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Onsoz

Bu proje, tedarik zinciri envanter yonetimi alaninda dnemli teorik sorulara cevap aramanin
yaninda, ulkemizin en dinamik ve hizli biylyen sektérlerinin basinda yer alan perakende
sektorinde verimlilik artisina donuk yeni teknolojilerin ve stratejilerin - geligtiriimesini
amagclamistir.
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Ozet

Bu proje, tedarik zinciri envanter yénetimi alaninda édnemli teorik sorulara cevap aramanin
yaninda, ulkemizin en dinamik ve hizli biylyen sektérlerinin basinda yer alan perakende
sektérinde verimlilik artisina doénik yeni teknolojilerin ve stratejilerin - geligtiriimesini
amaclamistir. Tedarik zinciri yonetimi alanindaki arastirma faaliyetlerinin uygulamada sonug
alabilmesi i¢in is dlnyasinin ¢evresini tanimlayan temel unsurlari dikkate almasi gereklidir.
Bu cercevede, belirsizlik ginimuz is dinyasini tanimlayan en kritik faktdrler arasindadir ve
tedarik zinciri yonetimi arastirmalarinin merkezinde olmalidir. Belirsizligin planlamacilar igin
karmasiklik yaratan bir faktor olduguna dair fikir birligi bulunmasina ragmen mevcut planlama
sistemleri veri icin nadiren belirlenimsiz (non-deterministic) yaklasim kullanmaktadir. Bu proje
perakende tedarik zincirleri igin belirsizlik altinda envanter planlamasi sorununu ele almistir.
Tedarik zinciri envanter arastirmalarinin uygulamada beklenen etkiyi gdsterebilmesi igin
blyuk olgekli stokastik karar problemlerinin ¢dzllmesi gerekmektedir. Ancak ki¢lik boyutlu
stokastik problemler bile hesaplama bakimindan zorluklar tagimaktadir. Bu kapsamda talep
belirsizligi altinda beklenen maliyetleri azaltmaya donlik tedarik zinciri envanter politikalari
gelistiriimis, politika parametrelerinin hesaplanmasinda kullanilacak yeni tedarik zinciri
envanter modelleri kurulmus ve kurulan modelleri etkin sekilde ¢dzmek icin algoritmalar
gelistirilmistir.

Anahtar kelimeler: Perakendecilik; Tedarik Zinciri Yonetimi; Envanter Yonetimi; Stokastik
Modelleme



Abstract

Planning Models and Solution Methods for Retail Supply Chain Inventory Management
Under Uncertainty in Turkey

This project aims at addressing important theoretical questions in supply chain inventory
management, besides developing new technologies and strategies for productivity increase
in retail industry, which is one of the most dynamic and rapidly growing industries in Turkey.
Supply chain research must address, or at a minimum be compatible with, important aspects
of the business environment. Uncertainty is among the most critical elements of the business
environment, and requires significant attention by the supply chain management research.
While uncertainty is universally recognized as a complicating factor for planners and
schedulers, planning and scheduling systems seldom support non-deterministic views of
data. This project produces solutions for inventory planning under uncertainty for retail supply
chains. It is clear that supply chain research, in order to be relevant, must tackle large-scale
stochastic combinatorial decision problems. Stochastic combinatorial models often pose
serious computational challenges for even small sized problems. To serve this purpose, we
developed new supply chain inventory management policies to minimize expected costs,
built new supply chain inventory management models to compute policy parameters and
designed efficient algorithms to solve these models.

Keywords: Retailing; Supply Chain Management; Inventory Management; Stochastic
Modelling



1. Girig

Bu proje, tedarik zinciri envanter yénetimi alaninda 6nemli teorik sorulara cevap
aramanin yaninda, uUlkemizin en dinamik ve hizli blylyen sektérlerinin basinda yer alan
perakende sektorinde verimlilik artigina donudk yeni teknolojilerin  ve stratejilerin
gelistiriimesini amaclamaktadir. ABD Ticaret Bakanli§i istatistiklerine goére, 2004 yilinda
ABD’de perakendecilerin tasidiklari stok degeri 450 milyar dolardir. Stok seviyelerinin servis
dizeyinde bir azalmaya yol agmadan indiriimesi sonucunda elde edilecek olan tasarruf
rekabetin yogun oldugu bu sektér icin hayati &nemdedir. Envanter seviyelerinin ylksekligi
sebebiyle perakende sektdrinde seyrek olarak stoksuz kalindigi distnilebilir; oysa ki,
yapilan arastirmalar bunun dogru olmadigini gostermistir. Bir arastirmaya gére siradan bir
glnde bir sipermarkette sunulan Grtinlerin %8.2’si i¢in stoksuz kalindigi belirlenmigtir. S6zi
edilen stoksuz kalma durumu tim satiglarin %6.5'na karsilik gelmektedir. ABD i¢in bulunan
stoksuz kalma yulzdelerinin Turkiye perakende sektori icin de gecerli oldugunun
varsayllmasi halinde sadece stoksuz kalma sebebiyle ugranilan yillik satis kaybinin 6 milyar
dolari bulacagi anlasilir ki bu da konunun énemini agikca ortaya koymaktadir.

Tedarik zinciri ybnetimi alanindaki arastirma faaliyetlerinin uygulamada sonug
alabilmesi icin is dinyasinin gevresini tanimlayan temel unsurlari dikkate almasi gereklidir.
Belirsizlik ginimudz is dinyasini tanimlayan en kritik faktorler arasindadir ve tedarik zinciri
yonetimi arastirmalarinin merkezinde olmalidir. Belirsizligin planlamacilar igin karmasiklik
yaratan bir faktér olduguna dair fikir birligi bulunmasina ragmen mevcut planlama sistemleri
veri igin nadiren belirlenimsiz (non-deterministic) yaklasim kullanmaktadir. Birgok arastirmaci
tedarik zinciri yonetimi alaninda belirsizligin etkin sekilde dikkate alinamayisinin olumsuz
etkisini giderek daha ¢ok hissettiklerini belirtmekte ve arastirma sonuglarinin uygulamada
beklenen etkiyi yaratmamasinin temel sebebi olarak bunu gérmektedir. Bu proje perakende
tedarik zincirleri igin belirsizlik altinda envanter planlamasi sorununu ele almistir.

Yukarida yapilan agiklamalar gergevesinde, tedarik zinciri envanter arastirmalarinin
uygulamada beklenen etkiyi gosterebilmesi icin blytk Olcekli stokastik karar problemlerinin
¢ozllmesi gerekmektedir. Ancak kiclk boyutlu stokastik problemler bile hesaplama
bakimindan zorluklar tasimaktadir. Bu alanda bazi basarilar elde edilmis olsa da
arastirimay! ve ¢dzilmeyi bekleyen birgok soru bulunmaktadir. Bu arastirma projesinin
hedeflerinin basinda uygulamacilar icin tedarik zinciri envanter sistemlerinde belirsizlikle bas
etmeye donlk bir planlama cgergevesinin gelistiriimesi ve belirsizlik altinda tedarik zinciri
envanter yonetimi arastirmalarina yeni bir yaklasim kazandirmak bulunmaktadir. Bu hedefe
donlk olarak (i) talep belirsizligi ve (ii) tedarik slresi riski altinda beklenen maliyetleri
azaltmaya doénik tedarik zinciri envanter politikalar geligtirilmistir; (i) politika
parametrelerinin hesaplanmasinda kullanilacak yeni tedarik zinciri envanter modelleri
kurulmustur; (iv) kurulan modelleri etkin sekilde ¢ézmek igin algoritmalar gelistiriimigtir.



Yukarida verilen amagclara Yénetim Bilimi/Ydéneylem Arastirmasi (YB/YA) ve Yapay
Zeka (YZ) alanlarinda gelistirilen yeni tekniklerin Matematiksel Programlama ve Kisit
Programlama (Constraint Programming) cergevesi altinda bir araya getirildigi hibrit
uygulamalarla ulagilmistir.

2. Tanimlar ve Kapsam

Perakendecilik, tlketicinin ihtiya¢ duydugu mallarin ¢ogunlukla sabit satis
noktalarindan, kigulk parti blyulkliklerinde ve nihai tiketim igcin pazarlanmasi faaliyetlerinin
butunudar. Bu tanim cergevesinde perakendeciler gida maddeleri, giyim esyasi, mobilya, ev
esyasl, madeni esya, cam, ilag ve Itriyat, kereste ve ingaat malzemesi, kitap ve kirtasiye gibi
cok farkli alanlarda faaliyet gosterirler. Bu kapsamdan da agikca gorilecegi Uzere sektor
olarak ekonomide dnemli agirliklari vardir.

ABD Ticaret Bakanhgi istatistiklerine gore, 2004 yilinda ABD’de perakende
sektoriinin satis hacmi 3500 milyar dolari gegmistir. Bu satis hacmini gergeklestirmek igin
perakende tedarik zincirinde taginan toplam envanterin degeri 1200 milyar dolari agmistir. Bu
envanterin tedarik zincirindeki dagilimi soyledir: imalatgi seviyesinde 430 milyar dolar;
toptanci/dagitimci seviyesinde 320 milyar dolar; ve perakende seviyesinde 450 milyar
dolardir. Envanter maliyetlerinin igletmeler icin dnemli bir maliyet kalemi oldugu
disunuldiginde ayni servis dizeyinin daha az envanter ile saglanmasinin tasidigi 6nem
ortaya ¢ikmaktadir.

Yukarida verilen envanter rakamlarinin ylksekligi sebebiyle perakende sektdriinde
seyrek olarak stoksuz kalindigi dusunulebilir; oysa ki, yapilan arastirmalar bunun dogru
olmadigini géstermistir. Andersen Consulting tarafindan Coca-Cola igin yapilan bir arastirma
(Coca-Cola Research Council/Andersen Consulting 1996) siradan bir gunde bir
sUpermarkette sunulan drinlerin %8.2’si icin stoksuz kalindigini belirlemistir. Reklami
yapilan drtnler icin bu deger %15.0’e yukselmektedir. S6zu edilen stoksuz kalma durumu
tim satiglarin %6.5’'na karsilik gelmektedir. Alternatif Grlinler sunarak tiketicinin talebinin
karsilanmasi halinde dahi perakenciler toplam satislarin %3.1’i kadar bir potansiyel hasilati
yeteri kadar stok tutmamak sebebiyle kaybetmektedirler (Lee 2003).

Tarkiye icin benzer veriler bulunmasa da perakende sektorinin buyUkliglinden
hareketle cikarilacak sonu¢ degismemektedir. “Planet Retail” (http://www.planetretail.net/)
tarafindan saglanan en son badimsiz verilere gore, Turk perakende sektoriiniin cirosu 2006
yiinda 137 milyar dolar olarak gerceklesmis ve 2010'a kadar sektdrin 199 milyar dolara
ulasmasi beklenmektedir. Turkiye'de perakende sektdri ekonomiye yaklasik 6.7 milyar dolar
tutarinda bir katma deger yaratmakta ve yine yaklasik olarak 2.5 milyon kisiyi istihdam
etmektedir ki buna goére perakende sektdriiniin tim ekonomi Uzerindeki etkisi, toplam Turkiye
uretiminin %3.5'i ve istihdamin ise %12'si olacaktir. Bu rakamlar perakende sektoriintn Tark
ekonomisi Uzerindeki agirligini acikgca gozler dnune sermektedir ve bu sektérde envanter
planlamasiyla saglanacak tasarrufun firma ve ulusal ekonomi bazinda ne derece 6nemli
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oldugunu gdstermektedir. ABD icin bulunan stoksuz kalma yuzdelerinin Turkiye perakende
sektori icin de gecerli oldugunun varsayilmasi halinde sadece stoksuz kalma sebebiyle
ugranilan yilhk satis kaybinin 6 milyar dolari bulacagi anlasilir ki bu da konunun énemini
acikca ortaya koymaktadir. Stoksuz kalmanin veya gereginden fazla stok bulundurmanin
maliyetli olmasi hangi Urdndn sipariginin ne zaman ve ne miktarda veriimesi gerektigi
sorusunu perakende sektorinin temel sorunlarindan birisi haline getirmektedir.

Ancak, yukarida ifade edilen perakendeci seviyesinde envanter planlamasi sorununu
perakende tedarik zincirinin planlamasindan bagimsiz olarak disinmek muamkin degildir.
Buglinlin kiresellesen piyasalarinda yasanan yogun rekabet, yeni Grunler igcin giderek diisen
urin yasam sureleri ve tuketicilerin yukselen beklentileri firmalarin tedarik zincirlerini tekrar
dizenlemelerine yol agmistir ve perakende sektdrd bunun bir istisnasi degildir. Bu ¢abanin
arkasinda “firmalarin degil, onlarin ait olduklari tedarik zincirlerinin rekabet ediyor’ olmasi
tesbiti yatmaktadir. Tedarik zinciri yonetimi sistemin etkinliginde rol oynayan tedarikgiden
imalat¢iya, ana depolardan dagitim merkezlerine, perakendecilere ve dikkanlara kadar
batin aktorleri dikkate alarak, tlketicinin gereksinimlerine cevap verecek driintn Uretilmesine
ve tiketiciye sunulmasina imkan sadlar. Tedarik zinciri yonetiminde hedef tim sistemin
verimli ve maliyet etkin olmasini saglamaktir; amag tasima ve dagitim maliyetlerinden ham
madde, ara Uriin ve nihai Grin stok maliyetlerine kadar katlanilan toplam maliyeti en aza
indirgemektir. Tedarik zinciri ydnetiminin esas olarak bir sebekeye iliskin planlama, uygulama
ve kontrol merkezli tanimlanmasi sebebiyle zincire dahil olan tum firmalarin stratejik, taktik ve
operasyonel diizeydeki faaliyetlerinin dikkate alinmasini gerektirir. Bu faaliyetler dagitim
sebekesinin tasarimi, Uretim planlamasi, envanter kontrolli, envanter ve tasimanin
koordinasyonu, arag filosu yonetimi gibi genis bir yelpazede verilecek kararlarla birbirlerine
baghdir. Bahsedilen bu karar problemlerinin her biri kendi basina ¢ézimu zor problemlerden
olan kombinatoéryel eniyileme (optimizasyon) problemi sinifina girmektedir ve hepsinin birlikte
esanh olarak ¢dzimi mimkin degildir. Onerilen bu proje bir ilk adim olarak sadece
perakende tedarik zincirleri icin envanter planlamasi sorununa gergekci varsayimlar altinda
¢6zUm uretilmeye galisiimistir.

Tedarik zinciri yonetimi alanindaki arastirma faaliyetlerinin uygulamada sonug
alabilmesi icin is dlnyasinin gevresini tanimlayan temel unsurlari dikkate almasi gereklidir.
Belirsizlik giinimiz is dinyasini tanimlayan en kritik faktérler arasindadir ve tedarik zinciri
yonetimi arastirmalarinin merkezinde olmalidir. Rassal tiketici davranisi, eksik bilgi, hatali
veri, acik olmayan veya eksik tanimlamalar “tedarik zinciri yénetiminde belirsizlik” temasini
vurgulayan rassal faktérlerden yalnizca birkagidir. Urlin yagam sirelerinin giderek kisalmasi
kullanilabilecek tarihsel verinin de azalmasina ve boylece belirsizligin artmasina yol
agmaktadir. Bu durum ise Ozellikle perakende tedarik zincirlerinde belirsizligin
modellenmesinin dnemini artirmaktadir. Mevcut rekabet¢i ortamda belirsizligi yonetmeye
yardimci olacak ve degisen piyasa kosullarina hizli ve guvenilir sekilde tepki vermeyi
saglayacak yeni yaklasimlara perakende sektdrinin ihtiyaci vardir (Fisher, Raman and
McClelland 2000).

Belirsizligin planlamacilar i¢in karmagiklik yaratan bir faktor olduguna dair fikir birligi
bulunmasina ragmen mevcut planlama sistemleri veri icin nadiren belirlenimsiz (non-
deterministic) yaklasim kullanmaktadir (Wu, et al. 1999). Buna iligskin bir érnek olarak
isletmecilik alanindan Kurumsal Kaynak Planlamasi (Enterprise Resource Planning, ERP) ve
diger kurumsal bilgi ve planlama sistemlerinin nadiren rassalliga iligkin bilgi kullanmalari
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verilebilir. Yine Wu ve digerlerine goére, birgok arastirmaci tedarik zinciri yonetimi alaninda
belirsizligin etkin sekilde dikkate alinamayisinin olumsuz etkisini giderek daha c¢ok
hissettiklerini  belitmekte ve arastirma sonuglarinin  uygulamada beklenen etkiyi
yaratmamasinin temel sebebi olarak bunu gérmektedir. Bu baglamda, bu proje perakende
tedarik zincirleri igin envanter planlamasi sorununa belirsizlik faktérlerini hesaba katarak
¢6zUm Uretmeye calismistir.

Yukarida yapilan acgiklamalar gergevesinde, tedarik zinciri envanter arastirmalarinin
uygulamada beklenen etkiyi gdsterebilmesi icin blylk dlgekli stokastik karar problemlerinin
¢ozllmesi gerekmektedir. Ancak klglk boyutlu stokastik problemler bile hesaplama
bakimindan zorluklar tasimaktadir. Bu alanda bazi basarilar elde edilmis olsa da
arastirlmayi ve ¢dzllmeyi bekleyen birgok soru bulunmaktadir. Bu arastirma projesinin
hedeflerinin baginda uygulamacilar i¢in tedarik zinciri envanter sistemlerinde belirsizlikle bag
etmeye donuk bir planlama cgergevesinin gelistirimesi ve belirsizlik altinda tedarik zinciri
envanter yonetimi arastirmalarina yeni bir yaklasim kazandirmak bulunmaktaydi. Bu hedefe
ulasmak icin talep belirsizligi ve tedarik siresi riski altinda beklenen maliyeti azaltmaya
donuk tedarik zinciri envanter politikalari  gelistiriimis; strateji parametrelerinin
hesaplanmasinda kullanilacak yeni tedarik zinciri envanter modelleri kurulmustur; kurulan
modelleri etkili sekilde ¢ézmek igin algoritmalar gelistirilmigtir.

3. ilgili Yazin

Bu arastirma projesinin ana temasini olusturan perakende tedarik zincirleri Gizerine
yayinlanan arastirmalar ve istatistikler konunun makro ve mikro 6lgekte dnemini agik sekilde
ortaya koymaktadir. ABD’de perakende sektérinin satis hacmi 2004 yilinda 3500 milyar
dolari asmistir (ABD Ticaret Bakanhg istatistikleri, http://www.census.gov/econ/www/). Bu
satis hacmini gergeklestirmek icin 1200 milyar dolarlik envantere ihtiya¢g duyulmustur. Bu
envanterin 450 milyarlik kismi tedarik zincirinin en alt seviyesi olan perakendeciler tarafindan
tutulmustur. Diger yandan envanter rakamlarinin yliksekligine ragmen perakende sektériinde
stoksuz kalinmayla ¢ok sik karsilasiimaktadir. Andersen Consulting tarafindan Coca-Cola
icin yapilan bir arastirma (Coca-Cola Research Council/Andersen Consulting 1996) siradan
bir giinde bir stipermarkette sunulan Urlnlerin %8.2’si icin stoksuz kalindigini belirlemistir.
Reklami yapilan Grunler icin bu deger %15.0’e yukselmektedir. S6zu edilen stoksuz kalma
durumu tum satiglarin %6.5’na karsilik gelmektedir. Alternatif Urlnler sunarak tiketicinin
talebinin karsilanmasi halinde dahi perakenciler toplam satiglarin %3.1’i kadar bir potansiyel
hasilati yeteri kadar stok tutmamak sebebiyle kaybetmektedirler (Lee 2003). Turkiye igin
benzer veriler bulunmasa da perakende sektérinin blydkliginden hareketle ¢ikarilacak
sonu¢ degismeyecektir.

Fisher ve digerlerine gore son 20 yilda indirimli satislarin toplam satiglar icindeki
payinin %8 seviyesinden %33’lere ylkselmesinin temel nedeni perakende sektdriinde tim
gerekli verilerin bilgisayar ortaminda tutuluyor olmasina ragmen bunlarin uygun sekilde
islenip kullanilmamasidir. Bu calismada 6zellikle perakende sektdriinde ortalama kar



marjlarinin %2-3 seviyelerinde oldugu hatirlatilip, bunun yaninda stoksuz kalma sebebiyle
kaybedilen hasilatin %10’unun ne kadar blyuk oldugu gézler énune serilmektedir. Fisher ve
digerlerinin (Fisher, Raman and McClelland 2000) perakende tedarik zincirlerinin
performanslarini artirmak icin iyilestirmenin gerekli gorildigu UGg¢ alandan birisi belirsizlik
altinda envanter planlamasidir.

Chen ve digerleri (Chen, Frank and Wu, US retail and wholesale inventory
performance from 1981 to 2004 2007) de perakende sektdriinde yaptiklari ve 23 yillik veriyi
kapsayan arastirmalari sonucunda ylksek envanter seviyesi ile calisan firmalarin hisse
senedi ortalama getirilerinin uzun vadede dislk oldugunu goérmuslerdir. Bir diger
calismalarinda (Chen, Frank and Wu, What Actually Happened to the Inventories of
American Companies Between 1981 and 20007 2005) ise 1981-2000 arasindaki 19 yillik
dénemde imalat sektorinde ortalama envanter tasima sureleri 96 ginden 81 gune inerken
(yilik %2 seviyesinde bir azalig), perakende sektorinde stokta tutulan nihai Urinlerde higbir
azalis gozlenmemistir. Bu sonuglar perakendeci seviyesinde envanter planlamasinda bir
basari kazanilamadidini gostermektedir.

Enslow tarafindan yapilan ve Aberdeen Group tarafindan yayinlanan (Enslow 2004)
raporda gunumuzde firmalarin %60’dan fazlasinin envanter planlamasinda uygun planlama
araglarini kullanmadiklarini ve bu firmalarin sahip olmalari gerekenden %15-30 daha fazla
envanterle galistigi ve servis duzeylerinin de duguk oldugu belirtilmigtir.

Tedarik zinciri ydnetimi alanindaki arastirma faaliyetlerinin uygulamada sonug
alabilmesi icin is dlnyasinin gevresini tanimlayan temel unsurlari dikkate almasi gereklidir.
Belirsizlik glinimiz is dinyasini tanimlayan en kritik faktérler arasindadir ve tedarik zinciri
yonetimi aragtirmalarinin merkezinde olmalidir. Wu ve digerlerine (Wu, et al. 1999) gére
belirsizligin planlamacilar icin karmasiklik yaratan bir faktér olduguna dair fikir birligi
bulunmasina ragmen mevcut planlama sistemleri veri icin nadiren belirlenimsiz (non-
deterministic) yaklasim kullanmaktadir. Buna iliskin bir dérnek olarak isletmecilik alanindan
Kurumsal Kaynak Planlamasi (Enterprise Resource Planning, ERP) ve diger kurumsal bilgi
ve planlama sistemlerinin nadiren rassalliga iliskin bilgi kullanmalari verilebilir. Yine Wu ve
digerlerine gore, bircok arastirmaci tedarik zinciri yonetimi alaninda belirsizligin etkin sekilde
dikkate alinamayisinin olumsuz etkilerini giderek daha c¢ok hissettiklerini belirtmekte ve
arastirma sonugclarinin uygulamada beklenen etkiyi yaratmamasinin temel sebebi olarak
gormektedir. Bu nokta gerceklestirilen arastirmanin esasini teskil etmekte ve proje
perakende tedarik zincirleri igin envanter planlamasi sorununa belirsizlik faktérlerini dikkate
alarak ¢6zUm Uretmektedir.

Belirsizlik altinda envanter planlamasina iligkin literatir incelendiginde ise (bakiniz
(Graves, Rinnooy Kan and Zipkin 1993), (Porteus 2002), (Zipkin 2000) ve (de Kok and
Graves 2003)) bircok farkh envanter politikasinin uygulamada yer buldugu gdrilecektir.
Bunlar arasinda (s,S), (s,Q), (R,S) gibi siparis noktasi (s), siparis miktarlari (Q), siparis
araliklari (R), envanter yukseltme seviyesi (S) parametrelerini sabitleyerek envanter kontroli
yapan politikalar 6ne ¢ikmaktadir.

Tek Urln ve tek stok noktasi durumu i¢cin —dogrusal elde stok tutma ve stoksuz kalma
maliyetleri ile sabit siparis maliyeti varsayimi altinda— Scarf (Scarf 1959) tarafindan ispat
edildigi Uzere (s,S) politikasi optimal maliyetli politikadir. Ancak bu varsayimlar, tanim geregi,
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hemen higbir perakende tedarik zincirine uygun degildir. Bunun birgok sebebi bulunsa da
temelde birgcok stok ve Uretim merkezinin dikkate alinmasi geregi ile birden ¢ok Uriin igin
planlama yapilmasi ihtiyaci (s,S) politikasinin artik optimal politika olma 6zelligini ortadan
kaldirir. Bu gevsetilmis varsayimlar altinda (s,S) politikasinin pratikte uygulanabilirligi de
kolay gérinmemektedir. Hatta tek Urin tek stok noktasi igin planlama yapmak gerektigi
zaman bile bir¢cok firma ileriye donik olarak higbir planlamaya imkan vermeyen (s,S)
politikasi yerine (R,S) tipi politikalari tercih etmektedir (bakiniz (Silver, Pyke and Peterson,
Inventory Management and Production Planning and Scheduling 1998)). Envanter alaninda
temel kaynak nitelijinde olan Silver ve digerlerinde isaret edildigi gibi 6zellikle birden ¢ok
ariin igin esanl siparis vermenin siparis maliyetlerini disirdigid durumlarda koodinasyon
imkant sunan (R,S) politikasinin diger politikalara Ustin oldugu ifade edilmistir. Bu
aciklamalar cergevesinde (R,S) politikasi perakende envanter sistemleri icin cazip bir
planlama platformu sunmaktadir.

