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Abstract. In this paper, we consider a new formulation for stochastic mathematical pro-
grams with complementarity constraints and recourse. We show that the new formulation is
equivalent to a smooth semi-infinite program. Then, we propose a Monte Carlo sampling and
penalty method for solving the problem. Comprehensive convergence analysis and numerical
examples are included as well.
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1 Introduction

Recently, stochastic mathematical programs with equilibrium constraints (SMPECs) have been
receiving much attention in the optimization world [1, 9, 10, 11, 13, 16, 18, 19, 20]. In particular,
Lin et al. [9] introduced two kinds of SMPECs: One is the lower-level wait-and-see model,
in which the upper-level decision is made before a random event is observed, while a lower-
level decision is made after a random event is observed. The other is the here-and-now model
that requires us to make all decisions before a random event is observed. Lin and Fukushima
[10, 11, 13] suggested a smoothing penalty method and a regularization method, respectively,
for a special class of here-and-now problems. Shapiro and Xu [18, 19, 20] discussed the sample
average approximation and implicit programming approaches for the lower-level wait-and-see
problems. In addition, Birbil et al. [1] considered an SMPEC in which both the objective and

constraints involve expectations.

In [9], the here-and-now problem is formulated as follows:
min  E[f(z,y,w) + d"2(w)]
st. g(x) <0, h(z) =0, (1.1)
0<yl (F(z,y,w) + z(w)) >0,

z(w) >0, weN ae.,
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where f: R x Q — R, g: R — RS, AR — N2, and F: R x Q — R™ are functions,
E means expectation with respect to the random variable w € 2, the symbol 1 means the two
vectors are perpendicular to each other, “a.e.” is the abbreviation for “almost everywhere” under
the given probability measure, z(w) is a recourse variable, and d € R™ is a constant vector with
positive elements. Moreover, = denotes the upper-level decision, y represents the lower-level
decision, and both the decisions « and y need to be made at once, before w is observed.

Lin et al. [9, 11, 13| considered the case where the function F' is affine and the underlying
sample space () is discrete and finite. In this paper, we consider a general case, i.e., F is
nonlinear and € is a compact subset of R!. A general strategy for SMPECSs with infinitely many
samples is to discretize the problem by some kind of sampling selection methods, which means
the approximation problems are still MPECs. The strategy of this paper is, in contrast, to solve
some standard nonlinear programs as approximations of the original SMPEC.

We suppose that all functions involved are continuous and, particularly, f and F are continu-
ously differentiable with respect to (z,y), g and h are continuously differentiable with respect to
x. The main contributions of the paper can be stated as follows. In problem (1.1), d? z(w) actu-
ally serves as a penalty term caused by the possible violation of the complementarity constraint
0 <yl F(z,y,w) > 0. In this paper, we consider another penalty formulation of stochastic

mathematical program with complementarity constraints and recourse:

min  E[f(z,y,w) +0z(w)]

st.  g(x) <0, h(z) =0, (1.2)
0<y Ll (F(z,y,w)+2(w)) 20,
2(w) >0, we ae.,

where o > 0 is a weight constant. We can show that problem (1.2) is equivalent to

min  E[f(z,y,w) + o|u(z, y, )]
st.  g(x) <0, h(z)=0, y >0, (1.3)
yoF(x,y,w) <0, weN a.e,

where u : R x Q — R™ is defined by
u(xvy,w) = max{—F(x,y,w), O} (14)

and o denotes the Hadamard product, i.e., y o F(z,y,w) := (y1 Fi(z,y,w), - YmFm(z, 3, w))T.
See the appendix for a proof of the equivalence between (1.2) and (1.3). Note that problem (1.3)
does no longer contain complementarity constraints and recourse variables. However, problem
(1.3) is actually a semi-infinite programming problem with a large number of complementarity-
like constraints and hence it is generally very complicated. We will employ a Monte Carlo
sampling method and a penalty technique to get approximations of problem (1.3) and investigate

the limiting behavior of optimal solutions and stationary points of the approximations.

The following notations are used in the paper. For any vectors a and b of the same dimension,

both max{a, b} and min{a, b} are understood to be taken componentwise. For a given function



c: R — R and a vector t € R, Ve(t) is the transposed Jacobian of ¢ at ¢ and Z,(t) :=

{i] ci(t) = 0} stands for the active index set of ¢ at t.

2 Optimality Conditions

We consider problem (1.3). In the literature on semi-infinite programming, it is often assumed
that there are a finite number of active constraints at a solution (see e.g. [8]). However, the above
assumption does not hold in problem (1.3) in general. For example, if y; = 0 for some index
i, there must be infinitely many active constraints at the point. This indicates that problem
(1.3) is difficult to deal with than an ordinary semi-infinite programming problem. We define

the stationarity for problem (1.3) as follows.

