and Wolthagen [7] use methods
from difference of convex (DC) programming to perform cut generation for the mul-
tivariate SSD-constrained problem. The authors also provide a finite representation of
the multivariate SSD relation if the decisions are taken in a finite dimensional space,
even if the probability space is not finite.

A few studies [1,11] consider the multivariate SSD relation based on multidimen-
sional utility functions instead of using scalarization functions. The resulting models
enforce stricter dominance relations (than those based on the scalarization approach)
but they can be formulated as linear programs, and hence, are computationally more
tractable. On the other hand, the scalarization approach allows us to use univariate
SSD constraints, which are less conservative than the multivariate version, and also
offers the flexibility to control the degree of conservatism by varying the scalarization
sets. However, the scalarization-based multivariate SSD relation can still be overly
conservative in practice and leads to infeasible formulations. As an alternative, Noyan
and Rudolf [17] propose the use of constraints based on coherent risk measures, which
provide sufficient flexibility to lead to feasible problem formulations while still being
able to capture a broad range of risk preferences. In particular, they focus on the widely
applied risk measure CVaR, and replace the multivariate SSD relation by a collection
of multivariate CVaR constraints at various confidence levels. This is a very natural
relaxation due to the well-known fact that the univariate SSD relation is equivalent to
a continuum of CVaR inequalities [4]; we note that a similar idea also led to a cut-
ting plane algorithm for the optimization models with univariate SSD constraints [2].
Noyan and Rudolf [17] define the multivariate CVaR constraints based on the poly-
hedral scalarization sets; as a result, their modeling approach strikes a good balance
between tractability and flexibility. They show that, similar to the SSD-constrained
counterpart, it is sufficient to consider finitely many scalarization vectors, and pro-
pose a finitely convergent cut generation algorithm. The corresponding cut generation
problem has the DC programming structure, as in the SSD case, with similar MIP
reformulations involving big-M type constraints. In addition, the authors utilize alter-
native optimization representations of CVaR to develop MIP formulations for the cut
generation problem for the polyhedral CVaR-constrained problem.

Despite the existing algorithmic developments, solving the MIP formulations of
the cut generation problems can increasingly become a computational bottleneck
as the number of scenarios increases. According to the results presented in Hu et
al. [13] and Noyan and Rudolf [17], the cut generation generally takes no less than
90-95 % of the total time spent. The DC functions encountered in the cut genera-
tion problems have polyhedral structure that can be exploited to devise enhanced and
easy-to-implement models. In line with these discussions, this paper contributes to
the literature by providing more effective and easy-to-implement methods to solve the
cut generation problems arising in optimization under multivariate polyhedral SSD
and CVaR constraints. For SSD-constrained problems, the cut generation problems
naturally decompose by scenarios, and the main difficulty is due to the weakness of
the MIP formulation involving big-M type constraints. A similar difficulty arises in
CVaR-constrained problems. However, in this case, an additional challenge stems from
the combinatorial structure required to identify the «-quantile of the decision-based
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random variables. Therefore, this study is mainly dedicated to developing computa-
tionally efficient methods for the multivariate CVaR-constrained models. However,
we also describe how our results can be applied in the SSD case. As in the previous
studies, we focus on finite probability spaces, and our approaches can naturally be
used in a framework based on sample average approximation.

In the next section, we present the general forms of the optimization models fea-
turing the multivariate polyhedral risk preferences as constraints. In Sect. 3, we study
the cut generation problem arising in CVaR-constrained models. We give a new MIP
formulation, and several classes of valid inequalities that improve this formulation.
In addition, we propose variable fixing methods that are highly effective in certain
classes of problems. The cut generation problem involves the epigraph of a piecewise
linear concave function, which we refer to as a reverse concave set. We give the com-
plete linear description of this non-convex substructure. In Sect. 4, we give analogous
results for SSD-constrained models. We emphasize that the reverse concave sets fea-
tured in CVaR and SSD cut generation problems are fundamental sets that may appear
in other problems. In Sect. 5, we present our computational experiments on two data
sets: a previously studied budget allocation problem and a set of randomly generated
test instances. Our results show that the proposed methods lead to more effective cut
generation-based algorithms to solve the multivariate risk-constrained optimization
models. We conclude the paper in Sect. 6.

2 Optimization with multivariate risk constraints

In this section, we present the general forms of the optimization models featuring
multivariate CVaR and SSD constraints based on polyhedral scalarization. Before
proceeding, we need to make a note of some conventions used throughout the paper.
Larger values of random variables, as well as larger values of risk measures, are
considered to be preferable. In this context, risk measures are often referred to as
acceptability functionals, since higher values indicate less risky random outcomes.
The set of the first n positive integers is denoted by [#] = {I,...,n}, while the
positive part of a number x € R is denoted by [x]+ = max{x, 0}. Throughout this
paper, we assume that all random variables are defined on some finite probability
spaces, and simplify our exposition accordingly when possible.

We consider a decision making problem where the multiple random performance
measures associated with the decision vector z are represented by the random outcome
vector G(z). Let (£2, 252, P) be a finite probability space with £2 = {w, ..., ®,} and
P(w;) = p;. The set of feasible decisions is denoted by Z and the random outcomes
are determined according to the mapping G : Z x 2 — R?. Let f : Z — IR be
a continuous objective function and C C IRi be a polytope of scalarization vectors.
Considering the interpretation of the scalarization vectors and the fact that larger
outcomes are preferred, we naturally assume that C C {e € R4 : Dicla € = 1}
Given the benchmark (reference) random outcome vector Y and the confidence level
a € (0, 1], the optimization problems involving the multivariate polyhedral CVaR and
SSD constraints take, respectively, the following forms:
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(G — MCVaR) max f(z)
s.t. CVaRy(c'G(z)) > CVaRy(c'Y), VeeC, (1)

Y ASA
(G — MSSD) max f(z)
s.t. cTG(z) >0 cTY, VeeC, (2)
z€Z,

where X ’=(2) Y denotes that the univariate random variable X dominates Y in the
second order. While Y is allowed to be defined on a probability space different from
£2, it is often constructed from a benchmark decisionz € Z,i.e., Y = G(z). For ease
of exposition, we present the formulations with a single multivariate risk constraint.
However, we can also consider multiple benchmarks, multiple confidence levels, and
varying scalarization sets.

According to the results on finite representations of the scalarization polyhedra, it is
sufficient to consider finitely many scalarization vectors in (1) and (2). However, these
vectors correspond to the vertices of some higher dimensional polyhedra, and there-
fore, there are still potentially exponentially many scalarization-based risk constraints.
A natural approach is to solve some relaxations of the above problems obtained by
replacing the set C with a finite subset (can be even empty). This subset is augmented
by adding the scalarization vectors generated in an iterative fashion. In this spirit, at
each iteration of such a cut generation algorithm, given a current decision vector, we
attempt to find a scalarization vector for which the corresponding risk constraint [of
the form (1) or (2)] is violated. The corresponding cut generation problem is the main
focus of our study.

3 Cut generation for optimization with multivariate CVaR constraints

In this section, we first briefly describe the cut generation problem arising in optimiza-
tion problems of the form (G — MCVaR). Then we proceed to discuss the existing
mathematical programming formulations of this cut generation problem, which con-
stitute a basis for our new developments. The rest of the section is dedicated to the
proposed, computationally more effective formulations and methods.

Consider an iteration of the cut generation-based algorithm (proposed in Noyan
and Rudolf [17]), and let X = G (z*) be the random outcome vector associated with
the decision vector z* obtained by solving the current relaxation of (G — MCVaR).
The aim is to either find a vector ¢ € C for which the corresponding univariate CVaR
constraint (1) is violated or to show that such a vector does not exist. In this regard, we
solve the cut generation problem at confidence level o € (0, 1] of the general form

(CutGen_CVaR)  minCVaR, (cTX) — CVaR, (cTY) .

Observe that (CutGen_CVaR) involves the minimization of the difference of two
concave functions, because CVaR, (X), given by (Rockafellar and Uryasev [19])
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CVaR, (X) = max n—éE([n—X]Jr):nG]R], 3)

is a concave function of a scalar-based random variable X. It is well known that the
maximum in definition (3) is attained at the «-quantile, also known as the value-
at-risk at confidence level o denoted by VaR, (X). If the optimal objective value
of (CutGen_CVaR) is non-negative, it follows that z* is an optimal solution of
(G —MCVaR) . Otherwise, there exists an optimal solution ¢* € C for which the
corresponding constraint CVaRy (c*TX) > CVaRg(¢* 1Y) is violated by the current
solution.

Note that we can easily calculate the realizations of the random outcome X =
G (z*) given the decision vector z*. In the rest of the paper, we focus on solving
the cut generation problems given two d-dimensional random vectors X and Y with
realizations Xy, ..., X, and yi, ..., Y, respectively. Let p1,..., p, and q1, ..., gm
denote the corresponding probabilities.

3.1 Existing mathematical programming formulations

In this section, we present one of the existing mathematical programming for-
mulations of (CutGen_CVaR). The second nonlinear term (—CVaR,(c'Y)) in
(CutGen_CVaR) can be expressed with linear inequalities and continuous variables
because it involves the maximization of a piecewise linear concave function (see
(3)). What makes it difficult to solve (CutGen_CVaR) is the minimization of the
first concave term (CVaR,, (¢ " X)). Using two alternative optimization representations
of CVaR, Noyan and Rudolf [17] first formulate (CutGen_CVaR) as a (generally
nonconvex) quadratic program. Then instead of dealing with the quadratic problem,
the authors propose MIP formulations which are considered to be potentially more
tractable.

Note that for finite probability spaces VaR, (cTX) = ¢ x; for at least one k € [n],

implying

CVaR, (cTX) — VaR, (cTX) _ é > pilVaR, (cTX) —eTxily @

i€[n]
=max {¢'x; — 1 > pile™xi —e'xi] 5)
keln] o el ! S I
1

This key observation leads to the following formulation of (CutGen_CVaR) [17]:

1
(MIP_CVaR) min p—n+— > quy
o

le[m]
st. wy>n—cly, Vielm], (6)
ceC, weRY, (N
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1
p=elxy - 5 Z PiViks Vkeln], (8
i€[n]
vik — ik =¢ X —¢'x;,  Vielnl, kelnl, (9
vik < MirBik, Vieln], keln], (10)
Sik < Mirx(1 = Bir), Vielnl kelnl, (1)
Bir € {0, 1}, Vieln], keln], (12)
ve R, §e R (13)

Here, the continuous variables n and w together with the linear inequalities (6) are
used to express CVaR, cTY) according to (3). On the other hand, u represents
CVaR, (¢ " X) according to the relation (5), which can be incorporated into the model
using the following non-convex constraint

1
n = CTXk — ; Z Di [CTXk — CTXi]_I_ , Yk e [n].

i€[n]

This non-convex constraint corresponds to the epigraph of a piecewise linear concave
function, and the variables v;; and J;; are introduced to linearize the shortfall terms
[e'x — ch,-]+. In addition, M;; and Mik are sufficiently large constants (big-M
coefficients) to make constraints (10) and (11) redundant whenever the right-hand
side is positive. Due to constraints (10)—(13) only one of the variables v;x and §; is
positive. Then, constraint (9) ensures that v;; = [e"x, — chi]+ for all pairs of i and
k. A similar linearization is used for the SSD case described in Sect. 4.

