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ABSTRACT Second-order cone programming problems are a tractable subclass of convex optimization
problems that can be solved using polynomial algorithms. In the last decade, stochastic second-order cone
programming problems have been studied, and efficient algorithms for solving them have been developed.
The mixed-integer version of these problems is a new class of interest to the optimization community and
practitioners, in which certain variables are required to be integers. In this paper, we describe five applications
that lead to stochastic mixed-integer second-order cone programming problems. Additionally, we present
solution algorithms for solving stochastic mixed-integer second-order cone programming using cuts and
relaxations by combining existing algorithms for stochastic second-order cone programming with extensions
of mixed-integer second-order cone programming. The applications, which are the focus of this paper,
include facility location, portfolio optimization, uncapacitated inventory, battery swapping stations, and berth
allocation planning. Considering the fact that mixed-integer programs are usually known to be NP-hard,
bringing applications to the surface can detect tractable special cases and inspire for further algorithmic
improvements in the future.

INDEX TERMS Second-order cone programming, mixed-integer programming, stochastic programming,

applications, algorithms.

ACRONYMS
CvaR Conditional value-at-risk.
DMISOCP Deterministic mixed-integer second-order
cone programming.
FEU 40-foot equivalent unit.

FLP Facility location problem.

SMBSOCP Stochastic mixed-binary second-order
cone programming.

SMILP Stochastic mixed-integer linear
programming.

SMISOCP  Stochastic mixed-integer second-order
cone programming.

SSOCP Stochastic second-order cone
programming.

TEU 20-foot equivalent unit.

I. INTRODUCTION
Challenges, restrictions, and affects such as uncertainty
[1]-[3], integrality [4]-[7], and conicity [8]-[11] arise
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naturally in real-world applications. For example, the (deter-
ministic) mixed-integer second-order cone programming
(DMISOCP) models presented in [12] (see also [13]-[15])
have proved to be useful in dealing with a variety of applica-
tions that involve integrality and conicity. For another exam-
ple, stochastic mixed-integer linear programming (SMILP)
[16] has been demonstrated to be effective in many applica-
tions involving integrality and uncertainty (see also [17]—[19]
and the references contained therein). For a third example,
the stochastic second-order cone programming (SSOCP)
models described in [20] and the stochastic semidefinite
programming models described in [21] have proved to be
useful in dealing with uncertainty and conicity in many
applications (see also [22] and [23]). In this paper, we show
that uncertainty, integrality, and conicity can all naturally
coexist together in the context of what can be termed as
the stochastic mixed-integer second-order cone programming
(SMISOCP).

The second-order cone is defined to contain all vectors
whose first component must be at least as large as the
Euclidean norm of the subvector of the remaining com-
ponents. Second-order cone programming problems are a
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tractable subclass of convex optimization problems in which
the objective function is optimized over the intersection of
a linear affine space and the Cartesian product of second-
order cones. Interior-point algorithms are considered one
of the most efficient methods developed for solving this
subclass of convex optimization problems in polynomial-time
(see [24]-[26], for example). The mixed-integer version of
these problems, acronymized above as DMISOCP, requires
some variables to be restricted to integers. Although it is
NP-hard in general, DMISOCP can be quickly solved by
applying algorithmic techniques that use scenario-based cuts
and relaxations (see [12], for example). DMISOCP was
introduced to make optimal decisions in applications with
certainty in information. In some applications, we cannot
completely determine the modal since it is dependent on some
information that is not available at the moment of making
optimal decisions. An extra dimension of difficulty is added
if we allow uncertainty in data defining DMISOCP prob-
lems. This yields the stochastic version of these problems,
acronymized above as SMISOCP, which is algorithmically
much less mature compared with SSOCP, SMILP, and even
DMISOCP. We emphasize that there are three dimensions of
difficulty in dealing with SMISOCP: Uncertainty, integrality,
and conicity. We believe that these three difficulty dimensions
have not been previously combined together in one class. That
is why it is our belief that the SMISOCP class has not been
studied yet.

In the present paper, we will demonstrate how SMISOCP
applies to a variety of application areas by describing
five applications leading to two-stage SMISOCP models.
Specifically, we present a stochastic discrete facility location
problem, a portfolio optimization with CVaR and diversifi-
cation constraints, a stochastic joint uncapacitated location-
inventory problem, an optimal infrastructure problem for
electric vehicles with battery swap technology, and an
optimal random berth allocation problem with uncertain
handling time.

Since this paper mainly introduces SMISOCP from a
practical point of view, we do not provide each application
model with a specific algorithm to solve it. Nevertheless,
a solution method for the generic SMISOCP is presented
in this paper to combine existing efficient barrier [27]-[29],
homogeneous [30], and infeasible [31] algorithms for SSOCP
with extensions of DMISOCP algorithms [32]-[34] (see
also [35]-[37]). Related aspects are tackled in an algorithmic
companion paper [38]. It is our belief that bringing the
applications proposed in this research to the surface can detect
tractable special cases for extra algorithmic improvements in
the future.

This paper is structured as follows. In Section II, we intro-
duce some notations followed by the definition of the two-
stage SMISOCP problem with recourse. Section III contains
the main results of the paper. Here, we describe different
applications and their formulations as SMISOCP models.
In Section IV, we first give a brief review of the solution
algorithms available for solving SSOCP, then we present a
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FIGURE 1. The 3rd-dimensional second-order cone Q3.

solution method for solving SMISOCP. Section V provides
some concluding remarks.

Il. FORMULATION
In this part, we start by introducing certain notations, then we
define the two-stage SMISOCP problem.

A. NOTATIONS AND BASICS
We utilize *“;” and ““,” for adjoining matrices and vectors
in a column and a row, respectively. As an illustration, if x
and y are vectors, the following expressions are equivalent:
T, yDT = ().

For each vector x € R” indexed from 0, we denote X for the
sub-vector containing components 1 through n — 1; therefore
x = (x0; X).

The nth-dimensional second-order cone (also known as the
Lorentz or quadratic cone) is defined as

Qpi=1{x=p; %) €& :x0 = |lx]l},

where £, = R x R""! and || - || denotes the Euclidean norm.

The cone Q, is closed, pointed (i.e., it does not contain a
pair of opposite nonzero vectors) and convex with nonempty
interior in R” (see Figure 1). It is known that Q, is self-
dual (i.e., it equals its dual cone). It is also known that the
automorphism group of Q,, acts transitively on its interior,
i.e., for each u and v in the interior of Q,,, there exists an
invertible linear map ¢ : &, — &, such that ¢(Q,) = 9,

(so ¢ is an automorphism of Q,) and ¢(u) = v. Given
these properties, it is clear that Q, is a symmetric cone
(see [39)).

If x € R" and n is known from the context, we denote
x > 0tomeanthatx € Q,.Ifx € RFt x R*2 x ... x R* and
ki, ko, ..., k. are positive integers known from the context,
we denote x >, 0 to mean thatx € Qg X O, X -+ X Ok .
Therefore, x >, 0 if and only if x is partitioned conformally
asx = (x1;x2;...;x,)and x; > Oforeachi =1,2,...,r.
We also write x >, y ory <, x to mean thatx —y >, 0.

As a tool for algorithmic development, in Section IV we
will use the Jordan multiplication o : &, —> &,, which is
defined as

xoy = (xp;X) o (yo;y) := (xTy; xoy + yoi) . 1))

In building the model of Subsection III-E, we will make
use of the nth-dimensional rotated quadratic cone, which is
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given as [24]

Ry =[x = (xo;x1;%) € R x R x R"% 1 xox1 > |22,

xo > 0,x1 > O}.

A hyperbolic constraint on x € R”" is one that satisfies the
inequality xox; > [|%]|%. The cone R, is derived by rotating
the second-order cone Q, in the xpxj-plane by forty-five
degrees. Note that

X0 +x1 > |[(xo — x15 28| == 2x0x1 > —2xox; + 4%
= xox1 > ||| 2)

This means that the hyperbolic constraint xox; > [%]|* is
equivalent to the second-order cone constraint (xg + x1; xo —
x1;2%) = 0.

B. SMISOCP PROBLEM DEFINITION

Let n,m,k,l,p and g be positive integers. Let also
ki, ko, ...,k and l1, I, ..., I; be positive integers such that
k=3i_1kiandl =3 :_, ;. An SMISOCP with recourse is
described using deterministic data A € RK<n b c R¥ and e €
R", as well as random data T € R™*", W € R™>" h € R! and
d € R™. The realization of this data depend on an underlying
outcome w in an event space 2 with a known probability
function P. Given this data, the two-stage SMISOCP with
recourse is the problem

min ¢'x + E [Q(x, »)]
s.t.Ax >, b,
xeZl xR"P, 3)

where Q(x, w) is the minimum value of the problem

min d (a))Ty
s.t. W(@)y =5 h(w) — T(w)x,
yeZixR"4, )

and
E[Q(x, w)] ::/;ZQ(x, w)P(dw).

Here, x and y are the decision variables for the first- and
second-stage, respectively.

Due to the integrality constraints on x and y, the SMISOCP
problem (3, 4) is nonconvex and NP-hard in general.
Below we list three special cases of this optimization
problem. See also Figure 2 which visualizes the conceptual
relationships between the SMISOCP problem and its special
cases.

o If p = g = 0, then no integrality constraints are imposed
on x and y. In this case, the SMISOCP problem (3, 4)
is reduced to the two-stage SSOCP problem with
recourse [20]. SSOCP is a convex optimization problem
that can be solved in several methods in polynomial time
(see [28]-[31)).

e If Kk = r and [ = s, then the conic constraints Ax >,
b and W(w)y >; h(w) — T(w)x are reduced to linear
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FIGURE 2. Conceptual relationships between SMISOCP and other
relevant optimization problems.

constraints Ax > b and W(w)y > h(w) — T (w)x. In fact,
Ax >y b if and only if the vector Ax — b is nonnegative,
i.e., all its components belong to the first-dimensional
second-order cone Q) := {t € R : t > 0}. Similarly,
W(w)y =; h(w)—T (w)x if and only if W(w)y+T (w)x —
h(w) > 0. Therefore, the SMISOCP problem (3, 4)
is reduced to the two-stage SMILP problems with
recourse in this case [16], [40]-[43]. In the literature,
this class of optimization problems has been studied
widely [44]-[48]. Solution methods for solving SMILP
can also be found in [49]-[52].

o If all data are known with certainty, the second-
stage problem disappears. In this case, the SMISOCP
problem (3, 4) reduces to the DMISOCP problem [12].
Solution methods for solving DMISOCP can be found
in [12], [32]-[34] and the references contained therein.
In particular, cutting planes are one of the most
successful ways to deal with the integrality constraints in
this optimization problem. Solution methods available
in [12], [32], [33], [35] use scenario-based cuts for
DMISOCP. The results in [34] show that branch and
bound is also suited for solving DMISOCP.