Yukarida yapilan agiklamalardan anlasilacadi lzere perakende tedarik zinciri
envanter planlamasinin temel karakteristigini ¢cok drtnlalik, cok merkezlilik ve belirsizlik ifade
eder. Belirsizligi konu alan envanter yazini incelendiginde hemen tamaminin duraganlik
(stationarity) varsayiminda bulundugu gérulir. Oysa bir ¢ok sektérde —bunlarin basinda
perakende sektori gelmektedir— talep duragan olmayan (non-stationary) bir desen gosterir.
Dolayisiyla yapilan arastirmalarin uygulamada beklenen etkiyi yaratabilmesi igin belirsizlik
duragan olmayan bir yapida tanimlanmalidir. (R,S) politikasi ile ilgili literatir incelendiginde
duragan olmayan talep varsayiminda bulunan ilk yayinin Silver'a (Silver, Inventory control
under a probabilistic time varying demand pattern 1978) ait oldugu gérulur.

Silver (Silver, Inventory control under a probabilistic time varying demand pattern
1978) stokastik dinamik parti buydkliga problemine sezgisel bir yaklagim 6nerir. Bu ¢alisma,
donemsel ortalama maliyeti hesaplayan Silver-Meal (Silver and Meal, A heuristic for
selecting lot size requirements for the case of a deterministic time-varying demand rate with
discrete opportunities for replenishment 1973) sezgisel yaklasiminin stokastik strimudr.
Silver'in sezgisel yaklagimi (i¢ adimdan olusmaktadir. ilk adim, ne zaman siparig verilecegini,
ikinci adim siparigin ka¢ donemi kapsayacagini, tg¢incl adim ise siparis miktarini bulmaya
yoneliktir. Bu calismayi takip eden bir diger sezgisel yontem ise Askin (Askin 1981)
tarafindan énerilmigtir.

Duragan olmayan talep altinda (R,S) politikasi i¢in ilk matematiksel programlama
modeli (statik-dinamik belirsizlik stratejisi olarak adlandiriimistir) Bookbinder ve Tan
(Bookbinder and Tan 1988) tarafindan onerilmistir. Bu stratejiye gére planlama ufku basinda
tedarik donemleri Wagner-Whitin (Wagner and Whitin 1958) tipi bir dinamik programlama
modeli ile belirlenmekte ve belirlenen bu doénemler icin envanter yukseltme dizeyleri
dogrusal programlama ile bulunmaktadir. Bookbinder ve Tan’nin c¢alismasi, siparis
dénemlerini ve bu dénemlerdeki beklenen siparis miktarlarini iki adimda hesaplayan bir diger
sezgisel yaklagsimdir.

Bookbinder ve Tan’in kullandiklari varsayimlar altinda problemin ilk optimal ¢6zimu
Tarim ve Kingsman (Tarim and Kingsman, The stochastic dynamic production/inventory lot-
sizing problem with service-level constraints 2004) tarafindan geligtirilen kesinlik dengi
(certainty equivalent) karigik tamsayir programlama (MIP) modeli ile bulunmustur. Bu
formulasyon yardimiyla optimallikten taviz verilmeden siparis donemleri ve envanter
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yukseltme seviyeleri esanli olarak bulunabilmektedir. Bookbinder-Tan ve Tarim-Kingsman
calismalarinin ortak varsayimlari her ikisinde de stoksuz kalma maliyeti yerine servis dizeyi
kisitinin kullaniimasidir. Tarim ve Kingsman bu c¢aligmalarini takiben servis duzeyi kisiti
yerine stoksuz kalma maliyetini dikkate alarak (R,S) politikasi icin politika parametrelerini
hesaplayacak dogrusal olmayan bir model kurmuslar ve daha sonra bu model i¢in parcali
dogrusal bir tamsayi programlama modeli énermislerdir (Tarim and Kingsman, Modelling and
Computing Policies for Inventory Systems with Non-Stationary Stochastic Demand 2006).
Geligtirilen bu kombinatoryel optimizasyon modellerinin énemli bir envanter planlama
problemine ¢6zUm Onermesine karsin uygulamada ancak klguk Olgekli uygulamalarin
sonuglandiriimasi mimkin olmustur. Hesaplamada karsilasilan bu gicligld asmak Uzere
Tarim ve Smith (Tarim and Smith, Constraint Programming for Computing Non-Stationary
(R,S) Inventory Policies 2008) Yapay Zeka alaninda gelistirilen Kisit Programlama
(Constraint Programming, CP) teknigini kullanarak ¢ok daha hizli ¢é6zim elde etmeyi
basarmiglardir. Bunu takiben Tarim ve digerleri tarafindan gelistirilen bir MIP/CP hibriti
modelle duragan olmayan talep altinda tek Urlin ve tek stok noktasi igin tim pratik
uygulamalarda makul sirede planlama yapmak muimkin olmustur (Tarim, Rossi, et al.
2008).

Buraya kadar verilmis olan literatirden de acgikga gorilecegi Uzere ¢ok Urln, esanh
siparisler, olasiliksal tedarik sureleri ve ¢cok stok/uUretim noktasinin dikkate alindigi (R,S) tipi
politikalar Uzerine calismalar ise ilk defa bu proje kapsaminda yapiimistir. Bu arastirma
projesinin uygulamada ve teoride buyUk bir boslugu doldurdugu aciktir.

Gelistirilen modeller en zor optimizasyon problemi sinifina giren dogrusal olmayan
stokastik kombinatoryel optimizasyon modelleri turindedir. Bu modeller icin kullanilan
yaklagimlar arasinda dekompozisyon algoritmalari (6rnegin Tarim ve Miguel (Tarim and
Miguel, A Hybrid Benders' Decomposition Method for Solving Stochastic Constraint
Programs with Linear Recourse 2006)), senaryo indirgeme yéntemleri (6rnegin Kleywegt ve
digerleri (Kleywegt, Shapiro and de Mello 2002) ve Santoso ve digerleri (Santoso, et al.
2005)), sezgisel yaklasimlar (6rnegin Van Hentenryck ve Bent (Van Hentenryck and Bent
2006)) ve hibrit yontemler (6rnegin (Hnich, et al. 2004)) bulunmaktadir.

4. Turkiye’de Perakendecilik ve Envanter Yonetimi

Turkiye’de faaliyet goOsteren perakendeci firmalarin tedarik zinciri envanter
planlamasina iligkin 6ncelikli sorunlarini ve kullanmakta olduklari karar destek sistemlerini
belirlemek, ve mevcut envanter planlama yaklagimlarinin bir fotografini gekebilmek amaciyla
br saha calismasi gergeklestiriimistir. Bu ¢alismanin kapsami sektoérl temsilen stipermarket
dizeyindeki perakendeci firmalarla sinirlandinimistir. Perakende sektériinde faaliyet
gosteren firmalarin gesitliligi ve sayilarinin goklugu, éngérulen proje butgesi ve proje suresi
kisitlar1 altinda, bu tir bir sinirlandirmaya gidilmesini zorunlu kilmistir. Saha c¢alismasina
konu edilecek olan firmalar “Soysal Tlrkiye Perakende Katalogu -- 2005” (S. Soysal:
istanbul, 2005) stipermarketler bélimiinde listelenen firmalardan secilmistir.

12



ilk olarak perakende tedarik sistemlerine iliskin mevcut karar destek sistemlerinin
envanterinin cikarilmasina doéndk olarak kapsamli bir arastirma yapilmistir. Arastirma
sonuglari mevcut sistemlerin fonksiyonelliklerini 6zetleyen bir rapor (Rapor-l) halinde ekte
(Ek-1) sunulmustur. Bu arastirma neticesinde halihazirda kullanilan sistemlerinin (bir istisna
haricinde) envanter planlamasi slrecinde higbir belirsizlik unsurunu dikkate almadiklari
ortaya cikmigtir. Talep belirsizligini dikkate alan tek bir yazihminda sadece duragan talep
varsayimi altinda calisti§i gérilmustir. incelemeye iliskin ayrintilar asagida dzetlenmistir.

Gorlusmelerde sorulan baslica sorular sunlardir:

o llgili ERP yazilimi stokta tutulan kalem bazinda stok takibi yapabiliyor mu?

e Yazilim talep tahmini yapabiliyor mu? Cevap eger evet ise talep tahmini tek dénemli
(tek bir hafta/ay/yil) mi yoksa ¢ok donemli (birden ¢ok hafta/ay/yil) mi yapiliyor?

e Yapilan bu tahminler nokta tahmini seklinde mi gergeklegiyor, yoksa tahminleme
hatalar da tespit edilebiliyor mu?

¢ Yazilim kullaniciya ne zaman ve ne kadar siparis verilecegini sdyleyebiliyor mu?

e Yazilim guvenlik stogu hedefi sunabiliyor mu?

e Gulvenlik stogu belirlemede kullanilan yéntemler/kurallar/yaklasimlar nelerdir?

e Gulvenlik stogu dizeyi optimal bicimde hesaplanabiliyor mu?

Gorusmelerde, yukaridaki sorularin isiginda mevcut ERP yazilimlarinin hangi
intiyaclari ne olclide giderebildikleri belirlenmeye calisiimistir. Bu gérismelerin sonucunda
elde edilen bilgiler asagida Tablo 1’de toplu olarak sunulmustur.

Gorusmeler yapilmadan dnce mevcut ERP yazilimlarinin stok takibi ve talep tahmini
yapabildikleri tahmin ediliyordu. Fakat bircogunun gerek deterministik gerekse stokastik
planlama yoninden yetersiz kalacag! dustnulmekteydi. Gérugsmeler sonucunda sadece SAS
sirketinin yaziiminin duragan stokastik planlama yapabildigi tespit edilmistir. Birka¢ blyuk
yazilim firmasinin deterministik planlama yapabildikleri, geriye kalan firmalarin ise tahmin
yapabilmekten 6teye gidemedikleri ortaya ¢ikmistir.

Arastirma dahilindeki higcbir sirketin duragan olmayan talep altinda stokastik planlama
yapamamasil, bu yonde yapilacak g¢alismalarin énemini ve gerekliligini géstermistir. Bununla
birlikte ¢ok uluslu olan yazilim sirketlerinin Uriinlerinin genellikle buyuk sirketlerin kullandig,
yerel bazda olan yazilim sirketlerinin ise kiglk ve orta buyulklikteki sirketlere yonelik Grin
gelistirdikleri tespit edilmistir.

ERP yazilimlarin bircodu oOncelikle imalat sanayiinde faaliyet gdsteren isletmelerin
intiyacglarini karsilamaya dontk olarak hazirlanmistir. Perakende sektérine yonelik ¢ézimler
de, bu paketlere ilave edilmis veya ayri bir paket halinde piyasaya sunulmustur. Bu ylzden
birgcogunun eksigi bulunmasi ile birlikte ginden gline bu eksiklerin gideriimeye c¢alisiimakta
oldugu goérulmastdr.

Proje kapsaminda ele alinan perakende tedarik zinciri envanter ydnetimi
optimizasyon modelleri duragan olmayan talep varsayimini tagimaktadir. Bu raporda sunulan
bulgular, gelistirilen modellerin ve ¢ézim ydntemlerinin bahsi gecen ¢abalara biylk destek
vermenin de 6tesine gegecegi ve bu tartismalarin merkezine oturacagi bekletimizi destekler
niteliktedir.
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Planlama Planlama
Tablo 1 Ongorii Deterministik Stokastik
Duragan
izleme | Nokta Hata Heuristik Optimal |Duragan Olmayan

SAPR/3 v v v v v x x
Oracle v v v v v x x
INFOR ERP(Baan) v v v x x x x
IFS Application v v v x x x x
SAGE MAS 500 v v v x x x x
CANIAS ERP v v v x x x x
SAS v v v v v v x
Fusion@6 v v x x x x x
LOGO Unity v v x x x x x
OBASE v v x x x x x
Wolvox v v v x x x x
Micro v v x x x x x
Compiere v x x x x x x
ERP5 v x x x x x x
GNU ERP v x x x x x x
SQL Ledger v x x x x x x
OFBiz v x x x x x x
Opentaps v x x x x x x
Openbravo v x x x x x x
OpenERP v x x x x x x
OpenPro v x x x x x x
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Turkiye'nin supermarket zincirlerinin tamamina yakiniyla goérusulmus ve envanter
planlamasi icin kullandiklari sistemler hakkinda bilgi edinilmigtir. Gorlismeler sektorde
belirsizlik altinda envanter planlamasina dénik herhangi bir sistematik veya "ad hoc"
uygulamanin olmadigini gostermistir. Ayrica firmalar ellerinde bulunan yazilimlarin mevcut
fonksiyonlarini dahi ¢ogu zaman kullanmadiklarini, sadece birer envanter seviyesi izleme
araci olarak bu yazilimlardan istifade ettiklerini sdylemiglerdir. Buna iligskin rapor (Rapor-Il)
ekte (Ek-2) sunulmustur.

Bu raporun amaci Turkiye perakende sektérinde faaliyet gésteren slipermarketlerin
tedarik zinciri yonetimi igin kullandiklari envanter yonetim yazilimlarini belirlemek ve tedarik
zinciri ydnetiminde bu yazilimlardan ne él¢ide faydalandiklarini tespit etmektir.

Arastirma kapsaminda 31 firma ile gérisme yapilmistir. Elde ettigimiz bulgular
temelde sektor tarafindan kullanilan yazilimlarin etkin sekilde belirsizlikle bas edebilecek
fonksiyonelliJe sahip olmadiklarini ve ¢ogu zamanda bu yazilimlarin sundugu temel
fonksiyonlarin bile firmalar tarafindan uygun organizasyonel surecler ve uzmanlk
bulunmadigi i¢in kullaniimadidini gdstermektedir.

Genel olarak baktigimizda, sadece 2 slipermarket zinciri yazilimlarinin talep tahmini
yapabildigini ve tahmin hatasina iligkin bilgi sundugunu belitmigtir. 9 sUpermarket
yazihmlarinin sadece talep tahmini yapabildigini bildirmistir. 1 sipermarket ise ERP yazilimi
kullanmadiklarini belirtmistir.

Yukaridaki tabloya baktigimizda higbir sUpermarketin deterministik planlama
yapmadigi goérulmektedir. Buradan yola c¢ikarak, ginimiz Tirkiye perakende sektérinde
faaliyet gosteren supermarketlerde yonetici deneyimlerinin, siparis kararlarinda hala en
Onemli faktdr olduguna ulasabiliriz. Ayrica yaptigimiz gérismelerde ulastigimiz bir bagka
sonug ise, yazilimlarin bircogunun sipermarketlerde ¢ok gorulen mevsimsel satig, indirim,
kampanya gibi durumlara 0Ozel c¢6zumlerinin olmayigidir. Bu da siparis miktarlarinin
belirlenmesinde hala yoneticilerin neden kisisel tecriibelerine dayanarak karar verdiklerini bir
noktaya kadar agiklamaktadir.

Slpermarketlerin belirsizlik altinda ihtiyaglarina cevap verecek yeni ve kapsamli
envanter planlama sistemlerine ihtiya¢ oldugu agiktir. Ote yandan bu yazilimlarin var olmasi
halinde dahi etkin gekilde kullanilabilecegine dair bir bulgu yoktur. Bu noktada yoneticilerin
gerekli egitimden gecirilmesi, bilinclendiriimesi ve teknik ekibin yazilimlarin fonksiyonellikleri
hakkinda bilgilendirilmesi gerekliligi ortadadir.

Bu incelemenin sonucunda karar destek sistemi yazilimi Ureten firmalarin duragan
olmayan belirsiz talep altinda planlamaya yapmaya donutk Urlnlerinin bulunmadigi ve
stipermarket zincirlerinin de bu hususta tanimli bir politika izlemedikleri gorilmustr.

Bu sonuclar arastirma projemiz kapsaminda gelistirilen modellerin ve ¢6zim
tekniklerinin énemli bir boslugu dolduracagina isaret etmektedir.
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5. Envanter Yonetimi icin Yeni Yaklagsimlar

Perakende tedarik zincirlerinde belirsizlik altinda envanter planlamasinin tasidigi
teorik ve teknik gugliklere ¢ézim uretmek bu projenin temel amacidir. Bu bdlimde bu
glgliklerin nasil ele alindigi ve kullanilan temel modelleme ve ¢dzim paradigmalarinin neler
oldugu konusunda teknik ayrintiya girmeden &zet bilgi sunulmustur. Yapilan her bir
¢alismanin ayrintili sekilde sunumu eklerde verilmigtir.

Proje kapsaminda ydurutilen teorik calismalar iki ana grupta tasnif edilebilir. Bu
gruplardan ilki belirsizlik altinda karar almaya donik olarak yeni tekniklerin gelistiriimesiyle
ilgilidir. Bu gruptaki calismalar genel amagh olup daha ¢ok belirsizligin rol oynadid: karar
problemlerinin modellenmesine ve c¢ézumuine iliskin kullaniciya platformlar sunmaktadir.
ikinci grup calisma da ise belirsizlik altinda envanter yénetimi ve planlamasi problemi dikkate
alinmistir. Asagida ilk olarak gelistirilen, belirsizligi ydnetmeye donuk genel amacli, teknikler
ve platformlar sunulmus, ardindan envanter ve tedarik zinciri yoOnetimi alanindaki
calismalarimiz 6zetlenmistir.

Burada 6zetlenecek olan ilk ¢alisma belirsizlik altinda karar almaya doénuk olarak
tasarlanmis bir teknik olan “stokastik kisit programlama” (Stochastic Constraint
Programming, SCP) icin etkin ¢6zim ydntemlerinin gelistiriimesini hedeflemektedir. Kisit
programlama Yapay Zeka alaninda geligtirilen bir tekniktir ve kombinatoryel karar
problemlerinin  ¢éziminde kullaniimaktadir. SCP’nin  Yéneylem Arastirmasi temel
tekniklerinden olan Matematiksel Programlama’ya karsi en belirgin Ustinliglu dogrusal
olmayan stokastik kombinatbryel eniyileme problemlerinin modellenmesine ve ¢dézimine
imkan vermesidir. Perakende tedarik zinciri envanter planlamasinin bu tir bir stokastik
kombinatéryel optimizasyon problemi olmasi bu modelleme yaklagsimini proje calismasi igin
anahtar hale getirmistir. Stokastik Kisit Programlama yardimiyla kurulacak modellerin
perakende tedarik zinciri envanter planlamasi alaninda uygulanabilirligini saglamak icin etkin
¢6zUm algoritmalarinin gelistiriimesi gerekmistir. Bu algoritmalarin gelistiriimesi arastirma
projesinin teorik kapsamini olusturan ana is paketlerinde ele alinmistir. “Cost-Based Domain
Filtering for Stochastic Constraint Programming” bashgi altinda yapilan bu ¢alismalarda
Yapay Zeka ve Yoneylem Arastirmasi alanindan segilen bazi teknikler melez olarak karar
degiskenlerinin tanim kidmelerinin filtre edilmesinde kullaniimis ve bdylece ¢6zim sireleri
onemli Olglide kisaltiimistir. Lecture Notes in Computer Science, LNCS 5202'de yayinlanan
ve TUBITAK destegini belirten bu g¢alismanin tam metni Ek-3’de sunulmustur. Bu calisma
arastirma projesinin konusu olan talep belirsizligi altinda envanter yonetimi gibi stokastik
kombinatéryel optimizasyon problemlerinin ¢dzimu icin kullanilabilecek temel bir teknigin
etkin sekilde ¢6zUmunU saglamistir. Makalenin giris kisminda genel motivasyon ve ¢alisma
konusu verilmistir. ikinci bélimde “kisit saglama problemi” (constraint satisfaction problem)
nin stokastik versiyonu formal olarak tanimlanmis ve semantigi verilmistir. Bu semantigin
optimizasyon amagli olan kisit sadlama problemi iginde gecerli oldugu ifade edilmistir.
Uclincii bélimde belirsizlik tasiyan bir problemde belirsizligi dikkate alarak ¢ézim almanin
saglayacagi fayda fonksiyonundaki artisa iliskin bazi dnermelerde bulunulmustur. Bu
onermeler Jense ve Edmundson-Madansky tipi sinirlarin bir ifadesidir. Dérdiinct bolim kisit
programlama igin yeni gelistirilen bir kisit olan “global optimization chance-constraint” in
sunumunu yapmaktadir. Bu kisit 6zellikle servis dizeyi altinda envanter planlamasi g6z
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onunde bulundurularak tasarlanmigtir. Bu bdélimde ayrica tanimlanan “global optimization
chance-constraint” igin etkin hesaplama yontemleri &énerilmistir. Besinci bolimde “sirt
¢antas!” probleminin (knapsack problem) stokastik varyansyonu ve bir stokastik cizelgeleme
problemi lGzerinden dnerilen tekniklerin etkinligi sinanmistir. Sonuglar incelenen problemlerin
cozum suresinde 100 kata varan iyilegsmelerin oldugunu gostermigtir.

Benzer amagli olarak ydiritilen bir baska calisma ise “A Steady-State Genetic
Algorithm with Resampling for Noisy Inventory Control” baslikli ¢alismadir. Bu ¢alismada
stokastik kisit programlama yerine Yapay Zeka alanindan bir baska teknik olan Genetik
Algoritmalar kullaniimistir. Projede calisilan (R,S) envanter kontrol modelinin ¢ézimi ve
bdylece siparis kontrol parametrelerinin hesaplamasina doénidk olarak yeni bir teknik
Onerilmistir. Yapilan nimerik testler gelistirilen bu teknigin stokastik envanter planlamasi icin
son derece etkili oldugunu gdéstermistir. Bu calisma Lecture Notes in Computer Science
serisinde LNCS 5199 numara ile yayinlanmis ve tam metni Ek-4'de sunulmustur. Yine bu
calisma da makalede TUBITAK destegini not etmektedir. Makalenin ilk bélimiinde Genetik
Algoritmalar ve diger Evrimsel Hesap Algoritmalarina iligkin bir yapisal problemden
bahsedilmis ve buna iligkin yeni bir ¢dzim O6nerisinde bulunulmustur. Bu problem
kromozomlarin uygunlugunun direkt olarak belirlenememesi, fakat O6rneklem Uzerinden
bulunmaya calisiimasidir. Bu yaklasim kacginilmaz olarak “gurdlti”ye (bir tir hataya) sebep
olmaktadir. Bu bélimde ayrica ilgili literatiire yer verilmistir. ikinci bélimde 6nerilen algoritma
verilmigtir. Bu algoritmaya “greedy average sampling” adi verilmistir. Bu algoritmada
hesaplamada ek olarak yeni bir parametrenin belirlenmesi gerekmektedir. Ancak diger
tekniklerde oldugu gibi blylk ana kutle ile galisma ve giriltinin dagdilimi Gzerine kisitlayici
varsayimlarda bulunma gerekliligi yoktur. Uclincii bélimde gelistirilen algoritmanin
denemelerinin yapilacagd stokastik envanter problemi tanimlanmigtir. Dordincu bdlumde
ndmerik deneylere iliskin sonuglar sunulmustur. Deneyler énerilen algoritmanin literatiirde
bilinen ve yaygin olarak kullanilan dort teknidin hepsinden iyi sonuglar verdigini gostermigtir.
Bu calisma proje kapsaminda ele alinan envanter problemlerinden bir tanesi igin dnerilen
genel bir teknigin etkinligini gostermistir. Diger bir deyisle, bu calismada incelenen bir
envanter problemine sadece bu probleme 6zgli olmayan, fakat genel amacli olarak
kullanilabilecek bir teknikle ¢ézim bulunmustur.

Ek-4'te sunulan calismanin bir varyasyonu ise Pekistirmeli Ogrenme (Reinforcement
Learning) algoritmalari ve Genetik algoritmalarina bir alternatif olarak Cultural algoritmalarin
denenmesi Uzerinedir. SARSA gibi pekistirmeli 6grenme algoritmalari ve genetik algoritmalar
“kismi olarak gézlenebilen Markov karar suregleri”’nin (Partially Observable Markov Decision
Processes) analizinde kullanilan temel tekniklerdir. Bu tir Markov slrecleri stokastik
envanter planlamasinda 6nemli rol oynamaktadirlar. Bu ylzden bahsi gegen slreglerin
analizinin etkin olarak yapilabilmesi stokastik envanter sistemlerinin de kolaylikla ¢é6zimi
anlamina gelecektir. “A Cultural Algorithm for POMDPs from Stochastic Inventory Control”
baslikli ¢alismada (R,S) envanter kontrol politikasi POMDP olarak modellenmis ve
¢6ziminde ilk olarak SARSA ve genetik algoritmalar kullaniimigtir. Ardindan bu makalede
Onerilen “cultural” algoritma ile envanter kontrol parametrelerinin hesaplamasi yapilmistir.
Elde edilen sonuclar “cultural” algoritmanin her iki alternatiften de iyi sonu¢ verdigini
gOstermistir. Bu calisma yukarida bahsedilen ¢alismalar gibi belirsizlik altinda karar almaya
donuk olarak gelistirilen bir stokastik kombinatoryel optimizasyon teknigi olarak gérulmelidir.
Ayni zamanda genel amagl olan bu teknigin stokastik bir envanter problemine etkin ¢6zim
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sagladigi gosterilmigtir. Calisma Lecture Notes in Computer Science, LNCS 5296'da
yayinlanmistir. Calismanin tam metni Ek-5te verilmigtir.