Remark 3.1 (Big-M Coefficients) It is well-known that the choice of the big-M coef-
ficients is crucial in obtaining stronger MIP formulations. In (MIP_CVaR), we can
set

M;; = max [mag( {chk — chi} ,O] and
ce

Mik = Mj; = max [max {chi - chk} , 0} .
ceC

These parameters can easily be obtained by solving very simple LPs. Furthermore,

in practical applications, the dimension of the decision vector ¢ and the number of

vertices of the polytope C would be small; e.g., in the homeland security problem in

our computational study d = 4. Suppose that the vertices of the polytope C are known

and given as {Cy, ..., ¢y}. Then, M;; = max{max ¢y éjT(xk —x;), 0}.

In the special case when all the outcomes of X are equally likely, Noyan and
Rudolf [17] propose an alternate MIP formulation which involves only O (n) binary
variables instead of O (n?). We refer to the existing paper for the complete formulation
of this special MIP, which is referred to as (MIP_Special) in our study. In the next
section, we develop new formulations and methods based on integer programming
approaches. We only focus on the general probability case; it turns out that even these
general formulations perform better than (MIP_Special) as we show in Sect. 5.
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3.2 New developments

In this section, we first propose several simple improvements to the existing MIP
formulations. Then, we introduce a MIP formulation based on a new representation of
VaR. We propose valid inequalities that strengthen the resulting MIPs. We also give the
complete linear description of the linearization polytope of a non-convex substructure
appearing in the new formulation.

3.2.1 Computational enhancements

We first present valid inequalities based on the bounds for CVaR,(c'X), and
then describe two approaches to reduce the number of variables and constraints of
(MIP_CVaR).

Bounds on CVaR,, (¢ " X). Suppose that we have a lower bound L « and an upper bound
U, for CVaR, (¢"X). Then, (MIP_CVaR) can be strengthened using the following
valid inequalities:

L,<u=<U,. (14)

For example, consider two discrete random variables X i, and Xpnax With realizations
mineec{c'x;}, i € [n], and maxcec{e'x;}, i € [n], respectively. The random vari-
able Xpin is no larger than ¢ "X with probability one for any ¢ € C. Similarly, Xmax
is no smaller than ¢ " X with probability one for any ¢ € C. Therefore, we can set L u
and Uy, as CVaRy (Xmin) and CVaRy (Xmax), respectively. Note that the calculation
of the realizations of X i, and X,x requires solving n small (d-dimensional) LPs.

Variable reduction using symmetry. We observe the symmetric relation between the §
and v variables (6;x = vg; for all pairs of i € [n] and k € [n]), and substitute vy; for
ik to obtain a more compact formulation. In this regard, we only need to define S
for i, k € [n] such that i < k, and write constraints (9)—(11) for i,k € [n] : i < k.
Furthermore, we substitute My; for A;I,' ., and let vy = 0 in (8). We refer to the result-
ing simplified MIP as (SMIP_CVaR); the number of binary variables and constraints
(9)—(11) associated with the shortfall terms is reduced by half. Furthermore, the lin-
earization polytope defined by (9)—(13) can be strengthened using valid inequalities.
In Sect. 4.2, we study the linearization polytope corresponding to [e¢ "x; — ¢ x;]; for
a given pair i, k € [n]. This substructure also arises in the cut generation problems
with multivariate SSD constraints.

Preprocessing. Let K be a set of scenarios for which ¢'x; cannot be equal to
VaR, (¢"X) for any ¢ € C. Preprocessing methods can be used to identify the set
K, which would allow us to enforce constraint (8) for a reduced set of scenarios
ke K := [n]\ K. This would also result in reduced number of variables and con-
straints (9)—(13) that are used to represent the shortfall terms. In particular, we need
to define the variables v;; only for all k € K,i € [n]and fori € K,k € K. In
addition, we define variables S;; and constraints (9)—(11) fori, k € K,i < k and for
keK,iek (note that due to the elimination of some of the v variables, the symme-
try argument does not hold for the latter condition, so we do not have the restriction
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thati < k unless i, k € K). We refer to the resulting more compact MIP, which also
involves (14), as (RSMIP_CVaR).

Next, we elaborate on how to identify K that yields a reduced set of scenarios
K. Recall that we focus on the left tail of the probability distributions; for example,
under equal probabilities, VaRy/,, (¢ "X) is the bth smallest realization of ¢ ' X where
b is a small integer. Thus, ¢ x; values which definitely take relatively larger values
cannot correspond to VaRy,/, (¢"X). In line with these discussions, we use the next
proposition to identify the set K = [n]\K.

Proposition 3.1 Suppose that the parameters My; are calculated as described in
Remark 3.1. For a scenario index k € [n], let Ly = {i € [n]\k: My; = 0} and
Hy = {i € [n]\k: Mix =0} If X, pi = « then ¢ "X = VaRg(¢"X) cannot hold

forany ¢ € C, implying k € K. Moreover, i € K foralli € Hy.

Proof Note that forany k € [n]andi € Ly, My; = 0implies that ¢ "x; < ¢ x; for all
¢ € C. Thus, the first claim immediately follows from the following VaR definition:
Let¢"x(1) < ¢'X@2) < -++ < ¢'X( denote an ordering of the realizations of ¢' X
for a given c¢. Then, for a given confidence level « € (0, 1],

VaR,, (cTX) = ch(k), where k = min { j € [n] : Z Piy =g . (15)
i€lj]
Similarly, the second claim holds because Ly C L; for alli € H. O

Note that if for some k € [n] we have non-empty sets Ly or Hy, then we can employ
variable fixing by letting B;x = 1, Br; = Ofori € Ly and Bjx = 0, Br; = 1fori € Hy.
Another method can utilize the bounds on VaR (¢ " X) while identifying the set K.
Suppose that we have a lower bound L and an upper bound U for VaR (c'X). If
MaXcec €' Xx < L or mingec €' X > U, then k ¢ K. Similar to the case of CVaR,
we can calculate the bounds L and U using the random variables Xin and Xmax:
L = VaRy (Xnin) and U = VaR, (Xmax)-

In our numerical study, we have observed that the above methods can significantly
impact the computational performance (see Sect. 5).

3.2.2 An alternative model based on a new representation of VaR

When the realizations are based on a decision, we cannot know their ordering in
advance. While the structure of the objective function makes it easy to express VaR in
the context of VaR or CVaR maximization, in our cut generation problem we need a
new representation of VaR. Recall that we can use the classical definition of CVaR in
the second CVaR term appearing in the objective function of (CutGen_CVaR), but
for the first CVaR term we need alternative representations of CVaR to develop new
computationally more efficient solution methods. The main challenge is to express
CVaR,, (cTX), which depends on VaR, (¢"X). The next theorem provides a set of
inequalities to calculate VaR,, (¢ " X) when c¢ is a decision vector. Before proceeding,
we first introduce some big-M coefficients. Throughout the paper, we use the notation,
M, to emphasize that the associated parameter is used in a big-M type variable upper
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bounding (VUB) constraint [see, e.g., M;; defined in Remark 3.1 as the maximum
possible value of vj = [eT (x¢ — X;)]+ over all ¢ € C, used in the VUB constraint
(10)]. Let M;,. = maxie[,) Mik, be the maximum possible value of e (x — X;) ]+
taken over all k € [n] for a given i € [n]. Similarly, let My; = maxke[,) Mi; for
i € [n]. Finally, let Mg = max{c; : ¢ € C} for £ € [d] be the maximum possible
value of ¢ (note that M; < 1 because C is a subset of the unit simplex).

Theorem 3.1 Suppose that X is a random vector with realizations X, ..., X, and
corresponding probabilities p;, i € [n]. For a given confidence level « and any
decision vector ¢ € C, the equality 7 = VaRy (¢ " X) holds if and only if there exists a
vector (z, B, £, ) satisfying the following system:

z<e'x; + BiMis, ien]l, (16
z>c'x; — (1 - )My, ieml, (17
> pibiz e (18)
ieln]

Z piBi — Z piltj < o — €, (19)
i€[n] i€[n]

2= ¢l x, (20)

i€[n]

Cie < Myu;, i €[n], €eld], 21
Z Cie = ¢y, ¢ e [d], (22)
i€[n]

Dui=1, (23)
i€[n]

u; < Bi, i €[n], (24)
Bel0, )", ¢eR™, wel{0,1)" (25)

In constraint (19), € is a very small constant to ensure that the left-hand side is strictly
smaller than o.

Proof Suppose that z = VaR, (¢ X) for a decision vector ¢ € C. Let = be a permu-
tation describing a non-decreasing ordering of the realizations of the random vector
¢'X,ie, e Xz(1) < -+ < € Xy(n). Defining

k* = min { k € [n]: Z pziy =t and K*={z(),....7 (k*)}, (26)
i€lk]

and using (15) we have z = chn(k*). Then, a feasible solution of (16)—(25) can be
obtained as follows:

1 ieK* 1 i=k* ce 1 =k*
,31'2{ ,Mi=[ ,Cie=[0£

0 otherwise 0 otherwise otherwise.
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For the reverse implication, let us consider a feasible solution (z, 8, ¢, u) of (16)—
(25) and let K = {i € [n]: Bi = 1}. To prove our claim, it is sufficient to show that
there exists a permutation = where K=K*andz = ch,,(k*) = cTX,; for a scenario
index k € arg max; g {e¢"x;} [K* and k* are defined as in (26)].

We first focus on the intermediate set of linear inequalities (16)—(19), (23)—(24),
and the quadratic equality

7= z uicTX,‘. (27)

ie[n]

By the definition of K and inequalities (16)—(17) we have z < ¢'x;,i € [n]\K, and
z>c¢'x;,i € K. Since Bi =0foralli e [n]\l?, (24) ensures that u; = 0 for all
i€ [n]\I?.Then, (23) and (24) guarantee that 7 = Ziek uic'x; = ch,; forascenario
index k such that ch,; = maxiek{chi}. Thus, u; = 1 fori = k, and 0, otherwise.
Then, from (18) and (19), P(¢'X < z) = D ick Pi = o and Ziel?\l% pi <o lt
follows that, according to the definition in (15), VaR, (cTX) = ch,; =z.