Definition 2.1 We say (z*,y*) is stationary to (1.3) if there exist Lagrangian multiplier vectors
of € R GF € R2 4* € R, and a Lagrangian multiplier function §* : Q — R™ such that

0

E[fo(z*,y*,w) - ZUVwF(a:*,y*,w) ( 7y w)] (21)
+ Vg(a")a” + Vh(z") 3" + E[Va(y" o F(a™,y", w))d" (w)],

0 = E[V,f(z",y",w) =20V, F(z",y",w)u(z",y", w)] (2.2)
ot E[ (" o Pty 0)5 )],

0 < o L —g(@*) > 0, (2.3)

0 < 4 1L y© > 0, (2.4)

g* : free, h(ac*) =0, (2.5)

0 < 0M(w) L — F(z*,y",w) > 0, we ae (2.6)

Note that, for any (z,y) € R"*™ and any w € €,

vl‘(y © F(LU, Y, w)) = V$F('r7 Y, w)dlag(yla T 7ym)7 (27)
vy(y © F({E, yaw)) = va(wvyaw)diag(yh T 7ym) + dlag(Fl(IE, yaw)a Tt ,Fm(%va))- (28)

3 Monte Carlo Sampling and Penalty Approximations

Let ¢ : & — R be a function. The Monte Carlo sampling estimate for E[¢(w)] is obtained
by taking independently and identically distributed random samples {w1, - ,wy} from  and
letting E[¢(w)] =~ ¢ L §h /-1 @(we). The strong law of large numbers guarantees that this procedure
converges with probability one (abbreviated by “w.p.1” below), i.e.,

lim } 35 0(wr) = Big()]i= [ o@)dc)  wal (3.1)

k—oo ™ y—1

where ((w) is the distribution function of w. See [15, 17] for more details about the Monte Carlo

sampling method.



Applying the above method and using a penalty technique, we obtain the problem

. 1k
min 92 (f( 00 + oty w0l + oxlly o vl ) ) (3.2)
)

st.  g(x) <0, h(z) =0, y >0,

which is a smooth approximation of problem (1.3). Here, py > 0 is a penalty parameter,
w: R x Q — R™ is defined by (1.4), and v : R*T™ x Q — R™ is given by

v(z,y,w) := max{F(z,y,w), 0}. (3.3)

Problem (3.2) is neither a semi-infinite program nor an MPEC and it is generally not difficult

to deal with in practice.

4 Convergence Analysis

In this section, we investigate convergence properties of the Monte Carlo sampling and penalty
method. Throughout, we denote by F the feasible region of problem (3.2) and for each k, we

let {w1,- - ,wi} be independently and identically distributed random samples drawn from €.

4.1 Limiting behavior of optimal solutions

We first study the convergence of optimal solutions of problems (3.2).

Theorem 4.1 Suppose that both f and F are Lipschitz continuous in (x,y) with Lipschitz

constants independent of w and klirn pr — +oo. Assume that (zF,y*) solves problem (3.2)
—00

for each k and the sequence {(z*,y*)} is bounded. Let (z*,y*) be an accumulation point of

{(z*,y*)}. Then (z*,y*) is an optimal solution of problem (1.3) with probability one.

Proof. Without loss of generality, we suppose klim (zF, yF) = (2%, y%).
— 00

(a) We first prove that (z*,y*) is almost surely feasible to (1.3). It is obvious that (z*,y*)
satisfies the constraints of problem (3.2). Therefore, it is sufficient to show that there holds

y o F(z*,y",w) <0, weQ ae. (4.1)

with probability one. In fact, since (z¥,y*) is an optimal solution of problem (3.2) and (z*,0)
is a feasible point of (3.2), we have

k
X (£t o)+ olluah b IP oyt o ety wn) )
=1
k 2
< - 2 (fa,0,00) + ollu(z, 0,0 1?).
=1

I

It then follows from the Lipschitz continuity of f and the boundedness of the functions f(z*,0, )
and u(z*,0,-) on Q that the sequence {’% E?Zl " o v(xk,yk,wg)\P} is bounded. As a result,
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{% Zlgzl(yf)Q (Fy(xF,y*, wp) + ui(ack,y’“,wz))?} is bounded for each i and, since y* > 0 and
F(xk, yk, wy) +u(xk, yk, wy) = v(xk, yk,wZ) > 0 for every k and ¢, {% Zéf:l(yk)T(F(a:k, yk,wg) +

u(zF, yk,wg))} is also bounded. Noting that klim pr = 400, we have
—00

k—oo

1.k
lim z S ()T (F(ack, yF we) + u(z®, yk,w£)> =0. (4.2)
/=1
Moreover, by the assumptions of the theorem, there exists a constant £ > 0 such that
HF(.’L‘,y,UJ) - F($,7 ylaw)H < ﬁ(”'x - ‘%JH + Hy - y/H) (43)
holds for any z,2’ € R",y,y € R™, and w € Q. Therefore, for any k and ¢, we have