Envanter yodnetimi alaninda gerceklestirilen ve talep belirsizligini dikkate alan
¢alismalarin ¢ok buylk bir kismi duragan talep varsayiminda bulunmaktadir. Dogasi
itibariyla perakendecilik sektériinde talep dénemsellik gdstermektedir. Dolayisiyla perakende
sektoriinde kullanilacak olan envanter planlama sistemlerinin bu talep karakteristiklerini g6z
onlne almasi gerekmektedir. Proje baslangicinda gergeklestirilen saha ¢alismasinin
bulgulari g¢ercevesinde, daha 6nce yapilmasi planlanan "halihazirda kullanilan stratejilerin
performanslarinin élgtilmesi" ¢alismasinda stipermarket zincirlerinde belirsizlikle bas etmege
doénik tanimli ve genel gecer herhangi bir politika tespit edilemedidi icin stUpermarket
zincirlerinin uygulamalari yerine bu zincirler igin Uretilen yazihimlarin kullandiklari politikalarin
performansinin incelemesi yapilmistir. Mevcut envanter planlama yazilimlarina bakildiginda
sadece SAS'In, o da duragan talep varsayimi altinda, talep belirsizligini dikkate aldigi ortaya
cikmigtir. Bu gergevede "duragana indirgenmis duragan olmayan talep" yaklasiminin
performansi optimal politika ile karsilastirimistir. Boylece planlama yazilimlari arasinda en
gelismis model tabani bulunanin performansi hakkinda yorum yapmak mimkuin olmustur. Su
anda “Omega” dergisinde hakem surecinde olan bu calisma Ek-6’da sunulmustur. Bu
calisma, oOzetle, talep belirsizliginin dénemsellik arz ettigi durumda -- ki, bu perakende
sektorinde kargilasilan temel talep durumudur — literatirde yaygin olarak incelenmis bulunan
duragan envanter ydnetim politikalarinin optimal maliyetlerinin, gercek talep deseni olan
duragan olmayan stokastik suregler dikkate alindiginda ve bunun ig¢in envanter kontrolU
yapildigindaki maliyetlerden ¢ok daha yiksek oldugunu gdstermistir. Calisma duragan
olmayan talebin duragan varsayilarak envanter yonetiminin optimalden uzak sonuclar
verdigini gostermistir ve gergek talep deseninin kullanilmasinin énemine isaret etmistir.

Perakende tedarik zincirlerinin yonetiminde dikkate alinmasi gereken en 6nemli
faktorlerden biri kullanilacak olan politikalarin belirsizlige karsi duyarliigidir. Duyarlilig
yliksek olan politikalar kiiglik dalgalanmalara asiri tepki vererek tedarik zincirinin batlintinde
dalgalanmaya sebep olmaktadirlar. Bu ylzden “saglam” (robust) politikalarin gelistiriimesi
perakende tedarik zincirleri agisindan 6nem tasimaktadir. Bu kapsamda yayinlanan “Finding
reliable solutions: event-driven probabilistic constraint programming” calismasi glvenilir ve
saglam politikalarin belirsizlik altinda gelistiriimesini saglayan yeni bir planlama platformudur.
“Event-driven probabilistic constraint programming — EDP-CP” adi verilen bu cerceve
stokastik kisit programlama mantigina dayanmaktadir ve bu cercevede daha d6nce higbir
modelleme paradigmasi ile ifadesi direkt olarak mimkin olmayan problemlerin modellemesi
ve ¢Ozumu yapilabilmektedir. EDP-CP politikalarin duyarlihdi ve katlaniimasi beklenen
maliyet arasindaki 6dunlesmelerin (trade-offs) incelenmesinde 6nemli rol oynayacak bir
teknik olarak gdrulmektedir. Bu ¢alisma Annals of Operations Research’de yayinlanmigtir ve
TUBITAK destegini belirtmektedir. Bu makalenin tam metni Ek-7'de sunulmustur. Makalenin
ilk boliminde bu makalede sunulan EDP-CP tekniginin yakindan ilgili oldugu sans kisitli
stokastik programlama gibi tekniklerle olan benzer ve farkli yénleri tartisilmistir. ikinci
bdélimde bu tur bir modelleme ve ¢6zum platformuna neden ihtiya¢c duyuldugu bir tedarik
zinciri/dagitim planlamasi problemi Uzerinden verilmigtir. Farkli modelleme paradigmalarinin
bu problemi nasil ele alabilecedi ayrintili olarak tartisiimistir. Uglincli bélimde EDP-CP
platformu formal olarak tanimlanmistir. Dérdinci bélimde bu platform kullanilarak kurulan
modellerin  ¢dzimune iliskin yaptigimiz c¢alismalar sunulmustur. Bu tip modeller igin
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Onerdigimiz tam c¢6zim algoritmasi maalesef problemlerin dogasi geregi hizh ¢6zim
uretememektedir. Bu sakincayi! ortadan kaldirmak igin, optimallikten fedakarlikta bulunma
kosuluyla, bir yaklasik sonu¢ Ureten senaryo indirgeme teknigi takip eden bdlimde (Bolim 5)
verilmistir. BOlim alti, farkli 6érnek problemler lzerinden modelleme ve ¢6zim yontemini
aciklamaktadir. Bu boélimde ele alinan problemler: olasiliksal tedarik zinciri planlama
problemi, olasiliksal cizelgeleme problemi ve olasiliksal Uretim planlama/sermaye
butcelemesi problemidir. Yedinci bolimde ilgili literatir Gzerine bir tartisma yapilmigtir.

EDP-CP yaklasiminin ilham aldigi c¢alisma Liu-lwamura’nin  “bagimh sans
programlama” (dependent chance programming) teknigidir. Ancak bu teknigin tasariminda
ortaya ¢ikan bazi yanhgliklar ve eksikler bu proje galismalari sirasinda fark edilmis ve bunun
icin bir dizeltme yayinlanmistir. Bu dizeltme “A note on Liu—-lwamura’s dependent-chance
programming” basligiyla European Journal of Operational Research’te yayinlanmistir. Bu
makale Ek-8te sunulmustur. Ozetle, Liu ve Iwamura tarafindan onerilen modelleme
yaklagiminda tim kararlar arasindaki iliski karar degiskenlerinin degerinden bagimsiz olarak
varsaylimistir. Ancak bunun dogru olmayacagi bircok durum vardir. Ve ¢alismada aykiri bir
ornek Uzerinden Liu-lwamura’nin varsayimlarinin yanlis sonug¢ verdigi gosterilmistir. Diger
tim calismalarda oldugu gibi bu galismada TUBITAK destegini belirtmektedir.

Bir kisminin proje Oncesi c¢alismalara dayandigi “A multi-objective stochastic
programming approach for supply chain design considering risk” baslikli ¢alisma
International Journal of Producton Economics dergisinde yayinlanmistir. Bu makalede,
belirsizlik altinda tedarik zinciri tasarimi igin gok amagli bir stokastik programlama yaklasimi
geligtirilmistir. Talepler, arzlar, islem sireleri, nakliye sireleri, stoksuz kalma ve kapasite
artirma maliyetlerinin tamami rassal degisken olarak alinmistir. “Saglam” (robust) bir model
kurabilmek icin, konvansiyonel tedarik zinciri tasarimi problemine iki yeni amag fonksiyonu
eklenmistir. Boylece, ¢cok-amacli olarak kurulan model (i) simdiki yatirrm ve gelecekte ortaya
clkacak islem, tasima, stoksuz kalma ve kapasite genisletme maliyetlerinin beklenen
degerinin toplamini minimize etmek, (ii) toplam maliyetin varyansini minimize etmek, ve (iii)
finansal riskin, ya da belirlenmis but¢enin asiimasi olasiliginin minimize etmek hedeflerini
gerceklestirmektedir. Tam olarak glvenilemeyen arz ve belirsizlik sonrasi kapasite
genigletme durumlarinin dikkate alindigi bir model énerilmistir. Bu modelin ¢ézimu icin “goal
attainment” teknigi kullanilarak Pareto-optimal ¢dézimler elde edilmistir. Bu ¢alismanin tam
metni Ek-9’da verilmistir. Calisma TUBITAK destegini belirtmektedir.

Projenin ana temalari olan envanter yonetimi ve belirsizlik ¢ergevesinde yaptigimiz
calismalardan bir digeri de Journal of Combinatorial Optimization dergisinde yayinlanan
“Scheduling internal audit activities: a stochastic combinatorial optimization problem” baslikli
makaledir. Bu makale esas itibariyle bir envanter problemini ele almamaktadir. Ancak ele
alinan problem, ki bir muhasebe denetim problemidir, envanter modelleriyle
iliskinlendirilmistir. Bu iliskilendirme konu baglaminda olmayip tamamen modelleme tabanli
bir analojiye dayanmaktadir. Diger bir deyisle, bir muhasebe denetim problemi sanki bir
envanter problemiymis gibi dusunulip, envanter planlamasi igin geligtirilen modellerle
¢ozlulmustir. Bu makale esas olarak yaptigimiz envanter ¢alismalarinin sadece envanter
alani ile sinirh olmayip ¢ok daha uzak alanlarda da belirsizlik altinda karar alma
problemlerinin ¢ézumuinde kullanilabilecegini gdstermektedir. Makalenin basiimig kopyasi
Ek-10’da sunulmustur.
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Arasgtirmalarimizin temel hedeflerinden olan stokastik envanter planlamasi modelleri
icin etkin ¢6zUm yoOntemlerinin  gelistirimesine yodnelik olarak gerceklestirdigimiz
calismalardan bir digeri de Ek-11'de sunmus oldugumuz “A state space augmentation
algorithm for the replenishment cycle inventory policy” bashklh calismadir. Bu makale
International Journal of Production Economics dergisinde yayina kabul edilmistir. Calisma
envanter politikalari arasinda énemli bir yer tutan ve doért temel politikadan biri olan (R,S)
envanter politikasinin en genel hali olan duragan olmayan talep altinda ¢ézimine doénuk
yeni ydntemlerin gelistiriimesini konu edinmistir. Diger temel politikalar (s,S), (s,Q) ve (R,s,S)
dir. (R,S) icin kullanilan karisik tamsayi programlama modelinin ancak klglk ve orta
blyUklikteki problemler icin makul stirede ¢ézim verebilmesi, blylk endstriyel élgekteki
envanter problemlerinin ¢6zUmine doénuk yeni tekniklerin geligtiriimesi mecburiyetini
dogurmustur. Calisma bu ihtiyaca binaen yapilmistir. Kullanilan temel teknik dinamik
programlamadir. Dinamik programlama konvansiyonel sekliyle kullanildiginda bu problem
icin etkili bir cozUm yontemi degildir. Ancak bu calismada gosterildigi Uzere, bazi filtreleme ve
“augmentation” (birlestirme) teknikleri kullanilarak en blyuk (R,S) modelleri igin dahi optimal
politika parametrelerinin hesaplanmasi kolaylikla yapilabilmektedir. Bu teknigin ardinda yatan
temel fikir duragan olmayan (R,S) modelinin esnetilmis (relaxed) halinin bir sebeke olarak
gosterilebilmesi ve bu gsebekenin en kisa yol problemine karsilik gelmesidir. Bu en kisa yol
probleminin ¢6zUmd mumkin bir ¢ézim vermeyebilir; ¢inkl esnetilmis probleme karsilik
gelmektedir. Bu sebeke Uzerinde ilk olarak orijinal sebekeyi kiglltmek Uzere alt-optimal
olduklari ispat edilebilen yaylarin filtrelenmesi yapiimistir. Daha sonra elde edilen indirgenmis
sebeke optimal ¢6zUmU verecek sekilde yeniden kurulmustur. Bu teknikle elde edilen nihai
sebeke mevcut en kisa yol algoritmalari ile son derece hizli sekilde ¢dzilebilmektedir.
Yapilan numerik deneylerde 200 ddnemlik problemlerin 1 saniyenin altinda bir sirede
¢ozUuldigu godsterilmistir. Karisik tamsayi programlama formilasyonunun 50 dénemlik
problemleri cézmesinin saatler aldigi distnulirse elde edilen ¢6zUm hizinin bluyUkligu daha
iyi anlagiimaktadir.

Bu arastirma projesinde kullanilan temel envanter yonetim politikasi (R,S) dir.
Bilindigi Uzere (R,S) politikasinda planlama ufkunun baginda gelecekteki siparis zamanlari
(R) sabitlenmekte ve sabitlenen bu siparis zamanlarindaki siparis miktarlari gerceklesen
talebe bagh olarak belirlenmektedir. Herhangi bir siparis doneminde verilecek olan siparig
miktari o dénemin siparis ylkseltme noktasi (order-up-to-level) ve mevcut envanter seviyesi
arasindaki farktir. Siparis ylkseltme noktalari da planlama ufku basinda belirlenmekte ve
daha sonra degistiriimemektedir. Bu politikanin beklenen en distk maliyeti veremeyebilecegi
bilinmektedir. Beklenen en diguk maliyetli politikanin (s,S) politikas! oldugu 1960’dan beri
bilinmektedir. (s,S) politikasinda siparigler envanter seviyesi s degerinin altina distiginde ve
envanter seviyesini S degerine ylkseltecek kadar verilmektedir. Bu politikanin beklenen en
disuk maliyetli politika olmasina ragmen, (s,S) politikasi uygulamada cok ragbet goren bir
politika degildir. Bunun en buylk sebebi gelecekteki siparis zamanlarini ve beklenen siparis
miktarlarini simdiden 6n gérmenin mimkin olamamasidir. Dolayisiyla bu tip bir politika
sistem sinirlilijine (nervousness) aciktir. Ek-12'de sunulan calismada (s,S) ve (R,S)
politikalarinin maliyet ve sinirlilik agisindan kiyaslamasi yapilmistir. Sonuglari 6zetlemek
gerekirse, (R,S) ve (s,S) arasindaki maliyet farki ortalamada ¢ok yuksek dedgildir; 6te yandan
sinirlilik bakimindan (s,S) ¢ok kotu bir performans gdstermektedir. Bu c¢alisma (R,S)
politikasinin uygulamada, 6zellikle perakendecilik gibi talebin duragan olmadigi ve belirsizlik
tasidigi sektorlerde, kullaniminin 6nemine vurgu yapmaktadir. Gegtigimiz glnlerde bu
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c¢alisma International Journal of Production Economics dergisinde yayinlanmak Gzere kabul
edilmistir.

Bu bdlimin basinda da belirtildigi gibi proje kapsaminda yapilan teorik galismalar iki
ana grupta tasnif edilebilir: belirsizlik altinda karar almaya donuk olarak yeni tekniklerin
gelistiriimesi ve belirsizlik altinda envanter yonetimi ve planlamasi. Belirsizlik altinda karar
almaya donuk olarak yeni tekniklerle ilgili olarak yaptigimiz bir literatir taramasi ve
siniflamasi Ek-13’te verilmistir. Perakende tedarik zincirlerine iligkin buyuk boyutlu stokastik
kombinatoryel karar problemlerinin ¢ézimuande kullanilacak olan yaklasimin verimli, etkin ve
Olceklenebilir olmasi gerekir. Bu proje calismasinin teorik kisminin hedeflerinden biri de
kombinatéryel problemlerin ¢ézimuinde kullanilan temel tekniklerden “kisit programlama”,
“karisik tamsay! programlama” ve “dinamik programlama’nin tek baslarina kullanimi yerine
tek bir gergeve altinda Gglnin bir melezinin (hibritinin) kullaniminin denenmesidir. Buna
iliskin calismanin literatlr incelemesi davet Uzerine yapiimis olup, Kisit Programlama-Yapay
Zeka ve Yoneylem Arastirmasi alani ortak kimesinde gelistirilen belirsizlik altinda kara
almaya doéniik melez modelleri kapsamaktadir. ikinci bélimde belirsizlik altinda karar almaya
iliskin temel kavramlar 6rnek problemler Uzerinden verilmistir. Kullanilan problemler tek-
asamali stokastik sirt cantasi problemi ve bunun ¢ok-asamali varyasyonudur. Temel
stokastik programlama kavramlari bu bdélimde veriimigtir. Ugiincii bélimde Kisit
Programlama-Yapay Zeka ve Ydneylem Arastirmasi melezlerinin kullanildi§i bir problem
kimesi derlenip sunulmustur. Bu problemler: stokastik kuyruk kontrol problemi; sarth gérev
grafilerinin cizelgelemesi; stokastik rezervasyon problemi; olasiliksal surelerle is istasyonu
gizelgelemesi; iki asamall stokastik eslestirme problemi; Uretim/envanter ydnetimi; stokastik
“template” tasarimi; denetim faaliyetlerinin planlamasi; stokastik siralama. Bolim dortte, kisit
programlama ve yOneylem arastirmasiyla belirsizlik altinda karar alma igin kullanilan melez
yaklagimlar incelenmistir. Bunlar arasinda stokastik boolgil saglama (stochastic boolean
satisfiability), olasiliksal kisit saglama problemi, olay-tabanl olasiliksal kisit programlama,
stokastik kisit programlama sayilabilir. Takip eden besinci bolimde var olan platformlarin bir
siniflamasi yapilmistir. Bolim altida stokastik mantik ylritmeye dayanan yaklasimlar
tartisiimistir. Bolim yedi ise yeniden formile edilme esasina dayali teknikleri incelemistir.
Bolim sekiz 6rnekleme tabanli teknikleri tartismaktadir. Son olarak bdlim dokuz stokastik
dinamik programlama gibi ilgili tekniklere yer vermistir. Bu ¢alisma bir kitap bélimuU olarak
Springer serisinde basilacaktir.

Buraya kadar yapilan c¢alismalarda belirsizlik unsuru olarak sadece talep ele
alinmistir. Yaptigimiz iki ayri calismada ise tedarik surelerindeki belirsizlik taleple birlikte ele
alinmistir. Takdir edilecedi Uzere sadece talep belirsizli§gi kendi basina buUylk zorluk
yaratirken, bunun Uzerine tedarik surelerindeki belirsizligi de eklemek problemin
karmasikhdini daha da artirmigtir. Bu iki ¢galismanin ilkinde (“Constraint-based local search
for inventory control under stochastic demand and lead time”) iki yeni sezgisel yaklasim bu
zor problemin ¢6ézUmi igin 6nerilmistir. Onerilen bu sezgisel yaklagimlarin etkinligi UGgik
problemlerin tam ¢ézimudnin bulunmasi ve sonuglarin sezgisel metotlarla elde edilenlere
kiyaslamasi yoluyla yapilmigtir. NUmerik sonuglar her iki sezgisel yaklagiminda son derece
etkili oldugunu bize gdOstermistir. Bu ¢alisma alaninin énemli dergilerinden “INFORMS
Journal on Computing” de hakem siirecindedir. Hakemlerden sadece kiglk dizeltme alan
bu galismanin yakin bir zamanda kabul edilmesini beklemekteyiz. Bu ¢alismanin son hali Ek-
14’te sunulmustur.
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Yukarida bahsedilen tedarik surelerindeki belirsizlige iligkin olarak yaptigimiz ikinci
calisma “Computing the non-stationary replenishment cycle inventory policy under stochastic
supplier lead-time” International Journal of Production Economics’'te yayinlanmak uzere
kabul edilmistir. Bu calisma (R,S) envanter politikasi izlendiginde ve servis dlzeyi kisiti
altinda optimal politika parametrelerinin hesaplanmasina donik bir yaklasim énermektedir.
Talep ve tedarik surelerindeki belirsizlik her iki halde de duragan olmayan stokastik tiptedir.
C6zim yonteminin 6zl bir baska calismamizda tasarlamis oldugumuz “global chance-
constraint” tabanl formuilasyondur. Ayrica bu kisit filtreleme algoritmalariyla desteklenmistir.
Sonuglar tedarik slresindeki belirsizligin ne kadar belirleyici oldugunu ve problem
varsayimlari arasinda tedarik siresinin deterministik (belirlenimli) kabul edilmesinin uygun
olmayan kosullarda aslinda optimalden biylk olgide sapan sonuglara yol actigini
gOstermistir. Bu ¢alisma Ek-15te verilmigtir.

Raporda bahsedilecek son calismada esas olarak ¢ok-asamali envanter sistemleri
ele alinmistir. Talep riski altinda stok bulundurma, stoksuz kalma ve sabit siparis
maliyetlerinin minimizasyonu kuguk boyutlu problemler (en ¢gok 3 asamali ve 10 periyotlu) igin
stokastik programlama yardimiyla optimal olarak gergeklestiriimistir. Tahmin edilebilecedi gibi
asama sayisinin veya planlama ufkunda dikkate alinan dénem sayisinin artmasi halinde
stokastik programlama yardimiyla sonu¢ elde edilmesi imkansiz hale gelmektedir. Hatta
matematiksel modelin bilgisayarin hafizasina ylklenmesi dahi mimkin olamamaktadir.
Ancak stokastik programlama yardimiyla kig¢lk problemler icin bulunan ¢dézimler dnerilen
yeni ¢ozim tekniklerinin performanslarinin degerlendiriimesinde kullaniimistir. Bu noktada
Yapay Zeka tekniklerinden yapay sinir agi (artificial neural network) kullanilarak olasi tum
senaryolar kompakt bir sekilde ifade edilmis ve daha sonra ag bir similasyon tabanl
evrimsel (evolutionary) algoritma yardimiyla egitilmistir. Deneysel olarak bu yaklagimla
yuksek kalitede sonuclarin elde edilebilecegi ve stokastik programlama yardimiyla
modellenmesi mUmkun olmayan sistemler ig¢in tedarik planlarinin bulunabilecegi
gOsterilmistir. Bazi periyodik yapilar kullanilarak aslinda ytizlerce déneme sahip problemlerin
bile ¢ok hizli bir sekilde ¢ozildugu gbzlenmistir. Bu ¢alisma “Neuroevolutionary inventory
control in multi-echelon system” basldiyla Ek-16’da verilmistir. International Journal of
Production Research dergisinde hakem stirecinde olan bu ¢alisma icin kiguk bir dizeltme
istenmistir. Bu diizeltme su siralarda yapilmaktadir ve en ge¢ yil sonuna kadar bu makalenin
de basilmak Uzere kabul edilmesi beklenmektedir.
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Sonug

Bu proje, tedarik zinciri envanter yonetimi alaninda dnemli teorik sorulara cevap aramanin
yaninda, ulkemizin en dinamik ve hizli buyldyen sektorlerinin baginda yer alan perakende
sektorunde verimlilik artigina donuk yeni teknolojilerin gelistiriimesini saglamigtir.

Yapilan c¢alismalarin ilk asamasinda Turkiye perakende sektdriinde faaliyet gdsteren
supermarketlerin tedarik zinciri yonetimi igin kullandiklari envanter ydnetim yazilimlari
belirlenmis ve tedarik zinciri yénetiminde bu yazilimlardan ne él¢lide faydalandiklarini tespit
edilmigtir. Turkiye'de faaliyet gosteren 31 supermarket zinciri ile gorusulmastur. Gérusmeler
yapllmadan o6nce kullanimda olan ERP yazilimlarinin stok takibi ve talep tahmini
yapabildikleri tahmin edilmekte ve fakat gerek deterministik (belirlenimli) gerekse stokastik
(belirlenimsiz) planlama yonlinden yetersiz kalacaklari dusinilmekteydi. Goérlismeler
sonucunda sadece bir tek ERP yaziliminin duragan (stationary) stokastik planlama
yapabildigi tespit edilmistir. Birka¢ biaylk yazilim firmasinin Griininin deterministik planlama
yapabildikleri, geriye kalan yazilimlarin ise tahmin yapabilmekten 6teye gidemedikleri ortaya
cikmigtir. Arastirmaya dahil edilen higbir ERP yaziliminin duragan olmayan (non-stationary)
talep altinda stokastik planlama yapamamasi, bu yénde yapilacak ¢alismalarin énemini ve
gerekliligini gostermistir. Bununla birlikte ¢ok uluslu olan yazilim sirketlerinin Urdnlerinin
genellikle buyuk sirketlerin kullandigi, yerel bazda olan yazilim sirketlerinin ise kiguk ve orta
blayukllkteki sirketlere yonelik arin gelistirdikleri tespit edilmistir. ERP yazilimlarinin birgogu
oncelikle imalat sanayiinde faaliyet gosteren isletmelerin ihtiyaglarini kargilamaya donuk
olarak hazirlanmistir. Perakende sektdriine ydnelik ¢ézimler de, bu paketlere ilave edilmis
veya ayri bir paket halinde piyasaya sunulmustur. Bu ylzden birgcogunun eksigi bulunmasi ile
birlikte giinden glne bu eksiklerin giderilmeye calisiimakta oldugu gértlmastir. Elde ettigimiz
bulgular temelde sektoér tarafindan kullanilan yazilimlarin etkin sekilde belirsizlikle bas
edebilecek fonksiyonellige sahip olmadiklarini ve ¢odu zamanda bu yazilimlarin sundugu
temel fonksiyonlarin bile firmalar tarafindan uygun organizasyonel slrecgler ve uzmanlik
bulunmadidi igin kullaniimadigini gostermektedir. Genel olarak baktigimizda, sadece 2
supermarket yaziliminin talep tahmini yapabildigini ve tahmin hatasina iligkin bilgi sundugunu
belitmistir. 9 supermarket yazilimlarinin sadece talep tahmini yapabildigini bildirmistir. 1
stipermarket ise ERP yazilimi kullanmadiklarini belirtmigtir. Bu tabloya baktigimizda higbir
supermarketin deterministik planlama yapmadigi goértlmektedir. Buradan yola cikarak,
glinimlz Turkiye perakende sektorinde faaliyet goOsteren supermarketlerde yoénetici
deneyimlerinin siparis kararlarinda hala en 6nemli belirleyici oldugu sonucuna ulagabiliriz.
Ayrica yaptigimiz gérismelerde ulastigimiz bir baska sonug ise, yazilimlarin birgogunun
stpermarketlerde ¢ok goérilen mevsimsel satig, indirim, kampanya gibi durumlara 6zel
¢dzUmlerinin olmayisidir. Bu da siparis miktarlarinin belirlenmesinde hala ydneticilerin neden
kisisel tecrlibelerine dayanarak karar verdiklerini bir noktaya kadar agiklamaktadir.