Since c¢ is a decision vector, equality (27) involves quadratic terms of the form u;c,.
First observe that u;cy = c¢, £ € [d], for exactly one scenario index i, implying
Zie[n] ujcy = c¢, £ € [d], at any feasible solution satisfying (16)—(19), (23)—(25),
and (27). Therefore, it is easy to show that we can linearize the u; c; terms by replacing
them with the new decision variables ¢;; € Ry in (27) to obtain (20), and enforcing
the additional constraints (21)—(22). This completes our proof. O

Corollary 3.1 The cut generation problem (CutGen_CVaR) is equivalent to the fol-
lowing optimization problem, referred to as (NewMIP_CVaR):

. 1 1
min Z——Zpivi_n+_241wl (28)
o i€[n] o le[m]

s.t. (6)—(7), (16)—(25),
v — 6 =z — CTX,', i €[n], (29)
v; < M pi, i € [n], (30)
8 < My (1—B), i €[n], (31
veR], §eR], (32)
L<z<U. (33)

Proof We represent CVaRy(¢'Y) in (CutGen_CVaR) using the classical formu-
lation (3). On the other hand, we express CVaR, (c"X) using the formula (4), i.e.,
CVaR,(c"X) =z — é D ien Pilz— ¢'x;]4, where z = VaR, (¢ " X), and ensure the
exact calculation of z for any ¢ € C by enforcing (16)—(25), from Theorem 3.1. Then,
by simple manipulation and linearizing the terms [z — ¢ x;] =: v; using (29)~(32),
we obtain the desired formulation. O

Note that there are O (n) binary variables in (NewMIP_CVaR) compared to O (n?)
binary variables in (RSMIP_CVaR). We next describe valid inequalities, which we
refer to as ordering inequalities, to strengthen the formulation (NewMIP_CVaR).
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Proposition 3.2 Suppose that the parameters My; are calculated as described in
Remark 3.1. For a scenario index k € [n], let Ly = {i € [n]\k: My; = 0} and
Hy = {i € [n]\k: Mj, = 0}. Then the following sets of inequalities are valid for
(NewMIP_CVaR):

Bk < Bi, kelnl] icely, (34)
or equivalently,

Bi < Bk, ke€ln], i€ H. (35)
Proof 1fi € Ly, then My; = maXCEC[CT(X[—Xk)]Jr = 0.Inotherwords, ¢ " x; > ¢ x;

forall ¢ € C. Now if z > ¢ x for some ¢ € C, then Br = 1. Because c'xp > clx,

we also have 8; = 1. On the other hand, if z < ¢ Tx; for some ¢ € C, then Bi = 0.
Because z < ¢'x; < ¢! x¢, we also have Brx = 0. Thus, inequality (34) is valid. The
validity proof of inequality (35) follows similarly. O

Introducing inequalities (34) or (35) to (NewMIP_CVaR) provides us with a
stronger formulation. When the number of such inequalities is considered to be large,
we may opt to introduce them only for a selected set of scenarios. For example, we fix
the values of a subset of §; variables using preprocessing methods when possible, and
introduce the ordering inequalities for those that cannot be fixed. The trivial variable
fixing sets B; = Oor B; = 1foralli € [n] such that M;, = 0 or M,; = 0, respectively.
In addition, we propose a more elaborate variable fixing, which relies on Proposition
3.1 to identify the scenarios for which the corresponding realizations are too large
to be equal to VaR, (c'X). Suppose we show that k is among such scenarios, i.e.,
k ¢ K . Then, at any feasible solution we have 8 = 0, and consequently, 8; = 0 for
all i € Hg. One can also employ variable fixing by using the bounds on VaR, (¢ X).
In particular, let §; = 1 if maxcec ¢'x; < L and let Bi = 0if mineec c'x; > U. We
note that the proposed ordering inequalities and variable fixing methods can also be
applied to other relevant MIP formulations involving §; decisions. In such MIPs, e.g.,
(MIP_Special), the set {k € [n]: Bx = 1} corresponds to the realizations which are
less than or equal to VaR, (cTX).

3.2.3 Linearization of (z—x" ¢)4 in (CutGen_CVaR)

Consider the convex function g(z,¢) = [z — xch]+ := max{0, z — x;rc} for (z,¢) €
R andi € [n]suchthat Y, c; = 1, whichappearsin (4) with z = VaR, (¢ X).
Using formula (4) in (CutGen_CVaR) leads to a concave minimization. Therefore, we
study the linearization of the set (referred to as a reverse concave set) corresponding to
the epigraph of —g(z, ¢), given by (29)—(32) in (NewMIP_CVaR). We propose valid
inequalities that give a complete linear description of this linearization set for a given
i € [n]. As aresult, these valid inequalities can be used to strengthen the formulation
(NewMIP_CVaR) (as will be shown in our computational study in Sect. 5).
Throughout this subsection, we drop the scenario indices and focus on the lineariza-
tion of one term of the form [z — xTc]+. Due to the translation invariance of CVaR,
we assume without loss of generality that all the realizations of X are non-negative.
Therefore, x; > 0, j € [d]. This implies the nonnegativity of z = VaR, (¢TX), since

¢ > 0. In addition, to avoid trivial cases, we assume that x; > 0 for some j € [d],
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because otherwise, we can let z = v and § = 0. We are interested in the polytope
defined by

v-8=z- Y xjcj, (36)
jeld]

v <M, 37
§ < Ms(1—8), (38)
D=1, (39)
Jeldl

¢, v,8>0, (40)
B € {0, 1}, 1)
0<z<U. (42)

At this time, we let U = maXge[n] ke[d]1Xsk}, 1.6, the largest component of X, over
all s € [n], which is a trivial upper bound on VaR(c'X). Also let M, = U —
mingepq1{xx} be the big-M coefficient for the variable v = [z — >, ield) Xi€ i1+, and
Ms = maxge[q){xx} be the big-M coefficient for the variable § = [ jera1 Xjcj — Z]+.
Let @ = {(c, v, 4, B,2) : (36)—(42)}.

First, we characterize the extreme points of conv(Q). Throughout, we let ¢; denote
the d-dimensional unit vector with 1 in the kth entry and zeroes elsewhere.

Proposition 3.3 The extreme points (c, v, §, B, z) of conv(Q) are as follows:

QEP1; (e, 0, xg,0,0) forall k € [d] with x; > 0,
QEP2; (e, 0,0,0, x;) forallk € [d],

QEP3; (e, 0,0, 1, x) forall k € [d],

QEP4; (er, U —x;,0,1,0) forall k € [d] with x;, < U.

Proof First, note that, from the definitions of U, M,, and My, we have x; < M5 < U,
and 0 < U — x; < M, for all k € [d]. Hence, points QEP1;—QEP4; are feasible
and they cannot be expressed as a convex combination of any other feasible points
of conv(Q). Finally, observe that any other feasible point with 0 < ¢; < 1 for some
J € [d] cannot be an extreme point, because it can be written as a convex combination
of QEP1,—QEP4,. O

Note that if x; = 0 for some k € [d], then QEPI is equivalent to QEP2;.
Therefore, we only define QEP1y, for k € [d] with x; > 0. Similarly, if x; = U for
some k € [d], then QEP4y is equivalent to QEP3;. Therefore, we only define QEP4;
for k € [d] with x; < U.

Next we give valid inequalities for Q.

Proposition 3.4 For k € [d], the inequality

v< Dl —xjlee; + (U —x) B (43)

Jjeld]
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is valid for Q. Similarly, for k € [d], the inequality

§< D Ixj—xxlej +x(1—B) (44)

Jjeld]
is valid for Q.

Proof First, we prove the validity of inequality (43). If § = 0, then v = 0 from (37).
Because ¢ > 0, inequality (43) holds trivially. If 8 = 1, then § = 0 from (38). Thus,
for any k € [d],

v—S—v—z—Zxcj—}—xk ch—l —z+2(xk Xj)cj — Xk

jeld] Jjeld]

< Z[xk —xjlaci+ U —xp = Z[Xk —Xj]+0j + (U — xp)B,
jeld] jeld]

where the last inequality follows from (42). Thus, inequality (43) is valid.

Next, we prove the validity of inequality (44). If 8 = 1, then § = 0 from (38).
Because ¢ > 0, inequality (44) holds trivially. If 8 = 0, then v = 0 from (38). Thus,
for any k € [d],

8= Z xjcj —z < Z(xj —xp)cj +xp < Z[xj — xilycj +x (1 = B).

J€ld] J€ld] Jjeld]
Hence, inequality (44) is valid. O

Theorem 3.2 conv(Q) is completely described by equalities (36) and (39), and
inequalities (40), (43), and (44).

Proof Let O(y, y', v, yP, y?), denote the index set of extreme point optimal solu-
tions to the problem min{y 'c + y%v + y%8 + ¥#B + vz : (¢,v,8,B8.2) €
conv(Q)}, where (y, ¥, y%, P, y?) € R is an arbitrary objective vector, not
perpendicular to the smallest affine subspace containing conv(Q). In other words,
@ vy Py # AM=x,—1,1,0, D) and (v, y".¥°, ¥#. y%) # 1(1,0,0,0,0)
for A € R. Therefore, the set of optimal solutions is not conv(Q) (conv(Q) # @). We
prove the theorem by giving an inequality among (40), (43), and (44) that is satisfied at
equality by (¢, v*, 8%, B, z¢) forall k € O(y, ", y?%, yP, y?) for the given objec-
tive vector. Then, since (y, y", yB, yﬂ, p*) is arbitrary, for every facet of conv(Q),
there is an inequality among (40), (43), and (44) that defines it. Throughout the proof,
without loss of generality, we assume that x| < xp < --- < x4. We consider all
possible cases.

Case A Suppose that y# > 0. Without loss of generality we can assume that % = 0
by adding y®(v —8 —z + Zje[d] xjc;) to the objective. From Eq. (36) the added term
is equal to zero, and so this operation does not change the set of optimal solutions.
Furthermore, we can also assume that y; > O forall j € [d] without loss of generality
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by subtracting yj (Zje[d] cj) from the objective, where k* := argmin{y;, j € [d]}.
From Eq. (39), the subtracted term is a constant (y,+), and so this operation does not
change the set of optimal solutions. Therefore, for the case that yﬁ > (0, we assume that
7/‘3 =0,y; = Oforall j € [d], and yx+ = 0. Under these assumptions, we can express
the cost of each extreme point solution (denoted by C(-)) given in Proposition 3.3:

C(QEP1;) = y for k € [d] with x; > O,

C(QEP2y) = yi + y*xi fork € [d],

C(QEP3,) =y + v xi + yP fork € [d],

C(QEP4) =y + y2U + yP + y?(U — xi) for k € [d] with x; < U.