I(F(*, 5" we) +u(@®, oF, we)) — (F(a*, y*, we) + u(a®, y*, wp)) |
2”F($kayk7w5) - F(x*ay*vwg)n
< 26 ([l — 2| + ly* = v*Il)

AN

and then

k

. 1 * * * *
Jim |53 T (Pt b )+ utat of ) = (R 7w + (e ) )|
—00 —1

IN

Jim 2 [ly* (o = 2| + 1" = 1)
— 00
- (4.4)

It follows from (4.2) and (4.4) that

k
= lim ST (P ytw) + u(, g w)
- /Q )T (P, w) + e,y w))d((w)  wp.l, (4.5)

where the last equality follows from (3.1). Noting that both (y*)” (F(z*, y*,-) +u(z*,y*,-)) and

(y*)Tu(x*, y*,-) are nonnegative on (2, we obtain (4.1) from (4.5) immediately.

(b) Let (z,y) be an arbitrary feasible solution of problem (1.3). It is obvious that (z,y) is
feasible to problem (3.2). Moreover, if y; > 0 for some i, there must hold F;(x,y,w) < 0 for

almost all w € Q and so u;(x,y,w) = —Fj(z,y,w) for almost all w € 2. This means

youv(z,y,w) =yo (F(z,y,w) +u(zr,y,w)) =0, weQ ae. (4.6)



Since (z*,y*) is an optimal solution of problem (3.2), we have almost surely that

1 k
=3 (@ w0 + ollul, ywo)?)
(=1
1 & 2 2
= 5 X (F@w) + ol g P + prlly o oo .0
1 k
> 3 2 (7t b w0 + ol gt wol + pellt o oyt o) )
1 k
> =3 (fah w0 +ollulat, yFwo) 7))

)
X

As a result, we have

k k
P X (1 + olueyn wl?) - 1 X (e + olute. w0l
< L (et e+ olule g w0 [2) -+ 3 (£ ) + ol o )
— kazl ) 9 ) ) k‘[;l ) Y ) Y
1 & . ko k
< 32 (6w - FEh gt )

+ollu(z*, y*, we) — u(@®, y*, wo) | (Ju(a®, y*, wo)ll + Hu(x’“’y’“,we)H)) wp.l.  (47)
Note that f is Lipschitz continuous in (z,y) with Lipschitz constants independent of w. This

yields

hm 7. Z‘f( ,y*,WZ) - f(xk7yk7wf)| = 0. (48)

k—o0

On the other hand, it follows from (1.4) and (4.3) that

||F(x*7y*7wf) - F(xk’ykawf)u

Ju(z™, y* we) — u(z® y*, we)|| <
< k(2" =2 + ly" = y* ), (=1,--- k.

By the boundedness of the sequence {% S (lu(a*, y*, wo) || + Ju(a®, yk,wg)H)}, we have

lim 72 Hu( *7y*7w€) - U(iﬂk,ykaw)u (HU(x*,y*,wg)H + Hu(xk,yk,wg)m = 0. (49)

k—oo k

Letting k — +o0 in (4.7) and taking (4.8)—(4.9) and (3.1) into account, we obtain
E[f(a*,y",w) +ollu(@”,y",0)|*] < Elf(z,y,w) + ollu(z,y,w)l’]  wp.,
which indicates that (z*,y*) is an optimal solution of (1.3) with probability one. [ |

We next discuss the existence conditions of solutions of problem (3.2). Let F' be affine with

respect to (z,y) and given by
F(z,y,w) == N(w)x + M (w)y + q(w), (4.10)

where N : Q — R™*" M : Q — R™*™ and ¢ : Q — R™ are all continuous.



Definition 4.1 Suppose that M is an m x m matriz. We call M an Ro-matriz if
y20,My>0,y"My=0 = y=0.
It is well-known that any P-matrix must be an Ro-matrix [4]. We have the following result.

Lemma 4.1 Let {M} C R™™ be convergent to M € R™ ™ and M be an Ro-matriz. Then,
there exists an integer ko > 0 such that My is an Ry-matriz for every k > k.

Theorem 4.2 Suppose that the set X = {x € R"| g(x) < 0,h(x) = 0} is nonempty and
bounded, the function f is bounded below, and klirf)lo pr — +0o. Let F be defined by (4.10) and
M = fQ w)d((w) be an Ro-matriz. We then have the following statements almost surely.

i) Pmblem (3.2) has at least one optimal solution when k is sufficiently large.