Sipermarketlerin belirsizlik altinda ihtiyaclarina cevap verecek yeni ve kapsamli envanter
planlama sistemlerine ihtiyag oldugu aciktir. Ote yandan bu yazilimlarin var olmasi halinde
dahi etkin sekilde kullanilabilece@ine dair bir bulgu yoktur. Bu noktada yoneticilerin gerekli
egitimden gegcirilmesi, bilinglendiriimesi ve teknik ekibin yazilimlarin fonksiyonellikleri
hakkinda bilgilendirilmesi gerekliligi ortadadir.
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Proje calismasinin ikinci asamasinda tespit edilen ihtiyaglarin giderilmesine dénik olarak
modelleme ve ¢6zim algoritmasi gelistirme faaliyetleri gerceklestiriimistir. Ele alinan
perakende tedarik zinciri envanter yonetimi optimizasyon modelleri duragan olmayan talep
varsayimini tasimaktadir. Bunun da o6tesine gecilmis ve tedarik surelerindeki belirsizlikte
duragan olmayan form varsayimi altinda modellemeye dahil edilmistir. Sadece tek stok
noktasi ile sinirli kalinmamis c¢ok-asamali stok sistemleri i¢cin de modelleme ve ¢6zim
yontemleri Uzerine ¢alisiimigtir.

Proje kapsaminda ydrutilen teorik ¢calismalar iki ana grupta tasnif edilebilir. Bu gruplardan ilki
belirsizlik altinda karar almaya donik olarak yeni tekniklerin gelistiriimesiyle ilgilidir. Bu
gruptaki calismalar genel amagli olup daha ¢ok belirsizligin rol oynadigi karar problemlerinin
modellenmesine ve ¢dzimine iliskin kullaniciya platformlar sunmaktadir. ikinci grup
calismada ise belirsizlik altinda envanter yonetimi ve planlamasi problemi dikkate alinmistir.
Bu kapsamda yaptigimiz onalti makale galismanin eklerinde sunulmustur.

Tedarik zinciri yonetimi alanindaki arastirma faaliyetlerinin uygulamada sonug¢ alabilmesi igin
is dinyasinin gevresini tanimlayan temel unsurlari dikkate almasi gereklidir. Bu ¢ergevede,
belirsizlik ginimUz is dinyasini tanimlayan en kritik faktérler arasindadir ve tedarik zinciri
ybnetimi arastirmalarinin merkezinde olmalidir. Belirsizligin planlamacilar i¢in karmasiklik
yaratan bir faktér olduguna dair fikir birligi bulunmasina ragmen mevcut planlama sistemleri
veri icin nadiren belirlenimsiz (non-deterministic) yaklagim kullanmaktadir. Bu proje
perakende tedarik zincirleri igin belirsizlik altinda envanter planlamasi sorununu ele almigtir
ve c¢esitli modelleme platformlari ve ¢6zim yoéntemleri sunmustur. Tedarik zinciri envanter
arastirmalarinin uygulamada beklenen etkiyi gosterebilmesi icin bulyUk Olcekli stokastik karar
problemlerinin ¢dzllmesi gerekmektedir. Ancak kuguk boyutlu stokastik problemler bile
hesaplama bakimindan zorluklar tagsimaktadir. Bu kapsamda talep belirsizligi ve tedarik
suresi belirsizligi altinda beklenen maliyetleri azaltmaya donUk tedarik zinciri envanter
politikalari gelistiriimis, politika parametrelerinin hesaplanmasinda kullanilacak yeni tedarik
zinciri envanter modelleri kurulmus ve kurulan modelleri etkin sekilde ¢6zmek igin
algoritmalar geligtirilmistir.
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Tirkiye’de Siipermarket Tedarik Zincirt Envanter
Y 6netimi icin Kullanilan Sistemler Uzerine

Degerlendirmeler 1

1. Giris

Tedarik zinciri bir firma agisindan, hammaddenin iireticiden alinmasi ile baslayip, son
tilkketiciye ulasmasini saglayan siireclerin toplamidir. Tedarik zinciri igerisinde imalat, satin
alma, satig, dagitim gibi bir¢ok faaliyeti barindirmaktadir. Ayrica tedarik zinciri tedarikgileri,
nakliyecileri, liretim tesisleri, dagittim merkezleri, perakendecileri iceren bir kurumsal ag
toplulugudur. Bu sebeplerden 6tiirii tedarik zincirinin diizgilin islemesi isletmeler i¢in ¢ok
onemlidir. Aksi takdirde sirketler, tedarik zincirinden kaynaklanan sorunlar sebebiyle yiiksek
maliyet, siparislerde gecikme, yanlig iiriin siparisi, hatali siparig miktarlart gibi olumsuz
durumlarla yiiz ylize gelebilmektedir. Bu tiir sorunlar sirkete hem maliyet acisindan biiyiik
ylk getirmekte hem de sirketin hizmet ya da iiriin sundugu tiiketicinin goziindeki marka
degerini etkilemektedir. Sirketler, karsilasabilecekleri sorunlar1 en aza indirebilmek amaciyla
zaman iginde sistemlerine bilgisayar yazilimlarini entegre etmislerdir. ilk olarak isletmelerin
sadece envanter takibine imkan veren MRP (Malzeme Ihtiyag Planlamasi) yazilimlari
kullanilmaya baslanmistir. Daha sonra sirketler bu programlarin yetersiz kalmasi {izerine ERP

(Kurumsal Kaynak Planlamasi) yazilimlarini kullanmay1 tercih etmiglerdir.

Kurumsal Kaynak Planlamasi (ERP), isletmelerin mal ve hizmet {iretimlerini
planlamalarina imkan veren, iiretim, finans, pazarlama, insan kaynaklar1 gibi modiiller igeren,
yonetim yazilimlarina verilen genel isimdir. Basta ¢okuluslu firmalar olmak iizere bir¢ok
isletme tarafindan kullanilan bu yazilimlar verimlilik artis1 saglamada kritik role sahiptirler.

Son yillarda ERP yazilimlarinin iiretim, hizmet, finans, tagimacilik, kamu gibi hemen hemen
2



her sektdrde kullanim1 yaygin hale gelmistir. Bizim ¢alismamiz agisindan ERP yazilimlarinin
temel amaci sirketlerin sahip oldugu tedarik zincirlerinin isleyisini diizenlemektir. Sirketler,
ERP yazilimlarini kullanarak tedarik zincirinde gergeklesmesi muhtemel sorunlarin etkilerini

azaltmak istemektedirler.

Giliniimiizde belirsizlik, tedarik zinciri yonetiminde sirketlerin basa ¢ikmasi gereken
cok Onemli bir faktér olarak goriilmektedir. Belirsizlik faktorii 6zellikle envanter
planlamasinin temel islev oldugu perakendecilik gibi sektorlerde dikkatle ele alinmalidir.
Buna ragmen bir¢cok planlama sistemi nadiren belirsizlik unsurlarini igeren planlama

yontemlerini kullanmaktadir.

Bu raporun ilk amaci Tiirkiye’de perakende sektoriinde kullanilan tedarik zinciri
envanter planlama sistemlerinin mevcut durumunun detayli bir resmini ortaya koymaktir. Bu
inceleme sonucunda perakende sektoriinde, oOzellikle siipermarket zincirlerinde, farkl
ihtiyaglara cevap verecek ve halihazirda kullanima sunulmus olan ¢dzlimlerin envanteri
cikarilacaktir. Perakende sektorii icin farkli islevsellige sahip ¢oziimler iireten yerli ve yabanci
yazilim firmalarmin triinlerinin bir karsilagtirmasi ve isletme yOnetimi agisindan bir

degerlendirmesi bu baglamda yapilmis olacaktir.

Arastirmanin ilk agamasinda diinyanin belli bash iilkelerinde faaliyet gosteren ve
kurumsal kaynak planlamasi i¢in yazilim sunan ¢ok uluslu yazilim sirketleri ile birlikte yerli
ERP yazilim sirketleri tespit edilmistir. Bunlara ac¢ik kaynak kodlu ERP programlar1 da ilave
edilerek liste son haline getirilmistir. Boylece kurumsal kaynak planlamasinda kullanicilara
¢Oziim sunan baslica sirketler calismaya dahil edilmistir. Arastirma kapsamina alinan ¢ok
uluslu yazilim sirketleri Tiirkiye’de kurumsal kaynak planlama paketleri kullanilan sirketlerle
siirlt tutulmustur. Tirkiye’de kurulmus ve kurumsal kaynak planlamasi i¢in yazilim iireten
sirketlerin tamamina yakinina bu listede yer verilmistir. Son olarak acik kaynak kodlu ERP

yazilimlarinin ise tamami listede kendine yer bulmustur.

Arastirmanin ikinci asamasinda mevcut kurumsal kaynak planlamasi yazilimlarinin
tedarik zinciri yonetimine olan katkisini ve envanter planlamasi bakimindan kullanicilara ne
tiir imkanlar sunduklarini belirleyebilmek i¢in ERP yazilimlar1 gelistiren sirketlerle baglantiya
gecilmigtir. Gorligmeler elektronik posta, telefon goriismesi ya da yiiz ylize goriisme
yontemlerinden bir veya birkac1 kullanilarak yapilmistir. Yapilan bu goriismelerle mevcut

ERP yazilimlariin tahmin ve planlama konusundaki yetenekleri tespit edilmeye ¢aligilmistir.

3



Gorilismelerde sorulan baslica sorular su sekilde siralanabilir;

1- Tlgili ERP yazilim1 stokta tutulan kalem bazinda stok takibi yapabiliyor mu?

2- Yazilim talep tahmini yapabiliyor mu? Cevap eger evet ise talep tahmini tek donemli
(tek bir hafta/ay/yil) mi yoksa ¢ok donemli (birden ¢ok hafta/ay/yil) mi yapiliyor?

3- Yapilan bu tahminler nokta tahmini seklinde mi gergeklesiyor, yoksa tahminleme
hatalar1 da tespit edilebiliyor mu?

4- Yazilim kullaniciya ne zaman ve ne kadar siparis verilecegini sdyleyebiliyor mu?

5- Yazilim giivenlik stogu hedefi sunabiliyor mu?

6- Giivenlik stogu belirlemede kullanilan yontemler/kurallar/yaklasimlar nelerdir?

7- Giivenlik stogu diizeyi optimal bigimde hesaplanabiliyor mu?

Gortgmelerde, yukaridaki sorularin 1s18inda mevcut ERP yazilimlarinin  hangi
ihtiyaclar1 ne oOlgiide giderebildikleri belirlenmeye ¢alisilmistir. Bu goériismelerin sonucunda

elde edilen bilgiler raporun sonunda yer alan Tablo 1’de toplu olarak sunulmustur.



2. ERP Yazilimi Sunan Baslica Cok Uluslu Sirketler

SAP AG

SAP sirketi 1972 yilinda IBM’de ¢alisan bes miihendisin ortak girisimi sonucunda
kurulmustur. Bir yil sonra ilk finansal muhasebe programi gelistirilmistir. Daha sonra bu
program, R/1(R ger¢cek zamanli veri islemeyi temsil eder) sistemi olarak anilacaktir. 70’lerin
sonuna dogru, SAP veritaban1 ve diyalog kontrol sistemlerinde yapilan ¢alismalar sonucunda
SAP R/2 sistemi ortaya ¢ikmustir. Ayrica SAP R/2’nin bir diger 6zelligi de farkli dil ve para
kurlarina sahip ¢ok uluslu sirketlerin ihtiyaglarina karsilik verebilecek sekilde gelistirilmis
olmasidir. 1988 yilinda SAP sirketinin ismi SAP AG olarak degistirilmistir. SAP AG sirketi
1992 yilinda R/2 sisteminden R/3 sistemine gecis yapmistir. Bu sistemin sahip oldugu
kullanici-sunucu  konsepti, birbiri ile baglantili veritabanlarinin tutarli bir sekilde
kullanilmasin1 saglamaktadir. Ayrica sistem, farkli tedarikgilerin bilgisayarlarindan gelen

onaylama isteklerine cevap verebilmektedir [23].

SAP sirketinin kurumsal kaynak planlama programinin ismi SAP ERP’dir. Bu
program SAP Business Suite isimli bes kurumsal uygulamadan olusan paketin birinci
{iriiniidiir. Digerleri SAP CRM (Miisteri Iliskileri Y6netimi), SAP PLM (Uriin Omiir Dongiisii
Yonetimi), SAP SCM (Tedarik Zinciri Yonetimi) ve SAP SRM (Tedarikei iliskileri

Y Onetimi) olarak siralanir.

Glinlimiizde 1500’ten fazla SAP ortagi, 25 endiistri odakli is ¢oziimii ve 120 iilkede
yaklasik 47,800 miisterisi ile SAP sirketi diinyanin biiyiik yazilim sirketlerinden biridir. SAP
sirketinin ana rekabet alan1 Kurumsal Kaynak Planlamasi Endiistrisi’dir. Ancak sirket,
pazarlama ve satis yazilimi, iiretim ve depo yazilimlari, tedarik zinciri ve lojistik yazilimi

alanlarinda da yer almaktadir.



Oracle

Oracle sirketi Larry Ellison tarafindan 1977 yilinda Software Development
Laboratories ismi ile kurulmustur. Daha sonra sirasiyla 1979 yilinda Relational Software Inc.
ve 1982 yilinda Oracle Systems olarak son halini almistir. Oracle sirketi 1979 yilinda Oracle
veritaban1 yaziliminin ilk versiyonu olan Oracle 2’yi piyasaya siirmiistiir. Oracle son olarak

2007 yilinda veritaban1 yazilimin 11g versiyonunu ¢ikarmistir.

Gilinimiizde Oracle, biiyiik yazilim devlerinden biri haline gelmistir. Orcale sirketi,
SAP AG ile 1988 yilinda baglayan, Sap R/3 sisteminin Oracle veritabanlarina entegrasyonunu
saglayan ve yaklasik on yil siiren bir ortaklik gegirmistir. Ancak su an iki sirket birbirinin

rakibi haline gelmistir[20].

Oracle sirketi temelini veritabani programinin iistiine kurmakla birlikte zaman iginde
bagka alanlara yonelik programlar da hazirlamistir. Oracle bankacilik, iletisim, perakende,
endiistri uygulamalar1 gibi bir¢ok farkli alana yonelik programlar olusturmaktadir. Bunlarin
arasinda en &nemli olanlar, Miisteri Iliskileri Yonetimi (CRM), Tedarik Zinciri Y®dnetimi

(SCM), Uretim ve Kurumsal Kaynak Planlamasi (ERP) paketleridir.

Infor ERP (Baan)

Baan firmasi Jan Baan tarafindan 1978 yilinda Hollanda’da, finansal ve yonetimsel
danigmalik servisleri saglamak amaci ile kurulmustur. Baan yazilimi, sohretini teknik
mimarisine ve 4GL diline bor¢ludur. Boeing firmasinin ac¢tig1 ihaleyi kazanmalar1 6nemli
basarilarindan biridir. Ancak sirketin halka arzindan sonra sermaye piyasasina satig rakamlari
yonetim tarafindan abartili olarak verilmistir. Bu durum kesfedildiginde ise 1998 yilinda Baan
hisseleri ani bir diisiis yasamistir. Bunun iizerine sirket 2000 yilinda ekonomik sebeplerden
dolay1 Invensys sirketine satilmig sonrasinda ise 2006 yilinda Infor Global Solutions Sirketi

tarafindan satin alinmistir [2].

Baan sirketi kuruldugundan itibaren kurumsal kaynak planlamasi yazilimi iizerine

odaklanarak biitiin giiclinii bu konu iistiinde harcamistir. Baan ERP yazilim1 hizmet yonetimi,



yalin iiretim, kalite yonetimi, siire¢ yonetimi ve tedarik zinciri yonetimi gibi bircok alanda

kullaniciya destek saglamaktadir.

IFS

IFS sirketi, 1983 yilinda niikleer santral kontroliinii saglayacak bir yonetim yazilimi
gelistirilmesi icin Isve¢’te kurulmustur. Ozellikle iiretim, teknoloji ve kamu sektorlerine

odaklanmustir.

IFS Uygulamalar1 (IFS Applications) sirketlere, biitiin modiilleri ile uygulanan ve
60’dan fazla bilesene sahip bir yazilimdir. IFS Applications’t SAP gibi diger ERP
paketlerinden ayiran fark, bu yazilimin sundugu Web hizmetleri modiiliiniin 6nceden

yliklenmis olarak satin alinmasidir [10].

The Sage Group

Sage, David Goldman ve Graham Wylie tarafindan 1981 yilinda Newcastle sehrinde,
kiigiik Olcekli firmalar i¢in muhasebe ve tahmine yonelik yazilim gelistirmek amact ile
kurulmustur. Sirket 1984 yilinda CP/M isletim sistemini kullanan Sage yazilimini piyasaya

stirmiistiir. 2001 yilinda miisteri iliskileri yonetimi alaninda yazilim tiretmeye baslamistir.

Sage sirketinin, muhasebe, iiretim ve insan kaynaklar1 boliimlerinin ihtiyaglarina
yonelik bir¢ok yazilimi bulunmaktadir. Sirket, Sage Mas 500 isimli ERP yazilimi ile
miisterilerine finans, envanter yonetimi, siparis yonetimi, misteri iliskileri yonetimi ve insan

kaynaklar1 yonetimi konularinda destek hizmeti vermektedir [29].

IAS (Industrial Application Software)

IAS Bilgi Islemleri Damismanhik A.S. 1989 yilinda gerek kiiciik ve orta dlgekli,
gerekse biiylik Olcekli sirketlerin kurumsal ihtiyaglarini karsilamak amaci ile Almanya’da

kurulmustur. Yazilim gelistirme ofisi Istanbul’da bulunan sirket italya, Ingiltere, Hollanda,
7



Fransa gibi bir¢ok Avrupa iilkesine ilaveten Cin ve Tayvan gibi uzak dogu {ilkelerine proje

yonetimi, danigmanlik, egitim ve 6zel yazilim gelistirme hizmetleri sunmaktadir [5].

Sirketin sundugu CANIAS ERP paketi standart yapisinda lojistik, liretim ve kapasite
kontrol, muhasebe ve finans, fiili maliyetlendirme, misteri iligkileri yOnetimi, insan

kaynaklar1 yonetimi, dokiiman y&netimi, bakim yonetimi gibi modiillerden olugmaktadir.

SAS

SAS Institute 1976 yilinda Anthony Barr, James Goodnight, John Sall and Jane
Helwig tarafindan yazilim {ireticisi olarak Amerika’da kuruldu. SAS aslinda “istatistiksel

analiz sisteminin” kisaltmasi olmasina ragmen daha sonra marka ismi haline doniismiistiir.

SAS sirketinin ana iirlinii IBM sistemli bilgisayarlarda ¢alisan ¢ok sayida modiilleri
iceren istatistiksel analiz sunmaktadir. Fakat 6zellikle Windows programinin kullaniminin
yayginlagsmasindan sonra kendi yazilimlarint Windows’a uyarlamistir. SAS miisteri iligkileri
yonetimi ve is zekasina yonelik modiiller icermektedir. Program dordiincii nesil programlama

diline sahiptir [25].

Havacilik, otomobil, bankacilik, iletisim, iiretim, perakende gibi bir¢ok sektore hizmet
veren sirket raporlama, sorgulama, veri madenciligi, 6ngdrli, optimizasyon konularinda

firmalara yazilim destegi sunmaktadir.


http://en.wikipedia.org/wiki/Anthony_Barr
http://en.wikipedia.org/wiki/James_Goodnight
http://en.wikipedia.org/wiki/John_Sall
http://en.wikipedia.org/w/index.php?title=Jane_Helwig&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Jane_Helwig&action=edit&redlink=1

3. ERP Yazilimi sunan baslica Tiirk firmalari

LOGO Yazilim

Logo yazilim 1984 yilinda, Tiirkiye’de kisisel bilgisayarlar i¢in miihendislik
yazilimlar1 gelistirmek iizere kurulmustur. Logo, bugiin hepsi bilisim teknolojilerine odakli,
yedi sirketten olusan bir teknoloji grubu haline gelmistir. Logo'nun en yaygin iiriin ve
hizmetleri KOBI’ler icin 6zel olarak tasarlanmis verimlilik ve rekabetcilik ¢coziimleridir. Bu
coziimler arasinda cesitli biiylikliiklere gore 6zel tasarlanmis kurumsal kaynak yonetimi,
tedarik ve talep zinciri otomasyonu, miisteri iliskileri yonetimi, ig siirecleri tasarimi

danismanlig1 iirlin ve hizmetleri sayilabilir.

Logo sirketinin gelistirdigi en son {iriin kurumsal kaynak planlamasi i¢in hazirlanan
Logo Unity On Demand yazilimidir. Logo Unity, Java programlama dili ile yazilmis olup

IBM DB2, MySQL ve Oracle veritabanlari ile ¢alisabilmektedir [13].

Netsis

1991 yilinda kurulan Netsis, farkli sektor ve farkli Olcekteki firmalara c¢agdas ve
uluslararas1 kriterlere uygun kurumsal is yazilimlar gelistirmektedir. Yiizde yiliz Tiirk
sermayeli bir kurulus olan Netsis bugiin Istanbul, Ankara, Izmir'deki Tiirkiye bdlge ofisleri,
[zmir Yiiksek Teknoloji Enstitiisii Teknoparki'ndaki ana yazilim iissii ve Tiirkiye'ye dagilmus,

sayis1 400'l bulan is ortag1 kanali ile tiim iilke geneline hizmet sunmaktadir.

Netsis firmasinin baglica yazilimlar1 kurumsal kaynak planlamasi Fushion@6 ve
kiiciik olcekli isletmelere yonelik hazirlanmis Entegre@6’dir. Fushion@6 serisi miisteri
iliskileri yonetimi, tedarik zinciri yonetimi, finans yonetimi ve insan kaynaklar1 yonetimi gibi

konularda isletmelere destek saglamaktadir [15].


http://tr.wikipedia.org/wiki/1984
http://tr.wikipedia.org/wiki/Bili%C5%9Fim_teknolojileri
http://tr.wikipedia.org/wiki/KOB%C4%B0

OBASE

OBASE 1995 yilinda yazilim ve danmigmanlik hizmetleri vermek amaciyla
kurulmustur. Miisterilerine veri entegrasyonu, is zekasi, kurumsal performans yonetimi,
miisteri iliskileri yonetimi gibi hizmetler sunmaktadir. OBASE bilgi yOnetimine yonelik
yazilimlar1 ile perakende, telekomiinikasyon, ulagim, finans, iiretim, sigorta, lojistik, ilag,

tekstil gibi sektorlerde faaliyet gostermektedir.

OBASE Retailer, Detailer, Muhasebe ve Finansman YoOnetimi, Personel Yonetimi ve
Reporter yazilimlar1 ile firmalara destek saglamaktadir. Retailer ve Detailer gibi
perakendecilige yonelik paketler, bu sektordeki firmalara siparis, alim-satim, stok yonetimi,

talep yonetimi konularinda hizmet sunmaktadir [17].

Akinsoft

Akimsoft sirketi 1995 yilinda Konya’da kurulmustur. Yurt i¢i ve yurt digsinda ¢esitli
tilkelere kurumsal yazilim alaninda ¢6ziim 6nerileri sunmaktadir. Firma, sundugu programlari
ticari, sektdrel, web tabanli ve DOS tabanli olarak ayrilmaktadir. Akinsoft sirketlere ERP
basta olmak tizere MRP, MRPII, CRM gibi yazilim ¢esitleri ile destek vermektedir. Sirketin
Wolvox olarak adlandirdigit ERP yazilimi malzeme yonetimi, malzeme ihtiyag planlamasi,
kapasite ihtiya¢ planlamasi, maliyet muhasebesi, genel muhasebe, iiretim kontrol ve kalite
kontrol sistemleri, planlama, biitce, bakim, insan kaynaklar1 ve 6n muhasebe modiillerini

kapsamaktadir [1].

Mikro Yazilim Evi

Mikro Yazilim Evi, merkezi Istanbul’da bulunan genelde kii¢iik ve orta &lcekli
isletmelere yonelik bilisim ¢oziimleri sunan bir firmadir. Uriinleri ERP, Retail ve Standart seri
olmak iizere li¢ smifa ayrilmigtir. ERP smifinin iginde One ¢ikan baslica yazilimlari,
sirketlerin biiyiikliik ve ihtiyaglarina gore uyarlanmis my-ERP, ERP9000 ve MRPII 9000’dir.
Perakendecilere 6zel ¢oziimler sunan Retail sinifinin i¢cinde Retail 9000, Ofis ve Microshop

tiriinleri bulunmaktadir. Firmanin kurumsal kaynak planla yazilimi olan ERP9000 paketi
10



iretim kaynak planlamasi, satin alma ve satis, stok yonetimi, finans, personel yonetimi,

muhasebe modiillerine sahiptir.
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4. Acik Kodlu ERP Yazilimlan

SQL Ledger

SQL Ledger kiigiik ve orta Olgekli firmalarin temel ihtiyaclarini karsilamak tizere
gelistirilmis, muhasebe ve iiretime yonelik bir agik kodlu ERP yazilimidir. Programin
Ozellikleri ulusal muhasebe standartlarina uyarlanabilirlik agisindan yeterlidir. Muhasebe
boliimii yaninda alim, satim ve envanter yonetimi i¢in de fonksiyonlar1 mevcuttur.
Fonksiyonlar1 ve kullanici ara yiizii internet lizerinden test edilebilmektedir. Windows, Linux
ve Mac OS X gibi isletim sistemlerinde ¢alisabilmektedir. Oracle, IBM DB2 ve Postgre SQI

gibi veri tabanlarin1 kullanabilmektedir [9].