Additionally, if the integrality constraints on x and y
are restricted to be binary, we have x € {0, 1}’ x R"77P
and y € {0,1}9 x R™ 4. In this case, the SMISOCP
problem (3, 4) may be termed as a two-stage stochastic
mixed-binary second-order cone programming (SMBSOCP)
problem with recourse. SMBSOCP is known to be as ““hard”
as the SMISOCP problem.

We refer the reader to two papers that deal with important
special cases of or related to the SMISOCP problem (3, 4):
The first paper is by Luo and Mehrotra [53] which extends
the work of Sen and Sherali [50] for SMILP and proposes
a decomposition method for (3, 4) in which x € {0, 1}7 x
R™P in the first-stage problem in (3, 4) and y € Z? x
R™~4 in the second-stage problem in (3, 4). The second
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paper is by Bansal and Zhang [54] which proposes scenario-
based cuts for (3, 4) in which n = p and k& =
r in the first-stage problem in (3, 4) and the l>-norms
are generalized to [,-norms in the second-stage problem
in (3, 4).

Ill. APPLICATIONS
Each of the following subsections will describe an application
accompanied with SMISOCP model formulation.

A. STOCHASTIC DISCRETE FACILITY LOCATION PROBLEM
In a facility location problem (FLP), we are interested
in choosing a location or locations to construct a new
facility or new facilities so that desired distances from the
new facility(ies) to existing facilities are minimized. In a
Euclidean FLP, the desired distances are Euclidean distances.
FLP arises in many applications including, but not limited
to, locating regional campuses, educational sites, public
health clinics, pharmacies and hospitals, placing servers in
probabilistic networks and data centers, establishing and
co-locating wireless telecommunication facilities, clustering
data of high dimensionality, performing any type of location
analysis for placement of new facilities of varying sizes and
densities, and so on.

FLP arises also in many applications where the uncertainty
is an important challenge. To realize this more, we describe a
concrete example of the stochastic version of this application.
We consider how to distribute new appropriate facilities
among COVID-19 healthcare existing facilities across a small
country, like Jordan, keeping in mind that COVID-19 is
very unpredictable and easily spread. Given the pandemic
circumstances, the healthcare existing facilities are either
fixed or random. The fixed facilities are the constructed
clinics or hospitals in the Jordanian cities. The random
facilities are movable healthcare facilities equipped with
the necessary medical supplies which enable patients to be
treated immediately. As shown in Figure 3, the movable
healthcare facilities are random existing facilities that can
be moved from their sites to other sites depending on the
prediction of the COVID-19 spreading rate in a model
country. In the stochastic COVID-19 healthcare facility
location problem, we know the specific locations of the fixed
healthcare facilities, but we do not know the specific locations
of the random healthcare facilities at the time of formulation.
Instead, we know the realizations of the random facilities with
a predefined probability p € (0, 1).

The location of a new facility can be a specific location
for dropping off supplies, staff housing units, a healthcare
unit with experts in treating mood and anxiety disorders, a
fully functional advanced comprehensive unit, etc. In order
to guarantee accuracy, the practitioners will use only the most
recent information on the community’s COVID-19 epidemic
outbreak. This may require increasing the initial number of
random facilities. This increase, based on the number of fixed
facilities and the initial number of random facilities, results in
an additional cost.
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FIGURE 3. A random healthcare facility in the stochastic COVID-19
healthcare facility location problem. This figure is from
https://colab.research.google.com.

Stochastic FLP arises in many applications where the
integrality is an important restriction. Below we describe
another, but discrete, concrete example of this generic
application. In a discrete facility location problem with a risk
of disruption, we specify a set of demand points (customers)
to service and a set of potential facility points (or sites) to
serve them. At the time of formulation, not all the potential
facility points have constructed facilities, nor have opened
facilities. Indeed, some constructed facilities are unavailable
or closed due to disruptions caused by some factors such as
weather, labor strikes, pandemic outbreak, natural disasters,
terrorist attacks, etc. The discretion lies in the determination
of whether a potential facility point has a constructed facility.
The uncertainty lies in the determination of whether some of
the constructed facilities are open. We are required to pick a
subset of potential sites for facility construction and to choose
a subset of facilities to open so that the sum of the distances
between any demand point and its nearest opened facility,
and the sum of the opening costs of the selected facilities
are both minimized. Figure 4 shows a 49-demand-points
solution to this problem in an interactive USA map. In this
figure, the constructed facilities that are open with uncertainty
have randomness in terms of openness. At the present time,
the realizations of such facilities are unknown, but they
will become known at some point in the future. The model
contains these realizations with a prescribed probability
peO,1).

In addition to the above two concrete examples, many other
examples can also be referenced. Generally speaking, the
locations of some existing facilities are not totally specified
in a stochastic FLP. Such unspecified locations are dependent
upon information that was not available at the time of making
the decision and will not become available until a later time.
In a discrete FLP, some or all new facilities must not be placed
in any location, but must be located in specific locations,
called nodes, in the solution space. The (deterministic)
Euclidean FLP is often presented as an application of
(deterministic) second-order cone programming (see [55],
for example). The stochastic Euclidean FLP was presented
in [20] as an application of SSOCP. In this subsection,
we present the stochastic discrete version of the generic
Euclidean FLP as an application of SMISOCP.
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% Demand points.

O Potential/unselected facility points.
© Opened facilities with uncertainty.t
® Opened facilities with certainty.

FIGURE 4. A facility location solution for a 49-demand-points problem
shown in an interactive USA map.

In summary, let aj,as,...,a, be fixed points in R”
symbolizing the coordinates of r existing fixed facilities,
and aj(w), ax(w), ..., a;(w) be random points in R" that
represent the coordinates of s random facilities on which their
realizations are dependent on an underlying outcome w in an
event space 2 with a known probability function P. Let us
assume that right now the realizations of s random facilities
are not known, and over the course of time their realizations
will be known.

The goal is to add m new facilities, x1, x>, ..., x, € R",
that minimize each of the following sums:

o The weighted sums of the Euclidean distance between
each one of the new facilities, x; forj = 1,2,...,m,
and each one of the existing fixed facilities, a; for i =
1,2, ..., r. This requirement can be met by adding the
inequalities #; > |lx; — a;|| fori = 1,2,...,r and
j = 1,2,..., m. Equivalently, using our notations, this
is satisfied by adding the constraints

jsXj — a1 ... — > 0,
(njsxj—ai;...; a;) =, 0

for j = 1,2,...,m, where the double summation
Z;”Zl Y _i_; wjjt;j is minimized. The parameter w;; speci-
fies the weight of the ith existing facility and the jth new
facility, fori=1,2,...,randj=1,2,...,m

o The anticipated weighted sums of the Euclidean distance
between each one of the new facilities and the realization
of each one of the random facilities. This requirement
can be met by adding the constraints

trj;x]'

(f1js xj — a1 (w); . . .5 Iyjs xj — Gg(w)) =4 0,

for j = 1,2,...,m, where the double summation
> i1 2iz1 Wi(w) 1y is minimized. Here, W;; denotes
the weight associated with the ith random facility and jth
new facilities, fori=1,2,...,sandj=1,2,...,m

3526

o The weighted sums of the Euclidean distance between
any two new facilities. This requirement can be met by
adding the constraints

(G1): %) = X155 im X — Xm) =Z(m—j) O,

forj = 1,2,...,m — 1, where the double summation
P ij_zll WikZjx is minimized. Here, Wj denotes the
weight associated with the jth and kth new facilities,
fork =1,2,...,j—landj = 2,3,..., m. We point
out that if no interaction exists among the new facilities,
we omit these constraints from our model because this
requirement is no longer present.

Notably, our decision should be made prior to the
availability of realizations of the s random facilities. Only
the most recent information concerning random facilities is
utilized to ensure accuracy. This may need an increasing
or decreasing number of new facilities depending on the
availability of the most recent data on random facilities. For
simplicity, let us assume that the number of new facilities was
previously determined and fixed (which is m).

One variant of this application is to require, in addition
to the above three requirements, each new facility x; to
be placed at specific locations within the solution space.

Such specific 1ocati0ns are represented by fixed points

v%’),vg),.. vp € R" That is, x; € { Y),vg),...,vg)} for
eachj = 1,2, ..., m. This leads to the following SMBSOCP
model.
m j—1
min ZZW’/t‘J + Zijktjk + E[Q(1; ... X, w)]
j=1 i=1 Jj=2 k=1
st (nj;x—ai .. hixj—ay) = 0, je,
(412 % = X1 -5 Bt X = Xm) 2 0. €T,
z({)vY) (/)vg) + -+ z[(f)v,(f) =xj, j€J,
D+ + o+ P =1, jeu,

(z(l);z( Y T TER T .;xm) € {0, 1}™ xR™,
®)
myJ ={1,2,....m

where J = {1,2, ..., — 1}, and

E[O(x1; ... 5Xm3 Y, w)] :=/§2Q(x1;-.-;xm;y, w)P(dw),

and Q(x1; ...; X, @) is the minimum value of the problem

m j—1

min Z Z wij(w) T + Z Z Wikl

j=1 i=1 j=2 k=1

st (T3 x5 — a1(@); ... Iy xj — ag(w)) =, 0, j€J,

(412 % = X135 Dt X = Xm) Znp 0, J €.,
y({)v(l’)—i—y(z’)vg)—k +y(’)v(’)—xj, jelJ,
D+ 3P =1, jeJ,

x,,,) € {0, 1) xR"™.
(6)

(y(” YOy Mk x
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Another variant of this application is to require some of the
new facilities to attain integer values, i.e., x; has to be integer-
valued for each j € A C J. Without loss of generality, let
us assume that xi,x2,...,xja; € Z". In this case, we are
interested in the following model.

moor m o j—1
min » Y “witi+ Y > Wikhik + E [QG1: .1 X, )]
j=1 i=1 j=2 k=1
S.t. (tlj;xj—al; e B X _ar) >0, jel,
(410 % = X1 s Dt X = Xm) Znp 0. j €1,
(X1;X2; ... 3 Xm) € ZIAIM x RO=1ADR @)
where Q(x1; ... ; X, @) is the minimum value of the problem
m s m j—1
min Z Z wij(w) T + Z Z Wit ljk
j=1 i=1 j=2 k=1
st (fjs xj — @y (); . . .5 Iy X7 — Gg(w)) =40, j€J,
(4% = X415 Gt X = 2m) Znp O, j €7,
(X013 %25 .. .3 Xm) € ZIAIM x RO1ADR, 8)

As mentioned in Section II, a solution for a model such as
that in (5) and (6) is now possible. Specifically, Model (5, 6)
can be solved by the algorithm proposed in [53]. The
SMISOCP model (7, 8) is also intractable for an extensive
form formulation (see the form (36)).