Note that QEP1;, for k € [d] Wi_th X > 0 are the only extreme points with § > 0, and
QEP4;, for k € [d] with x; < U are the only extreme points with v > 0. We use this
observation in the following cases we consider.

(i) y* < 0. In this case, C(QEP2;)< C(QEP1y) for all k € [d] with x; > O.
Therefore, §“ = 0 forallk € O(y, y?, ya, yﬂ, o).

(i) y* = 0. In this case, C(QEP1;)< C(QEP2;)< C(QEP3y) for all k € [d].
Note that C(QEP4;)= C(QEP3;)+(y* + y*)(U — xx), k € [d]. Therefore,
if y* + y¥ > 0, then C(QEP4;)> C(QEP3;) for all £k € [d], and hence
extreme points QEP4;, k € [d] are never optimal. As a result, v = 0 for
all k € O(y,y',y%, ¥P,¥%). So we can assume that y¢ + ¥ < 0. Because
y? > 0, we must have y* < 0. Let ¢ := U + y# + y*(U — x) for
k € [d]. Therefore, C(QEP4y) = yx + ¢k. Note that ¢ < ¢ < --- < ¢yq
because x1 < xp < --- < x4 < U and y! < 0 by assumption. If ¢; > 0,
then ¢ > 0 and so C(QEP4;)> C(QEP1y) for all k € [d]. Therefore,
extreme points QEP4;,k € [d] are never optimal. Hence, v = 0 for all
k€ O®y,y’, vy’ yP, y?). Similarly, if ¢; < 0, then ¢y < O for all k € [d].
Therefore, extreme points QEP1;, k € [d] are never optimal. Hence, § = 0
forall k € O(y,y", y%, v#, y?). As a result, we can assume that ¢; < 0 and
¢a > 0. If there exists j € [d] such that y; > 0 and y; + ¢; > O, then
C(QEP1;+)= 0 < C(QEP1;)< C(QEP2;)< C(QEP3;)< C(QEP4;). Hence,
K =0forallk € O(y,y"Y, )/5, yﬁ, y%). As a result, we can assume that either
vk = 0or yx + ¢ < 0 forall k € [d]. If there exists j € [d] such that vi >0
and y; + ¢; < 0 = C(QEP1;~), then extreme points QEP1y, k € [d] are never
optimal. Hence, §“ = 0 for all «x € O(y, y?, y‘s, yﬁ, y%). As a result, we can
assume that for every k € [d], either y, = 0 or yx + ¢ = 0.

(a) If y# > 0, then the optimal extreme point solutions are QEP1; forall j € [d]
such that y; = 0; QEP2; for all j € [d] such that y; = 0 if y* = 0; and
QEP4, forall k € [d]suchthat y;+¢r = 0.Letk’ := max{j € [d] : ¢; <0}
Note that ¢; > 0 for j > k’ by definition, which implies that y; 4+ ¢; > 0.
Therefore, we must have y; = 0 for j > k’. Then inequality (43) for k" holds
at equality for all optimal solutions O(y, ¥V, ¥%, y#, y9).

(b) If y# = 0 and y* > 0, then the optimal extreme point solutions are QEP1 j
for all j € [d] such that y; = 0 and QEP4; for all k € [d] such that y; +
¢r = 0. Then inequality (43) for k¥’ holds at equality for all optimal solutions

oW, vV, v2, vP.v9.
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(c) The only case left to consider is if y# = y? = 0. In this case, because we
assume that y¥ < 0, there are two cases to consider. If y¥ = 0, then ¢ = 0
for all k € [d] and we must have y, = O for all k € [d], which contradicts our
initial assumption that (y, y?, y‘S, yﬂ, y?) # 1(1,0,0,0,0) for any A € R.
Therefore, we must have y¥ < 0. In this case, ¢ < O for all k € [d].
Suppose there exists k* € [d] (with yg+ = 0) such that xgx < U. Then,
C(QEP4;+)< 0 = C(QEP1;+). Because C(QEP1;+)< C(QEP1;) for all
J € [d], extreme pomts QEP1;, j € [d] are never optimal. Hence, §“ = 0 for
allk € Oy, y", y%, ¥#, y?). The only case left to consider is when x; = U
for all k£ with y; = 0. In this case, inequality (43) for £* holds at equality for
all optimal solutions O(y, ¥V, ¥, ¥, ¥%). This completes the proof of Case
A.

Case B Suppose that y# < 0. As before, we can assume that yj > Oforall j €
[d], and that y3+ = O for some k* € [d]. Finally, we can assume that y¥ = 0 by
subtracting y'(v—8—z+ 2 c4) X;¢;) from the objective. Under these assumptions,
we can express the cost of each extreme point solution (denoted by C(-)) given in
Proposition 3.3:

C(QEP1y) =y + y‘sxk for k € [d] with x; > 0,
C(QEP2;) =y + y*x; fork € [d],

C(QEP3}) =y + y*x + yP fork € [d],
C(QEP4,) =y + y*U + yP for k € [d] with x;, < U.

Note that due to the assumption that y# < 0, C(QEP2;)> C(QEP3;) forall k € [d].
So the extreme points QEP2;, k € [d] are never optimal under these cost assumptions.
We use this observation in the following cases we consider.

(1) y* > 0.1In this case, C(QEP4;)> C(QEP3y) for all k € [d]. (Recall that QEP4;,
exists for some k € [d] only if U > x;.) So the extreme points QEP4;, k € [d]
are never optimal under these cost assumptions. Hence, v = 0 for all k €
o,y . v, vh. yo.

(i) y* < 0.If y* < y°, then C(QEP1y)> C(QEP3;) for all k € [d]. There-
fore, extreme points QEP1;, k € [d] are never optimal. Hence, §“ = 0 for
all k € O(y,y", ¥, ¥#, y%). As a result, we can assume that Y% < y? < 0
and C(QEP4;)< C(QEP3y) for all k € [d]. Note that because y5 < 0,0 >
yox1 = y%x2 > .-+ > y%x,. In addition, mingc[4){C(QEP4y)} = C(QEP4;+)=
y2U +yP . If y9x4 > y2U + y#, then extreme points QEP1, k € [d] are never
optimal. Hence, §“ = 0 forallk € O(y, yY, y5, yﬂ, y%). So we can assume that
Yixq < y2U + yP. If yox; < y2U + y#, then extreme points QEP4;. k € [d]
are never optimal. Hence, v“ = 0 forall k € O(y, vy, ¥°, yﬁ y%). So we can
assume that y%x; > )/7U+)//3 Let k := min{j € [d] : y° xj < )/ZU + yhy.
If there exists j > k such that CQEP1j)= y; +vy xJ < YU +yP =
C(QEP4;«)< C(QEP4y) for all k € [d], then extreme pomts QEP4;, k € [d]
are never optlmal Hence, v* = 0 forallx € O(y, y", v%, y#, y?). Therefore,
we have y; + y Ox; j= = y2U + yP for all j > k. Under these assumptions, the
optimal solutions are QEP1; for j > k; QEP4; for k € [d] such that y; = 0;
and QEP3; for k € [d] such that y; = 0 if y* = 0. Then inequality (44) for k
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holds at equality for all optimal solutions O(y, y?, y%, y#, y?). This completes
the proof. O

Note that in the definition of the set @, we used weaker bounds on v, § and z than are
available using the improvements proposed in Sect. 3. In particular, we canletz < U,
where U is the upper bound on VaR obtained by using the quantile information (as
described in Sect. 3.2.1); in most cases, U < U. Then, we simply update inequality
(43) as

v < D I —xjlyej + (U = x0)B. (45)
jeld]

In addition, we canlet z > L, using the lower bound information on VaR, and typically
L > 0. If this is the case, then we can define new variables 7’ = z— L and§ =8 — L,
and let M = U—Land M 5 = Ms — L, and obtain a linearization polytope of the
same form as Q in the (¢, v, §’, B, z’) space. The updated inequality (44) in the original
space becomes

§< > Ixj —xiluej + (G — L)(1 = B). (46)

J€eld]

Therefore, our results hold for L > 0 with this translation of variables.

Finally, from Sect. 3, we know that v < M;. and 6 < M,;(1 — B) for the given
scenario i € [n] for which the linearization polytope is written. Again, in most cases,
M;. < M, and M,; < Msj. In this case, we cannot have ¢; = 1 and z = L for k such
thatxy —L > M,;, because otherwise § = [Zje[d] cjxj—zl+ = xx—L > M,;, which
violates the constraint § < M,; (1 — B). Hence for all k with x;y — L > M,;,ifcx > 0
and z = L, then we must have ¢y = 1 — ¢y for some £ € [d] withxy — L < M,;. Then,
6 = M,; in such an extreme point solution. In this case, we can construct an equivalent
polyhedron where we let x,f = M,; + L for all k € [d] such that x; — L > M,; and
£ € [d] such that xp — L < M,;. Similarly, we cannot have ¢y = 1 and z = U for k
such that U — x; > M;,, because otherwise v = [Z_Zje[d] cjixjly =U—x; > M;.,
which violates the constraint v < M;.B. If ¢ > 0 for k with U — x; > M, then we
must have ¢, = 1 — ¢ for some ¢ € [d] with U — xy; < M;,. Then v = M;, in such
an extreme point solution. In this case, we can construct an equivalent polyhedron
where we let )"c,f = U — M;, for all k € [d] such that U — x; > M;, and £ € [d]
such that U — x; < M;,. The resulting polyhedron satisfies the bound assumptions
in the definition of Q, and the non-trivial inequalities that define its convex hull are
given by (45) for k € [d] such that U — x; < M;,, and inequality (46) for k € [d]
such that x; — L < M,;. Note that after this update inequalities (45) for k € [d] such
that U — x; = M, reduces to v < M;,f, and inequality (46) for k € [d] such that
xr — L = M,; reduces to § < M,;(1 — B). Translating back to the original space of
variables and re-introducing the scenario indices we have the following corollary.

Corollary 3.2 Fori € [n], consider the polyhedron Q; = {(c, v;, 8;, B;, 2) € ]Rffr4 :
29)—(31), (33), (39), B;i € {0, 1}}. Then conv(Q;) is completely described by adding
inequalities
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vi < D [xik —xijlec; + U = xi)i, Yk €ldl: U —xix < Miw, (47)
jeld)

3 < Z [xij — xikl+cj + (xik = L)1 = Bi), Vkeld]:xix —L < My (43)
Jé€ld]

to the original constraints (29)—(31),(33), and (39).