(
(ii) Let (z*,y*) be a solution of (3.2) for each k sufficiently large. Then the sequence
k

{(z*, ")} is bounded.

Proof. (i) For each k, let M}, := %Zle M (wy). Tt then follows from (3.1) that M = klirgo M,
with probability one. Since M is an Rg-matrix, by Lemma 4.1, there exists an integer kg > 0
such that M} is an Rg-matrix for every k > kg.

Let k > ko be fixed and suppose M}, is an Rp-matrix. It is easy to see that F is a nonempty
and closed set and the objective function of problem (3.2) is bounded below on F. Then, there
exists a sequence {(z7,y’)} C F such that

m (f o, w0) + ollu(ed, o, w)ll? + pelly? 0 v(ad w12
Vands Iy
1 k 2 2
= inf fz( F (@, o) + o lu(@, g, w2 + prlly o vz, ywe)|2). (4.11)
(zy)eF k (=1

Since f is bounded below and py, is a positive constant, it follows from (4.11) that the sequences

(3l w2} and {3 vl o )2}
k /=1 T j=0,1 k /—1 T

=0,1,---

§=0,1,

are bounded. This implies that

and { 1 zk: (yHT (N(we)l‘j + M(wp)y’ + qwp) +ula?, o7, WE))}

=1 Jj=0,1, §=0,1,--

are also bounded. Note that the latter sequence can be rewritten as

. 1 1 k. .
{07 (3 SNG4+ M+ Do+ Sul )} L
/=1 §=0,1,
Moreover, by the boundedness of the set X, the sequence {27} is bounded. On the other hand,
it is obvious from the feasibility of (z7,%7) in (3.2) and the definition of u that, for each j,
y’ >0,

k ) ] Kk 1k S
ele(W)xj + My’ + Z ezlq(wg) +e ZZlu(ac],gﬂ,w) > 0. (4.13)

| =



Suppose the sequence {3’} is unbounded. Taking a subsequence if necessary, we assume that

) J
lim [y = 400, lim =g, |7 =1 (4.14)
j—oo j—oo |||

Then, dividing (4.12) and (4.13) by ||3?||? and ||y’||, respectively, and letting j — +o00, we obtain
0<y L My=0.

Since Mj, is an Ro-matrix, we have i = 0. This contradicts (4.14) and hence {3’} is bounded.

Therefore, {(x7,y7)} is bounded. Since F is closed, we see from (4.11) that any accumulation

point of {(27,47)} must be an optimal solution of (3.2). This completes the proof of (i).

(ii) Let (x*,y*) be a solution of (3.2) for each sufficiently large k. The boundedness of {z*}
follows from the boundedness of the set X immediately. We next prove that {y*} is almost
surely bounded. To this end, we choose a vector & € X arbitrarily. Then, (z,0) is feasible to

problem (3.2). Since (z*, y*) is an optimal solution of (3.2), we have

1
7 2 (PG b ) oluta w0l + pell o v(at, o wol?)
=1
1 & ) )
< 22 (F@ 0,00 + ofu(@,0,w)|?) (4.15)
/=1

and, by the definitions (1.4) and (4.10),

1

% N(w)miiMwwwiiqw Su(ah, o) 20, gF 0. (4.16)

1
k iz k iz k iz

I M»

It follows from (4.15) that

o& ko k 9 | Pken g ko, k 2
0 < 22 llu(® g% wlll”+ 572 lly" o v(a®, y7, wil
/=1 (=1
1 & - ko k o & - 2
< 3 X (@00~ b w0 ) + T X (@00

(=1

Since f is bounded below, we have from (3.1) that

{3 2 (10w - g6k twn)} and (T S fute0.nl?)

(=1

are almost surely bounded. In consequence, the sequences
1 & kK 2 PE & kE k 2
{3 Dl gt wnl?h and {5 2" o vlat )}
are almost surely bounded. By Cauchy inequality, we have

k k .k 2 k k .k 2 .
<ZUZ(IE Y ,WZ)) < kz<ul(l‘ Y 76‘)4)) 3 z:l,-~-,m
/=1 /=1



for each k£ and hence

| LA 2 1 oo & ko k 2
Hkg;/U(x Y 7w£)H - ﬁzgl(ézzlu’b($ Y 7wf)>
1m k 2 1 k
< oY Y (wehyhe)) = S luEh el (417)

Similarly, we have

1k 2
& SN (Nwoa + Myt +glen) + ult o w0)
=1
1 |1 m 2 m m k 2
= S| Subuet e < G Y (Subultyhe)
k2 limis k25 Nz
m m k 2 m k
< B (Wult ) = Tl o vty w2 (4.18)
k i=1¢=1 k (=1