B. PORTFOLIO OPTIMIZATION WITH CVaR AND
DIVERSIFICATION CONSTRAINTS
Portfolio optimization is one of the most important appli-
cations of second-order cone programming. One of its
paradigms is maximization of the expected return over a
single period subject to conditional value-at-risk (CVaR)
constraints. These constraints are introduced to limit the
downside risk of the tracking portfolio. In our application
model, we also consider diversification-by-sector constraints,
which are used to limit the minimum amount invested in
each asset from each economic sector, and buy-in threshold
constraints, which are used to prevent the investor from
investing very small amounts in a single asset. The last two
types of constraints mentioned above were considered in [56].

Portfolio optimization is frequently framed as an appli-
cation of (deterministic) second-order cone programming
(see [35], for example). The stochastic perspective of this
application was presented in [20] as an application of
SSOCP by maximizing expected returns over two periods
or stages. The discrete version of this application was
presented in [12] as an application of DMISOCP by adding
diversification-by-sector constraints. The application model
presented in this subsection combines both perspectives
by adding diversification-by-sector constraints and buy-in
threshold constraints over two stages, which results as an
SMISOCP model.

We consider cash (index 0) and n risky assets from L
distinct sectors in our portfolio during a two-stage period. Let
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xT,x~ € R""! be the buy and sell transactions, respectively,
throughout the first stage. We utilize the following parameters
over the first stage: we use & € {0, 1}% to indicate if each
sector has sufficient investments, use § € {0, 1}" for buy-
in threshold constraints, use # € R"*! to denote the current
portfolio holdings, and letp € R™*! denote the expected rates
of return. For simplicity, we also assume that p is Gaussian
with known mean p and covariance X, so the return over this
stage is the Gaussian random variable » = pT(u + Ax) with
mean 7 = p'(u+ Ax) and variance ¢ = (u+ Ax)TS(u+ Ax),
where the difference Ax := x* — x™ is the trading shares
generate cash in the first stage.

Let also yT,y~ € R"*! be the buy and sell transactions,
respectively, throughout the second stage. We use the
following parameters over the second stage: We use ¢ €
{0, 1}* to denote whether if each sector has sufficient
investments, use # € {0, 1}" for buy-in threshold constraints,
use v € R"™! to denote the current portfolio holdings, and
let g(w) € R™*! denote the random expected rates of return
whose realization depends on an underlying outcome w in
an event space 2 with known probability function P. For
simplicity, we also let g(w) be Gaussian with known mean
q(w) and covariance f](a)), so the return over this stage is
the Gaussian random variable 7(w) = qT(a))(v + Ay) with
mean 7(w) = §(w)v + Ay) and variance 6(w) = (v +
AP E(w)(v + Ay), where the difference Ay = yt — y~
is the trading shares generate cash in the second stage.

We penalize the buy and sell transactions throughout the
two stages by quadratic convex transaction costs of Garleanu
and Pedersen [57]. The transaction costs associated with
the first and second stages are given by AxTA Ax and
AyTA(w) Ay, respectively, where A, A(w) € RO+HDx0+D
are symmetric positive definite matrices measuring the level
of trading costs. The matrix A is obtained as a positive
multiple of ¥, and A(w) is obtained as a positive multiple
of T(w).

Assume that we do not know the Gaussian vector’s
realization g(w) at the present time, but that it will be known
at a certain point in time in the future.

Our objective is to select the optimal trading strategy to
maximize the expected total return at the end-of-second-
stage. Our choices of portfolios involve the Markowitz trade-
off between their expected return and investment market risk
(or volatility) [58].

From the above discussion, it can be seen that the objective
function of the first-stage problem is

fi(x, w) = AxTA Ax + pT(u + Ax) + E[Q(Ax, w)],

where Q(Ax, w) is the maximum value of the second-stage
problem, which has the objective function

H@, 0) = AyTA() Ay + g (@) + Ay).

It is beneficial to provide continuous relaxations of the above
objective functions that replace their quadratic forms by
linear forms. This can be achieved via including only linear
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i The second-stage

i The first-stage
- Buy & sell transactions x*, x~.

- Expected rates of return p.

- Buy & sell transactions y*, y~.
- Current portfolio holdings v.
- Expected rates of return g(w).

Portfolios will be kept until t3
after they were determined at t;
and potentially revised at time t5.

i - Current portfolio holdings u.

0 f ty

t3 time

FIGURE 5. Two-stage portfolio optimization with CVaR constraints.

and second order cone constraints as is shown below:

fix, w) = AXTA Ax + pTAx + pu + E[Q(x, w)]

N | [ N
_AxAAx—i-ZpAp—ZpAp

1 ¢ | P
—i—zp Ax + EAx p+pu+E[Qkx w)]

1 T 1
- <A1/2Ax + EA_I/Zﬁ) (Al/QAx + EA‘%ﬁ)
| N |
7P Ap+pu+E[QKx, w)]

1 B 2
= HA]/ZAx + EA*Vzp

+E[Q(x, w)].

1.
—ZPTAerpTu

Similarly, the objective function of the second-stage problem
can be stated as

2
Hy, w) = ”Al/z(a»Ay ;! A (w)g(w)

N |

Log s T
—19 (W) A(w) g(w) + q (w)v.

To avoid falling below the expected wealth levels, we need
to add M CVaR constraints at the end of the first stage,
and N CVaR constraints at the end of the second stage.
Fori = 1,2,...,M andj = 1,2,...,N, let o; and @;
represent unwanted expected wealth levels at the end of the
first and second stages, respectively, and let §; and Bj denote
the first and second stage’s minimal probability, respectively.
Assuming the above data is given, our goal is to maximize
the end-of-second-stage expected total return less transaction
costs. In order to limit our risk, each CVaR constraint i,
1,2,...,M, asks that our expected wealth at the end
of the first stage is above o; with a probability of at least §;,
and each CVaR constraint j, j = 1,2,..., N, asks that our
expected wealth at the end of the second stage is above a;
with a probability of at least ;.

Given the above data, we need to determine the decision
variables x* and x~ so that the CVaR constraints

1 =

Prza)=p, i=12,....M, ©))
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are satisfied at the end of the first stage, and determine the
decision variables y* and y~ so that the CVaR constraints

PHw)>&) =B, j=1,2,...,N, (10)

are satisfied at the end of the second stage. These deter-
minations need to be made before the realizations of the
random expected rates of return become available. To be more
precise, assume that 0 < #; < t, < f3 are given times. Let
11 and 1> be the starting times of the first and second stages,
respectively, and 7, and #3 be the ending times of these two
stages, respectively, as shown in Figure 5. At time #1, the
investor is given the vector of returns p and is required to
determine the portfolio vectors xT. At time 1>, the investor
can revise some, if not all, entries of the portfolio vectors x*
to get the portfolio vectors y*. The revised portfolios y* are
kept until time 3. The objective is the determination of the
portfolios at time #; in anticipation of the revision of some or
all of them at time #,.

The CVaR constraints (9) are equivalent to the second-order
cone constraint

(ﬁT(u + Ax) —ap; @ BN 2w + Ax);

3BT+ AX) = o @7 (BT P+ A%)) =y 0,
(a1

where

(7)== /24

1 Z
— e
SN
is the cumulative distribution function for a standard normal
random variable.

A common proof of the above reformulation of the CVaR
constraints (9) is as follows (see also [12], [59]): We can write
the CVaR constraint P(r > «;) > B; as

P<r_r > “i_r) > B i=1,2,... M.
Vo o o )T B

Since (r — 7)/+/0 is a zero mean unit variance Gaussian
random variable, the above probability is simply 1 — &((o; —
P//o) = Bi,i = 1,2,...,M. Using the symmetry of
the standard distribution function and in light of the equality
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Vo = | =2+ Ax)||, the conicality constraint (11) follows
from the following equivalences, fori =1,2,..., M.

1 — ®((e; — 7)//o) > Bi

= a7 <d (- Bi)o

= F-o > (BT

— (f — i (B (2‘/2(u + Ax))) = 0.

Similarly, one can show that the CVaR constraints (10) are
equivalent to the conicality constraint

(T"@ + Ay — a1 &7 (B2 (@)0 + Ay
5 @@+ Ay)—dy: o7 B E @)+ Ay) 2w 0.

It is now time to introduce the previously mentioned
diversification constraints, which force the investor to
diversify its portfolios at each stage by buying assets in at
least L,,;, different sectors. In the first stage, we link every
asset i with a sector k£ such that the sets S;,1 < k < L,
of assets affiliated with a sector k£ produce an exact partition
of {1,2,...,n}. We also associate a variable & € {0, 1}
with each sector k, so it is equal to 1 if and only if s, iS
a minimum predefined level of the amount of sector k over
the first stage. That is,

=1 15@+A)=) i+ Ax) > smin,

€Sk

where 1g, € {0, 1})7*1 is the indicator vector of Sy whose jth
entry has value 1 if j € S and O otherwise. Additionally, our
portfolio’s total allocation of assets to an economic sector k
cannot be greater than one.

As a constraint involving a binary variable &, this can be
formulated as

Smin&x < 1§k(u + AX) < Smin + (1 — Smin)ék.

In the second stage, any asset j is associated with a sector
k as for those of the first stage, and a variable {; € {0, 1} is
associated with each sector k as follows:

=1 150+ Ay) = Z(Vj + AYj) = Smin,
JESK

where Spin(®) is a minimum predefined level of the amount
of sector k over the second stage, whose realization depends
on an underlying outcome w in an event space 2 with known
probability function P. Similarly, as a constraint involving a
binary variable ¢, this can be formulated as

Smin(@)&x < 15, (v + Ay) < Smin(@) + (1 = Sin(@)) -

In order to satisfy the diversification requirements to detain
“representative’’ positions in at least Ly, sectors, we should
additionally add the cardinality constraints

L L
1TE = Z%’k > Lmin, and ].TC = Zé‘k > Lmin,

k=1 k=1

where 1 is the vector of ones of an appropriate dimension.
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We now consider the buy-in threshold constraints. As men-
tioned at the beginning of this subsection, these constraints
are introduced to avoid the investor from investing very
small amounts in a single asset at each stage. As constraints
involving binary variables 8§ and 7, these requirements can be
formulated as

Umind <u+ Ax <8, and vpinn <v+ Ay <7,

where upmin and vpip, are predetermined proportion of the
available capital budgets to be invested.

Our portfolio model is based on the simplest assumption
that we require full portfolio allocations in the stocks at the
end of each stage, i.e., 1T(u + Ax) = 27=0(“j + Ax) =1
and 1T(v + Ay) = Yoy + Ay) = 1. Additionally,
for our portfolio vectors, we also assume that we can take
limited short positions for each nonliquid asset to allow for
short sales of them and enhance returns during volatility. This
adds the constraints # + Ax > —s and v + Ay > —s§,
where s and § represent the short position limits at the first
and second stages, respectively, for each nonliquid asset.
Finally, we need the variables associated with the buy and sell
transactions to be nonnegative at each stage, i.e., x* > 0 and
yE=>0.