In this section and in Sect. 4.2, we derive valid inequalities and convex hull descrip-
tions using only the condition that C is a unit simplex. However, we note that the unit
simplex condition applies, without loss of generality, to all scalarization sets of inter-
est, and therefore, the presented inequalities are valid even if there are additional
constraints on the scalarization vectors, i.e., even if C is a strict subset of the unit
simplex.

4 Cut generation for optimization with multivariate SSD constraints

In this section, we study the cut generation problem arising in optimization problems of
the form (G — MSSD) . Asin Sect. 3, we focus on solving the cut generation problems
given two d-dimensional random vectors X and Y with realizations xi, ..., X, and
Yis---,Ym, respectively. Let py,..., p, and gy, ..., g, denote the corresponding
probabilities, and let C be a polytope of scalarization vectors.

The random vector X is said to dominate Y in polyhedral linear second order with
respect to C if and only if

E ([cTyl — cTX] )SIE ([cTyl — cTY] ) , Y1 e[m], ceC, orequivalently,
+ +

Sopiletvi—ex] = D aleTvi—cTn] . viemlcec @)

ie[n] ke[m]

As discussed in Sect. 2, Homem-de-Mello and Mehrotra [12] show that for finite
probability spaces it is sufficient to consider a finite subset of scalarization vectors,
obtained as projections of the vertices of m polyhedra. Specifically, each polyhe-
dron corresponds to a realization of the benchmark random vector Y and is given
by P, = {wx > ¢y, —c'yi, k € [m], ¢ € C, w € R} for [ € [m]. Thus,
(G —MSSD) can be reformulated as an optimization problem with exponentially
many constraints, and solved using a delayed constraint generation algorithm [12].
The SSD constraints corresponding to a subset of the scalarization vectors are initially
present in the formulation. Then given a solution to this intermediate relaxed problem,
a cut generation problem is solved to identify whether there is a constraint violated by
the current solution.

Due to the structure of the SSD relation (49), a separate cut generation problem
is defined for each realization of the benchmark random vector. Thus, in contrast to
the CVaR-constrained models, the number of cut generation problems depends on the
number of benchmark realizations. The cut generation problem associated with the
Ith realization of the benchmark vector Y is given by
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(CutGen_SSD) Iclélg Z qk [cTyl — CTYk]+ — Z Di [cTyl — CTX;‘]+

ke[m) i€[n]

4.1 Existing mathematical programming approaches

Note that (CutGen_SSD) involves a minimization of the difference of convex func-
tions. Dentcheva and Wolfhagen [7] use methods from DC programming to solve this
problem directly. Similar to the case of univariate SSD constraints [3], we can easily
linearize the first type of shortfalls featured in the objective function:

min { > quoe = > pi [ —chiL: cwept. (50)

ke[m] i€ln]

which results in a concave minimization with potentially many local minima. If the
optimal objective function value of (50) is smaller than 0, then there is a scalarization
vector for which the SSD condition associated with the /th realization is violated. Note
that it is crucial to solve the cut generation problem exactly for the correct execution
of the solution method for (G — MSSD) . Otherwise, if we obtain a local minimum
and the objective is positive, then we might prematurely stop the algorithm.

The methods based on DC programming and concave minimization may not fully
utilize the polyhedral nature of the objective and the constraints. In addition, DC
methods can only guarantee local optimality. The main challenge in the cut generation
problem (50) is to linearize the second type of shortfalls appearing in the objective
function. In this regard, Homem-de-Mello and Mehrotra [12] introduce additional
variables and constraints, and obtain the following MIP formulation of (CutGen_SSD)
associated with the /th realization of the benchmark vector Y:

(MIP_SSD) min > quwi— > pivi

ke[m] ie[n]
s.t. wg > cTyl — cTyk, Vke[m]
(51)
we R, (52)
v —8i=cly —c'x;, Vien],
(53)
v, < M; B, Vi€ [n],
(54)
8 < Mi(1— ), Vie[nl,
(55)
ceC, veRY, 8§eRY, Befo1). (56)
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Here we can set M; = max{maxeec {c'y; — ¢'x;},0} and Mi
= — min{mincec{c—ryl — ch,-}, 0}. This formulation guarantees that v; = [cTyl —
c'x;]4 foralli € [n].

The authors also propose concavity and convexity cuts to strengthen the formulation
(MIP_SSD;). However, the concavity cuts require the complete enumeration of a set
of edge directions (may be exponential), and solving a system of linear equations based
on this enumeration. Hence, this may not be practicable. In addition, the convexity cuts
require the solution of another cut generation LP in higher dimension. Indeed, in their
computational study, Hu et al. [13] do not utilize these cuts and solve (MIP_SSD;)
directly. They also note that this step is the bottleneck taking over 90 % of the total
solution time, and it needs to be improved.

4.2 New developments

We begin by presenting an analogue of Proposition 3.2, which provides valid ordering
inequalities that strengthen the formulation (MIP_SSD;). Then, we study the structure
of a generalization of the linearization polytope defined by (53)-(56) for a given
| € [m] and i € [n]. We give two classes of valid inequalities analogous to those in
Proposition 3.4 for this polytope. Furthermore, we show that these inequalities are
enough to give the complete linear description when added to the formulation with

C={ceR{: Y cmci =1}

Lemma 4.1 The ordering inequalities (34)—(35) are also valid for (MIP_SSDy) given
Ith realization of the benchmark random vector Y.

This claim immediately follows from the trivial observation that z can be replaced by
cTyl in (29) (and also in the proof of Proposition 3.2) for any / € [m]. Next we give
a polyhedral study of the set defining the linearization of the piecewise linear convex
shortfall terms.

Linearization of [aTc]Jr in (CutGen_SSD). For a given vector a € R4, consider the
convex function 4(¢) = [a' ¢]4 := max{0,a'c}forc € ]Ri such that Zje[d] cj =1
This function appears in the cut generation problems for optimization under multi-
variate risk given in (50), where a = y; — x; for some [ € [m] and i € [n]. An MIP
linearizing this term is given in (MIP_SSDy). Therefore, we study the linearization of
the set (also a reverse concave set) corresponding to the epigraph of —h(c). (Note that
this structure also appears in the cut generation problem for CVaR (9)—(13), where we
leta = x; —Xx;, fori, k € [n].) We propose valid inequalities that give a complete linear
description of this linearization set for a giveni € [n]. As aresult, these valid inequal-
ities can be used to strengthen the formulations involving such linearization terms.

Let DY = {j € [d] : aj > 0}and D™ = {j € [d] : aj < 0}. Due to the nature of
the cut generation problems, we can assume that DT # ¢ and D~ # ¢ (otherwise,
we can fix the corresponding binary variables). Without loss of generality, we assume
that DT = {1,...,d;} witha; <ap» <--- <ag,,and D~ = {d; + 1, ..., d} with
—adi+1 = —Ag142 = - = —aq.

In this subsection, we drop the scenario indices, and study the polytope given by
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v—348 = Zajcj, 57
Jjeld]

v < M, (58)

8 < Ms(1—B), (59)

2 =1 (60)

Jj€eld]

c,v,8§>0, (61)

B €1{0, 1}, (62)
where M, = aq, is_ the big-M coefficient associated with the variable v =
[2jcia)@jcjl+, and Ms = —ay is the big-M coefficient associated with the vari-

able § = [Zje[d] —ajcj]+.

Let S = {(c,v, 6, B) : (57)—(62)}. First, we characterize the extreme points of
conv(S). Recall that e; denotes the d-dimensional unit vector with 1 in the kth entry
and zeroes elsewhere.

Proposition 4.1 The extreme points (¢, v, 8, 8) of conv(S) are as follows:

EP1;, (e, ax,0,1) forallk € DT,
EP2;, (e, 0,—ay,0)forallt € D™,

EP3,, ( g G400, 1) forallk € DY and € € D™,

ax—ay ax—ay

EP4; , ( g 4 G, (), 0, o) forallk e D* and ¢ € D

ai—ag aj—ag

Proof First, note that, from the definition of A;Iv, 1\715, Dt and D—, wehave 0 < gq; <
M, forallk € D" and0 < —a; < M; for £ € D~. Hence, points EP1; and EP2; are
feasible and they cannot be expressed as a convex combination of any other feasible
points of conv(S). Finally, observe that any other feasible point with 0 < ¢ < 1
for some k € DT must have ¢, = 1 — ¢4 for some £ € D™ in any extreme point of
conv(S) such that cyag + cpap = 0 = v = §. In this case, we can have either 8 = 0 or
B = 1. As aresult, we obtain the extreme points EP3; , and EP4; ;. This completes
the proof. O

Next we give valid inequalities for S.

Proposition 4.2 Fork =1, ..., dy, the inequality
dy
v < D laj —axlycj + arp (63)
j=1
is valid for S. Similarly, fork = d| + 1, ..., d, the inequality

d
§< D la—ajlici —ax(1—p) (64)

j=di+1

is valid for S.
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Proof 1f B = 0, then v = 0 from (58). Because ¢ > 0, inequality (63) holds trivially.
If B =1, then 6 = O from (59). Thus, forany k =1, ..., dy,

dy d dy

v—8=v= D ajc; <> ajc;= > (aj —a)cj+ar Y c;

Jeld] j=l1 j=l1 j=1

dy dp
= Z[aj —arlyc; +axp = Z[aj —arlycj + akp,
j=1 j=1

where the last inequality follows from (60).

To see the validity of inequality (64), note that equality (57) can be rewritten as
8 —v =2 ;cra)(—aj)c;. Thus, we obtain an equivalent set where v and 6, and Dt
and D™ are interchanged. O

Remark 4.1 Inequality (58) is a special case of (63) with k = dj, and inequality (59)
is a special case of (64) with k = d.

Remark 4.2 Note that § > 0 is implied by inequality (58), and 8 < 1 is implied by
(59).

Remark 4.3 Consider a related set, 7, where constraint (60) is relaxed to > el €i =

1. This set can be written in the form of the set S withe¢ € R4t!, where D = {0,...,d},
and qg = 0. In this case, inequality (63) for k = 0 is given by v < Z’jlzl ajcj.

Theorem 4.1 conv(S) is completely described by equalities (57) and (60), and
inequalities (61), (63), and (64).