GNUe(Enterprise) ERP

GNUe yazilimi, form, rapor ve is akis semalar1 biitiin veritabani siiriiciilerinde
calisabilen ve XML yapida olan, biitiinsel bir ERP yazilim paketi sunmaya odaklanmistir.
Yazilimin mimarisi ve ara yiizii agik kodlara dayali c¢esitli programlama dilleriyle
gelistirilmistir [8]. Paketsel ¢oziimleri giincel olmakla birlikte, tiim ERP modiilleri siirekli
gelistirilme durumundadir. Neredeyse biitiin isletim sistemlerinde ¢alisabilen yazilim,
PostgreSQL, MySQL, MaxDB, Oracle IBM DB2, Sybase veritabanlarin1 kullanabilmektedir.
Python dili ile yazilmis olan program, diger yazilim dilleri ile gelistirilmesine izin

vermektedir [6].

ERPS

ERPS5, 300’den fazla isci kapasitesine sahip ve uluslararasi dagitim alanlarinda faaliyet
gosteren tekstil endiistrisindeki sirketlerin, organizasyonel yapisini ve karar alma siirecini
desteklemek amaciyla gelistirilmistir. Bircok modiilii olan programda yer alan baslica

modiiller sunlardir:
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- Ticaret: Alim, satim, siparis ve depolama fonksiyonlari

- Uriin veri yénetimi: Uriin tanmim, gesitleri, kategorizasyonunu saglar
- Malzeme ihtiyag planlamasi

- Miisteri iligkileri yonetimi

- Muhasebe

- Insan kaynaklar

ERP5 Windows, Linux ve Mac Os X isletim sistemlerinde c¢alisabilmektedir.
Programin yazilim dili Python’dur. Ac¢ik kodlu olarak olusturulan Zope veritabanini

kullanmaktadir [7].

Opentaps

Opentaps programi, kurumsal seviyede ayarlanabilir is uygulamalar1 gelistirme imkani
sunabilmektedir. Odak noktasi e-ticaret olmasina ragmen ERP alaninda da gelisme
kaydetmektedir. Programin hedef gruplar1 arasinda perakendeci, dagitimer ve iireticiler yer
almaktadir. E-ticaret, liriin katalogu, siparis emri, envanter ve depo yonetimi, iiretim, miisteri
hizmetleri, miisteri iligkileri yonetimi ve pazarlama yonetimi i¢in modiilleri bulunmaktadir.

Veri modelleri planlama, 6ngorii ve biitgeleme 6zelliklerine sahiptir [11].

Opentaps programi  Windows, Linux, MAC OS X isletim sistemlerinde
calisabilmektedir. Veritabanlar1 olarak MySQL, MaxDB, PostgreSQL, Oracle, Microsoft
SQL, IBM DB2’yi kullanabilmektedir. Yazilim dili olarak Java ve XML’1 kullanan program,
39 ayr dil destegi sunmaktadir [3].

Compiere

Compiere perakende, dagitim ve hizmet alanlarinda faaliyet gosteren kiiciik ve orta
Olcekli isletmelere yonelmistir. Miisteri islemleri (On-satis, satis, siparis ve diger aktiviteler),
tedarik¢i 1iliskileri, muhasebe ve kontrol, hizmet yo6netimi ve temel proje yOnetimi
fonksiyonlart mevcuttur. Su anda en popiiler agik kodlu ERP yazilimlarinin basinda gelen

Compiere, simdiye kadar 900,000 den fazla kullanic1 tarafindan indirilmistir.
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Compiere yazillmi Windows, Linux ve Mac OS X isletim sistemlerinde
calisabilmektedir. Java programla dili ile gelistirilmis program, Oracle ve Sybase
veritabanlarin1 kullanabilmektedir. Ayrica 26 farkli dil destegine ve 4 ¢esit muhasebe

diizenine sahiptir [21].

OpenERP

OpenERP’nin ara yliziinde birgok grafik ve diyagram tipleri mevcuttur. Program isci
sayis1 150’ye kadar olan ticaret, dagitim ve hizmet sektoriinde faaliyet gosteren kiiciik ve orta
Olcekli isletmeleri hedeflemektedir. Muhasebe, miisteri iligkileri yonetimi, alim-satim, insan
kaynaklari, pazarlama, malzeme ihtiya¢ planlamasi, envanter kontrolii, proje yonetimi igin
modiilleri bulunmaktadir. Ara yliz ve e-ticaret i¢in bazi 6zel amagli modiiller de OpenERP

yaziliminin i¢ine entegre edilmistir.

OpenERP programi XML, Excel, Pdf ve Open Office ile olusturulmus ara yiizleri
kullanabilmektedir. Windows, Linux ve Mac OS X isletim sistemlerinde ¢alisabilen program
PostgreSQL veritabanini1 kullanmaktadir. Python programlama dili ile yazilmistir. 11 fakl dil

secenegi bulunmaktadir [9].

OpenPro

OpenPro, web iizerinde agik kodlu olarak tamamlanmis ERP yazilimint 1999 yilinda
kullanicilarina sunmustur. OpenPro yaziliminda miisteri iliskileri yonetimi, tedarik zinciri
yoOnetimi, e-ticaret, finans ve muhasebe, insan kaynaklar1 modiilleri bulunmaktadir. Esnek bir
yapiya sahip olan yazillm Windows, Linux, Unix, Sun, IBM isletim sistemlerinde
calisabilmektedir. Ms-SQL, MySQL, Oracle, IBM DB2, Postgre SQL veritabanlarini
kullanabilmektedir. OpenPro yazilimi php programlama dili ile yazilmis olup, ara yiizii

kullanicilarin istegi dogrultusunda yeniden tasarlanabilme 6zelligine sahiptir [19].
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Openbravo

Openbravo yaziliminin temeli doksanlarin ortalarinda Navara Universitesi’nde okuyan
Nicolas Serrano ve Ismael Ciordia isimli iki 6grencinin, Uiniversitenin ydnetim sistemini
diizenleyecek bir yazlim olusturmalar ile atilmistir. 2001 yilina gelindiginde kurumsal

yonetim sistemlerine uygun hale getirilen Openbravo ERP kullanima sunulmustur.

Openbarvo ERP ve Openbarvo Pos olmak iizere iki yazilim iizerine odaklanilmistir.
Openbravo ERP veri yonetimi, satin alim yonetimi, depo yonetimi, iiretim yOnetimi, satis
yonetimi, finans ve muhasebe, proje yonetimi modiillerini igermektedir. Java dili ile

gelistirilmis program XML, Html ve Javascript’i de desteklemektedir [18].
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5. Degerlendirme Kriterleri

Arastirmaya konu edinilen ERP yazilimlarinin sundugu 6zelliklerden yola ¢ikilarak
hazirlanan Tablo 1’de, tedarik zinciri ve envanter planlamasi i¢in 6nemli olan belli baslt
kriterler belirlenmistir. Tablonun satirlarint ERP yazilimlari, stitunlarini ise belirlenen kriterler
olusturmaktadir. Boylece bu yazilimlarin sunduklar1 temel envanter planlama islevselligi 6zet

olarak sunulmustur. Tabloda yer alan kriterler sunlardir;

1) Izleme: Bu kriter, yazilm paketinde kalem bazinda stok takibi yapilip
yapilmadigimi gostermektedir. Yani bir parcanin satin alimdan itibaren, firma
icindeki hareketlerinden c¢ikisina kadar olan siireci, kullaniciya gosterebilme
ozelligidir.

i) Ongorii (Tahmin): Yazilimn iiriinler icin talep 6ngoriisii yapabilme kapasitesini
gostermektedir. Bu kriter nokta tahmini ve tahmin hatasi olmak {izere ikiye
ayrilmistir. Nokta tahmin bir kalem i¢in belirli bir zaman diliminde gerceklesen
talep miktarinin tahminidir. Her hangi bir olasiliksal bilgi icermez. Tahmin hatasi
kriteri, yazilimin stokastik tahminleme yapip yapmadigini gosterir. Tahmin hatasi,
gerceklesecek talebin, tahmini degerden olasi sapma miktarina iliskin bir hata
degeridir.

iii) Deterministik Planlama: Yazilim paketinin, kullanic1 ihtiyaclart dogrultusunda
talep, fiyat, tedarik siiresi hakkinda bilgilerin kesin olarak bilindigi varsayilarak
planlama yapmasidir. Burada yazilim ile ilgili, iki onemli noktaya dikkat
edilmektedir. Birincisi yazilimin bu planlamay1 bir "heuristik" (sezgisel yaklagim)
kullanarak yapmasi, digeri ise bu planlamanin optimal olup olmadigidir.

1v) Stokastik Planlama: Yazilimin talep, fiyat, tedarik siiresi ve miktarinin yalnizca
olasiliksal dagilimlarinin bilindigi varsayilarak kullanicinin ihtiyaci dogrultusunda
ileriye doniik planlama yapabilme kapasitesidir. Burada yazilim stoksuz kalma
durumunu engellemek icin tagimmasi gereken gilivenlik stogunu belirlemektedir.
Bu kriter duragan ve duragan olmayan stokastik planlama olmak tizere ikiye
ayrilmistir. Duragan stokastik planlama kapsaminda talep gibi bir belirsizlik
unsurunun donemler arasinda olasilik dagiliminin farklilik géstermedigi varsayimi

yapilmaktadir. Duragan olmayan stokastik planlamada ise bunun aksine
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dagilimlarin donemsellik gosterdigi varsayilmaktadir ve bu yiizden oncekine gore
daha geneldir ve perakende sektorii gibi donemselligin 6nemli oldugu sektorlerde

kullanilmas1 gerekmektedir.

Olusturulan bu tablo sayesinde mevcut kurumsal kaynak planlama yazilimlarinin
envanter planlamasi1 bakimindan islevselliklerinin bir envanteri ¢ikartilmistir. Boylece ERP

yazilimlarinda ulasilan noktanin bir resmi ortaya konmustur.
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6. Bulgular

Bu kisimda oOnceki bolimde verilen kriterler ¢ercevesinde ERP yazilimlarinin
perakende tedarik zinciri yonetimi alanimma doniik olarak sunduklari islevselliklerin bir

degerlendirmesi sunulmustur.

6.1. Cok Uluslu ERP Yazilim Sirketleri

Bu yazilimlar karmasik yapidaki organizasyonlarin sorunlarini ¢dzmeye yonelik
oldugundan, genellikle biiyiik sirketler tarafindan tercih edilmektedirler. Uzmanlarin yardimi
ile sirket biinyesine entegre edildikten sonra sirketin isleyisine yardimci1 olmaktadirlar. Ayrica
verimli bir gekilde kullanilabilmeleri i¢in deneyimli elemanlar tarafindan kullanilmalari
gerekmektedir. Gerek uzman kisi gereksinimi gerekse yiiksek kurulum masraflarindan dolay1

kiigiik ve orta biiytikliikteki sirketler tarafindan kullanilma oranlar1 diistiktiir.

SAP R/3

SAP AG firmasinin ERP paketi olan SAP R/3, kullanicilarina birgok yonden destek
saglamaktadir. Yazilimin talep planlama, iiretim, siparis, RFID, dagitim ve depo modiilleri
bulunmaktadir. Envanter planlamasi bakimdan kalem bazinda stok takibi yapabilmektedir.
Talep tahmini, geg¢mis veriler kullanilarak iistel diizeltme, hareketli ortalama, dogrusal

regresyon yontemleri ile yapilmaktadir.

SAP R/3 yazilimi deterministik planlama yapabilen yazilimlardan biridir. Tahmin
asamasinda elde edilen veriler (i) Groff prosediirii, (ii) Parga Donem Dengesi (Part Period
Balancing), (iii) Dinamik Parti Biyiikligii (Dynamic Lot Sizing) yontemleri iginde

kullanilarak deterministik optimizasyon gerceklestirmektedir [27].
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Oracle

Oracle firmasimin ERP paketi kalem bazinda stok takibi yapabilmektedir. Oracle talep
tahminini "Demantra" isimli modiil yapmaktadir. Bu modiil esas olarak Bayesgil yaklasim
kullanmaktadir. Bayesgil tahmin yaklasimi, gecmis satis verileri ile planlanan satis verilerinin
birlestirilmesi temeline dayanmaktadir. Ge¢mis verilerin bulunmadigi zamanlarda bile tahmin
yapabilmektedir. Bu durum, daha 6nce planlanan satis verileri ile satis aninda elde edilen

verilerin kullanilmasi ile gerceklesmektedir [28].

Oracle ERP yazilimi kullanicilara deterministik planlama sunabilen bir diger pakettir.
Siparis yenileme optimizasyonu paketi; satis hacmini, tahmini verilerin uygunlugu, mevsimsel
degisimleri, kullanic1 kisitlarin1 dikkate alarak, stoklarin optimal seviyesini belirlemeye
caligmaktadir. Satislardaki ve iiriin ¢esitliligindeki ¢okluk ya da azliga gore Oneriler sunabilen
yazilim, (i) "MinMax", (ii) "Dynamic", (iii) "Poisson", (iv) "TimeSupply" ve (v) "Hybrid"

isimli siparis yenileme yontemlerini kullanmaktadir [16].

IFS Applications

IFS sirketinin ERP yazilim1 kalem bazinda stok takibine imkéan vermektedir. Talep
tahmini yapabilen yazilim hareketli ortalama, en kiiciik kareler regresyonu, listel diizlemeli
hareketli ortalama, Brown modeli, Bayesgil ve c¢oklu regresyon yontemlerinden
faydalanmaktadir. Ayrica ortalamadan sapma, ortalama hatasi, ortalama hata yiizdesi, Theil
U-istatistigi yontemlerini kullanarak tahmin hatalarin1 belirleyebilmektedir. IFS ERP yazilinu
kullanicisina ne zaman ve ne kadar siparig vermesi gerektigini bildiren bir modiile sahip

degildir [12].
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Infor ERP (Baan)

INFOR ERP yazilimi stok takibi yapabilme 6zelligine sahiptir. Yazilim nokta talep
tahmininin yaninda, tahminleme hatalarin1 da belirleyebilmektedir. INFOR ERP paketi

kullanicilarina planlama imkani1 sunmamaktadir [30].

Sage MAS 500

Sage MAS 500 ERP yazilimi stokta tutulan kalem bazinda stok takibi yapmaktadir.
Buna ilaveten cesitli istatistiksel yontemler kullanarak talep tahmini yapabilmektedir. Talep
tahmininde olas1 hata oranlarin1 hesaplayabilmektedir. Sage MAS 500 ERP yaziliminda

planlama olanagi bulunmamaktadir [22].

CANIAS ERP

CANIAS ERP paketi stok takibi yapabilme 6zelligine sahiptir. Talep Ongoriisiinii
cesitli istatistiksel yontemlerin yardimi ile gergeklestirmektedir. Ayrica tahminlemede olasi
hata paylarin1 hesaba katabilmektedir. Bu yazilim kullaniciya planlama bakimindan bir ¢6ztiim

sunamamaktadir. Giivenlik stogu hesaplamasi mevcut degildir [4].

SAS

SAS ERP yaziliminin kalem bazinda stok takibi yapabilme kapasitesi vardir. Yazilim
talep tahmini yapabilmesine olanak kilan “High Performance Forecasting 2.3” isimli bir
modiile sahiptir. Bu modiiliin kullandig1 yontemler; mevsimsel modeller, yerel modeller
(Winters metodu, basit yapisal model), ARIMA zaman serileri, Croston metodu olarak

siralanmaktadir [24].

SAS ERP, arastirmada inceledigimiz ERP paketleri arasinda duragan stokastik
planlama yapabilme 6zelligine sahip tek yazilimdir. Yazilim duragan stokastik planlamay1

“Inventory Optimization 1.3” modiilii ile yapmaktadir. Programin bu tiir planlama igin
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SS(s,S), BS(base stock), NQ(s, nQ), RQ politikalar1 olmak iizere dort g¢esit yontem
kullanmaktadir. Modiil, talep ve tedarik siirelerinin ortalamasin1 ve varyansini hesaplayarak
tercih edilen politika dogrultusunda hesaplama yapmaktadir. Ayrica kullanici i¢in ceza
maliyeti ve servis diizeyi hesaplamalar1 yapilarak giivelik stogu hedefi belirlenebilmektedir

[26].

6.2. Tiirkiye’de Gelistirilen ERP Yazilimlari

Tiirkiye’de kurulmus yazilim sirketlerinin kullaniciya sundugu ERP paketlerinin ¢cogu,
kiigiik ve orta olgekli sirketlerin ihtiyaglart dogrultusunda hazirlanmistir. Mevcut ERP
paketlerinin biiyiik ¢ogunlugu imalat sanayiinde faaliyet gosteren isletmelere yoneliktir. Fakat
bir kisminin bankacilik, tekstil, gida, ilag, perakende gibi diger sektorlere de 6zel ¢oziimleri
bulunmaktadir. ERP paketleri finans, envanter, muhasebe, insan kaynaklari, miisteri iligkileri

yonetimi, depo yonetimi, tedarik zinciri yonetimi gibi konularda destek saglamaktadir.

Tirkiye’de ERP yazilimlarinin  kullannmi  giinden giline artis gostermektedir.
Sirketlerde bu yazilimlar1 kullanabilecek diizeyde bilgiye sahip c¢alisan sayisinin diisiik

olmasi, yazilimlarin en etkin sekilde kullanilmasinin 6niindeki en biiytlik engeldir.

Netsis Fushion@6

Netsis firmasinin sundugu Fushion@6 ERP paketi kalem bazinda stok takibi
yapabilmektedir. Yazilim hareketli ortalama, trend modeli, mevsimsel model,
agirliklandirilmis hareketli ortalama gibi cesitli istatistiksel yOntemler kullanarak talep
tahmini yapabilmektedir. Talep tahminleri i¢in olas1 hatalar1 hesaplayamamaktadir. Yazilimin

herhangi bir yontem ile planlama yapma 6zelligi bulunmamaktadir [14].
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LOGO Unity

LOGO Unity ERP yazilim iiriin bazinda stok takibi yapabilmektedir. Istatistiksel
yontemlerden faydalanarak talep tahmini yapabilme destegi sunan paket, taleplerdeki hata

paylarini tespit etmemektedir. Planlama yapma destegi bulunmamaktadir.

OBASE

OBASE ERP paketi kalem bazinda stok takibi yapabilme 6zelligine sahiptir. Yazilim
geemis verileri (normalize edilmis ortalama satis miktarlarini) kullanarak talep tahmini
yapabilmektedir. Giivelik stogu miktarin1 kullanict belirlemektedir. Tahminleme hatalarini

hesaplayamayan yazilim, planlama bakimindan kullaniciya destek vermemektedir.

Mikro ERP

Bu yazilim stok takibi yapilmasina olanak saglamaktadir. Uriinler igin tek dénemli
talep tahmini yapilabilmektedir. Yapilan bu talep tahminleri satis hareketleri ve kritik
seviyeler dikkate alinarak yapilan nokta tahmini ile gergeklesir. Giivenlik stogu seviyesini
belirleme yontemi bulunmamakla birlikte, bunu kullanicilarin kendilerinin belirlemesi

gereklidir. ileriye doniik bir planlama yapma olanag: yoktur.

Wolvox E-Business

Wolvox E-Business kullanicilarina stok takibi yapabilme 6zelligi sunmaktadir.
Yazilim kullanictya ¢ok donemli talep tahmini yapmasinin yaninda bu tahminlerde olacak
olas1 tahminleme hatalarin1 igermektedir. Planlama 6zelligi bulunmayan yazilim giivenlik

stogu hedefi sunmamaktadir.
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6.3. Acik Kodlu ERP Yazilimlar

Arastirma dahilindeki agik kaynak kodlu ERP yazilimlarinin ¢ogunlugu, kii¢iik ve orta
biiyiikliikteki isletmelerin sorunlarina ¢oziim getirme amachdir. Bu yazilimlar muhasebe,
tedarik zinciri yonetimi, misteri iliskileri yonetimi, stok, finans, insan kaynaklar1 gibi bircok
boliim i¢in hazirlanmig modiillere sahiptirler. Bu tiir yazilimlarin en biiyiik avantaji, agik
kodlu olduklarindan siirekli gelisime elverisli olmasidir. Kullanicilar tarafindan eksik goriilen
noktalarin, bu yazilimlarin forumlarinda belirtilerek kisa zamanda giderilmesi miimkiindiir.
Ayrica bu tiir ERP paketleri internet ilizerinden elde edilerek kisa zamanda sisteme entegre

edilebilir.

Stok yonetimi agisindan baktigimizda ise incelenen biitiin agik kodlu ERP yazilimlari,
par¢a bazinda stok takibi yapabilme 6zelligine sahiptir. Fakat diger taraftan, bu kategorideki

hi¢bir yazilim ne talep tahmini ne de herhangi bir sekilde planlama yapamamaktadir.
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7. Sonug

Gortigmeler yapilmadan 6nce mevcut ERP yazilimlariin stok takibi ve talep tahmini
yapabildikleri tahmin ediliyordu. Fakat bircogunun gerek deterministik gerekse stokastik
planlama yoniinden yetersiz kalacag1 diisliniilmekteydi. Goriigmeler sonucunda sadece SAS
sirketinin yaziliminin duragan stokastik planlama yapabildigi tespit edilmistir. Birkag biiytik
yazilim firmasiin deterministik planlama yapabildikleri, geriye kalan firmalarin ise tahmin

yapabilmekten oteye gidemedikleri ortaya ¢ikmustir.

Aragtirma dahilindeki higbir sirketin duragan olmayan talep altinda stokastik planlama
yapamamasi, bu yonde yapilacak ¢alismalarin 6nemini ve gerekliligini gostermistir. Bununla
birlikte ¢ok wuluslu olan yazilim sirketlerinin iirlinlerinin genellikle biiyiik sirketlerin
kullandig1, yerel bazda olan yazilim sirketlerinin ise kiiclik ve orta biiytikliikteki sirketlere

yonelik iiriin gelistirdikleri tespit edilmistir.

ERP yazilimlarin bir¢ogu oncelikle imalat sanayiinde faaliyet gosteren isletmelerin
ihtiyaglarini karsilamaya doniik olarak hazirlanmistir. Perakende sektoriine yonelik ¢oztimler
de, bu paketlere ilave edilmis veya ayr1 bir paket halinde piyasaya sunulmustur. Bu yiizden
bir¢ogunun eksigi bulunmasi ile birlikte giinden giine bu eksiklerin giderilmeye calisilmakta

oldugu goriilmiistiir.

Projemiz kapsaminda Oniimiizdeki donemlerde ele alinacak olan perakende tedarik
zinciri envanter yonetimi optimizasyon modelleri duragan olmayan talep varsayimini
tasiyacaktir. Bu raporda sunulan bulgular, gelistirilecek olan modellerin ve ¢6ziim
yontemlerinin bahsi gegen cabalara biiylik destek vermenin de Otesine gececegi ve bu

tartismalarin merkezine oturacagi bekletimizi destekler niteliktedir.

24



TABLO 1

Planlama Planlama
Ongorii Deterministik Stokastik

Duragan

Izleme | Nokta Hata Heuristik Optimal | Duragan Olmayan

SAP R/3 EVET (EVET [(EVET |EVET EVET |HAYIR |[HAYIR
Oracle EVET |EVET |EVET |EVET EVET |HAYIR |[HAYIR
INFOR ERP(Baan) | EVET [EVET |EVET [HAYIR |[HAYIR [HAYIR |HAYIR
IFS Application EVET [EVET |EVET |HAYIR |[HAYIR [HAYIR |HAYIR
SAGE MAS 500 EVET |[EVET [EVET |HAYIR |HAYIR |HAYIR |HAYIR
CANIAS ERP EVET |EVET [(EVET |HAYIR |[HAYIR |HAYIR |HAYIR
SAS EVET |EVET [EVET |EVET EVET [EVET HAYIR
Fusion@6 EVET [EVET [HAYIR|HAYIR |HAYIR |HAYIR |HAYIR
LOGO Unity EVET |EVET [HAYIR|HAYIR [HAYIR |HAYIR |HAYIR
OBASE EVET [EVET [HAYIR|HAYIR |HAYIR |HAYIR |HAYIR
Wolvox EVET |EVET [EVET |HAYIR |HAYIR |HAYIR |HAYIR
Micro EVET |EVET [HAYIR|HAYIR |HAYIR |HAYIR |HAYIR
Compiere EVET |HAYIR [HAYIR |HAYIR |HAYIR |HAYIR |HAYIR
ERPS5 EVET |HAYIR [HAYIR |HAYIR |HAYIR |HAYIR |HAYIR
GNU ERP EVET |HAYIR [HAYIR |HAYIR |HAYIR |HAYIR |HAYIR
SQL Ledger EVET |HAYIR [HAYIR |HAYIR |HAYIR |HAYIR |HAYIR
OFBiz EVET |HAYIR [HAYIR |HAYIR |HAYIR |HAYIR |HAYIR
Opentaps EVET |HAYIR [HAYIR |HAYIR |HAYIR |HAYIR |HAYIR
Openbravo EVET |HAYIR [HAYIR |HAYIR |HAYIR |HAYIR |HAYIR
OpenERP EVET [HAYIR [HAYIR |HAYIR |HAYIR |HAYIR |HAYIR
OpenPro EVET |HAYIR [HAYIR |HAYIR |HAYIR |HAYIR |HAYIR
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1. Giris

Perakendecilik, tiiketicinin ihtiyag duydugu mallarin c¢ogunlukla sabit satis
noktalarindan, kiiciik parti biiyiikliiklerinde ve nihai tiikketim i¢in pazarlanmasi faaliyetlerinin
biitiiniidiir. Bu tanim ¢er¢evesinde perakendeciler gida maddeleri, giyim esyasi, mobilya, ev
esyast, madeni esya, cam, ilag ve 1triyat, kereste ve insaat malzemesi, kitap ve kirtasiye gibi
cok farkli alanlarda faaliyet gosterirler. Perakendeci kuruluslar kapali alan biiytikliigline gore
bakkal, market, biiyilk market, kiiclik siipermarket, biiylik siipermarket ve hipermarket
seklinde siralanabilir. Tablo 1 perakendeci kurulusun biiyiikliigii ile sundugu hizmetlerin

niceligi arasinda dogrusal bir iliski oldugunu gdstermektedir [12].