Given the above data and requirements, the stochastic port-
folio optimization problem with CVaR and diversification
constraints over two stages can be cast as the following
SMBSOCP model.

max hy — %ﬁTAﬁ +pu+E [Q (x+; x, a))]

1
s.t. (ho; AV (xt —x7) + —A_1/213> =0,

2
(P lu+xt —x) - @7 (BT Pkt —x7) -0,
i=1,2,...,M,
Smin&k < 1§k (w+xT —x7) < smin + (1 — smin)&k,
k=1,2,...,L,
176 > Liin,

Umind <u +xt —x~ < 3§,

Tw+xt—x7) =1,

u+xt—x" > —s,

xT,x” >0,

£ € {0, )",

5 e{0, 1}, (12)

where O (x+; X, a)) is the maximum value of the problem
7 1 ¢ < ~ -T
max hy — 29 (@)A(w) g(®) + q (w)y
-~ o~ 1~
s.t. (ho; A (0) (yF —y7) + EA‘”z(w)q(w)) > 0,
(@@ @ +yt—y) -
o~ 1(B)E 2 (w) (v +yT —y*))z 0, j=1,2,....N,
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Stage I

Central plant
!

Distribution center 1  Distribution center 2

Fixed retail store 1 Fixed retail store 4

Fixed retail store 2 Fixed retail store 5

Fixed retail store 3

FIGURE 6. A two-stage stochastic inventory distribution process.

Smin(@)¢k < 1_Tgk v+y" —y7)<Smin(@)+(1 —Smin(@))Sk.
k=1,2,...,L,

17¢ > Luin,

Vmin) <V+yT —yT <,

T+yt—y)=1,

vyt -y =5,

yhy~ >0,

¢ e {0, )",

n € {0, 1}, (13)

andE[Q (xT:x7, 0)] = [ Q0 (x1;x™, w) P(dw).

As indicated earlier, since Model (12, 13) has binary
variables, a solution for such a model is now possible by
applying the decomposition algorithm developed in [53].

C. STOCHASTIC JOINT UNCAPACITATED
LOCATION-INVENTORY PROBLEM

Inventory management is important in numerous industries
such as E-commerce, consumer goods, car renting, food dis-
tribution, or any industry or trade that deals with inventories.
We consider the basic joint uncapacitated location-inventory
problem over two periods (or stages) with some uncertainty
in data relating to retailers. More specifically, we consider a
supply chain in which assets are shipped by suppliers from
distribution centers to fixed retail stores over Stage I, and are
also shipped to fixed and random retail stores over Stage II
(see Figure 6). A given period or stage can be a few months
or a year for example. Shen et al. [60] and Daskin et al. [61]
studied the same problem over one period with nonlin-
earity arising from safety stock costs. Atamturk ef al. [62]
were the first to formulate the one-stage joint location-
inventory model proposed in [61] and [60] as a DMISOCP
model.

Our problem is the following. We are given a number of
candidate locations for opening distribution centers. We are
also given a number of existing retailers over Stage I and
a number of existing and/or random retailers over Stage II,
each with uncertain product demand. At each stage, it is
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Stage 11

Central plant
|

Distribution center 1 Distribution center 2

Random retail store 1 Fixed retail store 2

Fixed retail store 1 Random retail store 3

Random retail store 2

necessary to decide the number of distribution centers that
need to be opened, the kind of retailers to be allocated to
each center, in addition to the required level of safety stock
to be maintained in order to minimize total inventory costs,
opening location, and shipment while providing a certain
level of service. In each stage in the model, we assume that
the shipments are made directly from distribution centers to
retailers, and that the demand is independent and Gaussian at
each retailer.

In building the model, the distributional constraint that we
consider in each stage is that each retail store is supplied
from exactly one open distribution center. To model this
constraint, let / be the set of fixed existing retailers in the
first stage, and I C I be the set of fixed existing retailers
in the second stage. We also let J be the set of candidate
locations for opening distribution centers, and K be the set
of random retailers in the second stage whose realization
depends on an underlying outcome w in an event space 2
with known probability function P. We introduce the decision
variables x,y(l), ... ,y(lll), 2, Z0KD ¢ {0, 1}”', which
are defined in (14), as shown at the bottom of the next
page.

Given the above decision variables, the requirement that
each retailer is supplied from exactly one distribution center
and the requirement that retailers are only assigned to open
distribution centers are modeled in Stage T'as 3, y](.’) =1,

and yj(.i) < xj, i €1,j € J, respectively, and are modeled in

Stage ITas ) ¢, W = djes Zj(»k) =1, and yj(i), Zj(k) <x, i€
i, k € K,j € J, respectively.

In Stage I, we minimize the following costs:

« The fixed cost of locating the jth distribution center for
J € J. This objective term can be written as fjx;, where f;
is the monthly fixed cost of locating a new distribution
center at location j.

o The cost of shipping from the central plant to the jth
distribution center for j € J. a; represents the unit cost
of shipment from the central plant to the jth distribution
center, (; is the mean of daily demand at the ith retailer,
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and B is the weight associated with the inventory costs.
After that, this objective term is written as

B am)-

iel

o The cost of shipping from the jth distribution center to
retailers, for j € J. Let dj(’) be the unit cost of shipment
from the jth distribution center to the ith retailer, then
this objective term is written as

P!

iel

o The expected working inventory cost at the jth distri-
bution center for j € J. Following Shen et al. [60],
we describe the process by which this objective
term is derived. The expected working inventory cost
includes the total shipment cost per year, the fixed
cost of placing n orders per month, and the average
working inventory cost. This objective term is written

as
D;j OhD;
Fin+gv|—|n+——,
n 2n
R O
where D; = ) . wiy;’ is the monthly expected

demand at the jth distribution center, Fj is the fixed
cost of placing an order at the jth distribution center
per month, vj(x) is the shipment cost function for
x units from the central plant to the jth distribution
center, & is the unit inventory holding cost per month,
and 6 is the weight associated with the transportation
costs.

Assume that v;(-) is linear in its parameters and is
specified as vj(x) = ajx + gj, where g; is the fixed cost
per shipment from the central plant to the jth distribution
center. Then we have the expression:

OhD;
Fin+ B ajDj + Bgjn + — = (15)
Taking the derivative of the above expression with
respect to n, we obtain F; + Bg; — OhDj/an. Equat-
ing this to zero and solving for n, we get n =
VOhD;/2(F; + Bg;). By substituting n into (15), we
get /20hD;(F; + Bgj) + Ba;D;j. Note that Ba;D; =

B icr ajuiy](i) already exists in the objective. There-
fore, this objective term is reduced to

V20h(E; + Bgp) Y miy.
iel

o The expected safety stock cost at the jth distribution
center for j € J. Let o; be the standard deviation of
daily demand at the ith retailer, z,, be the standard normal
deviation associated with service level o, and L; be the
lead time in days at the jth distribution center. Then this
objective term is written as

Za9h\/L7- Z UiZyj(.l).
iel

Similarly, in Stage II, the following parameters are used for
iel,keKandjelJ:

fj(w): the monthly fixed cost of locating a new distribution
center at location j,

aj(w): the unit cost of shipment from the central plant to
the jth distribution center,

wi: the mean of daily demand at the ith fixed retailer,

[k (w): the expected mean of daily demand at the kth
random retailer,

ﬁ(_w): the weight associated with the inventory costs,

dj(') : the expected unit cost of shipment from the jth
distribution center to the ith fixed retailer,

Zij(k)(a)): the unit cost of shipment from the jth distribution
center to the kth random retailer,

Fj(a)): the fixed cost of placing an order at the jth
distribution center per month,

h(w): the unit inventory holding cost per month,

(w): the weight associated with the transportation costs,

gj(w): the fixed cost per shipment from the central plant to
the jth distribution center,

o;: the standard deviation of daily demand at the ith fixed
retailer,

ok (w): the expected standard deviation of daily demand at
the kth random retailer,

Zq(w): the standard normal deviation associated with
service level «,

L/(w): the lead time in days at the jth distribution center,

di(w) =) . j /Liyy) + > ik ,&k(a))zj(.k)(a)); the expected
monthly demand at the jth distribution center,

Vj(x, w) := aj(w)x + gj(w); a shipment cost function for x
units from the central plant to distribution center j.

1, if location j is opened for a new distribution center,
Xj =
/ 0, otherwise;
0 1, if afixed retailer i is assigned to a new distribution center located at location j,
i = .
J 0, otherwise;
*) 1, if arandom retailer k is assigned to a new distribution center located at location j, (14)
Z: = .
J 0, otherwise.
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The realizations of the above unspecified parameters
depend on an underlying outcome  in an event space 2
with a known probability function P. Such undetermined
parameters are dependent on information that was not
available at the time of making the decision, and will become
available at a later point in time. At the beginning of Stage II,
the investor can revise some, if not all of these parameters.
The revised parameters are kept until the end of Stage II.
Likewise, in Stage II the following costs, which can be
derived as those costs in Stage I, are minimized for i € 1 k€
K andj € J:

« The expected fixed cost of locating the jth distribution

center: fi(w)x;.

« The expected cost of shipping from the central plant to

the jth distribution center:

Byj) [ Y uiy” + Y ik(w)

iel kek

o The expected cost of shipping from the jth distribution
center to (fixed and random) retailers:

B [ Y d un? + > dF i@y

iel keK

o The expected working inventory cost at the jth distribu-
tion center:

\/ 26(@h@) (Fj@) + f)g()

\/Z y (’)+Zk Kuk(w)z()

o The expected safety stock cost at the jth distribution
center:

2@ @ L) x |3 o2+ 3 62w,

iel kekK

The objective is to minimize these costs at the beginning of
Stage I in anticipation of the revision of some or all of the
unspecified parameters at the beginning of Stage II.

Let also

4 = p (dj.(i) + a,) winicljeld,
i) = f@) (i) +3) ix(@), k €K, j e,
i = VIRE T B €.
\/ 26@h@) (Fiw) + B@g@).j €,
g = 2aOh/Lj,j € J,
gj(®) = Zu(@)0(@)h(w)/ Liw).j € J.

pj(w)

The description of the two-stage stochastic joint location-
inventory problem and the mathematical modeling of its
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constraints and objective shown above lead to the following
two-stage stochastic nonlinear program.

min Z (fJ“Xj + Z(Ai(l)y](l) +pj Z Hiy; ®
jeJ iel iel
+q |3 ot ) +E[0(xy Py, 0)]
iel

s.t. Z(l) el

jeJ
Dy el
y_] x]7 IAS 5] S J,
o e {01y, ieljel, (16)
where
E[QG: y ;.1 y I, w)]= f 06y sy, w)P(dw),
Q

and Q(x;y(l);...;y(m),w) is the minimum value of the

problem
min 3 (f;-(w)x,- £ A0 1+ 3 i @)
jel iel kek
+pi@) [Y /Ll )+ > Mk(w)Z( :
iel kekK
+gj(w) Z of (l) + Z 0 (w)z(k))
iel kekK
S.t. Z (’)+sz(.k): 1, iel,kek,
jeJ jeJ

y;i)ixj, ieljel,

Y <x, keK.jel,

5. efo.1), ielkek.jel. (7

The nonlinear terms in (16) and (17) can be handled by
introducing the auxiliary variables s;, 5 k] t, t] > 0 and using
the fact that ({")> = " and that ({")? = £’ for i € I
and k € K. leen this, Problem (16, 17) can be cast as the
following two-stage SMBSOCP model.