Proof Let O(y,y", y%, y#), denote the index set of extreme point optimal solu-
tions to the problem min{y "¢ + y'v + %8 + y#B8 : (c,v,8,8) € conv(S)},
where (¥, y?, y®, ¥#) € RY*3 is an arbitrary objective vector, not perpendicular
to the smallest affine subspace containing conv(S). In other words, (¥, ¥V, ¥%, y#) #
M@, —1,1,0) and (y, Y, )/‘3, yﬁ) # 1(1,0,0,0) for A € R. Therefore, the set of
optimal solutions is not conv(S) (conv(S) # ¥). We prove the theorem by giving an
inequality among (61), (63), and (64) that is satisfied at equality by (¢, v, §*, g*) for
allk € O(y,y?, y?, yP) for the given objective vector. Then, since (¥, ¥V, ¥%, y#)
is arbitrary, for every facet of conv(S), there is an inequality among (61), (63), and
(64) that defines it. We consider all possible cases.

Case A Suppose that y# > 0. Without loss of generality we can assume that ® = 0
by adding y*(v — 8 — Zje[d] ajcj) to the objective. From Eq. (57) the added term
is equal to zero, and so this operation does not change the set of optimal solutions.
Furthermore, we can also assume that y; > 0 for all j € D without loss of generality
by subtracting Ymin (> jeld € ;) from the objective, where ymin := minjc[q1{y;}. From
Eq. (60), the added term is a constant (—ymin), and so this operation does not change
the set of optimal solutions. Note also that after this update ymin = 0. Therefore, for
the case that yﬂ > (), we assume that )/‘S = 0 and ymin = 0. Under these assumptions,
we can express the cost of each extreme point solution (denoted by C(-)) given in
Proposition 4.1:
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C(EPL) =y +yar+yP fork e DY,
CEP2) =y forE e D™,
CEP3; ) = v + e

CEP4 ) = vk + Ve

+yPforke DY and ¢ € D,
fork e DY and € e D™

ak ae ak a

ag— ag ak a

Let k* € argmin{y;,j € D'} and €* € argmin{y;,j € D~}. Note that
min{yi+, Yex} = Ymin = 0. Observe that C(EP2;)< C(EP4; ) for k € DT and
£ € D™ if yy < yk. On the other hand, if y; > yx, then C(EP2,)> C(EP4; ;) for
k € DY and £ € D™. Also, the only extreme points for which § > 0 are EP2, for
£ € D™ with —ay > 0, and the only extreme points for which v > 0 are EP1; for
k € D with a; > 0. We use these observations in the following cases we consider.

(1) yer = 0 < yx+. In this case, EP4; ¢ cannot be an optimal solution for any k € Dt
and ¢ € D~ . Furthermore, because of the assumption that y# > 0, EP3; ; cannot
be an optimal solution for any k € DV and £ € D™ either.

(a) Ifthere exists j € DT such that CEP1)=y;+v’a; +y# > 0= CEP2»),
then c? =O0forallc € O(y, y?, y%, y?). So we can assume that y; +y Ya; +
yP < 0forall k € D*. Now suppose that vi +vlaj + yP < 0 for some
j € D .In this case, C(EP1;)< C(EP2y) for all £ € D™. Therefore, § =0
forallk € O(y,y",¥%, y?). So we can assume that y; + yPay +y# =0
forallk € D™,

(b) If there exists j € D™ such that C(EP2;)=y; > 0 = C(EP2x), then cf =0
for all k € O(y,y',y%, yP). So we can assume that y, = 0 for all £ €
D~ . In summary, for the case that y’3 > 0 and yp» = 0 < p,+, we have
Yk + ylax + yP =0forallk € DT and y, = 0 for all £ € D~ In this case,
the set O(y, y?, y%, yP) is given by EP1; for all k € Dt and EP2, for all
£ € D™ . Inequality (63) for k = 1 is tight for all these extreme point optimal
solutions. Hence, the proof is complete for this case.

(i1) yex > yi= = 0. Recall that, in this case, C(EP4y+ o)< C(EP2;) forall £ € D™.
Therefore, 8 = 0 for all «k € O(y, Y, y‘s, yﬁ ). Hence, the proof is complete
for this case.

(a) If there exists j € D~ such that y; > 0, then c’]‘. = 0 for all « €
O®.y", y®, v?). So we can assume that y, = 0 forall £ € D~

(b) Suppose that y; + ya; + y# < 0forsome j € D*. In this case, EP1; hasa
strictly better objective value than EP2,, EP3y ;,and EP4; , forallk € DT and
¢ € D~. Therefore, § = 0 forall k € O(y, y?, ya, yﬂ). So we can assume
that y; + yay + y? > 0 for all k € D*. If there exists j € D™ such that
vj > 0and )/J-—I—)/”czj~|—)//S > O,thencf = Oforallk € O(y,y",y% v#).So
we can assume that at least one of the conditions y; = 0 or yx +y ax+y# =0
holds for all k € D*. Let Df = {j € DT : y; = 0} and D = D*\D{.
Note that k* € Dy and y + yVax + y? =0 forall k € D}

(c) Suppose that y, = 0 for all k e D7 (ie., D+ ?). Recall that we also
have y, = O forall £ € D™, y® = Oandyﬂ > 0. If y# = 0, then p?
cannot equal to O (then all solutions are optimal). Suppose that y# = 0, then
¥V > 0 (because we showed that y; + ya; + y? > 0 for all k € D). Then
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v“ = 0forall k € O(y,y',y% vP). So we can assume that y# > 0. If
y? > 0, then EP1 is not optimal for any k € D™. Therefore, v* = 0 for all
k€ O, y", ¥, ¥#). So we can assume that y¥ < 0. Because we showed
that yx + yVax + y# > 0 forall k € DT, and we assume that y, = 0 for
all k € DF, we have y# > —yVay,. If yYay, + y# > 0, then EP1; is not
optimal for any k € DT . Therefore, v = 0 forallk € O(y, y", %, y#), and
we can assume that y'ag, + y? = 0. In this case, inequality (63) for k = d|
holds at equality for the set of all optimal extreme solutions O (y, ¥V, ¥%, y#)
(namely, EP1 for k € DT with ax = ag,, EP2; and EP4; ; for all j € D"

and £ € D7).
(d) Thereexistsk € D suchthat y; > 0(i.e., Dfr 2% (). In this case, fork € D,
v = —yax—y? > 0.Because y# > 0, we must have y* < O and q; > 0 for

k e D1+. In this case, we cannot have y# = 0 (unless aj=0forall j € D(‘)F),
because otherwise y; + y'a; + yP <0forj e DS‘ with a; > 0 violating
the condition in part (b) that y; + yVa; + y# > 0forallk € DT.So y# > 0
and EP3; ; is not optimal for any j € D™, ¢ € D™. Letk; = min{j € Dfr},
then we must have k € Dfr for all k € Dt with k > kj. In this case, the
set of all optimal solutions is given by EP1; for k € D", EP2; and EP4 e
forall j € Dar and £ € D™, where the optimal objective value is zero. Then
inequality (63) for k = k; holds at equality for the set of all optimal extreme
solutions O (y, y¥, ¥%, y#). The last case to consider is that aj = 0 for all
j € Dar and hence y# = 0. In this case, inequality (63) for k = k* holds at
equality for the set of all optimal extreme solutions O (y, ¥, ¥%, y#) (namely,
EP1; for k € DT, EP2,, EP3; ; and EP4; , forall j € DJ andf € D7).

Case B Suppose that y# < 0. Without loss of generality we can assume that y¥ = 0
by subtracting yV(v — 8§ — Zje[d] ajc;) from the objective. From Eq. (57), the sub-
tracted term is equal to zero, and so this operation does not change the set of optimal
solutions. As argued in the proof of the validity of (64), equality (57) can be rewritten
asd—v = Zje[d](_aj)cj' Thus, we obtain an equivalent set where v and §, and D™
and D~ are interchanged. Thus, the proof is complete, using the same arguments as
in Case A and inequalities (64). O

In line with the above analysis, we introduce a;; = (y; — X;), Dl.+ ={jeld]:
ajj > 0}and D;” = {j € [d] : a;; < O} for all i € [n]. Then, an enhanced MIP
formulation of (CutGen_SSD) for the /th realization of Y is obtained by replacing
(54)—(55) in (MIP_SSD;) with the following constraints:

v < Z laij — aikl+cj + airBi, Vielnl,ke D! (65
jeDf

8 < D laix — aijlycj — ain(1 = Bo), VielnlkeD]. (66)
JeD;

@ Springer



Cut generation for multivariate risk constraints 189

5 Computational study

The goals of our computational study are two-fold. In the first part, we demonstrate
that the methods developed in Sect. 3.2—including variable fixing, bounding, and
incorporating valid inequalities—are effective in solving (CutGen_CVaR). In the
second part, we perform a similar analysis for the methods presented in Sect. 4 for
(CutGen_SSD).

All the optimization problems are modeled with the AMPL mathematical pro-
gramming language. All runs were executed on 4 threads of a Lenovo(R) workstation
with two Intel® Xeon® 2.30 GHz CE5-2630 CPUs and 64 GB memory running on
Microsoft Windows Server 8.1 Pro x64 Edition. All reported times are elapsed times,
and the time limit is set to 5400s. CPLEX 12.2 is invoked with its default set of
options and parameters. If optimality is not proven within the time allotted, we record
both the best lower bound on the optimal objective value (retrieved from CPLEX and
denoted by LB) and the best available objective value (denoted by UB). In cut gen-
eration problems, the optimal objective function can take any value including 0, and
so in order to provide more insight, we calculate two types of relative optimality gap:
G; = |LB—-UB|/(|UB|) and G, = |LB—UB|/(|LB ). It is easy to see that the
maximum of G and G is an upper bound on the actual relative optimality gap; we
do not report G; when | UB | = 0 or CPLEX yields a trivial lower bound of —oo.

We would like to remind the reader that during a cut generation-based algorithm, the
solution procedure of the cut generation problem is allowed to terminate early without
finding the most violated cut. However, when such a heuristic procedure cannot find
a violated cut, it is still required to prove that the optimal objective function value
is non-negative. Therefore, in our experiments we opt for solving the cut generation
problem to optimality.

5.1 Generation of the problem instances

In this section, we describe two sets of data used for our computational experiments.