Tablo 1 — Siipermarketlerin Simiflanmasi

Sanis alam Yazar Kasa | Diger Orellikler
(m*) (adet)

Hipermarket 2500rden 8 den gok | Self Servis, Park alam, ATM
biryiik

Buyuk Supermarket 1000 — 249G 2 dengok | Self Servis

Stipermarket 400 — 9949 2 dengok | Self Servis

Kucuk Stupermarket 100 — 394 2 Self Servis

Oiria Market S0-99 | Ana cadde veya ana caddeye

agilan yan sokak tizer
Bakkal S0den az |




“Planet Retail” [30] tarafindan saglanan verilere gore, Tiirk perakende sektdriiniin
cirosu 2006 yilinda 137 milyar dolar olarak gerceklesmis ve 2010'a kadar sektoriin 199 milyar
dolara ulagmasi1 beklenmektedir. Tiirkiye'de perakende sektorii ekonomiye yaklagik 6.7 milyar
dolar tutarinda bir katma deger yaratmakta ve yine yaklagik olarak 2.5 milyon kisiyi istthdam
etmektedir ki buna gore perakende sektoriiniin tiim ekonomi iizerindeki etkisi, toplam Tiirkiye
iretiminin %3.5'1 ve istihdamin ise %12'si olacaktir. Bu rakamlar perakende sektoriiniin Tiirk
ekonomisi lizerindeki agirh@ini acikga g6z Oniline sermekte ve bu sektdrde envanter
planlamasiyla saglanacak tasarrufun firma ve ulusal ekonomi bazinda ne derece Onemli

oldugunu gostermektedir.

Andersen Consulting tarafindan Coca-Cola i¢in yapilan bir aragtirma [10] siradan bir
giinde bir siipermarkette sunulan iirlinlerin %8.2’si i¢in stoksuz kalindigini belirlemistir.
Reklami yapilan iirtinler i¢in bu deger %15.0’e yiikselmektedir. Sozii edilen stoksuz kalma
durumu tiim satislarin %6.5’na karsilik gelmektedir. Alternatif tirlinler sunarak tiiketicinin
talebinin karsilanmasi halinde dahi perakendeciler toplam satiglarin %3.1°1 kadar bir
potansiyel hasilat1 yeteri kadar stok tutmamak sebebiyle kaybetmektedirler [8]. ABD ig¢in
bulunan stoksuz kalma yiizdelerinin Tiirkiye perakende sektorii i¢in de gecerli oldugunun
varsayilmasi halinde sadece stoksuz kalma sebebiyle ugranilan yillik satig kaybinin 6 milyar
dolar1 bulacagi anlasilir ki bu da konunun Onemini agik¢a ortaya koymaktadir. Stoksuz
kalmanin veya gereginden fazla stok bulundurmanin maliyetli olmas1 hangi iiriiniin sipariginin
ne zaman ve ne miktarda verilmesi gerektigi sorusunu perakende sektoriiniin temel

sorunlarindan birisi haline getirmektedir.

Perakendeci seviyesinde envanter planlamasi sorununu perakende tedarik zincirinin
planlamasindan bagimsiz olarak diisinmek miimkiin degildir. Bugliniin kiiresellesen
piyasalarinda yasanan yogun rekabet, yeni {iriinler i¢in giderek diisen iirlin yasam siireleri ve
tiiketicilerin yiikselen beklentileri firmalarin tedarik zincirlerini tekrar diizenlemelerine yol

acmustir ve perakende sektorii bunun bir istisnast degildir.

Giliniimiizde gelisen teknoloji ile birlikte kurumsal perakende sektoriinde envanter
takibini yapabilmek i¢in bilgisayar yazilimlar1 kullanilmaktadir. Kurumsal kaynak planlama
yazilimlarinin  Tirkiye slipermarket zincirlerinde kullanimi tarihi yakin bir ge¢mise
dayanmaktadir. Bu sebeple Tiirkiye’deki slipermarket zincirlerinin kullandiklar1 yazilimlarin
ne oldugu, bu yazilimlarin envanter planlamasi konusunda firmalara ne Olgiide destek

verdigine dair bir envanter heniiz ¢ikartilmamustir.
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Bu raporda Tiirkiye’de faaliyet gdsteren perakendeci firmalarin tedarik zinciri
envanter planlamasina iliskin kullanmakta olduklari karar destek yazilimlar1 belirlenmeye
calisilmistir. Bunun icin arastirma, mevcut envanter yaklasimlarini ortaya koyabilmek
amaciyla sektorii temsilen siipermarket diizeyindeki firmalar ile sinirlandirilmistir. Perakende
sektoriinde faaliyet gosteren firmalarin gesitliligi ve sayilarinin ¢oklugu, bu tiir bir sinirlamay1
gerekli kilmaktadir. Arastirmada konu edilen firmalar “Soysal Tiirkiye Perakende Katalogu

2005” siipermarketler boliimiinde listelenen slipermarket zincirleri arasindan se¢ilmistir.



2. Turkiye'de Perakende Sektorii

Tiirkiye’de perakendecilik sektdrii 1950'lerde Gima ve Migros'un kurulusu ile
gelismeye baslamistir. Perakende sektdriiniin asil atilim yaptigi yillar ise 90'lardir. Oncesinde
bakkallarin hakimiyetinde olan perakendecilik sektorii, 1990'li yillardan sonra daha biiyiik
alana ve lriin ¢esitliligine sahip olan marketlere dogru kaymaya baglamistir. Tablo 2’de
Tiirkiye perakende sektoriinde faaliyet gosteren sirketlerin  yillara gore niceligi
gozlenmektedir. Bu tabloya gore hipermarket ve siipermarketlerin sube sayilar1 yillara gore
hizla artig gostermektedir. Marketlerdeki artis siipermarketlere gore diisiikken, bakkallarin

say1s1 son yillarda azalma yoniinde bir egilime sahiptir [20].

Tablo 2 — Perakendeci Sirketlerin Yillara Gore Magaza Sayilan

Siniflandirma Satig Alaniim2) 1994 1998 1999 2003

Hipermarket 2500 ve Ustl 14 100 105 160
Sipermarket(Biyik) 1000 - 2499 58 178 227 350
Sipermarket(Orta) 400 - 999 187 487 596 920
Sipermarket(Kigik) 100 - 399 773 1.370 1.493 2.070
Market 50-99 9.176 12196  13.247  16.000
Bakkal 49 ve alti 66.925 155420 148.925 131.000
Toplam 77133  169.751 164.593 150.500

Perakendecilik sektoriindeki biliyiime trendine bakilacak olursa, 2001 yilindan 2005°¢
kadar, gida perakendecileri arasinda siipermarketler ve indirim magazalarinin pazar paylari
hizla biiylimiistiir. Son yillarda, 6zellikle indirim magazalar1 ve silipermarketlerin pazar
paylarindaki yiikselis egilimi goze carpmaktadir. Bu egilimin nedeni olarak, bu market
tiirlerinin tiiketicilerin evlerine yakin olmasi ve aligveris i¢in daha az zaman gerekmesi gibi
kolayliklarindan kaynaklandig1 sOylenebilir. Bakkallar ise, pazar paylarindaki diisiis egilimine

ragmen hala en yiiksek paya sahiptir[27].



Tablo 3 - Tiirkiye’de Gida Perakendeciliginde Pazar Paylar1 (%)

2001 2002 2003 2004 2005

Hipermarketler 2,8 2,9 2,9 3,1 3,2
Supermarketler 19,3 19,8 20,8 23,1 24,2
indirim Magazalar | 3,2 3,7 4 5 5,6
Marketler 1,1 1,1 1,1 1 1
Bakkallar 47 4 46,4 45,3 43,1 42
Sarkuteriler 16,8 16,8 16,7 16 15,6
Diger 9,4 9,3 9,2 8,7 8,4
Toplam 100 100 100 100 100

Tablo 3 perakende sektoriinde sirketlerin kategorik olarak Tirkiye’deki pazar paylarini
gostermektedir. Tablodan goriilecegi lizere siipermarketlerin pazar paylart yillar gegtikce
biiylirken, market ve bakkallarin pazar paylan kii¢clilmektedir. Bu yondeki degisimin kaynagi
stipermarketlerde bir¢ok {irliniin bir arada bulunmasi ve bunlarin sundugu kaliteli hizmet

anlayis1 gosterilebilir.

Stipermarketlerin elde ettikleri yillik cirolarinin toplamima bakacak olursak, 2006
yilinin ocak ayinda 100,000 YTL, 2007 yilinda 133,000 YTL ve 2008 yilinin Agustos ayinda
ise 129,000 YTL oldugu gorilmektedir (Grafik 2, Grafik 3). Bu rakamlar perakende

sektorliniin 6nemini bir kez daha ortaya koymaktadir.

Grafik 2 — Siipermarketlerin Aylara Gore Toplam Cirolar:
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Grafik 3 — Siipermarketlerin Yillara Gore Toplam Cirolari
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Tirkiye siralamasinda 2006 yilinin sirket bazindaki ciro rakamlarima baktigimizda
Migros, BIM, Carrefour, Real Hipermarket ve Tesco-Kipa sirketlerinin pazarda elde edilen

toplam cironun biiyiik bir kismi1 olusturdugu goriilmektedir (Grafik 4).

Grafik 4 — Perakende Sektoriinde Siipermarketlerin Cirolar:
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Perakende sektorii glinden giine artan ivme ile biiyiimesine devam etmektedir. Bu
sektoriin igindeki siipermarketler icin, cirolar1 ve magaza sayilar1 dikkate alinarak sektoriin
yapi taglar1 haline geldikleri sdylenebilir. Bu yiizden siipermarketlerin tedarik zincirlerini nasil
yonettikleri ve yonetirken hangi yazilimlardan faydalandiklarinin incelenmesi 6nemli hale
gelmigtir. Arastirmaya konu olan magazalar, gerek ciro gerekse magaza sayist bakimindan
perakende sektoriinde Onemli yere sahip olan magaza zincirlerinden secilmistir.
Arastirmadaki sirketlerin son durumlari, bu yonde hazirlanmis olan Soysal Marketler

Katalogu 2008°de 6zet seklinde goriilmektedir (Tablo 4) [34].

Tablo 4 — Tiirkiye'de faaliyet gosteren belli bash siipermarket zincirleri

Toplam <
Siipermarket Listesi csal@an ngaa?/ 7:? e ﬁ;gn‘?a ] Ka.’.;zp éaa';/’:s:
ayisi

ADESE 2.216 113 80.160 353
ALTUNBILEKLER 750 30 14.000 90
BAHAR MARKETLER ZiNCIRi 100 6 3.800 18
BEGENDIK 1.300 16 100.000 135
BILDIRICI GIDA 320 11 8.000 48
BiM 10.394 1.920 * *
CARREFOURSA * 129 * *
CAGRI HIPERMARKET * 14 20.000 195
ERIMPAS 170 4 9.000 26
ESENLIK 286 11 5.100 49
GOP PAZAR MARKETLERI 185 14 5.405 34
GROSERI 570 12 9.825 78
GUN SUPERMARKET 470 13 12.000 54
MAKROMARKET 3.252 88 86.365 510
MARKETIM 2.221 93 68.100 238
MOPAS HIPERMARKET 1.100 4 2.500 15
OZHAN MARKETLER ZINCIRI 440 16 10.253 54
PEHLIVANOGLU * 94 38.000 297
PEKDEMIR 850 21 14.000 102
RAMMAR MARKETLER ZINCIRi 750 25 32.000 96
REAL HIPERMARKET 2.215 11 97.505 454
SINCAP MARKETLER ZINCIRI 321 14 10.940 45
SAYPA 850 19 20.000 180
TESCOKIPA 5.300 80 198.000 *
UCLER SUPERMARKET 150 4 2.200 17
YIMPAS 2.019 37 235.000 390
YUNUS MARKETLER ZINCIRi 919 27 21.240 145

*Hakkinda bilgi bulunmamaktadr.




Migros Turk A.S.

Migros Tiirk A.S., 1954 yilinda Isvigre Migros Kooperatifler Birligi ve Istanbul
Belediyesi'nin girisimleri ile kurulmustur. 1975 yilinda ¢ogunluk hisseleri Kog¢ firmasi
tarafindan satin alinmistir. Bu gelismeden sonra hizla biiyliimeye giren firma, 1988 yilinda
Istanbul disindaki ilk subesini izmir’de agnugtir. Migros, 1996 yilinda Azerbaycan'daki
altyap1 ¢alismalarin1 sonlandirarak, ilk yurt dis1t magazas1 Ramstore'u Bakii'de agmistir. 2000
yilinda Kangurum isimli sanal aligveris merkezini kurarak tiiketiciye internet iizerinden de
ulagmaya baglamistir. Migros, 2005 yilinda 6nemli perakende zincirlerinden biri olan Tansas’1
da biinyesine katarak biiylimesini siirdiirmiistiir. 2007 yilinda Kog¢ grubu tarafindan satisa
¢ikarilmistir. 14 Subat 2008'de Ko¢ Holding hisselerini Moonlight Capital S.A adli ingiliz

sirketine satmustir.

Giliniimiizde yurtiginde 900’den fazla magazasi bulunan Migros, Tiirkiye’nin en
6nemli stipermarket zincirlerinden biridir. Migros 803.000 m” kapali alanda, 4.000 personelle

ve 75.000 tizerinde iirlinle hizmet vermektedir [24].

CarrefourSA

15 Haziran 1963’te Fransa’da kurulan Carrefour, Tirkiye’deki ilk magazasini 1993
yilinda Istanbul-Icerenkdy’de agmustir. 1996 yilinda Sabanci Holding ile ortaklik kuran
sirketin, Tiirkiye’deki ismi CarrefourSA olarak degismistir. Ilk alisveris merkezini bir yil
sonra Adana’da hizmete sunmustur. 2005 yilinda Gima ve Endi firmalarini1 blinyesine katarak

bliylimesini siirdiirmiistir.

Sirket hipermarket, siipermarket ve ucuzluk marketleri formatlarinda, Tirkiye’nin 31
ilinde ve Anadolu’nun 16 il¢esinde 470 magaza ile faaliyet gostermektedir. Tiirkiye’nin

onemli slipermarket zincirlerinden biri olan firma 7500 ¢alisana sahiptir [9].



Bl

Acilimi Birlesik Magazalar A.S. olan BIM, ilk subesini 1995 yilinda istanbul’da
hizmete a¢mustir. Magaza biiyiiklikleri 200-600 m’® arasinda degismektedir. Uriinlerin
miimkiin olan en diislik fiyatta ve diisiik maliyette halka sunuldugu “hard discount” modelini
benimsemistir. Bu yonden c¢aligma sekli, Avrupa’da faaliyet gosteren ALDI sirketine ¢ok
benzemektedir. Uriinler diger siipermarketlerin aksine raflar yerine kutular icinde sunularak
maliyetler diisliriilmektedir. Tercihen 6z markalardan yaklasik 600 {iriin ile smirli {iriin
cesidine sahiptir. BIM, 11.736 ¢alisan1 ve 2.175 magaza sayis1 ile Tiirkiye siipermarket

zincirleri i¢inde pazarda 6nemli bir paya sahiptir [7].

YIMPAS

Yimpas Holding, 1982 yilinda Yozgat'ta bir grup girisimei tarafindan kurulmustur.
Yimpas Magazalar Zinciri Tiirkiye'de 31 ilde 43 magazanin yaninda, Avrupa ve Tirk
Cumbhuriyetleri'ndeki magazalari ile genis bir kitleye hizmet sunmaktadir. Yimpas Magazalar
Zincirinin veri tabanma gore yaklasik 50.000 adet iirlin ¢esidi bulunmakta ve bu
portfoyiin %30'u gida irlinlerini icermektedir. Sirket 2001 yilinda Yimpas PROMA adi

altinda stipermarketler agmaya baglamistir [38].

TANSAS

Sirket Tansa adiyla, halka ucuz et ve komiir saglamak hedefiyle 1973 yilinda izmir’de
kurulmustur. 1976 yilinda Tanzim Satiglar Miidiirliigii ¢atis1 altinda, Konak'ta ilk magazasi
acilmistir. 15 Aralik 1986 tarihinde Tansas, Izmir Biiyiiksehir Belediyesi I¢ ve Dis Ticaret
A.S. adim almugtir. 1996 yilinda, izmir Biiyiiksehir Belediyesi'ne ait Tansas hisselerinin
%32.98'1 halka acgilmistir. 1999 yilinda sirket hisselerinin biiyiilk boliimii Dogus Grubu
tarafindan satin alinmistir. 2002 yili i¢inde, Macrocenter'r kendi biinyesine katmistir. %78.1
oranindaki hissesi Ko¢ Holding ve Migros tarafindan satin alinan Tansas, 10 Kasim 2005°te

Migros Tiirk A.S. biinyesine katilmigtir.
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Tansas, 2007 yili iginde 18 yeni magaza agarak, toplam magaza sayisin1 253’ye
cikartmis, toplam faaliyet alanin1 330,870 mz’ye ulastirmustir. Ege, Marmara, Akdeniz, I¢

Anadolu ve Bat1 Karadeniz olmak {izere toplam 5 cografi bolgede hizmet vermektedir [36].

Kiler Marketleri

Kiler Group’un temelleri Nahit, Vahit ve Umit Kiler tarafindan 1983 yilinda atilmistr.
Perakendecilik sektorii ile is hayatina baslayan sirket bagka sektorlerde de atilimlar
gerceklestirmistir. Hizmet sundugu magazalarini ii¢ konsepte ayirarak 0-600 metrekare
Olcekli magazalarinda 2500 gesit, 600—1500 metrekare 6l¢ekli magazalarinda 7500 ¢esit, 1500
metrekare ve lizeri magazalarinda 15000-20000 ¢esit {iriinii miisterilerine ulastirmaktadir.
Tiirkiye genelinde toplamda 130, yurtdisinda 2 adet olan magaza sayisin1 2006 yili sonuna
kadar 150’ye ¢ikarmay1 hedeflemektedir [21].

Real Hipermarket

Real, 1992 yilinda Divi, Basar, Continent, Esbella ve Real-Kauf gibi kiigiik markalarin
Metro Group tarafindan satin alinarak tek bir marka haline donistiirilmesi sonucu
kurulmustur. Real merkezi Diisseldorf'ta bulunan ve sadece Almanya'da 350 adet satig
magazasi bulunan, Metro Group'un yan kuruluslarindan birisidir. 2007 yil1 rakamlariyla Real
firmasinin Tirkiye'de 11 subesi bulunmaktadir. Real gida maddelerinin yani sira ev esyalari,
elektronik aletler, kitaplar, medya {iriinleri, kirtasiye, spor malzemeleri gibi {irtinlerle Tiirkiye
dahil olmak iizere diinyanin bircok iilkesinde subeler agmistir. Uriinlerin iizerine yapistirilan
gizli etiketler sayesinde kasalardan gegmeyen {irlinlerin alarm vermesini saglayan sistemin, ilk

denendigi kuruluslardan biridir [32].

Rammar Grosmarket

Rammar 1996 yilinda kiiciik capli yatirimlarin birlesimi ile Istanbul’da faaliyete

gecmistir. 25 subesi ile Istanbul'un her iki yakasi ve Trakya'daki miisterilerine ulasmaya
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devam etmektedir. 2007 yilin1 25 sube ve 750 personeliyle bitiren Rammar Marketler Zinciri,

2008 yilinda sube sayisini 35'e, calisan sayisini ise 1.100'e ylikseltmeyi hedeflemektedir [31].

Adese

Adese sirketi, 1994 yilinda Ittifak Holding tarafindan perakende sektdriine girmek
amaciyla kurulmustur. Sirket 2007 yili sonunda indirim marketleri zinciri olan Mercek Gida
ile birlesmistir. Yazilimlarii ve teknik alt yapisini kendi biinyesinde gelistirerek tamamen 6z
kaynaklarimi kullanmaktadir. Adese, Mayis 2008 itibariyle, yedi sehirde 119 magazaya ve
2850 calisana sahiptir. 2007 sonu itibariyle cirosu 450 milyon YTL olarak hesaplanmistir [1].

Makromarket

Makromarket Magazalar Zinciri 1991 yilinda Ankara’da kurulmustur. Bugiin
itibariyle 9 ilde bulunan 106 magazasi ve 3950 personeli ile hizmet sunmaktadir. Hafta ici
ortalama 110.000-125.000, hafta sonu 135.000—-150.000 miisteriye hitap eden Makromarket;

55 bini asan iirlin ¢esidi ile tiiketicisine hizmet vermektedir [22].

Mopas Hipermarket

Istanbul Bayrampasa’da ii¢ tane market ve Rami’de toptan magaza isletmesiyle
hizmete baslayan Mopas Marketler Birligi, 1996°da ii¢ kiiciik marketi devrederek Moda’da ilk
MOPAS magazasim agti. Bugiin Istanbul Anadolu yakasinda 31, Bursa bolgesinde 10 sube

olmak iizere toplam 41 magaza ve Pendik/ Kurtkdy'de 4500m2’lik alan iizerine kurulu Genel

Miidiirlik& Antrepo binalar ile hizmet vermektedir [25].
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Tescokipa

Kipa (Kitle Pazarlama Ticaret ve Gida Sanayi A.S.), 17 Agustos 1992 tarihinde 100
ortakli bir girisim olarak Izmir'de kurulmustur. Kipa ilk hipermarketini 18 Ekim 1994
tarihinde Izmir'in Bornova ilgesinde hizmete agnustir. 1 Kasim 2003 tarihinde diinyanin 6nde
gelen perakende devlerinden Tesco ile birleserek Tesco Kipa ismini almigtir. Kipa 2006
yilinda ilk kiigiik formatli ekspres magazasi olan Esrefpasa Kipa Ekspres’i Izmir’de agmustir.
Tesco Kipa, Izmir'de agtign 11 ekspres magazadan sonra, Antalya'da Sarampol Kipa Ekspres

ve Ali Cetinkaya Kipa Ekspres magazalar1 ayni giin hizmete agmistir [37].

Pehlivanoglu

Pehlivanoglu 14 Haziran 1980 tarihinde izmir’in Ugkuyular semtinde ilk magazasini
acarak faaliyete gegmistir. Sirket 1999 yilinin Agustos aymnda unvanini, Pehlivanoglu
Marketgilik Gida Pazarlama San. ve Tic. A.S. olarak degistirmistir. Sirket, ana is kolu olan
gida sektdriiniin yam sira; insaat, Turizm, Bilgi Islem, Ozel Giivenlik, Ambalaj, Makine,
Depoculuk, Tasima, Sigorta Acenteligi gibi farkli sektorlerde de faaliyet gostermektedir.
Pehlivanoglu Sirketler Grubu, bugiin itibariyle Ege bolgesi ve ¢evresinde 79 magazaya, 1223
personele sahip bir sirket haline gelmistir [28].

Akyurt Alisveris Merkezleri

Akyurt, 1983 yilinda Ankara-Kecioren'de Akyurt Besi Ciftligi’ni kurarak perakende
alaninda ilk yatirnmini yapmistir. 1987 yilinda Demetevler’de 2°’nci magazasini hizmete
acmustir. 1996 yilinda brans magazaciliktan, zincir siipermarket magazaciliga gecis yapmistir.
2003-2004 yillarinda Etimesgut ve Demetevler Magazalarim1 faaliyete gegirmistir. Akyurt

sirketi 2008'de Giinesevler magazasini agarak Ankara i¢cinde 23. magazasina ulasmistir [2].
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Yunus Marketler Zinciri

Bir aile sirketi olarak ticari ge¢misi 1989 yilma dayanan Yunus Market Isletmeleri’nin
“Yunus Marketler Zinciri” markasiyla perakende sektoriine girisi 1995 yilindadir.
Faaliyetlerine Ankara’da baslayan Yunus Marketler Zinciri, 28 subeye ve 30.000 m® satis
alanina sahiptir. Sirketin Ankara disindaki ilk magazas1 Nisan 2008'de Diizce’de agilmustir.
Yunus Market Isletmeleri zaman icinde biinyesine perakende sektdriiniin disinda; insaat,

metal ve gida sektorlerinde faaliyet gosteren 3 grup sirketi daha katmistir [39].

Bedendik Madgaza isletmeleri

Begendik Magaza Isletmeleri Ticaret ve Sanayi A.S. perakende sektoriindeki
faaliyetlerine 1986 yilinda Kayseri’de baslamistir. Ankara’daki ilk magazasim1 1993 yilinda
Kocatepe’de agan firma, bir y1l sonra Akkdprii’de ikici subesini faaliyete sokmugtur. 1995°te
Istanbul Carousel ve 1997°de Izmit'te olmak {izere iki sube daha acarak biiyiimeyi
stirdiirmiistiir. Firma, gida maddeleri ile birlikte tekstil, ev esyalari, restoran gibi hizmet

isletmelerini de i¢eren "Boliimlii Magaza" tarzin1 benimsemektedir [5].

IYAS

Iyas (Isparta Gida Sanayi Ve Ticaret A.S.) 1997 yilinda 10 ortakli bir sirket olarak
Isparta’da kurulmustur. 14 Mart 1998 tarihinde Isparta’da ilk aligveris merkezini hizmete
sokmustur. Firma gida sektoriinde iiretim ve pazarlama faaliyetlerini gerceklestirmektedir.

Antalya Iyas’1 ve Dinar Aligveris Merkezi ni agarak biiyiimesini siirdiirmiistiir [19].