It follows from (4.17) and (4.18) that both {% 25:1 u(zk, yk,wg)} and

1 k
{7 20T (N(wo)ah + Mwoy® + alwe) + ula®, ot @) } (4.19)
ki=

are almost surely bounded. Suppose that the sequence {3*} is unbounded with probability one.
Taking a subsequence if necessary, we assume that
lim [|g*] =400, lim = =g, g =1 (4.20)
k—o0 k—o00

Note that the sequences {z*} and {% Zéf:l u(z®, y*, (,Ug)} are bounded and

o1 . K 1

i 7 320 (o) =M. Jim & SN = [ M@, Jim 1 3o = [ alw)ise)
/=1 Q k— Q

with probability one. Dividing (4.16) and (4.19) by ||y*|| and ||y*||?, respectively, and letting

k — 400, we obtain 0 < g 1. M ¢ > 0. Since M is an Ro-matrix, we have § = 0 with probability

one. This contradicts (4.20) and hence, the sequence {y*} is almost surely bounded. This

completes the proof of (ii). [ |

4.2 Limiting behavior of stationary points

In general, it is difficult to obtain an optimal solution, whereas computation of stationary points
is relatively easy. Therefore, it is important to study the limiting behavior of stationary points
of problems (3.2). To this end, for any € > 0, we denote

55;:{(33731)6%”*’” g(x) <0, h(z) =0, y >0, y;F;(z,y,w )<eforeachiandw€ﬂa.e.}

We can show that, for any fixed (Z,y) € F \ &, there exists a constant p > 0 such that (Z,79)

cannot serve as an optimal solution of problem (3.2) for any pr > p. In fact, since (Z,9) ¢ &,



there are an index i and a subset 2 C Q with nonzero measure such that 7; F5(2,9,w) > € holds
for every w € Q. It follows that
1 k
k iz
Note that (Z,0) is feasible to (3.2) for any p;. By (4.21), the value of the objective function of
(3.2) at (Z,y) must be larger than the value at (Z,0) when py, is large enough. This means that

(£, 5.00) + o u(@, 5,w0) |2 + pi |70 0(E, G we)|P) — +00 s pp = +o0. (4.21)

(Z,9) cannot serve as an optimal solution of problem (3.2) when pj is sufficiently large.
Therefore, when the penalty parameter p; is chosen sufficiently large, we may expect to get
a point (zF,y*) € & by solving (3.2) for a given € > 0. Noting that
0<alb>0 <= min{a, b} =0,

we define the approximate stationarity for (1.3) as follows.

Definition 4.2 Let € > 0. We say (z*,y*) is an e-stationary point of problem (1.3) if there
exist Lagrangian multiplier vectors o € R, 5* € R%2 ~* € R™, and a Lagrangian multiplier
function 0* : Q — R™ satisfying (2.1)-(2.5) and

| min{d; (w), —y; Fi(z*,y",w)}| <, Vi, weQ ae. (4.22)
The main result can be stated as follows.

Theorem 4.3 Suppose V() f, F, V() F are all Lipschitz continuous in (z,y) with Lipschitz

constants independent of w and klim pr — p, where p > 0 is a sufficiently large number. Let
—0Q

(x*,y*) be a Karush-Kuhn-Tucker point of (3.2) for each k and (z*,y*) € & for each k large
enough, where € > 0 is a given scalar. Suppose that (x*,y*) is an accumulation point of {(z*, y*)}
and the system {g(x) < 0, h(x) = 0} satisfies the Mangasarian-Fromovitz constraint qualifica-
tion at x*. Then (z*,y*) is e-stationary to (1.3) with probability one.

Proof. Without loss of generality, we suppose that klim (z%,y*) = (z*,y*). It is obvious that
— 00

(z*,y*) € &. Since (z*,y*) is a Karush-Kuhn-Tucker point of problem (3.2), there must exist
Lagrangian multiplier vectors o € R®51, 5% € #°2, and v¥ € R™ such that

1 k.
0 = % (vxf(xk7ykvwﬁ) - 2vaF(xk7ykawf)u(xkvykvwf) (423)
/=1

+ 20u Vo F (¥, ¥ we)diag(yl, -, yk) (4" o v(a®, o, wz))) + Vg(z*)a® + Vh(z*) 8,
1 k
0 = £ 2 (Vs b ot we) - 209, Flah, ot woulat, o, wo) (4.24)
/=1
+ 24 (VyF(w’“, y*, wo)diag(yf, -+ yk)