NGO
min fTx + Zd(l) y +pTs + 47t

iel
+E [Q (x;y(l); ...;y(m), a))]
S.t. (sj N y 4/ ; s Y (l l)) >0, jelJ,

(tj; Glyj ;ffzyj . <7|1|y(| l)) =0, jelJ,

1yO =1, iel,

y?—x<o0, iel,

x,y(i) e {0, 1}'”, iel,

s,t >0, (18)
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where Q(x;y(l); ...;y(m), w) is the minimum value of the
problem

T AT 20T T, e
min f (w)x + Zd(l) y 4+ Zd(k) (@)% + p(w)s
iel kek
+4" ()

<. m. . a.
S.t. <sj, 4/ydlyj S 'U“Iilyj )
1 K .
m(w)z](- S mm(w)zj(»' ')) >0, jelJ,
- 1 1
(om0

~ 1 ~ K .
G1@)3; ... ik (@) ')> >0, jeld,

1MyO 4170 =1, el k ek,

y(i)—xfO, iei,

P —_x<o0, kek,

x,y(i),z(k) e {0, 1}'”, iel,kek,

§,£>0. (19)

We emphasize that Model (18, 19) accepts only binary
variables and is intractable for an extensive form formulation.
Therefore, a solution for such a model is now possible by
applying the decomposition algorithm developed in [53].

D. OPTIMAL INFRASTRUCTURE PROBLEM FOR ELECTRIC
VEHICLES WITH BATTERY SWAP TECHNOLOGY

Electric vehicles are today an attractive option for many car
shoppers and very affordable to them, but the operation of
charging the electric vehicles is still the most significant
challenge faced by drivers because it requires a significant
amount of time. To overcome this obstacle, a new infras-
tructure strategy has been developed recently, seeking to
exchange depleted batteries in electric vehicles with full ones
in the middle of long trips. In this part, we describe the prob-
lem of creating infrastructure, offering service for electric
vehicles with battery swap mode, and providing coverage
for stations with certain and uncertain arrival rates over two
stages.

We point out that the corresponding single-stage problem
was described in [63] as an application of DMISOCP. The
objective is to build a number of battery swapping stations at
strategic locations along an existing freeway network.

We consider an existing freeway network connecting a
number of cities. Let P be the set of intercity travel paths on
the network, and Q be the set of subpaths of paths p € P
and length longer than d, where d is the maximum travel
distance allowed with one full vehicle charge. Any electric
vehicle traveling a long distance needs to get access to a swap
station before its battery runs out. Therefore, it must visit at
least one station along each subpath of a travel path that is
longer than a distance of d/2 in a round trip, or longer than a
distance of d in a one-way trip.
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FIGURE 7. The map at the top shows the desert highway path from the
Jordanian city of Aqaba to the capital Amman consisting of 10 linked
segments which are defined between 9 adjacent exits. The graph at the
bottom shows 6 corresponding subpaths according to the given
definition. The source LaTeX code of the Jordan map is publicly available
at http://sites.ju.edu.jo/sites/Alzalg/Pages/JordanMap.aspx.

Figure 7 shows a highway between two Jordanian cities
that consists of 10 linked segments, which are defined
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between 9 adjacent exits, and 6 corresponding subpaths of
the path. The first subpath consisting of segments 1-5, and
the next subpaths consisting of segments 2-6, 3-7, 4-8, 5-9,
and 6-10. Each one of these subpaths must pass through at
least one swapping station.

The number of electric vehicles traveling along the
network is known along some portion of paths and is
uncertain along other portions of paths. Let J be the set of
candidate locations for swapping stations with known and
fixed demand, and J be the set of candidate locations for
swapping stations with uncertain demand. We consider a
problem over two stages as follows. In Stage I, the values
of the arrival rates at swapping stations at all sites j € J are
precisely known, but such values at swapping stations at all
sites j € J are not precisely known. Therefore, all swapping
stations at sites j € J are built in Stage I. At the beginning
of Stage II, the realizations of the uncertain arrival rates are
precisely observed, hence we can revise some information
about swapping stations under uncertainty to build all stations
and meet demand.

Figure 8 shows a concrete example of this application. We
introduce the decision variables x, y(”), 7D ¢ {0, 1}“ V1 for
p € P and g € Q, which are defined in (20), as shown at the
bottom of the next page, forj € J U J.

We assume that the swap mode of electric vehicles
traveling along the path p € P enter the freeway network viaa
Poisson process with a rate A%, Accordingly, at a swapping
station at site j € J , electric vehicles arrive and request for
swapping service according to a Poisson process with rate
Aj = ZpG'P A(p)y;p) which is a precisely known quantity now
in Stage II. The arrival rates A%”), p € P, depend on a number
of mutually independent random factors, &(w), [ =1, ..., L,
known as the primitive uncertainties. In Stage I, only the
means (denoted by u;,! = 1,...,L), covariance matrix
(denoted by X with the individual standard deviations oy, [ =
1,..., L), and supports of the element of the random vector
§(w) = (¢1(w), ..., & (w)) are known, but not the precise
distribution. At the beginning of Stage II, the realization of
&(w) is precisely observed.

We also use the following parameters forj € J UJ,p € P
andg € Q:

Jfj: the annualized fixed cost incurred if location j is opened
for a swapping station,

h: the annualized holding cost per battery,

a/(.q): a binary parameter indicating whether a station at site
Jj is along the gth subpath (= 1) or not (= 0),

by 4: abinary parameter indicating whether the gth subpath
is part of the pth path (= 1) or not (= 0),

Ii(y): the number of batteries to be stocked at a station at
site j given the assignments of stations to paths,

gj: the maximum number of batteries that can be safely
accommodated by the electric grid at site j.

In stage I, we assume that the quantities /;(y) are known
and fixed for j € J, but they are random for j € J and
their realizations depend on an underlying outcome w in an
event space 2 with a known probability function P. In other
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words, the quantities /; depend on both the choice locations
and demand realizations when j € J, and do not depend
on the chosen of locations nor on demand realizations when
j e J. This is represented as follows: I;(y) = I; for j € J, and
Ii(y) = Ii(y, w) forj € J . Specifically, in Stage I, the charging
service provider knows the precise values of the arrival rates
at swapping stations at all sites j € J, but does not know such
values precisely at swapping stations at all sites j € J. After
constructing all the swapping stations at sites j € J in Stage |
and precisely observing the realizations of the uncertainties
at the beginning of Stage II, the service provider can revise
some, if not all of the quantities [i(y, ),j € J , in order
to stock batteries at swapping stations at all sites and meet
demand.

In building the model, we make sure that the following

constraints are satisfied:

o Electric vehicles traveling any subpath g € Q need to
visit at least one swapping station. This can be modeled
as ) i uj a;q)z;q) > 1 foreach g € Q.

o Ifasubpath g € Q, with a swapping station at site j, is a
part of multiple paths p € P, then each of those paths
inherit the station at j along ¢. This can be modeled as
yj(.p) > bp,qzj(.q) forjeJ Uj,q e Q,peP.

« Electric vehicles are assigned to open stations only. This
can be modeled as y;p) <uxjforjeJU J,peP.

o The number of batteries at a station j € J is bounded
by the maximum allowable number of simultaneous
parallel recharges permitted by the electric grid. This can
be modeled as I; < gj forj € J.

« With a high probability of at least 1 — €, the number of
batteries at a station j € J is bounded by the maximum
allowable number of simultaneous parallel recharges
permitted by the electric grid. This constraint acts on
the worst-case (infimum) probability for all possible
distributions in I, where I is the family of all possible
distributions with the specified means and variances.
This can be modeled as

inf Pp (I(y, ) < gi) > 1 —¢,, jeJ.
e F (. 0) < gj) = € J

We consider the family F to be nonempty, i.e., the given
means and variances are calculated using a univariate
distribution.
The objective of the model is to minimize the following
costs:
o The cost of opening a swapping station at site j €

J U J and equipping it with swapping machinery. This
objective term is written as fix; for j € J UJ.

o The annualized holding cost at a swapping station at site
j € J. This objective term is in the first-stage problem
and is written as h [; for j € J.

o The expected annualized holding cost at a swapping
station at site j € J under the worst possible (i.e.,
supremum) distribution over IF. This objective term is
in the second-stage problem and is written as

h sup Eplli(y, )], j € J.
PeF
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FIGURE 8. A concrete example of battery swapping station locations.

()
J

inf Pp (Ii(y,w) < g)>1—¢,, je,
s e ([, ©) < g) > €g, J

The description of the two-stage stochastic optimal infras- <xj, j€ J ,PEP,
tructure planning problem for electric vehicles with battery
swap mode and the mathematical modeling of its constraints
and objective shown above lead to the following two-stage P D cr0 1), jel,peP,ge Q. (24)

. . Xj, ¥y i Z]
stochastic nonlinear program.

min Z(ﬁxj + hl) + E[Q(x; y; z, w)] Our aim now is to formulate both the nonlinear term in
jeJ problem (24) in regards to its objective function and the
St y](_p) > by Z](_q)’ jel,peP,qe 0, chance constraint .(the fourth constraint) in~ (24) as secpnd-
® order cone constraints. We make the following assumptions,
yi =x, jelJ.peP, which are quite standard [63].
li<gj, jeJ, Assumption 1: The path-based demand arrival rate, A?),
» (@ . is a linear function of a number of mutually indepen-
s i ’ i 071 ’ J7 ’ ) 21 .
WA R €cl0.1), jel.peP.qgeQ @ dent random fa(c[:)t)ors, &(w), 1 ?p) 1,2,...,L. That is,
T A
where E[Q(x;y;z,0)] = [oO&:y;z, w)P(dw), and AP = 2ici A €iw), where A7, 1 = 0,1,....L, are
Q(x; y; z, w) is the minimum value of the problem known constants.

Assumption 2: In atleast o (> 0.5) proportion of the swap
requests, the electric vehicle picks up a battery that has been

min Z (fj.x]‘ + h sup Ep[/;(y, co)]) recharged for at least ¢ time units.
jei PeF Assumption 1 is for convenience of obtaining tractable
@ (@ constraints. The requirement in Assumption 2 is equivalent
st Z~ a7y = g€, to requiring that the number of Poisson demand arrivals in a
jeJui period of 7 time units is smaller than the quantity /;(y, ) with

y](p) > by Z](.q)’ jel.peP,qgeQ, probability o.