Sincap Marketler Zinciri

Sincap Marketler Zinciri, Temmuz 2002’den bu yana Konya’da faaliyet
gostermektedir. Sirket 5 yil icerisinde, Konya’da daha once marketcilik yapan Karipek,

Ozhatunsaraylilar, Ananas, Ozkent ve Osmanl sirketlerinin magazalarim satin alarak biiyiime
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stirecini stirdiirmistiir. 2007 yil1 sonunda sirket 14 magaza, 321 personel ve yillik 50 milyon

YTL’lik ciroya ulagmistir [33].

SAYPA

Saypa Marketler Zinciri ilk subesini 1995 yilinda Bursa’nin Yesilyayla mahallesinde
faaliyete ge¢irmistir. 10 yillik siire igerisinde Bursa dahilinde 20 magaza sayisina ulagmistir.
Saypa toplamda 20 bin metrekarelik bir alana ve 850 ¢alisana sahiptir. Cevre illerde yeni

subeler agarak biiyiimeyi hedeflemektedir [35].

Bahar Marketler

Bahar Gida A.S. 1985 yilinda Merzifon’da kurulmustur. Marketcilik alaninda
Merzifon, Suluova, Havza ve Unye ilgelerinde olmak iizere 6 sube ile faaliyet gostermektedir.
Marketgiligin yaninda un {iretimi, hayvancilik, ingaat ve petrol ofisi isletmeciligi de

yapmaktadir [4].

Ozhan Marketler Zinciri

Ozhan Gida 1980°li yillarda toptancilikla piyasaya giris yapmustir. 1992 yilinda
Mudanya yolu magazasim1 agarak perakende sektoriine girmistir. 2008 yili itibariyle Bursa

icinde 19 magazasi ile yerel bazda hizmet vermektedir [26].

Altunbilekler

Altunbilekler Marketler Zinciri 1983 yilinda Ankara’nin Kecidren ilgesinde semt
marketciligi ile faaliyetlerine baslamistir. Giinlimiizde sirket, Ankara i¢ine yayilmis 32 adet
siipermarkete sahip bir zincir haline gelmistir. Sirket toplamda 10.100m*lik satig alanma ve
800’e yakin personele sahiptir [3].
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Groseri

Groseri, 1989 yilimin Haziran ayinda Ersin Ozdemir, Mehmet Ali Oniir ve Levent
Ugurses tarafindan Adana’da kurulmustur. Sirket 2007 yilinda 12 sube sayisina ulagmustir.

Yerel bir zincir olan Groseri, bolgesel olarak biiylime hedeflemektedir [17].

Pekdemir

Pekdemir 1979 yilinda kiiclik bir market olarak Denizli’de agilmistir. 15 Eyliil 2000
yilinda Denizli’nin ilk yerel hipermarketini acan firma, 2005 yilinda Umpas’in ii¢ magazasini
da biinyesine katarak biiyiimesini siirdiirmiistiir. Su an da 18 magaza, 22.000m”’lik satis

alanina ve 1000’e yakin ¢aligsana sahip yerel marketler zinciri haline gelmistir [29].

Cagr Hipermarket

Cagr1 Gida, 1980’lerde Istanbul Uskiidar’da hizmete baslamistir. 1990’larda biiyiiyen
firma ismini Cagr1 Hipermarket olarak degistirmistir. Istanbul iline odaklanmus sirket, il

genelinde 16 magazasinda 900 kisilik personeli ile hizmet sunmaktadir [13].

Gun Supermarket

1995 yilinda Mukaddes Giin tarafindan Denizli ilinde kurulmustur. 1999 yihi
ortalarinda Beltas sirketinin magazalarin1 alarak magaza sayisini yediye ¢ikarmistir. 2006
yilinda Kuyucak, Saraykdy ve Nazilli il¢elerinde subeler acilmistir. Firma bdlgesel bazda

magaza zinciri olmay1 hedeflemektedir [18].
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Erimpas

Erimpas sirketi 1997 yilinda Ahmet Tanoglu tarafindan Erzincan sehrinde
kurulmustur. Erzincen igerisinde bulunan 3 subesi ve yaklasik 200 ¢alisani ile hizmet

vermektedir.

Kim Marketleri

Kim Marketleri 1997 Kiler Marketleri’'nden aldig1 franchising ile Istanbul’da hizmete
baslamistir. Ac¢ilimi  “Kazangli Istanbul Magazalar” olan Kim, daha sonra Kiler
Marketleri’nden ayrilarak kendi markasini olusturmustur. Giinlimiizde Kim Marketlerin

Istanbul’da 39, Izmit’te 3 subesi bulunmaktadir. Firma yaklasik 1800 c¢alisani ile hizmet

sunmaktadir.

Bildirici Marketler Zinciri

Bildirici Gida 1993 yilinda Niyazi Bildirici tarafindan Ankara’da kurulmustur.
Giiniimiizde firma 11 sube, 280’¢ yakin calisan ve 8100 m” satis alani ile Ankara igerisinde

faaliyetlerini stirdiirmektedir [6].

Meshur pevynirci

Meshur Peynirci ticari hayatina 1944 yilinda Ankara Samanpazari’nda toptan gida
satis1 ile baslamis, 1978 yilinda ilk perakendeci markerini faaliyete gegirmistir. Giinlimiizde

Ankara icersinde 40’a varan sube sayisi ile yerel bazda hizmetlerini stirdiirmektedir [23].
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GOP Marketler Zinciri

GOP Market ticari hayatina 1995 yilinda, Gaziosmanpasa’da agilan magaza ile
baslamistir. GOP Marketleri, su anda 14 magazasi, toplam 7850 m’ market satig alani, 34

kasasi ve 219 calisani ile tiiketicilerine ulagsmaktadir [16].

Esenlik Super Market Zinciri

Esenlik Siiper Market Zinciri, Malatya Belediyesinin %95’ine sahip oldugu Esenlik
Imar Insaat ve Ticaret Ltd. Sti.’nin bir istirakidir. Firma Malatya’nin ¢esitli yerlerinde faaliyet

gosteren 11 adet magazaya sahiptir [14].

Macit Marketler Zinciri

Macit Marketler Zinciri, 31 Mart 1987 yilinda Orhan Macit tarafindan Ankara
sehrinde kurulmustur. Ankara icerinde 16 subeye ve yaklasik 400 calisana sahip olmaktadir.

Firmanin Ankara diginda Corum sehrinde 1 subesi bulunmaktadir.

Ucler Siipermarket

Ucgler Siipermarket is hayatina 1974 yilinda istanbul’da baslamistir. Yerel diizeyde
hizmet sunan market, Istanbul’un Avrupa yakasinda bulunan 6 subesi ve yaklasik 200 ¢alisani

ile faaliyet gostermektedir.

Cagdas Marketler Zinciri

Cagdas Marketler Zinciri, perakendecilik sektoriine 3 Aralik 1987 tarihinde Cagdas
Ucuzluk adiyla Ankara’da agilan 150 m*'lik magazasiyla adim atti. Cagdas Marketler Zinciri,

su anda 22 magazasi ile Ankarali tiiketicilere hizmet vermektedir [11].
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GIMSA Marketler Zinciri

Gimsa merkez subesi Sincan’da olan, 11 magazaya ve 1000 ¢alisana sahip Ankara’da

kurulmus bir marketler zinciridir [15].
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3. Stipermarket zincirleriyle yapilan goriismeler

Bu raporda Tiirkiye'de faaliyet gosteren belli bagli siipermarket zincirlerinin tedarik
zinciri envanter planlamasina doniik olarak kullandiklar1 yazilimlarin bir envanterinin
cikarilmasi hedeflenmistir. Yontem olarak slipermarketlerin  herbiri ile ayr1 ayn
yapilandirilmig goériisme yapilmasi benimsenmistir.  Yapilan goriismeler, arastirma
kapsamindaki girketlerin genel merkezlerinde ¢alisan satin alma veya bilgi islemden sorumlu
yetkililer ile gerceklestirilmistir. Bu yapilandirilmis goriismelerde asagidaki sorular verilen

sirada kullanilmastir:
- Sirketinizde stok takibini yapacak bir bilgisayar programi kullantyor musunuz?.
Eger evet ise,

0 Hangi programi kullantyorsunuz?
0 Bu program talep tahmini yapabiliyor mu?
0 Program bir sonraki donem i¢in talep, fiyat, maliyet ve tedarik siiresi tahmini

yapiyor mu?
Eger evet ise,

= Program talep tahmini hatasina iliskin bilgi sunuyor mu?
= Bu program iiriin bazinda ne zaman ne miktarda siparis verilmesi
gerektigini size sOyliiyor mu?
0 Program ileriye doniik olarak tahmin yapabiliyor mu / siparis zamanlarini
sOyleyebiliyor mu?
0 Kullandiginiz program tutulmasi gereken yedek/giivence stok miktarini
belirleyebiliyor mu?

0 Siparis kararlarini verirken programin onerilerini dikkate aliyor musunuz?

Arastirma neticesinde bir¢cok bulguya ulasilmistir. Bu sonuglarin bazilar1 ERP
yazilimlari, bazilar ise siipermarketlerle baglantilidir. Bulgular 1s18inda ERP yazilimlarinin
slipermarketlerin envanter planlamasi acisindan ihtiyaglarini karsilayamadiklar1 goriilmiistiir.
Stipermarketlerin  22°si  kullandigi yazilimlarla, nokta talep tahmini yapabildiklerini

bildirmistir. Bir sirket yazilimlarinin talep tahmini hatasina iligkin bilgi sunabildigini

20



belirtmistir. Higbir sirket yazilimlarimi kullanarak deterministik envanter planlamasi
yapabildigini belirtmemistir. Ayrica bazi1 sirketlerin kullandig1 yazilimlar, nokta talep
tahminine ve tahmin hatasina iliskin bilgi sunabilse de, programlarin bu 6zellikleri
kullanicilar tarafindan etkin bir sekilde kullanilamamaktadir. Bdylece yazilim sisteme entegre
olsa bile istenilen diizeyde destek saglayamamaktadir. Sonugta kullanilan yazilimlar stok
takibi i¢in kullanirken, aymi yazilimlar planlama yapmak i¢in kullanilmamaktadir. Su ana
kadar tamamlanmis olan sirket goriismelerinden elde edilmis olan arastirma bulgular1 soyle

Ozetlenebilir:

— Siipermarketlerin ¢ogunlugu hazir ERP paketleri kullanmaktadir. Baz1 stipermarketler
ise kendilerine 6zel yazilimlar hazirlatmis ve kullanmaktadir.

— Hazir ERP paketlerinin ¢ogu sadece Tiirkiye'de hizmet veren yazilim sirketleri
tarafindan olusturulmustur.

— ERP paketlerinde envanter yonetimi ile ilgili olan modiillerin biiyiik cogunlugu nokta
talep tahmini yapabilmektedir. Birka¢ programin modiilleri tahmin hatasina iliskin
bilgi sunabilmektedir.

— Siipermarketlerin hi¢birinde ERP yazilimi kullanilarak planlama yapilmamaktadir.

— Siipermarketlerde verilen siparis kararlarinda insan faktorii 6n plana g¢ikmaktadir.
Yazilimin sundugu Oneriler, yoneticilerin deneyimlerine dayanarak verdigi kararlarin
golgesinde kalmaktadir.

— Birgok silipermarket zinciri, siparislerini subelerinden gelen siparis miktarlarina gore
ayarlamaktadir. Yazilimlarin bu durumdan kaynaklanabilecek kirbag etkisine karsi
¢Oziimii bulunmamaktadir.

— Giivenlik stogu i¢in yazilimlarin bir 6nerisi bulunmamaktadir. Kullanicilar giivenlik
stogu miktarini onceki satislara ve kendi deneyimlerine gore belirleyerek, bu miktar
programa girmektedirler.

— Siipermarketlerde kullanilan yazilimlarin promosyon, kampanya ve 6zel giinlerdeki
satiglar (bayram, yilbasi vs.) gibi durumlarla basa ¢ikabilmesini saglayacak ¢oziimleri
bulunmamaktadir.

— Siipermarketler ERP yazilimlarini stok hareketlerini takip etmek i¢in kullanmaktadir.

— Siipermarketler yazilimlarin planlama yapma konusundaki 6nemi hakkinda yeterli

bilgiye sahip degildir.
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Asagida firma bazinda yapilan gorlismelerin sonuglar1 verilmistir. Su ana kadar Migros,
Tansas, Carrefour, Sok ve Tescokipa ile yapilan goriismeler heniiz
sonuclandiralamamistir. Bu gorlismelerinde tamamlanmasindan sonra elde eldilen

bulgularla rapor nihai seklini alacaktir.

Yimpas: Sirket stok takibi i¢in kendi yazilimlar1 olan Proma isimli programi
kullanmaktadir. Yimpas yazilimin nokta tahmini yapabildigini, fakat tahmin hatasina
iliskin bir segenek sunmadigini belirtmistir. Giivenlik stogu yazilim tarafindan

belirlenmemektedir.

BiM: Stok takibi yazilimi olarak SAP R/3 kullanilmaktadir. Daha dnceki arastirmadan
programin talep tahmini ve planlama yapabildigi bilinmektedir. Ama sirketin bu

ozellikleri ne oranda kullandig1 hakkinda detayli bilgi elde edilememistir.

REAL Hipermarket: Real Hipermarket, MMS isimli kendi gelistirdikleri bir stok takip

programi kullanilmaktadir. Sirketten alinan bilgilere gore program izleme ve nokta
talep tahmini islemlerini yapabilmektedir. Tahmin hatasina ve planlamaya iliskin
kullanicilara  destek  saglamamaktadir. Gilivelik stogu belirleme secgenegi

bulunmamaktadir.

Rammar Grosmarket: Sirket stok takibi i¢cin Micro isimli ERP programini

kullanmaktadir. Yazilimin nokta talep tahmini segenegi bulunmasina karsin sirket
tarafindan bu secenek kullanilmamaktadir. Siparisler firmanin kendi deneyimleri

dikkate alinarak belirlenmektedir.

Marketim: Netsis firmasinin standart muhasebe agirlikli programini kullandig1 tespit

edilmigtir. Aktif olarak kullandiklar1 ERP programi bulunmamaktadir.

ADESE: Adese stok takibi i¢in kendi yazilimlarin1 kullanmaktadir. Sirket yazilimin
tek donemli planlama yaptigini belirtmistir. Yazilim ¢ok dénemli planlama ve tahmin

hatasi i¢inse kullaniciya bir secenek sunmamaktadir.

Makro Market: Makro market stok takibi i¢in OBASE programini kullanmaktadir.

Sirket bu programi kullanarak talep tahmini yaptigini belirtmistir. Yazilim talepteki

22



tahmin hatalarma iliskin bilgi sunmamaktadir. Yazilim en iyi siparis miktarini

kullanict i¢in hesaplayamamaktadir.

Mopas Hipermarket: Stok takibi i¢in Mikro yazilimini kullanmaktadir. Programin

talep tahmini yapabilme 0zelligi bulunmasma ragmen sirket tarafindan bu o6zellik

kullanilmamaktadir. Yazilimin giivenlik stogu belirleme 6zelligi bulunmamaktadir.

Pehlivanoglu: Pehlivanoglu sirketine 6zel hazirlanan Unix tabanli bir stok takip
programi kullanilmaktadir. Sirketin verdigi bilgilere gore program satig ortalamasina
temel alarak talep tahmini yapabilmektedir. Tahmin hatalarina ve planlamaya dair bir

secenek bulunmamaktadir. Asgari stok kullanicilar tarafindan tanimlanmaktadir.

Akyurt Ahsveris Merkezleri: Sirket stok yazilimi olarak Oracle veritabanli bir

program kullanmaktadir. Akyurt firmasi yazilimin talep tahmini yaptigini bildirmistir.
Tahmin hatasina ve planlamaya iligkin kullanicilara destek vermemektedir. Gegmis
verileri kullanarak siparis i¢in minimum ve maksimum noktalar1 kullanicilara
bildirmektedir. Bu degerler sirket agisindan, yoneticilerin verdigi kararlara gore daha

az Oonemlidir.

Yunus Marketler Zinciri: Stok takibi i¢in Oracle tabanli Olympos programi

kullanilmaktadir. Sirket tarafindan yazilimin nokta tahmini yaptigi belirtilmistir. Diger
yandan yazilim tahmin hatasi ve uzun dénem planlama konusunda kullaniciya destek

saglamamaktadir.

Begendik: Stok yazilimi olarak Milenium isimli program kullanilmaktadir. Sirket
yetkilisi tarafindan yazilimin talep tahminlerini tek donemli ve nokta tahmini seklinde
gerceklestirdigi  belirtilmigtir. Tahmin hatast ve planlama yapma 6zelligi

bulunmamaktadir. Giivenlik stogu belirleme 6zelligi bulunmamaktadir.

Iyas: Firma stok takibi icin Netsis sirketinin ERP yazilimini kullanmaktadir. Sirket
yazilimi kullanarak talep tahmini yaptigini bildirmistir. Yazilimin, ne zaman ne kadar
siparig verilmesi gerektigi konusunda oneri sunmadig tespit edilmistir. Bu kararlar

firma tarafindan verilmektedir.

Sincap Marketler Zinciri: Firma stok takibi i¢in Mikro yazilimimi kullanmaktadir.

Fakat sirket, yazilimi talep tahmini agisindan yeterli goérmedigi igin firma
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bilinyesindeki bilgi islem sorumlulart ek bir yazilim yazmiglardir. Mikro ve sirketin
yazilimi beraber kullanilmaktadir. Bu iki programin kullanilmasina karsin, siparis

miktarlarini yine yoneticilerin belirledigi tespit edilmistir.

Bahar Marketler: Sirket stok takibi i¢in Logo Gold yazilimimi kullanmaktadir. Sirket

tarafindan yazilimin nokta tahmini yaptigi, buna karsin tahmin hatasina ve planlamaya
dair secenekler icermedigi sdylenmistir. Giivenlik stogu acisindan Oneri
sunmamaktadir. Siparis kararlarinda yoneticilerin belirledigi miktarlar dikkate

alinmaktadir.

Saypa: Saypa stok takibi i¢in Mikro yazilimmi kullanmaktadir. Sirket programi
kullanarak talep tahmini yapabilmektedir. Yazilim talep tahmini hatasi ve planlama

acisindan destek sunmamaktadir. Glivenlik stogu belirlenememektedir.

Ozhan Market Zinciri: Stok takibi icin Mikro yaziliminin Retail 9000 isimli

perakendeciler icin gelistirilmis modiiliinii kullanmaktadir. Sirket tarafindan nokta
talep tahmini yapilmaktadir. Fakat yazilimin tahmin hatast ve planlama igin
seceneklerinin  bulunmadigir belirtilmistir. Giivenlik stogu kullanicilar tarafindan

belirlenmektedir.

Altunbilekler: Firma stok takibini Okyanus isimli yazilim ile gergeklestirmektedir.
Sirket yazilimin talep tahmini yapma 6zelligi bulundugunu bildirmistir. Yazilim

siparis konusunda kullaniciya bir 6neri sunmamaktadir.

Groseri: Stok takibi yazilimlar1 Okyanus isimli programdir. Sirket programi kullanarak
talep tahmini yapmadigin1 belirtmistir. Siparis kararlar1 firma yoneticileri tarafindan

alinmaktadir.

Pekdemir: Sirket stok takibi i¢in Mikro yazilimimi kullanmaktadir. Firma yazilimin
talep tahmini Ozelligini kullandigini belirtmistir. Talep tahmini hatalarina ve
planlamaya iliskin 6zellik bulunmamaktadir. Giivenlik stogunun, genelde ortalama

satiglara gore {i¢ glinliik stok seklinde tutuldugu bildirilmistir.

Cagri Hipermarket: Cagr1 Hipermarket stok takibi i¢in Kalem yazilim sirketinin

hazirladigi Santana isimli {rlinii kullanmaktadir. Sirket yazilimin talep tahmini
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yaptigini, tahmin hatasi ve planlama seceneklerinin bulunmadigini belirtmistir.

Giivenlik stogu kullanici tarafindan belirlenmektedir.

Giin_Siipermarket: Stok takibi yazilimi olarak Netsis Fushion@6 kullanmaktadir.

Sirket tarafindan talep tahmini yapilmamaktadir. Siparisler satiglarina gére magaza

bazinda belirlenmektedir. Giivenlik stogunu kullanici belirlemektedir.

Erimpas: Stok takibi i¢in Mikro yazilimi kullanilmaktadir. Sirket tarafindan yazilim
kullanilarak talep tahmini yapildigi belirtilmistir. Yazilim tahmin hatas1 ve planlama

bakimindan yetersiz kalmaktadir.

Kim Marketleri: Kim Marketleri stok takibi i¢in Workiip E-is isimli yazilimi

kullanmaktadir. Sirket yetkililerince programin talep tahmini ve planlama yapma

ozelligi bulunmadig1 bildirilmistir.

Bildirici Gida: Stok takibi i¢in Okyanus isimli yazilim kullanilmaktadir. Firma
yazilimi kullanarak talep tahmini yapamadigin1 belirtmistir. Giivenlik stogu

kullanicilar tarafindan belirlenip programa girilmektedir.

GOP Pazar Marketleri: Sirket stok takibi i¢in Mikro yazilimmi kullanmaktadir.

Program talep tahmini yapmasma ragmen bu Ozelligi firma tarafindan
kullanilmamaktadir. ~ Siparis  miktarlari, subelerin  istekleri  dogrultusunda

belirlenmektedir. Giivenlik stogu belirleme se¢enegi bulunmamaktadir.

Esenlik: Stok takibi i¢in Netsis firmasinin yazilimini kullanilmaktadir. Sirket
tarafindan talep tahmini yapilmamaktadir. Yazilim siparis verme konusunda

kullaniciya destek vermemektedir.

Macit Marketler Zinciri: Sirket stok takibi i¢in Oracle veritabanini kullanan Olympos

isimli yazilimi kullanmaktadir. Sirket tarafindan ne talep tahmini ne de planlama

konusunda yazilim kullanilmamaktadir.

Ucler Siipermarket: Ugler Siipermarket stok takibi i¢cin OBASE 2.1 programini

kullanmaktadir. Sirket tarafindan yazilimin nokta talep tahmini yaptig1 belirtilmistir.

Yazilimda tahmin hatasi ve planlamaya yonelik bir secenek bulunmamaktadir.
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Meshur Peynirci: Stok takibi i¢in Omega isimli yazilim kullanilmaktadir. Firma

yazilimin nokta talep tahmini yaptigini bildirmistir. Yazilim tahmin hatasina iligkin

bilgi sunmamaktadir. Siparis kararlar1 kullanicilar tarafindan belirlenmektedir.

Cagdas Marketler Zinciri: Firma stok takibi i¢in Olympos isimli yazilimi

kullanmaktadir. Sirket yazilimin nokta talep tahmini yapabildigini belirtmistir.
Yazilim tahmin hatasina ilisgkin bilgi sunmamaktadir. Gilivenlik stogu hedefi
bildirmemektedir. Siparis kararlari tamamen firma yoneticileri tarafindan

verilmektedir.
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4. Sonug

Bu raporun amaci Tiirkiye perakende sektoriinde faaliyet gosteren siipermarketlerin
tedarik zinciri yonetimi icin kullandiklar1 envanter yonetim yazilimlarini belirlemek ve

tedarik zinciri yonetiminde bu yazilimlardan ne dl¢ilide faydalandiklarini tespit etmektir.

Arastirma kapsaminda su ana kadar 31 firma ile goriisme yapilmistir. Elde ettigimiz
bulgular temelde sektor tarafindan kullanilan yazilimlarin etkin sekilde belirsizlikle basg
edebilecek fonksiyonellige sahip olmadiklarin1 ve ¢ogu zamanda bu yazilimlarin sundugu
temel fonksiyonlarin bile firmalar tarafindan uygun organizasyonel siirecler ve uzmanlik

bulunmadigi i¢in kullanilmadigini géstermektedir.

Genel olarak baktigimizda, sadece 2 siipermarket yazilimlarimin talep tahmini
yapabildigini ve tahmin hatasina iligkin bilgi sundugunu belirtmistir. 9 siipermarket
yazilimlarinin sadece talep tahmini yapabildigini bildirmistir. 1 sipermarket ise ERP yazilimi

kullanmadiklarini belirtmistir.

Yukaridaki tabloya baktigimizda higbir silipermarketin deterministik planlama
yapmadig1 goriilmektedir. Buradan yola ¢ikarak, giinlimiiz Tiirkiye perakende sektoriinde
faaliyet gosteren silipermarketlerde yonetici deneyimlerinin, siparis kararlarinda hala en
onemli faktor olduguna ulasabiliriz. Ayrica yaptigimiz goriismelerde ulastigimiz bir baska
sonug ise, yazilimlarin birgcogunun siipermarketlerde ¢ok goriilen mevsimsel satig, indirim,
kampanya gibi durumlara 6zel c¢oziimlerinin olmayisidir. Bu da siparis miktarlarinin
belirlenmesinde hala ydneticilerin neden kisisel tecriibelerine dayanarak karar verdiklerini bir

noktaya kadar agiklamaktadir.

Stipermarketlerin belirsizlik altinda ihtiyaglarima cevap verecek yeni ve kapsamli
envanter planlama sistemlerine ihtiyag oldugu aciktir. Ote yandan bu yazilimlarin var olmasi
halinde dahi etkin sekilde kullanilabilecegine dair bir bulgu yoktur. Bu noktada yoneticilerin
gerekli  egitimden gecirilmesi, Dbilinglendirilmesi ve teknik ekibin  yazilimlarin

fonksiyonellikleri hakkinda bilgilendirilmesi gerekliligi ortadadir.
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Abstract. Cost-based filtering is a novel approach that combines tech-
niques from Operations Research and Constraint Programming to filter
from decision variable domains values that do not lead to better solu-
tions [7]. Stochastic Constraint Programming is a framework for mod-
eling combinatorial optimization problems that involve uncertainty [19].
In this work, we show how to perform cost-based filtering for certain
classes of stochastic constraint programs. Our approach is based on a
set of known inequalities borrowed from Stochastic Programming — a
branch of OR concerned with modeling and solving problems involving
uncertainty. We discuss bound generation and cost-based domain filter-
ing procedures for a well-known problem in the Stochastic Programming
literature, the static stochastic knapsack problem. We also apply our
technique to a stochastic sequencing problem. Our results clearly show
the value of the proposed approach over a pure scenario-based Stochas-
tic Constraint Programming formulation both in terms of explored nodes
and run times.