5.1.1 Homeland security budget allocation

We test the computational effectiveness of our proposed methods on a homeland secu-
rity budget allocation (HSBA) problem presented in Hu et al. [13] for optimization
under multivariate polyhedral SSD constraints. We follow the related data generation
scheme described in Noyan and Rudolf [17], where the polyhedral SSD constraints are
replaced by the CVaR-based ones. The main problem is to allocate a fixed budget to ten
urban areas in order to prevent, respond to, and recover from national disasters. The risk
share of each area is based on four criteria: property losses, fatalities, air departures, and
average daily bridge traffic. The penalty for allocations under the risk share is expressed
by a budget misallocation function associated with each criterion, and these functions
are used as the multiple random performance measures of interest. In order to be con-
sistent with our convention of preferring larger values, we construct random outcome
vectors of interest from the negative of the budget misallocation functions associated
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with four criteria. Two different benchmarks are considered: one based on average gov-
ernment allocations by the Department of Homeland Security’s Urban Areas Security
Initiative, and one based on suggestions in the RAND report by Willis et al. [21].
The scalarization polytope is of the form C = {c € R*: ey =1,¢ > cf — %},
where ¢* € R* is a center satisfying ||c*|l; = 1, and 8 € [0, 1] is a constant for
which % < min;e(1,...,4) c;‘ holds. We consider the “base case” with 6 = 0.25 and
¢t = (4—1‘, }T, %, ‘1—‘), unless otherwise stated. We refer the reader to Hu et al. [13] and
Noyan and Rudolf [17] for more details on the data generation.

For this set of instances, Noyan and Rudolf [17] report computational results with
the formulation (MIP_Special)—developed for the multivariate CVaR-constrained
problem under the special case of equal probabilities. For example, for the largest
problem instances with 500 scenarios and o = 0.05 (resp., « = 0.01), on average,
two (resp., 1.6) cut generation problems need to be solved taking 14,386 (resp., 11,507)
seconds (around 99.8 % of overall solution time). We note that in the initialization step
of the algorithm, four risk constraints are additionally generated based on the vertices
of C. Similarly, for the multivariate SSD-constrained problems, Hu et al. [13] report
that for the largest test problems with 300 scenarios, only one cut generation problem
is solved taking 1318s (96 % of overall solution time). Since the cut generation is
the main bottleneck, in our computational study we only focus on solving the cut
generation problems. Hence, different from the existing studies, we also explain how
we obtain the realizations of the random vector X. In accordance with the existing
studies, the risk constraints associated with the vertices of the scalarization polytope
C are initially added to the intermediate relaxed problem. In the base case, the polytope
C is a three-dimensional simplex with the vertices €1, . . ., €4, where the ith element of
¢; isequal to 0.5, and other elements are 0.5/3. We solve the master problem once, and
use its optimal solution to calculate the realizations of the associated 4-dimensional
random vector X. Note that it is clear how to obtain the realizations of the random
vector Y, since the benchmark allocations are given.

5.1.2 Randomly generated data

To further analyze the computational performance of the proposed methods, we con-
sider a different type of problem (inspired by Dentcheva and Wolfhagen [7]):

max {f(z): Rz>=Y, ze IRLOO} ,

where R : 2 — [0, 119%19 i5 a random matrix and the relation = represents a
stochastic multivariate preference relation. In our setup, the relation > represents
>;8VaRa and >;(Cz) for the multivariate polyhedral CVaR and SSD relation, respectively.
We assume that the benchmark vector Y takes the form of l_li, where R is also a
d x 100-dimensional random matrix and Z € IR#OO is a given benchmark decision.
The entries of the matrices R and R are independently generated from the uniform
distribution on the interval [0, 1]. Since we directly focus on solving the associated
cut generation problems, we also randomly generated the decision variables z and
Z; in particular, they are independently and uniformly generated from the interval
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[100, 500]. This data generation scheme directly provides us with the realizations of
two d-dimensional random vectors X = Rz and Y = Rz.

5.2 Computational performance: cut generation for (G — MCVaR)

First, we study the effectiveness of alternative MIP formulations for (CutGen_CVaR).
In these experiments, we assume that each scenario is equally likely, and consider con-
fidence levels of the form o = k/n. For an arbitrary confidence level &, we calculate k
as [an]. In Table 1, we present our experiments on the performances of four alternative
formulations: (1) the MIP model—(MIP_Special)—developed for the special case of
equal probabilities [ 17], (2) the MIP model—(MIP_CVaR)—for general probabilities
presented in Noyan and Rudolf [17], (3) the more compact model—(SMIP_CVaR)—
proposed in Sect. 3.2.1, and (4) the new model—(NewMIP_CVaR)—proposed in
Sect. 3.2.2. We report the results averaged over two instances (based on Government
and RAND benchmarks) for each combination of « and n. We see that the new formu-
lation using the VaR representation is highly effective in reducing the solution time for
these instances. Problem instances that are not solvable within the time limit of 5400 s
with the existing formulation (MIP_CVaR) and its enhancement (SMIP_CVaR), is
now solvable in 6 min for all instances but one (HSBA data, n = 1000, « = 0.05),
which is also solved well within the time limit. We observe that (MIP_CVaR) termi-
nates at the root node for large instances with no integer feasible solution available.
This may be due to the large size of the formulation (quadratic number of binary vari-
ables). In contrast, (NewMIP_CVaR) contains a linear number of binary variables.
What is also surprising is that even the formulation (MIP_Special), which uses more
information due to the equal probability assumption, is not able to solve many of the
instances. For the HSBA data set, (MIP_Special) has inferior performance when com-
pared to (SMIP_CVaR) for problems with 300 or more scenarios. On the other hand,
for the random data set (described in Sect. 5.1.2) (MIP_Special) performs better than
(MIP_CVaR) and (SMIP_CVaR). However, it still cannot solve larger instances with
500 or more scenarios. In contrast, (NewMIP_CVaR) solves these problems within
a few minutes. We would also like to note that the total time spent on preprocess-
ing for (NewMIP_CVaR) (calculation of the parameters L, U, M;;, M;,, M.;, Hy),
which is not included in the times reported, is negligible. Therefore, we can con-
clude that (NewMIP_CVaR) is a better formulation than the existing formulations
(MIP_Special), (MIP_CVaR) and its enhancement (SMIP_CVaR).

Next we study the effectiveness of various classes of valid inequalities and pre-
processing strategies described in Sects. 3.2.2 and 3.2.3. Note that when we test the
performance of a class of inequalities, we add all inequalities a priori to the formulation,
because there are polynomially many of them. We consider two sets of data as before,
one with HSBA data (Table 2), and one with the randomly generated data (Table 3). In
Tables 2 and 3, the relative improvements and optimality gaps are given as percentages
and all presented results are averaged over the two instances with different benchmarks.
In the first two columns of Table 2, we compare the performance of (RSMIP_CVaR),
which is the original formulation enhanced with variable reduction due to symmetry,
variable fixing and bounding, against the new formulation (NewMIP_CVaR) with-

@ Springer



S. Kiiciikyavuz, N. Noyan

192

00— JO T [PIALN © SPIAIK XTI , Pue 0 = | AN | ==

uonn[os 9[qISLa) I9FANUI OU YILA JIWI] SWIL], ,
uonn[os 9[qISLay JOFAIUT I JIT] du], |
¥V U)IM POJRJIPUL QIR 9 ())SE QA0 sanfeA Yy pue [ | ur payrodar A[oanoadsar axe (95) senfea o pue 1o

L89°8S 0'1¢C 0 [T08 Y]y 0 [6€8 Vs, 1S7°096°6 [Teor ‘vl 00§
899°I¢ SIS YLSL [0zol ‘vl €0LT (X0 AT L80°SET'8 9°CT8¢ 00¢
r9 L8 SLY‘€EE [81¥ ‘9 vsely 617°S1 [Tozt ‘vl €670 181 00¢
sQoue)sul wopuey :x9[duwis jiun pue go'Q = 0 u
185°09 €691 0 [L80T ‘€¥01], 0 [v'10T ‘S ¥ell, LOE'SOS 0T [Teor ‘vl 00$
1€€°01 9C 06¢¢ 101 ‘vl SLS [e101 ‘vl Y I 8°C68¢ 00¢
800¢ 6°S 85S¢ oY LEr6e 629°T1 [8€01 ‘T'5€9]; YIE0r 0°¢I 00¢
sQoue)jsul wopuey :xo[duwis yiun pue 1) = © u
ererL £e0¢ 0 [S7€66 ‘410 0 (00T ‘4] Yor°S16°1 [19z1 -], 0001
LT9°T6 7681 90¢l ¥'LTLT 0 [LsSS ‘seetlsy 190°T6S°C [yser =1, 00$
617y Sor LO9T L'LET 99¢ L6ST 7€8'80v°9 [¥'091 -1, 00¢
12944 s 899¢ L9L 1219 8'LEY TLY'SSL 0T (1¥91 ‘vl 00¢
sqouejsul ygSH :2doikjod oseq pue go 0 = © u
9TE8Y L'STE € [v ‘ccotl, 0 (00T “lo €IS 1SET [9€91 =1, 0001
9081 0oy €LY 9cetl ! [rrez gsily 8L8°086°S [LTe9 -], 00$
9¢¢¢T s 6¢ 6'ILT 144 SOvL YI19°01S‘T 'CSL 00¢€
61y 01 0 901 84 8L L0STT 89 00¢
soouejsul ygSH :2doikjod oseq pue 1)) = © u
9pON [ Tp] 9pON [2oIo] SpON [2D D] 9pON [¢oTo]
a%d QuLy, a%d Qg a®d QuLy, a®d Ly,
(BAD ™ dIIAMIN) (4eAD dIIAS) (qBAD ™ dIIND (rewd2ds™d1N)

(MeAD UIDIN)) 10J SJ[IA 2ANRUII[E 3y Jo doueuriojiad [euoneindwo) | d[qel,

pringer

as



193

Cut generation for multivariate risk constraints

spuesnoy) ur payiodar are sopoN g9 ‘0= | dn | -
uonN[Os S[qISLy LOTANUT (A JUIL] QWY |
PaXy 2q Jou P[Nod Jey) SA[qeLIBA AIRUIq d) 10J PIppe Ak (H¢) senifenbour Suriopio oy,