1, if a swapping station is located at site j,
xXj =
/ 0, otherwise;

y@ _ 1, if an electric vehicle traveling along a path p will visit swapping station at site j,

J 0, otherwise;

@ 1, if an electric vehicle traveling along a subpath g will visit swapping station at site j, 20)
Z; = A

J 0, otherwise.
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We approximate the Poisson demand with a Normal
distribution that matches the mean and variance. This
approximation is quite standard (see for example [63]), and
is accurate especially when the demand rate is large, which
is the case in practice on freeway networks. To satisfy
these service requirements, the number of batteries needed
is approximately

Li(y, w) = tAj(y, @) + O~ 1) /1A;(y, w), (25)

where ®(-) is the cumulative distribution function of standard
Normal. Therefore, forj € J, we have

sup Ep[/;(y, w)]
PeF
— supEp [n\j + o (@), /n\j]
PeF

=supEp | ¢ Z )L(p)y;p) + o ) [t Z A@)y;p)
PeF | peP peP

= supEp [ 1Y ZA &)y

PeF L peP I=1

L
+o @ |1 Y Y A ay!”

peP I=1

=t Z Z)L(p);uyj

peP I=1

+ & (@)1 supEp
PelF

L
> Z AP p?”
peP I=1

ZZM iy + & )i ZZA, sz,

peP I=1 peP I=1

where the second and third equalities follow from the
definitions of A; and AP, respectively, the fourth equal-

ity follows from the fact that y = yj(p), and the

value of ¥ was obtained from Proposmon 2 in [63]
and is given in (22), as shown at the bottom of the
page.

It immediately follows that minimizing the quantity
supper Epl/j(y, w)] is equivalent to minimizing a variable,
say Vj, subject to the constraint

L
>rZle )+ @WVi ZZ uny”

peP I=1 peP I
(26)

where j € J. Now, for j € J , let Y be the vector
in RP! whose pth component is y(.p) for p € P, and
D be the diagonal matrix in RIPXIPI whose (pth, pth)
entry is (Y7, ):gp)y,[)‘/z for p € P. Then the con-
straint in (26) can be written as the second-order cone
constraint

—t Z Z AE”)WJ ,

peP I=1

® '(@)Wy1Dy; | =0, jel.

Now, we formulate the chance constraint in (24) as
a second-order cone constraint. Note that, for j € J,

we have infper PR(j(y, ) < g) = infper Pp(Yep D iey

] { &1(w) }
= max —
1<i<L | w

(22)
] = f2]) /(s 220
min { — L | max
I<I<L | W 1<l<L 129 I<i<sL |
L L
inf Pp (5. 0) < ) = inf Pp | 1 Y AP &y + o7 @) |13 Z eyl < g
€ N peP I=1 peP I=1
2
L 1 102
. ~(p) @, P (@) N )
_]IlnlelfFPP tZZ)\I Sl(a))yj +T S&-FT
peP =1
. P ) o l@? o l@
=infPp| 13 D A &y <\lg+—F———
peP I=1
L
_ 2(p) ® _ .
—]IlnrelgPp ZPZ:A $z(a))yj <& - (23)
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i;p)fl(a))yj(.p) < &;) as shown in (23), as shown at the bottom
of the previous page, where g; is a constant that is given by

2
o L[], 2@ 7@

and the second and the fourth equalities in (23) follow from
observing that the number of batteries needed, as specified
in (25), is a strictly increasing function in the demand
rate A;.

It immediatgly follows that the chance constraint
P(ZpeP 21L=1 )»Ep)él(w)yj(.p) < &) >1—¢j€J,canbe
written as

Z Z ey -y Z 5y

peP I=1 peP I=1
| L
<? =N APy | 21— jel.
peP =1

1 L 2P ) L 2@ )

A —=(Vpep Lot i 8@y = pep Yy i )

is a zero mean unit variance Gaussian random varlable the

above probability is si~mply D((gj — Zpep Zl 1 Al ,uly] )/

Vo) > 1—¢€g,j € J.Because \/o = ||21/2yj|| the given
chance constraint can be written as

Z Z A(p)my]

peP I=1

o' (l_fg)\/g’

or equivalently

ZZX(”)WJ NE

peP I=1

- eg)El/zyj > 0.

In the second stage problem, as we used the parameters
Vi,j € J, we also use vj to denote the previously known
quantities /;, j € J, in the first-stage problem.

Given the above modeling framework, Problem (21, 24)
can be cast as the following two-stage SMBSOCP model.

min » (fix; + hv)) + E [Q@x: y: 2. )]
jeJ

S.t. y](p)

y;p) <x,jel,peP,

>bpqz ,]ere’P qge 9,

Vi < < gj,j el,

5.9, 47 (0.1}, je . peP.ge Q. (@27
where Q(x; y; z, @) is the minimum value of the problem

min Z(f,xj + hi))

jel

s.t. —IZZAI uyj

peP I=1
jel,

o~ ()i Dy; | = 0,

VOLUME 10, 2022

Z a(q) (q)>17qu’

jEJUJ

yj(p >bpqz

y}p)ij,]EJ,pEP,

Z Z k(p)myj

peP I=1
jej,
()] LT
Xp, Vi g €{0,1},jeJ,peP,qe Q. (28)

,]ereP qge 9,

(1 — )T %y; | = 0,

Because the constraints in the first-stage problem (27)
are linear with integer variables and without the use of
second-order cone relaxations, a solution for Model (27, 28)
is now possible. One way to approach this model is by
applying scenario-based cuts proposed in [54].

E. OPTIMAL RANDOM BERTH ALLOCATION PROBLEM
WITH UNCERTAIN HANDLING TIME

In recent years, container shipping has seen rapid growth
especially during the pandemic of COVID-19. For instance,
Figure 9 shows that, contrary to expectations, container
shipping in Shanghai has quickly bounced back from its
slowdown at the beginning of the pandemic. Vessel emissions
and fuel cost are today real challenges experienced in
the berth allocation, and their reduction is a common
target and a key priority in the port-shipping coordina-
tion. In this part, we consider this berthing allocation
problem.

Du et al. [64] studied the determination of the optimal
berthing positions and order for vessels waiting at a
container terminal to minimize the vessels’ waiting and
fuel consumption. They regard the vessels handling times
as previously-known (deterministic) times when formulating
this problem. Due to some uncertainties, such as mechanical
problems, system failures, bad weather, and route changes,
the scheduled vessels handling times may diverge from the
deterministic ones, which leads to significant changes of
other terminal operations and makes the baseline berthing
plan no longer feasible. In this part, we consider the optimal
random berth allocation problem, in which the vessels
handling times and the required departure times of the vessels
have known deterministic and random frames.

In the berth plan, we assume that we are given f vessels,
say V1,..., Vr, whose handling times, say A1, ..., hy, are
precisely known at the time of formulation. We also assume
that we are given r vessels, say Vry1,..., Vry,, whose
handling times, say hy11(w), ..., by, (w), are not precisely
known at the time of formulation, and their realizations
depends on an underlying outcome w in an event space €2
with a known probability function P.

We presume that at present we do not know the realizations
of the handling times and the realizations of the requested
departure times of the vessels Vy1, ..., Vyy, at the present,
and that at some point in time in the future the realizations
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FIGURE 9. Shanghai containerized freight index, December 2009 - April 2021. The source of this figure is UNCTAD calculations,
based on data from Clarksons Research, Shipping Intelligence Network Time Series.

of these times become known. We also assume that we need
to determine the leftmost berthing position of the vessels

In building the model, we make sure that the following
constraints are satisfied. See also Figure 10 which visually

Vi,.oou Ve, Vira, ..., Vrgr, and their start time of berthing shows an example clarifying some of these constraints
given the handling times hy,...,hs and the realizations graphically.
of the handling times f741(w), ..., hyy,(w). However, this o All vessels should be berthed within the wharf’s

decision must be made before the realizations of the handling
times hj(w),j = f +1,...,f + r, and the realizations of
the requested departure times become available. Therefore,
when these realizations become available, the start times
of berthing that have already been determined may or
may not be optimal. At that stage, we assume that it is
permitted to modify the start time of berthing of the vessels
Vis1, ..., Vryr (but not their leftmost berthing positions),
as necessary, to ensure that all berthing start times are
optimal.

Define the following decision variables for i,k
L....f.f+ 1L ... f+r(G#k):

x;: the leftmost berthing position of the vessel V;,

yi: the start time of berthing of the vessel V;,

a;: the arrival time of the vessel V;,

ajr: a binary variable indicating whether V; is positioned
left of V} along the whartf (= 1) or not (= 0),

Bik: a binary variable indicating whether V; is positioned
below Vj along the timeline (= 1) or not (= 0).

We also use the following parameters:

l;: the length of vessel Vi, fori =1,2,...,f +r,

L: the wharf length of the container terminal,

h;: the actual handling time of vessel V;, fori = 1,2, ..., f,

hj(w): the expected handling time of vessel V;, for j = f +
Lf+2,....f+r,

d;: the requested departure time of vessel V;, for i
1,2,....f,

dj(w): the expected requested departure time of vessel V;,
forj=f+1f+2,....f+r.

3538

boundary. This can be written as x; + [; < L for i
L2,....f+r.

e For i,k ,2,....f +r,i # k,if vessel V; is
positioned along the wharf to the left of vessel Vg,
the rightmost berthing position of vessel V; must be to
the left of the leftmost berthing position of vessel V.
Otherwise, the rightmost berthing position of vessel V;
must be limited by the leftmost berthing position of
vessel Vi plus the wharf length of the container terminal.
This can be modeled as

xi+ i < xx + L1 — i),

for i,k 1,2,...,f + r,i # k. For example,
in Figure 10, it can be seen that the inequality in (29)
is satisfied for the vessels V;, V; and V,, as well as for
the vessels V;, V; and V,,, but it is not satisfied for the
vessels Vi and V.

o A vessel should not be berthed before its arrival time.
This can be written as a@; < y;, fori = 1,2,...,f +r.
See Figure 10. As a matter of fact, the deterministic
and stochastic times in Figure 10 are existing on two
different axes for more focused picture, but indeed they
both occur on the same timeline.

e Fori =1,2,...,fandk = 1,2,....f +r, i # k,
if vessel V; is positioned below vessel Vi along the
timeline, the departure time of vessel V; must precede
the berthing time of vessel Vj. Otherwise, the berthing
time of vessel Vi should not be limited by the departure
time of vessel V;. Let M be an arbitrary large constant,

(29)
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FIGURE 10. A graphical illustration of random berth allocation with uncertain handling time.

then this can be modeled as « To save fuel, the sailing speed of each vessel should be
adjusted so that its arrival time at the terminal is in a

yi+hi <y +M(1 — By), (30 given interval. This can be written as @; < @; < @; for

i=1,2,....,f+r.
forl <i<f, 1<k <f+r, i#k.Forexample,

in Figure 10, it can be seen that vessels V; and Vi satisty

o Finally, to avoid duplication and the constraints
(29)—(31) among vessels, we add the constraint 1 <

the inequality in (30). ajk +oki + Bik + P <2, forl < i,k <f+r, i<k
e Forj=f+1f+2....f+randk=12,....f+ We have two objectives: Minimizing the total departure

r, 1 # k,if vessel V; is positioned below vessel V along
the timeline, the expected departure time of vessel V;

departure delay is given by
must precede the berthing time of vessel V. Otherwise,

delay and minimizing the fuel consumption. The total

: f f4r
the expected departure time of vessel V; should not be n 4
limited by the berthing time of vessel Vj. Let M be an Z(Yi +hi—d)" + Z (v + hilw) — djw)) ", (34)
arbitrary large constant, then this can be modeled as i=l =+l
where kT := max{x,0} for «k € R. In the

yj +hj(w) < yi + M1 — Bjp), €1V}

forf+1<j<f+r, 1 <k<f+r, j+#k For

model, this objective is scaled with a weight parameter,
say X, for convenience. The fuel consumption is given

example, in Figure 10, it can be seen that vessels V; and by [64]

V satisfy the inequality in (31). f _— ftr —
where E[Q(x; y; a; B, w)] = [, O@x;y; a; B, w)P(dw), Z(Ciai‘f‘einéhai M')-F Z(cj(w)aj(w)+&/(w)nj“’aj M"(w)>-
and Q(x;y; o; B, w) is the minimum value of the i=1 j=f+1

problem
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This function is obtained for each vessel using regression
analysis. Here, ¢;, ¢;, ¢j(w) and ¢j(w) are the regression
coefficients, n; (respectively, n;) is the distance of vessel
Vi (respectively, vessel V;) from the terminal, and w;, u; €
{3.5,4,4.5} for each i = 1,2,...,f andj = f + 1,
f+2,....f+r.