+ dia'g(vl(xka yka Wg>, T avm(xka yka wf))) (yk © U(‘rka yk7wﬁ))> - '.Yka

0 < of L —gF) > o, (4.25)
gF . free, h(z*) =0, (4.26)
0 < A~ 1L 4 > o0 (4.27)
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We next show that there exist multiplier vectors o* € R, 5* € R, ~+* € R™, and a multiplier
function 6* : Q@ — R™ such that there hold (2.1)-(2.5) and (4.22).
Recall that the functions V(, ) f, F, V(, ) I are Lipschitz continuous in (x,y) with Lipschitz

constants independent of w. Then, there exists a constant x > 0 such that

A

||v(a:,y)f(x’y’w) _v(a:,y)f(x/aylvw)u = K,(H.CL'—IE/H + ||y_y,||”)a
1F(z,y,w) = F@' ')l < w(lz—2" +lly =4I,
IV@y F(2,y,0) = Ve ) Fla' g, o)l < w(lz—2+Ily-y)

hold for any z, 2’ € R",y,y’ € R™, and w € Q. Therefore, for any k, we have

o H = 1<V(z D F@ 5 w0) = Vi Fayt ) ) |

IA
5
x|
ﬁ
7

o yF wp) — V(x,y)f($*7y*,w)H

< lim m(nm —a:*||+uyk—y*u)
k—o0
0.

It then follows that

: 1 & -
khm E Zv(m,y)f(xkaykawf) = lim — Zv(:r,y ( Y )WZ)
—oo K y—1 k—o0 k‘
= /Qv(w,y)f(x*,y*,w) d¢(w) w.p.1, (4.28)

where the last equality follows from (3.1). Moreover, since

kli»nc}o H (V(:vy ( ka yk’wf)u(:vka ykawé) - V(w7y)F(l'*,y*,wz)U(l‘*,y*,Wg)> H
k k ,k * ok
< kILH;o% Hva:y)F( Y ,wg)(U(:L’ 'Y ,(,Ug)—u(l' Y awﬂ))
+ (V(z D F@F yF we) — V(z,y)F(x*,y*vwe))U(ﬂc*,y*,wz)H
1 * *
< Jim 1 3 (90 PGk 0¥ o)l LFG¥ ) — a0

+ ||V(x7y)F([Ek,yk,w£) - v(x,y)F(x*vy*’wf)H ||U(l‘*,y*,Wg)||>
tim 26 C (Jla* — "] + ly* ~ "))
k—o0
= 0,

where C' > 0 is an upper bounded of {V, ) F(z*,5*,w)} and {u(z*,y*,wy)}, there holds
k
lim — Zv(x’y)F(xk,yk,wg)u(xk,yk,w(g) = khm % Zv(w F(z*, y*, we)u(x™, y*, wy)
(=1 —
= /Qv(w,y)F(a;*, y o wu(z®,y",w)d((w)  (4.29)
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with probability one. In a similar way, we can show that

k
khm % [Z V(w,y)F(ZDk, ykv wf) dlag(ylf, T 7yfn) (yk o v(‘rkv yk7 W[))
—00 —1
- li»n;o k Zv(fﬁ,y ( 5 y*,UJg) diag(yi‘, T 7y:1) (y* o U(‘T*v y*,UJg))
= / Ve F (@ y" w)diag(yy, -, ym) (y* ov(z®, 3", w)) d{(w) w.p.1 (4.30)

and

lim ? Zdlag(vl( ,yk,wg), N ,vm(a:k, ykng)) (yk o v(ajk, yk,wg))

k—o00 =

= hm R Zdlag(’(}l( 7y*)w€)7”' 7Um(x*)y*7wf)) (y*OU(I*)y*wa))

k—o0

= p /Qdiag(vl(g:*’y*’w),... Jom (2%, 9", W) (yF o v(x®, ¥, w)) d¢(w) w.p.l.  (4.31)

It follows from (4.23)-(4.24) and (4.28)-(4.31) that both { Vg(z*)a* 4+ Vh(z*)8* } and {7*} are
almost surely bounded. We next show that {a*} and {3*} are almost surely bounded. To this
end, let

s1 & S9 &
Tk 1= Zlai + ZIWJ' - (4.32)
i= j=

Taking a subsequence if necessary, we may assume that the limits

k k
ao=lim %, Fi= lim 2 (4.33)
k—oo Tk k—oo Tk
exist. It is obvious from (4.32) that
51 s2.
>ai+ 28 =1 (4.34)
i=1 j=1

Suppose that {a*} or {8*} is unbounded with probability one. There almost surely holds
klim 7 = +oo. Dividing (Vg(2*)a* + Vh(z*)3*) by 7 and taking a limit, we get
—00

Vg(z*)a+ Vh(z*)3 =0 w.p.1. (4.35)
Note that, if i ¢ Z,(x*), then g;(z*) < 0 for all k sufficiently large and hence, by (4.25) and
(4.33), we have @; = 0. Thus, (4.35) becomes

> & Vgi(z*) + Vh(z*)3=0 w.p.1.
€Ly (x*)

This together with (4.34) almost surely contradicts the assumption that the system {g(z) <