V )M PRIBJIPUL AT 9 ()€ 2A0QE sanfeA ) pue [ | ur payrodar A[oanoadsar axe (95) senfea o) pue 1o

oY (187 6LTY Y6 87SE 1'66C 60001 8Tl v 61 Fsevl,  000S
6t 0¢ YLYT 1'1¢C T09 $'TTl 980  S'TLI [0S -1 0T 0029¢ 000
0¢ IS 1001 901 SLI 6°¢€ L6y 0°9SI SEIsE 90 I'161  000C
vy Sy IL1 01 ST I'e €T €9 9°€6¢ 00 96T 0001
09 9 or S0 90 60 Lo ¥LI €79 00 (VR4 00S
10°0 = © pue ased \ﬁ_ﬁn_aﬂoum [elauan) u
L€l 671 969°CI  €°€0F L€201 recee [os-1,  +9.9 (v I, €1 [8'9vC ‘1591, 0002
6¢l 0°ST 6s6T  €TS S'€9 L'8€€ 820C I'6¥L £1€0C S0 oy 0001
671 791 818 L €8 LLE 8YC 96 T681 10 Ter 00S
600 = © pue ased Arpiqeqold renbyg u
(04 'y €06v  6°L91 9'v0v Se6L T08LI T0€T (v vl, 0 (v 9vzil,  000S
I'y (47 LSLT L0g €IL 9TLI 6161 6c0c  [85°Vl61LEE A 0TSy 000€
(04 'y 01L 801 €61 Shy T8 8'80¢ [os *-1,8'156C 0 €601 000T
vy (4 91 60 ST (44 e €8F L'Ste 10 Lyl 0001
9 9 9 €0 S0 80 Lo 8¥I 00 T0 TS 00S
10°0 = » pue ased Ajiqeqoid renbg u

dINSY  dIAMON (¥€) 9poN [oID] 9pON [ *ln] 9pON [ Ip] 9poN [ ID]

(Surxry) boug # a»d ‘g, and oy, ayd PuwrL  g¥d oy,

"bouy 1op1Q pue g2z (d29:1) punoq pue X1 punoq pue xrj

(%) Tep Areurq Surureway (deAD ™ dTIAMOIN) (deAD ™ dTINMIN) (deAD ™ dTIAMIN) (qeAD ™ dIINSH)

saoueIsul YgSH :2doikjod aseq— (YeAD WaHINY) 10J SITIA PRoueyu? 3y jo 2duewrofred reuoneindwo) g Jqey,

pringer

as



S. Kiiciikyavuz, N. Noyan

194

uonn[os d[qISeay 1FIUT YA JIWI] SUWILY, |

(8%) pue (L) ‘() senifenbaur pijea oy 03 SI9Ja1  SIND [[V,, ‘Spuesnoy) ur payiodar are sOpoN 424

¥V [)IM PIBDIPUL AIB 9 ()€ 2A0QE sanfea ay) pue [ | ur paytodar Ajoanosadsar are (95) sanfea <o pue I

12Y4! 254! 86¥C L'S1 ¥'C8¢C S1L6 S LSy 7'¥8¢C1 896C [T96 V1, 000C
919 929 919 L'S1 LT S'LE 1'LT 9'v¢ 7'6l¢ 8'€LTI 0001
88¢ 88¢ 01¢ ]! 8 96 0cCl 76 0'¢6 ErL] 00$
$ = p pue ased Anjiqeqoid [erouan) u
CI91 0CLT 9Y4 0ty ceel 8'0¢¢ 1'S91 S'¥8¢ €10L ¥eELE 00$
1201 9LTT L 06y 0Tl 0°LT 09T 8'1¢ 9¢el 61 00¢€
§ = p pue ased Aiqeqoid renbg u
6081 LT81 56 goe TS S 191 79S8 6°69¢C T8Y6 [Co6°v], 0001
768 £€6 161 1'1e 0'Cs €9L ¢0s LSS 2943 €9IL 00§
06t ors [4S 00¢ L'y €L 9°¢ 9°¢ ¢ oL 00¢
9 = p pue ased Ajiqeqoad [enbg u
9ILY 9ILIT 8¢y Ll 8°L98 8'110¢ 0'C8¢el 691y 6'8¢C¢ [T'86 V1, 00S¢T
81¢CI 81¢C1 88¢CC [y 0°L9¢ 6986 cler SL901 G608 (696 V1, 000C
¢8¢ 6S LYS 611 Sol 9°LE 8'8C Ley 6°¢ClE VL8V 0001
1453 8¥¢ 14! VLI e 9°¢ Le LT 918 9'¢Cl 00$
¥ = p pue ased Ajiqeqoad [enbg u
(8%) (Ly) 9poN [2oID] 9PON [0 o] 9poN [co D]
“sboug 1opIO a»d LN a»d g, a%d o,
SN0 [[& pue g29.] ‘bauy “10pIQ pue g2
(Burxry)
(%) 1A
sanenbouy Areurg
Jo# Suiurewoy (gAY~ dTIAMIN) (qeAD ™ dTIAMIN) (AeAD ™ dTINMIN)

(10°0 = ) soouejsur wopuer :xopduts Jun— (YA JIIAMAIN) 10J saNIenbaut pIfeA o) JO SSOUAATIORH € dqBL

pringer

As
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out any enhancements. In the third column of Table 2, we report the performance
of (NewMIP_CVaR) with variable fixing and bounding. Finally, in the fourth col-
umn, we report the performance of (NewMIP_CVaR) with variable fixing, bounding
and ordering inequalities (34). Comparing the first two columns of Table 2, we see
that fixing and bounding the variables are highly effective strategies, and as a result
(RSMIP_CVaR) outperforms (NewMIP_CVaR). However, it cannot solve the larger
instances within the time limit, and in general stops with a large relative optimality
gap. On the other hand, when these strategies are also applied to (NewMIP_CVaR),
all test instances are solved within the time limit, as observed from the third column.
The reduction in solution time comparing columns 2 and 3 can be attributed to the
large reduction in the binary variables due to variable fixing; fewer than 7 and 17 %
of the binary variables remain in the formulation for instances with o« = 0.01 and
a = 0.05, respectively. The reduction in binary variables is primarily a result of the
observation in Proposition 3.1. We did not observe any additional fixing based on the
bounds on VaR in our experiments. Finally, from the last column we see that ordering
inequalities are highly effective and have the best performance, when used in addition
to fixing and bounding, compared to the other settings that do not use these inequal-
ities. Because a large number of variables are fixed and a relatively large number of
ordering relations (34) across scenarios exist in these instances, we did not see much
benefit of inequalities (47)—(48). We note that this behavior is highly data-dependent
as we see in Table 3. In this table, we compare different settings in the first three
columns: (1) (NewMIP_CVaR) without any enhancements, (2) (NewMIP_CVaR)
with fixing, bounding, and ordering inequalities (34), and (3) (NewMIP_CVaR) with
fixing, bounding, and all classes of cuts ((34) and (47)—(48)). We do not report our
detailed results for (NewMIP_CVaR) with fixing and bounding, because the conclu-
sions are similar to Table 2. For these instances, while a significant number of binary
variables can be fixed, the percentage of remaining variables is higher than that for the
HSBA data. In this case, the setting with all enhancements and valid inequalities yields
the best performance in most cases, with close to 50 % reduction in solution time for
several instances. The inequalities (47)—(48) are useful when added on to the setting
with all other improvements, in the most difficult cases. Overall, with this setting, all
instances are solved within the time limit with much fewer branch-and-bound (B&B)
nodes explored.

5.3 Computational performance: cut generation for (G — MSSD)

In Table 4, we report our computational experiments with the randomly generated
data described in Sect. 5.1.2 to illustrate the effectiveness of the strategies proposed
for multivariate SSD-constrained optimization problems. Recall that the cut generation
problems decompose by benchmark realizations for SSD. In these experiments, we
solve the cut generation problem for [m /207 of the benchmark realizations. Because
we solve multiple cut generation problems for each setting, we letn € {200, 300, 500}.
For each setting, we generate two instances and report their average statistics. We
report the average and the standard deviation of the solution times taken over all
tested benchmark realizations for a given setting. We compare the performance of
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two formulations: (MIP_SSD;) and (MIP_SSD;) with variable fixing and ordering
inequalities. In the first column, we report the elapsed time statistics (in seconds) for
(MIP_SSD;) without any computational enhancements. From the standard deviation
columns, we observe a high variability in the solution times. In fact, the minimum
solution times are in a few seconds, whereas the maximum solution times are at the
time limit of 5400 s. We also report the number of instances that were not solved within
the time limit under the column “# Unslvd”.

Note that unlike the CVaR case, which benefits from additional information on
VaR for fixing variables, in the SSD case not many binary variables can be fixed.
On average, over 65 % of the binary variables remain in the formulation. Next, we
analyze the performance of ordering inequalities (34), in addition to fixing, reported
in the second column. In the last column of Table 4, we report the average number
of ordering inequalities added to the formulation (MIP_SSD;). We recognize that
the ordering inequalities are highly effective, as they reduce the average solution time
significantly, enabling the solution of all instances within the time limit. We also tested
the performance of the formulation with inequalities (65)—(66) on these instances, but
observed that it does not perform better than the version with ordering inequalities. In
our experience, ordering inequalities, when a large number of them exist, are preferable
because they are sparse and they provide information on the realizations under multiple
scenarios. In contrast, inequalities (65)—(66) are denser with very small coefficients
for the instances tested, and they provide information on the correct calculation of the
nonlinear shortfall term for a single scenario at a time. As a result, if a much larger
number of ordering relations (34) across scenarios exist than the number of inequalities
(65)—(66) (given by the multiplication of remaining number of scenarios and d), then
it is preferable to use only the ordering inequalities in a brute force method that adds
all inequalities a priori to the formulation. Alternatively, a branch-and-cut method can
be implemented, with a more elaborate cut management system so as to benefit from
both types of cuts. Furthermore, inequalities (65)—(66) can be strengthened using the
ordering relation information for a scenario under which the realization is known to
be smaller than the realization under another scenario. On the other hand, when the
number of ordering relations is relatively small, the additional information provided
by inequalities (65)—(66) could be more useful (see Table 3 for the performance of the
analogue of inequalities (65)—(66) for the CVaR case).

6 Conclusions

In this paper, we develop alternative mixed-integer programming formulations and
solution methods for cut generation problems arising in a class of stochastic optimiza-
tion problems that features benchmarking constraints based on multivariate polyhedral
conditional value-at-risk. We propose a mixed-integer programming formulation of the
cut generation problem that involves a new representation of value-at-risk. We show
that this new formulation is highly effective in solving the cut generation problems.
In addition, we describe computational enhancements involving variable fixing and
bounding. Furthermore, we give a class of valid inequalities, which establish a relative
order between scenario-dependent binary variables when possible. Finally, we give the
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convex hull description of a polytope describing the linearization of a non-convex sub-
structure arising in this cut generation problem. Our computational results illustrate the
effectiveness of our proposed models and methods for the CVaR-constrained optimiza-
tion problems. In addition, we show that the proposed computational enhancements can
be adapted to cut generation problems for multivariate polyhedral SSD-constrained
optimization. We give the convex hull description of a polytope describing the lin-
earization of a non-convex substructure arising in the SSD cut generation problem for
each benchmark realization. However, these inequalities need to be further strength-
ened to improve their practical performance. One possible area of future research is
to study the intersection of these linearization polytopes for two or more different
realizations of the random vector of interest.
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