By introducing the auxiliary variables #;, ¢;, g, g; > 0, for
i=12,....fandj=f+1,f+2,...,f + r, and adding
the constraints

Vithi—di<t, a M <g, 1<i<f,

1
1—p .
yithi@)—di@) <1, a; (@) <qj fH1 <j<f+r,

we can rewrite the summations in (34) and (35) as
Yo+ Zfifrﬂ 4 and Y, (ciai + Ginl“qi) + Zf:frﬂ
(cjaj(a)) + Ejn]w qj> , respectively.

Given the above modeling framework, the two-stage

optimal random berth allocation problem is formulated as
the following two-stage stochastic mixed-binary nonlinear

programming model (32, 33), as shown at the bottom of the
page.

The nonlinear terms in (32) and (33) appear in the
seventh set of constraints in each, and they can be
handled by transferring them into hyperbolic constraints
and then using (2) to rewrite the resulting hyperbolic
constraints as a group of second-order cone constraints as
follows [64]:

When p; = 3.5, the inequality 1 < af”_lqi isl < af/zqi
with a;, g; > 0. Squaring both sides, we get 1 < afqiz, which
is equivalent to hyperbolic constraints

2 2
uy < a;, up <uigi, 1 =< aup,

ai,qi >0, wujy,up>0. 37

Using (2), the hyperbolic constraints in (37) are equivalent to
the second-order cone constraints:

1Quir; ai — DI < a; + 1,
1Quiz; uin — gl < uin + qi,
125 ai — up)ll < a; + up,

f f
min Z (c,-a,- + 2‘,~nf-“q,‘) + A Z ti+E[Ox;y; a; B, w)]

i=1 i=1

st.xi+; <L, 1<i<f,
Xi+lLi <xx+L(1l—ay), 1<i<f,1<k<f+r, i#k,
yi+th <ti+di 1<i<f,

Vith Sy +MA—By), 1<isf, 1<k=<f+r i#k,
a,<a <a, 1=<i<f,
0<a =<y, 1=<i<f,
l<d g, 1<i<f,
l<ap+toi+Pux+Pui<2 1=<i<f,1<k=f+r i<k,
Xinti,qi >0, 1<i<f,

aik, Bik €{0,1}, 1 <i<f, 1<k =<f+r, i#k, (32)
f+r f4r

min Z (cjaj(a)) + éjnquj) + A Z 7
J=f+1 J=f+1

stxi+L <L, f+1=<j<f+r,
X+l <xp + LA — ap),

fH1<j<f+r, 1<k<f+r j#k,

yithiw) <tjt+diw) f+1=<j=<f+r,

Vi + hj(w) < yr + M1 — Bj),
a; < aj < aj,

O<a<y, f+1<j<f+r,
l<d’'q. frl<j<f+r

fH1<sjsf+r, 1sk=<f+r j#k,
fHl=sj=sf+r,

l<oap+o+B+Py<2 [fHI1<j<f+r, 1<k=f+r, j<k,

X, t,q; >0, fH+1=<j<f+r,
ajk, Bk € {0, 1},
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fHI<j<f+r 1<k<f+r j#k (33)
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ai,qi > 0,
ujl, uip > 0. (38)
Similarly, when u; = 4, the inequality 1 < a’g;

is equivalent to the following group of second-order cone
constraints

|Cuir; ai — DIl < a; + 1,
|Quiz; uin — gl < uin + qi,
|Quiz; ai — up)ll < a; + up,
|Quig; uig — DIl < wip + 1,
(25 wiz — wig)ll < wiz + uia,
ai,qi > 0,
uil, Ui, U3, uig > 0, (39)

and when w; = 4.5, the inequality 1 < az/ zqi is equivalent to
the following group of second-order cone constraints

1Quir; ai — DI < a;i + 1,
I Cuiz; win — g)ll < uin + gi,
12; @i —u)ll < ai + up,
ai,qi > 0,
ui1, upp > 0. (40)

Constraints (38)—(40) were obtained foreachi =1,2,...,f.
Similar constraints can also be obtained for each j = f +
Lf+2,....f+r.

Similar to other models built in this paper, in light of the
above conic transformation, a solution for Model (32, 33)
is now possible by applying the decomposition algorithm
developed in [53].

IV. ALGORITHMS

As mentioned in Section II, there are available solution meth-
ods for SSOCP, SMILP, and DMISOCP. These optimization
problems are algorithmically more mature than the more
general case, the SMISOCP problem. Because the present
paper captures a variety of its important applications, in this
section we present a solution method for SMISOCP, leaving
the development of more specific methodologies for a future
research.

In the modeling process, the input requires that we solve
the stochastic program for a finite number of scenarios. For
this reason, in practice, the case of interest is when random
parameters have a finite number of realizations. Therefore,

we assume that the event space 2 is discrete, and has finitely
many outcomes with known probabilities.

Let p(w) represent the probability of occurrence for w €
Q2. The equivalent deterministic formulation of the SMISOCP
problem (3, 4) is Problem (36), as shown at the bottom of the
page.

Problem (36) is a huge-scale DMISOCP problem, and
therefore, we may not even able to solve Problem (36) using
state-of-the-art optimization solvers. However, the advantage
that makes the formulation in (36) different from other
formulations that involve uncertainty is the nice structure
that can be seen inside. We can use the solution methods
available in the literature for DMISOCP, particularly cuts and
relaxations, to solve the resulting extensive formulation, and
this can be successfully achieved by exploiting the special
structure of Problem (36). In this connection, we emphasize
that all application models proposed in Section III can be
formulated in the form of Problem (36).

In Subsection IV-A, we give a brief review for the
solution algorithms available for solving SSOCP with
more elaboration on the homogeneous self-dual method.
In Subsection IV-B, we describe a solution algorithm for
solving SMISOCP using cuts and relaxations by combining
the existing method in Subsection IV-A for SSOCP with
extensions of DMISOCP.

A. HOMOGENEOUS INTERIOR-POINT METHODS FOR
Ssocp

Numerous interior-point algorithms for SSOP have been
developed recently. We briefly outline these algorithms
ordered chronologically. In 2014, Alzalg [30] proposed a
homogeneous self-dual interior-point algorithm was pro-
posed for SSOCP. Later in the same year, Alzalg [28]
proposed a solution to the problem based on a logarithmic
barrier decomposition-based interior-point algorithm (see
also [27]). In 2015, Alzalg [29] proposed a volumetric
barrier decomposition-based interior-point algorithm for
solving the problem. In 2018, Alzalg et al. [31] proposed
an infeasible self-dual interior-point algorithm for solving
the problem. While the methodologies in [30] and [31]
are based on the deterministic equivalence, which is the
extensive form of a stochastic program that forms an
equivalent large one-stage problem containing all con-
straints and all scenarios, the methodologies in [28], [29]
are based on Bender’s decomposition, which decomposes

min ¢'x + p(Md(DTy;  + pd@Ty, + -+ p(IQDA(QD Ty g
s.t. Ax >, b,
T(1)x + Wy, >s h(1),
T(2)x + WQy, >s h(2), (36)
T(2)x + W2y g >s h(|2]),
xe€ZP xR"P, y € ZIxR" 9, y, € Z9 x R"4, ...y €ZIx R"™.
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a stochastic program into stages where, at each stage,
variables at preceding stages are considered as constraints
so that the subproblem at the current stage is easier to
solve.

In this part, we give a brief overview of the homogeneous
self-dual algorithm [30] used to solve the underlying
SSOCP. The continuous relaxation of (36) is obtained
by the same formulation as (36), but with x € R”
and y;,y3, ...,y € R"™ If we re-define d(k) to be
pk)d(k) for each k = 1,2,...,]|R[, the SSOCP is the
Problem (41), as shown at the bottom of the next page.

Note that we associate a different decision variable y; with
each realization to be slightly more general. The dual of (41)
is Problem (42), as shown at the bottom of the next page.

The homogeneous model for the pair (41,42) is

Ax —p—1tb =0,
TWhx +Wky, —q, —thtk)=0, k=1,2,...,]2|,

2|
—ATu — Z T(k)Tvk +71¢ =0,
k=1

—WE v +tdk)=0, k=1,2,...,|9],

o] 2|
bu+ > h()Tvi —cx =Y d0)Ty, —k =0,

k=1 k=1
p>=r0,u>0, qi =5 0, vp, =0, k=1,2,...,]|2|,
T,k > 0. (43)

The following system defines the search direction system
corresponding to (43).
AAx — Ap — Ath = nryo,

T(k)Ax + W(k)Ay, — Agq, — Ath(k) = nry,

k=1,...,|9
2|
—ATAu — Z T(k)YAvi + Ate = nrqo,
k=1
—WE)Avg + Atd(k) = nrae, k=1,...,|9],
o] I
b"Au + Zh(k)TAvk —cTAx — Zd(k)TAyk — Ak
k=1 k=1
= nrg,

KAT +TAKk = yu — Tk,

Apou-+poAu=yuey—pou,

Aqovi+qroAq, =yuer —qovi, k=1,...,]2|,
(44)

where y and n are two parameters, the product “o” is the
Jordan multiplication defined in (1), and

rpO = P + Tb_Axa

ok = gy +thk) —T(k)x — WKy, k=1,...,1L],
[€2]

rao = ATu+ Y T(k)'v — e,
k=1

3542

rac = W) —tdk), k=1,...,1Q|,
o] o]
re =k —bu—Y h(k)vi+cx+ Y di)y;.
k=1 k=1
1 ) 2| .
M_m pu+]§quk+rfc

We point out that a scaling may be needed to guar-
antee that we iterate on the interior of the underly-
ing second-order cone. Common examples of such a
scaling are the HRVW/KSH/M direction (introduced by
Kojima et al. [65] and Helmberg et al. [66]  independently
and then rediscovered by Monteiro [67]), the dual
HRVW/KSH/M direction (introduced by Kojima et al. [65]
and rediscovered by Monteiro [67]), and the NT direction
(introduced by Nesterov and Todd [68], [69]).