0, h(z) = 0} satisfies the Mangasarian-Fromovitz constraint qualification at x*. Therefore,
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both {a*} and {8*} are bounded with probability one. Recalling that {y*} is almost surely

bounded, we may assume without loss of generality that the following limits exist:

o := lim of, B*:= lim ¥, ~*:= lim ~*.
k—o0 k—oo k—oo

Furthermore, we define the function 6* : 2 — R™ by

0" (w) =2py" ov(z",y",w).
Note that, by the definition (3.3), (v;(z*,y*,w))? = v;(z*, y*,w) F;(z*, y*,w) holds for each i and
w. It then follows that

/Qdiag<vl(x*7 y*v w)a e ,’Um(.f*, y*v w)) (y* o U(.’IJ*, y*v w)) d((w)

B /Qdiag<F1<a:*,y*,w>, e (2, 5, w) (yF o u(a®, yt,w)) dC(w).

In consequence, taking a limit in (4.23) and (4.24), we obtain (2.1) and (2.2) from (4.28)-
(4.31) and (2.7)-(2.8) with probability one. Moreover, we have (2.3)-(2.5) from (4.25)-(4.27)
immediately. In addition, it is obvious that §7(w) > 0 for any w € €. Since y; Fi(z*,y*,w) < €
for each 7 and almost every w € €2, we have (4.22) if y! F;(z*, y*,w) > —e. When yf F;(z*, y*,w) <
—e¢, there must hold Fj(z*, y*,w) < 0 and hence v;(z*,y*,w) = 0 by (3.3), which in turn implies
0F(w) = 0 by the definition of §*. This indicates that the condition (4.22) is also valid.
Therefore, (a*, *,7*,6%(-)) satisfies (2.1)-(2.5) and (4.22) with probability one and hence

(z*,y*) is almost surely e-stationary to problem (1.3). [ |

5 Numerical Examples

Given a mapping F : R™ x Q — R™, we consider the stochastic complementarity problem
0<y .l F(y,w) >0, w € Q. (5.1)

In [12], by introducing a recourse variable, we reformulate (5.1) as an SMPEC (1.1) and propose
a smoothed penalty method for the case with a finite sample space. As an application of the
new model (1.2), we consider the following SMPEC formulation of (5.1):
min  Efl|z(w)]?]
st. 0<yl Fly,w)+z(w) >0, (5.2)
z2(w) >0, we.

Thus, we may employ the method proposed in Section 3 to solve problem (5.2).

Example 5.1 Consider the stochastic complementarity problem (5.1) in which w is uniformly
distributed on € :=[0,1] and F : 3 x Q — R3 is given by

Y1 — wys + 3 — 2w
Fly,w):= | —wy1 + 2y + wys — 2 —w
wys +3ys —3 —w

Problem (5.1) has a unique solution y* = (0, 1,1) for each w € Q.
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Example 5.2 Consider the stochastic complementarity problem (5.1) in which w is uniformly
distributed on € := [0,1] and F : R2 x Q — R2 is given by
y1twys —2+w
F = .
(v,w) (wyl +2yo + 1+ w)
This problem has no common solution for all w € 2. Note that the SMPEC formulation (5.2)

becomes
min  E[||z(w)|*

Y1 Y1 +wys —2+w
.t. 0< 1 >0 5.3
° - <y2) <wy1 + 2y + 1+ W> +2w) 20, (5:3)

z(w) >0, welo,1].

Let (y1,y2, 2(+)) be an arbitrary feasible point of (5.3). Since wy;+2y2+14+w > 0 for w € [0, 1], we
have yo = 0. Let 2*(w) := (2_“6_91 ). Note that, if g # 0, there must hold y; —2+w+z (w) = 0.
It follows that (y1,y2, 2*(+)) is feasible to problem (5.3) and z(w) > z*(w) > 0 for any w € [0, 1].

Furthermore, we have

1
Eflz(@)II”] > E[|l="(w)[*] = /0 (2—w—y1)dw =y — 3y + §.

Recall that y; < 2 — w for any w € [0,1]. Therefore, we must have y; € [0,1]. Thus, we obtain
an optimal solution (1,0, 2*(-)) of problem (5.3) with z*(w) := ('(¥).

Table 1: Computational Results for Examples 5.1-5.2

Example 5.1 Example 5.2
Parameters s Obj s Obj
k=10% pr = 10% | (0,1.0019,0.9489) | 6.8918e-004 (1.1153,0) 0.7905
k=103 pr = 10° | (0,0.9996,0.9982) | 6.8476e-006 (1.0329,0) 0.4175
k= 10% pp = 10* | (0,0.9999,0.9985) | 1.3156e-006 (1.0027,0) 0.3242
k=10, pr = 10° | (0,1.0000,0.9995) | 9.9033e-008 (1.0007,0) 0.3301

We apply the Monte Carlo sampling and penalty method to solve Examples 5.1 and 5.2. In
our experiments, we set the initial values of k and pj as k := 10 and py, := 102, respectively.

Then, we employed the random number generator rand in Matlab 6.5 to generate independently

and identically distributed random samples {w1, - -+ ,wg } from © and we solved the subproblems
. 1 & 2 2
min 3 ([ max(=F(y,we), 0)]2 + pi |y o max(Fy,we), 0)[) (5.4)
y>0 ki=

by the solver fmincon in Matlab 6.5 to get a point y*. The initial point was chosen to be
(0,---,0) and the computed solution y* was used as the starting point in the next iteration. In
addition, the parameters were updated by k := 10k and pj := min{10p;, p} with p = 10°. The
computational results for Examples 5.1 and 5.2 are shown in Table 1, in which 0bj denotes the
values of the objective function of (5.4) at the current point. The results shown in the table

reveal that the proposed method was able to solve the examples successfully.
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6

Conclusions

We have presented a new formulation (1.2) for the SMPECs with recourse and shown that the

new formulation is actually equivalent to a smooth semi-infinite programming problem. We then

employed a Monte Carlo sampling method and a penalty technique to get some approximations

to the problem. Under appropriate assumptions, we have established convergence of the pro-

posed method. Recall that the sample space €2 is assumed to have infinitely many elements.

Actually, if © has only a finite number of elements, we may present a similar method without

resort to a Monte Carlo sampling approximation technique.
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Appendix: Equivalence between problems (1.2) and (1.3). If (z*,y*) solves prob-

lem (1.3), then (z*,y*,u(z*,y*,)) is an optimal solution of problem (1.2). Conversely, if

(x*,y*, 2*(+)) is an optimal solution of problem (1.2), then (x*,y*) solves problem (1.3).

Proof. (i) Suppose that (z*,y*) is an optimal solution of (1.3). We then have from (1.4) that

F(x*,y*, w) +u(z*, y*,w) >0, Yw € Q.
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Note that, if y7 > 0 for some ¢, there must hold Fj(z*,y*,w) < 0 for almost all w € € and so

ui(x*, y*,w) = —Fj(z*,y*,w) for almost all w € Q. Therefore, we have
(v (F(a*, ", w) +u(z*, y*w) =0, weQ ae.

This indicates that (z*, y*, u(z*, y*, -)) is feasible to problem (1.2). Let (z,y, z(-)) be an arbitrary
feasible point of problem (1.2). It then follows that, for almost every w € 2,

z(w) — u(z,y,w) = min{F(z,y,w) + z(w), z(w)} >0

and hence z(w) > u(x,y,w) > 0. This implies that E[||z(w)]|? — [|u(x,y,w)]|?] > 0. On the other
hand, it follows from the feasibility of (x,y, z(+)) in problem (1.2) that

yoF(x,y,w) =—yoz(w) <0, we ae,

and so the point (x,y) is a feasible point of problem (1.3). Thus, we have from the optimality
of (z*,y*) in (1.3) that

E[f(z,y,w) + ollu(z,y,w)|?] > E[f(@",y"w) + ollulz®,y",w)|?].
Therefore, there holds

Elf(z,y,w) + ollz)[I”] = E[f (z", 5", w) + ollu(z”, y*, w)||]

= Elf(z,y,w) +ollul@,y,w)lI’] - E[f (", 5", w) + ollu@™, 5", 0)[*] + B[l 2(w)|* = [lu(z, y,)]*]

> 0.

This indicates that (z*,y*, u(z*, y*,-)) is an optimal solution of problem (1.2).

(ii) Suppose that (x*,y*, z*(:)) is an optimal solution of (1.2). Let (z,y) be an arbitrary
feasible point of (1.3). In a similar way to (i), we can show that (z,y,u(z,y,-)) and (z*,y*) are
feasible to problems (1.2) and (1.3), respectively. Since (z*,y*, 2*(-)) solves (1.2), there holds

Elf(z,y,w) +ollulz,y,w)lI”] > E[f(z",y"w) +oll="(w)|].

Moreover, similarly to (a), we have from (1.4) that z*(w) > u(z*, y*,w) > 0 for almost all w € Q
and hence E[||z*(w)||* — |lu(z*, y*,w)||?] > 0. Therefore,

E(f(z,y,w) + ollu(z,y,w)[*] - E[f(=",y",w) + ollu(=", y", )|I]
= E[f(z,y,0) + ollu(z,y,0)II"] = E[f(z",y"w) + o] " (@) "] + oB[[]2" (@)[* = [Ju(a", ", w)|I]
> 0,

which implies that (z*,y*) is an optimal solution of problem (1.3). [ |
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