The work in [30] describes an efficient method to find the
search directions as a solution to (44). This method exploits
the special structure in (41, 42) and decomposes into ||
smaller computations which can be performed in parallel. The
results in [30] show that this method is both theoretically
and computationally efficient. In particular, the number of
arithmetic operations in each iteration when computing the
search direction grows cubically as a function of n, m, k and [,
and linearly as a function of || (see [30]).

B. GOMORY CUTS AND TIGHT RELAXATIONS FOR
SMISOCP

In this part, we introduce two algorithmic developments
for SMISOCP. The first development is based on the work
of Cezik and Iyengar [35], which proposes Gomory cuts
for solving (deterministic) mixed-integer conic programs by
extending well-known techniques from mixed-integer linear
programming to mixed-integer conic programs. In this part,
we particularly extend the Chvatal-Gomory approach for gen-
erating cuts to the equivalent deterministic formulation (36).
We introduce the following feasibility sets.

Fi = {x € Z} : Ax =, b};
FP@) = [y € Z7 - Wlkyy, = h(k) — T(k)x},
1 <k =<l
Fo={@.y.....y) € 2 x 2 x --- x L} -
Ax =, b, W(k)y; =5 h(k) — T (k)x,
k=1,....12l}.
(46)

The extension in this part is based on the two equivalences
given in (45), as shown at the bottom of the next page, (see
also [35]).

Let a; and wj(k) denote the ith column of A and jth
column of W (k), respectively, fork = 1,2, ..., |2|. We have
the following workflow which can be applied iteratively to
deterministically compute the convex hull of the feasibility
set F of the formulation (see also [35, Section 2]).
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Workflow 1 (Chvdtal-Gomory Procedure): We
the following three steps for our setting:

(i) Chooseu >, Oandvy >, 0fork =1,2,...,|2|. Then

ATw)Tx = Y (@lw)x; > u"b, and (W(K)"v)ly, =

Y wi) vy = vih(k) — T(kx), for k =

consider

1,2,...,]R2.

(ii)) Without loss of generality, assume that x > 0 and
i >0, k=1,2,...,1Q Then Y7 [alulx; > u"b,
and )7 | wi()Wilyg > vi(h(k) — T(k)x), for k =
1,2,...,]92.

(iii) By the integrality of x and y,, k = 1,2,...,]|,
it follows that Y & [alulx; > [u"h], and

S Ty = VR — W(k)], for k =
1,2, ..., |R2|. Therefore, we add the above 1+ |2] valid
linear inequalities to the second-order cone constraints
Ax >, b and T(k)x + W)y, >s hk), k =
1,2,...,1R.

The following proposition is due to [35, Lemma 1].

Proposition 1: Assume that the feasibility set F is
bounded. Then every valid inequality for the convex hull of
JF can be obtained by repeating Workflow 1 a finite number
of times.

The second development investigates the hierarchies of
relaxations studied by Lovdsz and Schrijver [37]
Balas er al. [36]. Fix subsets P < {1,2,...,p} and Q
{1,2,...,q} with sizes |P| = p < pand |Q] = g
g. Without loss of generality, we can consider that Q
{1,2,...,q}and P = {1,2,...,p}. Letx € F| and y(k) :
ye € FP@), k = 1,2,...,|Q|, where Fi and F4'(-) are
defined in (46). Let also

U0 — [u<0> u© ugo>] c RO+DXP
1 > 2 vy P )

g
IIAIN &

o = [ulu....

V(O)(k) —

’“1(3])] e ROFD*P,
(000, )] € RO,
VO = [P0 K)o 0] € RO,

fork =1,2,...,|2|, where

u§°>=<1—xil>[,1c u =x [i]

fort =1,2,...,p,and

Oy = (1 — y: 1 W)y = v; 1
v] (k)_(l y]l(k)) [y(k)_ ’ V] (k)_y]/(k) I:y(k)},

forj=1,2,...,q,andk =1,2,...,|92|.

Let U:(P] ) and Vél)(k) be the submatrices of the matrices
UM and VD(k) corresponding to the indices in P and Q,
respectively, k = 1,2,...,|2|. Then, Problem (47), as
shown at the bottom of the next page, relaxes Problem (36)
with all binary variables.

Sherali and Adams [70], [71] and later Laserre [72]
introduced hierarchies of the relaxations to present tighter
relaxation of the underlying feasibility set. To extend their
work to our setting, let u be a vector indexed by the empty set,
subsets R C P, and sets of the form RU{i}, R € P, i ¢ P.Let
also v be a vector indexed by the empty set , subsets S € Q,
and sets of the form 8 U {j},8 € Q,j ¢ Q. The vectors
u € RO=PHD2 and y(k) € R"=a+D2 gre defined in (48),
as shown at the bottom of the next page.

For all subsets J € P, and subsets J C Q, let the values
Sg, Coj(k) € R, and the vectors Ej e R, ¢d(k) € R™ be
defined as in (48).

minc'x  +dD)y, 4+ dQ@Ty, + - +d(QDTyg
s.t. Ax >, b,
T(Hx + W(ly, > h(1),
T(2x + WQy, =5 h(2), (41)
T(|12)x + WDy g =s h(2D.
whose dual is the problem
max b’'u  + RO+ EQTvy + -+ B(QDTY g
st. ATu + Ty + TQW2 + - + T2V g =c,
WD)y, =d(1),
W)y, =d(2), (42)
WD g = d(9)),
u>0, v =0, vy > 0, vi| =5 0.

Ax =, b < A"w)x > u"b,
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Yu >, 0,
T(k)x + W(k)yy =5 h(k) <= (WEK)vi)Ty, > vi(h(k) — T (k)x),

W =0, k=1,2,...,|2]|. (45)
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Multiplying the second-order cone constraints Ax >, b

and W(k)y(k) >, h(k) — T(k)x by the product relaxations (47) and (49).

TABLE 1. Comparing the number of variables and constraints of

) o No. variables No. conic constraints
HXJ H (1= x5 Relaxation @7) OGP+ m Q@) OGP+ Q)
i€ ieP\J Relaxation (49)  O(n2”1+m|Q21%)  0(2”1 +]0)219)
and the product
l—[ yi(k) l_[ (1 — yj(k)), respectively, we obtain
jed  je\d Ag% —bgl >, 0,7C P,
12|
min ¢"x + Y d(k)Ty(k)
k=1

S.t. Zu(o) r”()z)b 1=1,2,...,p,

n
(l)a, > qu)b 1=1,2,...,p,

i= 1

Z “”(k)w,(k) svg;)(k)(h(k)—T(k)x), J=12....8 k=12,....2

Z “)(k)w,(k) = vf)lj)(k)(h(k)—T(k)x), J=1,2.... k=1,2...,|l

ul(o)+ufl)= |:ch:| 1=1,2,...,p,

1
0) (k) = = q, k=
VO )+ (k)—[y(w] J=12...4 k=122l
W =0, 1=1,2,....p
WOk =0, j=1.2,....3 k=12,....19

. -
U =D, i =1,2,...p,

V) =vy) ), J=1.2.....4 k=121
1) ol
vy =ul),
T
vPw =vy k), k=1,2,....19l

1, I=0
ur=1T]x I=RSP.I=RU{E.RCSP.ig?P
ied
L, Jd=a;
vak) = JTok). d=8cQd=8U(}.8cQjgQ, for k=12....]2]
Jj€d
g=[lv[[a-w= 3 D" Fug=o,
ieJ ieP\J JCRCP
dwoy=T]wm [T a-yen= > DMNhgk) =0, for k=1.2.....|%
Jjed JjeQA\d Jc8cQ
J=Ilx JJa-x= > D" Fugypy), for v=1,2,....n
ieJ ieP\J JCRCP

iy =Tk ] A=yt = DY (~DNhvgypyk). for v=1,2,....m, for k=12,...

jed JjeEANd Jc8cQ
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min ¢'x + d(l)Ty(l) + d(2)Ty(2) +
s.t. AgY
T(Hxd)  + wneda)

T(2)x¢J(2) + WQ)KdQ)

T(hx ()

Xy = Uy},

+ wqenedqel
Yo(1) = vy, yu(2) = vy(2), ...

-+ d(12DTy(2)

>, bE], Jc P,
= h()ed(),  Jcq,
= k()8 (),

JCQ o

=, h(I2DeZ (e, 9 € 9,

1<v<n, 1<v<m.

Y(l€2]) = viuy(1R2D),

T(k)x ¢ (k) + Wk)e (k) — h(k)gd (k) =5 0,3 € Q,
1 <k <|Q].

Then, Problem (49), as shown at the top of the page, relaxes
the SMBSOCP version of Problem (36) (i.e., Problem (36) in
whichx € {0, 1}? x R"7? and y(k) € {0, 1}9 x R™™9).

Finally, we apply the solution technique described in
Subsection IV-A to solve Problem (49).

From Table 1, we can see that the number of variables
and constraints grow, as a function of |P| and |Q|, linearly
in Relaxation (47) and exponentially in Relaxation (49).

V. CONCLUSION

Stochastic mixed-integer second-order cone programming is
an important class of optimization problems that includes
stochastic second-order cone programming and stochastic
mixed-integer linear programming as special cases. In this
paper, we have described five different applications that
lead to two-stage stochastic mixed-integer second-order
cone programming, and this has been achieved by relax-
ing assumptions that include deterministic information to
incorporate random data. Application areas include facility
location, portfolio optimization, uncapacitated inventory,
battery swapping stations, and berth allocation planning. It is
important to indicate that all of the optimization models
that have been developed in this study are intractable for
an extensive form formulation. Therefore, solutions for such
application models are now possible by applying either the
decomposition algorithm developed recently in [53] or the
scenario-based cuts proposed recently in [54].

Developing other and more specialized algorithms to solve
the generic two-stage stochastic mixed-integer second-order
cone programming problem is an important subject of study.
In this paper, we have started this study by describing
solution methods for solving the generic stochastic mixed-
integer second-order cone programming problem using cuts
and relaxations by combining the existing homogeneous
interior-point algorithm for stochastic second-order cone
programming with extensions of mixed-integer second-order
cone programming. We emphasize that the work presented
in this paper is far from being a survey or a comprehensive
study, but we believe that it would rather shape a basis for
further research studies in second-order cone programs over
integers under uncertainty. In particular, it is our firm belief
that this research is a rich source for stochastic mixed-integer

VOLUME 10, 2022

second-order cone programming models, and it can be greatly
utilized to implement numerous future algorithms for solving
this class of optimization problems.
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