1 Introduction

Constraint Programming (CP) [I] has been recognized as a powerful tool for
modeling and solving combinatorial optimization problems. CP provides global
constraints offering concise and declarative modeling capabilities and efficient
domain filtering algorithms. These algorithms remove combinations of values
which cannot appear in any consistent solution. Cost-based filtering is an ele-
gant way of combining techniques from CP and Operations Research (OR) [7].
OR-based optimization techniques are used to remove from variable domains
values that cannot lead to better solutions. This type of domain filtering can be

*S. Armagan Tarim and Brahim Hnich are supported by the Scientific and Tech-
nological Research Council of Turkey (TUBITAK) under Grant No. SOBAG-
108K027. Roberto Rossi is supported by Science Foundation Ireland under Grant
No. 03/CE3/1405 as part of the Centre for Telecommunications Value-Chain-Driven
Research (CTVR) and Grant No. 05/IN/I886.

P.J. Stuckey (Ed.): CP 2008, LNCS 5202, pp. 235-B50], 2008.
© Springer-Verlag Berlin Heidelberg 2008



236 R. Rossi et al.

combined with the usual CP-based filtering methods and branching heuristics,
yielding powerful hybrid search algorithms. Cost-based filtering is a novel tech-
nique that has been the subject of significant recent research.

Stochastic Constraint Programming (SCP) [19] is an extension of CP, in which
there is a distinction between decision variables, which we are free to set, and
stochastic (or observed) variables, which follow some probability distribution.
SCP is designed to handle problems in which uncertainty comes into play. Un-
certainty may take different forms: data about events in the past may not be
known exactly due to measuring or difficulties in sampling, and data about events
in the future may simply not be known with certainty.

In this work we propose a novel approach to performing cost-based filtering
for certain classes of stochastic constraint programs. Our approach is based on
a well-known inequality borrowed from Stochastic Programming [4], a branch of
OR that is concerned with modeling constraint satisfaction/optimization prob-
lems under uncertainty. We implemented this approach for two problems in
which uncertainty plays a role. In both cases we obtained significant improve-
ments with respect to a pure SCP formulation both in terms of explored nodes
and run times.

The rest of the paper is structured as follows. In Section [2] we give the nec-
essary formal background. In Section Bl we review relevant inequalities from
Stochastic Programming. In Section @, we introduce global optimization chance
constraints. We describe our empirical results in Section [{] and review related
works in Section[@l Finally, we conclude and outline our future work in Section [7

2 Formal Background

A Constraint Satisfaction Problem (CSP) [1] is a triple (V,C, D), where V =
{V1,...,V,} is a set of decision variables, D is a function mapping each element
of V' to a domain of potential values, and C' is a set of constraints stating
allowed combinations of values for subsets of variables in V. A solution to a
CSP is an assignment to every variable of a value in its domain, such that all
of the constraints are satisfied. We may also be interested in finding a feasible
solution that maximizes (minimizes) the value of a given objective function over
a subset of the variables. With no loss of generality, we restrict our discussion
to maximization problems.

Optimization-oriented global constraints embed an optimization component,
representing a proper relaxation of the constraint itself, into a global constraint
[7]. This component provides three pieces of information: (a) the optimal solu-
tion of the relaxed problem; (b) the optimal value of this solution representing an
upper bound on the original problem objective function; (c¢) a gradient function
grad(V,v), which returns for each variable-value pair (V,v) an optimistic eval-
uation of the profit obtained if v is assigned to V. These pieces of information
are exploited both for propagation purposes and for guiding the search.

In [T9], a stochastic CSP is defined as a 6-tuple (V, .S, D, P,C,0), where V is
a set of decision variables and S is a set of stochastic variables, D is a function
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mapping each element of V' and each element of S to a domain of potential
values. A decision variable in V' is assigned a value from its domain. P is a func-
tion mapping each element of S to a probability distribution for its associated
domain. C is a set of constraints. A constraint h € C' that constrains at least one
variable in S is a chance-constraint. 0y, is a threshold value in the interval [0, 1],
indicating the minimum satisfaction probability for chance-constraint h. Note
that a chance-constraint with a threshold of 1 (or without any explicit thresh-
old specified) is equivalent to a hard constraint. A stochastic CSP consists of a
number of decision stages. A decision stage is a pair (V;, S;), where V; is a set of
decision variables and 5; is a set of stochastic variables. In an m-stage stochastic
CSP, V and S are partitioned into disjoint sets, Vi,...,V,, and S1,..., S, and
we consider multiple stages, (V1,S1), (Va, S2), ..., Vi, Sm). To solve an m-stage
stochastic CSP an assignment to the variables in V3 must be found such that,
given random values for S7, assignments can be found for V5 such that, given
random values for Ss, ..., assignments can be found for V,,, so that, given random
values for S;,,, the hard constraints are satisfied and the chance constraints are
satisfied in the specified fraction of all possible scenarios. The solution of an m-
stage stochastic CSP is represented by means of a policy tree [I§]. A policy tree
is a set of decisions where each path represents a different possible scenario and
the values assigned to decision variables in this scenario. Let S denote the space
of policy trees representing all the solutions of a stochastic CSP. We may be
interested in finding a feasible solution, i.e. a policy tree s € S, that maximizes
the value of a given objective function f(-) over the stochastic variables S (edges
of the policy tree) and over a subset 1% C V of the decision variables (nodes in
the policy tree). A Stochastic COP is then defined in general as maxges f(s).
In [I9] a policy-based view of stochastic constraint programs is proposed. Such
an approach has been further investigated in [3]. An alternative semantics for
stochastic constraint programs comes from a scenario-based view [4IT8]: this so-
lution method consists in generating a scenario-tree that incorporates all possible
realizations of discrete stochastic variables into the model explicitly.

3 Value of Stochastic Solutions

Let = be a discrete stochastic (vector) variable whose realizations correspond
to the various scenarios. Recall that in the policy-based view of stochastic CP a
scenario is a set of edges in the policy tree connecting the root to a leaf. Define

P =maxz(z,¢)
as the optimization problem associated with one particular scenario ¢ € = where
S is a finite set, and z(x, &) is a real valued function of two (vector) variables x
and . Note that in what follows the discussion is dual for minimization problems.
In order to simplify the notation used, we will here use the same notation for
referring to a problem and to the value of its optimal solution. The meaning will
be made clear by the context.
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The function z(x, ) can be seen as a payoff table that for a given decision x
provides the profit with respect to a given scenario & having probability Pr{¢}.
We may be then interested in computing the optimal solution value to the re-
course problem [4] RP(P)=max,es Y = Pr{{}z(z,§). This can be expressed, by
using the expectation operator E, as

RP(P) = I;lgg{ﬂ@z(x, =),
with an optimal solution z*.

The ezxpected value problem, the deterministic problem obtained by replacing

all the stochastic (vector) variables by their expected values, is defined as
EV(P) = max z(x, E[Z]).
z€eS

Let us denote by Z an optimal solution of the expected value problem, called
the expected value solution. Anyone familiar with Stochastic Programming or
realizing that uncertainty is a fact of life would feel a little insecure about taking
decision Z. Indeed, unless such a decision is independent of =, there is no reason
to believe that this decision is even close to the optimal solution of the recourse
problem.

For any stochastic maximization (minimization) program, under the assump-
tions that (i) z(z, Z), the profit function, is a concaveﬁ (convex) function of =
and (ii) max,es z(z, Z) (minges z(x, =) exists for all =

Proposition 1. EV(P) - RP(P)> 0  (EV(P)- RP(P) < 0).
Proof. A proof is given in [2].

It directly follows that EV(P) > RP(P) (EV(P) < RP(P)). We will base our
cost-based filtering strategies on this inequality/d Assumption (i) restricts the
form of the cost function. As witnessed by much of the Stochastic Programming
literature [AI11], many real life applications exhibit such a behavior in the profit
(cost) function. Nevertheless, it is often possible to encounter stochastic con-
straint programs whose objective exhibits a generalized non-convex dependence
on the stochastic variables. Note that, although the classical Jensen (Proposi-
tion [[) and Edmundson-Madansky type bounds [], which we will employ in
the following sections, or their extensions are generally not available for such
problems, tight bounds may still be constructed under mild regularity condi-
tions as discussed in [I3]. Assumption (ii) states that Proposition [I provides
a valid bound only when a feasible solution exists and its existence is not af-
fected by the distribution of the stochastic variables. Intuitively, this means
that nothing can be inferred by using Proposition [1l if EV(P) is infeasible or,
clearly, if RP(P) is infeasible. Assumption (ii) may be violated in problems where

! A real-valued function f is conveg if for any x1, 2 in the domain and any X € [0, 1],
M(z) + Q=N f(z2) > f(Az1 + (1 = Naz) [B]. fis concave if —f is convex.

2 Other inequalities are discussed in [4], pp. 140-141. Effective relaxations can be also
built on these other inequalities.
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chance-constraints appear. We will not discuss how to handle generic chance-
constraints and how to produce deterministic equivalent reformulations for them
in EV(P): the reader may refer to [6]. In this work we will consider only examples
of stochastic COPs that always satisfy assumptions (i) and (ii). In particular,
to comply with assumption (ii), we will consider problems for which a feasible
solution always exists and for which the chance-constraints are “hard” (0 = 1).
Note that “hard” chance-constraints in RP(P) become deterministic in EV(P).

4 Global Optimization Chance-Constraints

Solving stochastic constraint programs is computationally a challenging task.
In [19], the computational complexity — membership in PSPACE — of these
models is discussed. In [I8], the authors proposed a standard way of compiling
down these models into conventional (non-stochastic) CP models that can be
solved by any available commercial software. This approach employs a scenario-
based [4] modelling strategy for representing stochastic variables. Of course this
approach has a price since the number of scenarios that need to be considered
in order to fully represent the problem grows exponentially with the number
of decision stages in the problem. A possible way to overcome this difficulty
is to reduce the number of scenarios considered by sampling them, but this
obviously affects the completeness of the model. Another possibility consists
instead in developing specialized and efficient filtering strategies. For this purpose
global chance-constraints have been proposed in [16]. These constraints differ
from conventional global constraints in the fact that they represent relations
among a non-fixed number of decision variables and stochastic variables.

In this work, by creating a parallel with [7], we present optimization-oriented
global chance-constraints as a way of enhancing the solving process of stochas-
tic constraint programs. Conventional optimization-oriented global constraints
perform cost-based filtering by encapsulating in global constraints optimization
components representing suitable relaxations of the constraint itself. Similarly
optimization-oriented global chance-constraints also encapsulate suitable relax-
ations of the constraint considered, but in contrast to conventional optimization-
oriented global constraints this relaxation may involve stochastic variables.

A global optimization chance-constraint provides the same three pieces of in-
formation provided by optimization-oriented global constraints. The difference
is the fact that in a global optimization chance-constraint we find two stages
of relaxations. At the first stage of relaxation, we are mainly involved with the
stochastic variables and we exploit well-known inequalities such as the one in
Proposition [l to replace stochastic variables in our stochastic programs with
deterministic quantities and to yield a valid relaxation that is a deterministic
problem. This deterministic problem, however, may still be computationally very
challenging (NP-hard in general). Therefore, a second stage of relaxation may be
needed to produce a further relaxation that is computationally more tractable.
Finally, as we will see, a global optimization chance-constraint may also provide
a valid, and possibly good, solution at each node of the search tree.



240 R. Rossi et al.

Objective:
’ +
max Z§:1 riX; — cE [ f:l WiX; — q] }

Decision variables:

(1) X; € {0,1} Viel,...,k
Stochastic variables:

W, — item i weight

Fig. 1. RP(SSKP). Note that [y]" = max{y, 0}.

In this section and in the following ones we will refer to a running example
and we will employ the following problem to better understand the concepts ex-
plained. Consider the Static Stochastic Knapsack Problem (SSKP) [12]: a subset
of k items has to be chosen, given a knapsack of size ¢ into which to fit the
items. Each item i has an expected reward of r;. The size W; of each item is not
known at the time the decision has to be made, but we assume that the decision
maker has an estimate of the probability distribution of W = (Wy,..., W;). A
per unit penalty of ¢ has to be paid for exceeding the capacity of the knapsack.
By modeling this problem as a one-stage Stochastic COP, the recourse problem
RP(SSKP) can be formulated as shown in Fig. [l The objective function max-
imizes the trade-off between the reward brought by the objects selected in the
knapsack (those for which the binary decision variable X; is set to 1) and the
expected penalty paid for buying additional capacity units in those scenarios in
which the low cost capacity ¢ is not sufficient.

Ezample 1. Consider 5 items, item rewards r; are {10,15,20,5,25}. The dis-
crete probability distribution functions f(¢) for the weight of item i = 1,...,5
are respectively, f(1) = {10(0.5),8(0.5)}, f(2) = {10(0.5),12(0.5)}, f(3) =
{9(0.5),13(0.5)}, f(4) = {4(0.5),6(0.5)}, f(5) = {12(0.5),15(0.5)}. The figures
in parenthesis represent the probability that an item takes a certain weight. The
other problem parameters are ¢ = 2, ¢ = 30. The optimal solution of the recourse
problem selects items {2,3,5} and has a value of RP(SSKP)=49.

This solution can be obtained by solving a deterministic equivalent conventional
constraint program obtained by employing a scenario-based representation [1§].
Let W/ be the realized weight of object i in scenario j. We hand-crafted a
deterministic equivalent model DetEquiv(RP(SSKP)) for RP(SSKP) following
the guidelines in [I8]. This model is shown in Fig. 2l Constraint (1) states that
Zj, total excess weight in scenario j, must be greater than the sum of the weights
of the objects selected in this scenario minus the low cost capacity ¢. Constraint
(2) restricts the decision variables X; to be binary. X; is equal to 1 iff item 4
is selected in the knapsack. Constraint (3) fixes an upper bound for Z;; this
upper bound is the sum of the weights of all the k objects in scenario j. The
objective function maximizes the trade-off between the total reward brought by
the objects selected and the sum of penalty costs — weighted by the respective
scenario probability — paid for those scenarios where the low cost capacity ¢ is
not sufficient.



Cost-Based Domain Filtering for Stochastic Constraint Programming 241

Objective:

max {Zf:o riX; —c [E;;l Z; Pr{j}] }
Constraints:
1) Z; > Y8 WIX, —q Vi€l ...,n
Decision variables:
(2) X; € {0,1} viel,..., k
3) Z5 €0, 5, Wi Viel,...,n

Fig. 2. DetEquiv(RP(SSKP)). Pr{;j} is the probability of scenario j € {1,...,n}. Note
that Y7, Pr{j} = 1.

4.1 Expectation-Based Relaxation for Stochastic Variables

The first step in our cost-based filtering strategy consists in applying a relaxation
involving the stochastic variables. By applying Proposition [ if the profit (re-
spectively cost for minimization problems) function satisfies the two assumptions
discussed, an upper (lower) bound for the cost of an optimal solution to RP(P)
can be obtained by solving EV(P), that is the deterministic problem in which
all the stochastic variables are replaced by their respective expected values.

Lemma 1. The profit function for RP(SSKP) is concave in V.

Proof. When proving concavity w.r.t. YW we can ignore the constant term
. T + . .
Z?ﬂ r; X;. What remainsis f (W)=—cE [W - X q} ,where “” is the inner prod-

+
uct and W' is vector W transposed. We now prove that— f(W)=cE [WT X - q]

is convex in W. By recalling that a maximum of convex functions is convex [5],
this function is clearly convex w.r.t. each element of vector W and it is therefore
convex in W. This implies that — f is concave in W.

Obviously, in RP(SSKP), it is always possible to find a feasible assignment for
decision variables, therefore both the assumptions are satisfied for this problem.
The expected value problem EV(SSKP) can be obtained by replacing every
random variable W; in RP(SSKP) with the respective expected value E[W;],
thus obtaining a fully deterministic model.

Example 2. Here we solve the problem where the weights of the objects are
deterministic and equal to the respective expected weights: IE[f(1)]] = 9,
[E[f(2)]] = 11, [E[f3)]) = 11, [E[f(4)]] = 5, [E[f(5)]] = 13. This problem
provides the first two pieces of information needed by our cost-based filtering
method, that is (a) the optimal solution of the relaxed problem and (b) the
optimal value of this solution, which represents, according to Proposition [Il, an
upper bound for the original problem objective function. In our running example
this solution selects items 3, 4,5 and has a value of EV(SSKP)= 50.

3 As this is a maximization problem, the expected weight of each object is rounded
down to the nearest integer (| |) in order to keep the bound provided by the relax-
ation optimistic.
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4.2 Relaxing the Expected Value Problem

It should be noted that, although the expected value problem is easier than the
recourse problem, it may still be difficult to solve (NP-hard). For this reason we
can further relax the expected value problem in order to obtain a valid bound
by solving an easier problem. Let R(EV(P)) be a generic relaxation of EV(P).
Then for a maximization problem EV(P)< R(EV(P)) holds, therefore R(EV(P))
provides a valid bound for the recourse problem.

In SSKP, for instance, instead of solving to optimality the deterministic (NP-
Complete) knapsack problem obtained for the expected value scenario, we may
instead solve in linear time its continuous relaxation, thus obtaining Dantzig’s
upper bound, DUB(EV(SSKP)) [15]. DUB(EV(SSKP)) > EV(SSKP) therefore
DUB(EV(SSKP)) > RP(SSKP). DUB(EV(SSKP)) is a valid upper bound for
our recourse problem.

Ezample 3. To obtain DUB(EV(SSKP)) we order items for profit over expected
weight: {25/13,20/11,15/11,10/9,5/5}, and we insert items until the first that
does not fit completely into the remaining knapsack capacity. Of this last item

we take a fraction of the profit proportional to the capacity available. Therefore
DUB(EV(SSKP))= 25420+ (6 * 15/11) = 53.18.

Obviously at any node of the search tree it is possible to solve the expected
value problem taking into account decision variables already assigned. The bound
obtained can be used to exclude part of the tree that cannot lead to a better
solution.

In [7] the authors discuss filtering strategies based on reduced costs (RC). As
we shall see in the next section a similar technique can be adopted for SSKP,
provided that an efficient way of obtaining bounds is available for the expected
value problem.

4.3 Cost-Based Filtering

In order to perform cost-based filtering, as in RC-based filtering, we need a
gradient function grad(V,v), which returns for each variable-value pair (V,v)
an optimistic evaluation of the profit obtained if v is assigned to V. This function
is obviously problem dependent, but regardless of the strategy adopted in the
former section — i.e. whether we are using a relaxation for the expected value
problem or solving this problem to optimality — it is possible to specify it and
use it to filter provably suboptimal values. In what follows we present a gradient
function for SSKP. At each node of the search tree, in order to compute this
function, we use a continuous relaxation of the expected value problem similar
to the one proposed by Dantzig for the well-known 0-1 Knapsack Problem [I5].
We will now define the gradient function for SSKP by reasoning on the expected
value problem. Assume that a partial assignment for decision variables is given.
Let K be the set of all the items in the problem, |K| = k. Let S be the set of
items for which a decision has been fixed, with |S| < k. Let ¢* be the sum of the
expected weights of the elements in S that are part of the knapsack. The profit
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r associated with this assignment is equal to the sum of the profits of the items
in the knapsack minus the eventual expected penalty cost ¢(q¢* — q), if ¢ — ¢* is
negative. Now we consider an element i € K/S. There are two possible options:
taking it into the knapsack or not. If we take it, we increase the profit by r; minus
any eventual expected penalty cost we pay if the expected residual capacity is
or becomes negative. Finally for every other element in K/S we check if the
balance between its profit and the eventual expected penalty gives an overall
positive profit and, if so, we add it to the knapsack. This procedure requires at
most O(k) steps for each element for which a decision has not yet been taken,
therefore it can be applied at each node of the search tree to compute a valid
upper bound associated with a certain decision on an item, which therefore may
be filtered if suboptimal.

Ezxample 4. We now consider the case in which items 2 and 3 have been selected
in the knapsack and item 4 is not selected. We still have to decide on items
1 and 5. The total capacity used is ¢* = 11 + 11 = 22. The profit r brought
by items 2 and 3 is 35. We consider the set of the remaining items for which
a decision must be taken, K/S = {1,5}. Let us reason on item 1: this is a
critical item, in fact if taken in the knapsack it will use more capacity than
the residual 30 — 22 = 8 units. If we consider the option of taking this item,
then the expected profit is r1 = 10 — 2 % (30 — 22 — 9) = 8, there is no more
residual capacity and item 5 is therefore excluded in the bound computation
since 25 — 4 % 13 < 0. The computed bound is 35 + 8 = 43. The reasoning is
similar for item 5. If we consider the option of taking this item, then the expected
profit is r5 = 25 — 2% (30 — 22 — 13) = 15, there is no more residual capacity and
item 1 is therefore excluded in the bound computation since 10 —4 %9 < 0. The
computed bound is 35 + 15 = 50. Assume now that the current best solution
has a value of 46, corresponding to a knapsack that contains elements 3, 4 and
5: then element 1 can be excluded from the knapsack.

Obviously, as discussed in [7] the information provided by the relaxed model
(EV(P)), i.e. expected weights, gradient function etc., can be also used to define
search strategies. For instance in SSKP we may branch on variables according to
a decreasing profit over expected weight heuristic, or selecting the one for which
the chosen gradient function gives the most promising value.

4.4 Finding Good Feasible Solutions

In CP, it is critical, in order to achieve efficiency, to quickly obtain a good feasible
solution so that cost-based filtering can prune provably suboptimal nodes as early
as possible. In Stochastic COPs the EV(P) solution can be often used as a good
starting solution in the search process. If such a solution is feasible with respect
to RP(P) — in our examples assumption (ii) guarantees this — we can easily
compute EEV(P), that is the expected result of using the EV(P) solution in
the recourse problem RP(P). Furthermore, at every node of the search tree it is
possible to adopt a variable fixing strategy and compute the EV(P) solution with
respect to such a node, that is the best possible EV(P) solution incorporating the
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partial decisions represented by the given node of the search tree. This provides
a full assignment for decision variables in RP(P) at each point of the search. By
using this assignment, we can again easily compute EEV(P). In this case EEV(P)
is the cost of a feasible, and possibly good, solution for RP(P) incorporating the
partial assignment identified by the current node explored in the search tree.

Ezample 5. In our SSKP example the solution of the expected value problem,
EV(SSKP), selects items 3, 4 and 5 in the optimum knapsack. This solution
is clearly feasible for RP(SSKP). We can therefore compute EEV(SSKP)= 46.
This is, of course, a good lower bound for the objective function value.

5 Experimental Results

In this section we report our computational experience on two one-stage stochas-
tic COPs, the SSKP and the Stochastic Sequencing with Release Times and
Deadlines (SSEQ). In our experiments we used Choco 1.2, an open source solver
written in Java [I4]. We ran our experiments on an Intel(R) Centrino(TM) CPU
1.50GHz with 2Gb of RAM.

5.1 Static Stochastic Knapsack Problem

We created a Choco CP model for DetEquiv(RP(SSKP)), and we implemented
for it a global optimization chance-constraint incorporating the filtering dis-
cussed in the former sections. To recall, within this constraint at each node of
the search tree the stochastic variables are replaced by their respective expected
values. Then, after fixing decision variables according to the partial solution as-
sociated with the given search tree node, EV(SSKP) is solved and the bound
obtained is used to prune suboptimal parts of the search tree. Furthermore cost-
based filtering is performed as explained in Section Finally EEV(P), the
expected result of using the EV(P) solution in the recourse problem, is computed
at each node of the search tree and used as a valid lower bound (profit of a
feasible solution). In fact RP(SSKP) satisfies assumption (ii) for Proposition [Tl
therefore the solution of EV(SSKP) is feasible for RP(SSKP).

In our experiments we adopted a randomly generated test bed similar to the
one proposed in [I2]. There are three sets of instances considered: the first set
has k& = 10, the second set has k = 15 and the third has £ = 20 items. For
all the instances, item random weights, W;, from which scenarios are generated,
are independent and normally distributed with probability distribution function
N (i, 04). The expected weights, p;, are generated from the uniform (20,30)
distribution, and the weight standard deviations, o;, are generated from the
uniform (5,10) distribution. Rewards r; are generated from the uniform (10,20)
distribution. The per unit penalty is ¢ = 4, while the available low cost capacity
is ¢ = 250 for 20 items, ¢ = 187 for 15 items, and ¢ = 125 for 10 items. We
randomly generated, using simple random sampling, sets of scenarios having
different sizes: {100,300, 500,1000}. Scenarios are equally likely. The variable
selection heuristic branches first on items with lower profit over expected weight
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Table 1. Experimental results for SSKP. Comparison between a pure SCP approach
(SCP) and an SCP model enhanced with optimization-oriented global-chance con-
straints (SCP-OO), times are in seconds. In each line we indicated in bold the best
performance in terms of run time and explored nodes.

Instance Time Nodes

k Scenarios SCP SCP-OO SCP SCP-0O0
10 100 0.4 0.5 916 100
10 300 1.3 0.5 2630 59
10 500 2.4 0.2 4237 8
10 1000 7.2 2.4 6227 120
15 100 2.5 0.3 4577 11
15 300 15 2.3 10408 252
15 500 33 1.1 9982 75
15 1000 150 6.3 16957 222
20 100 70 10 102878 1024
20 300 250 13 85073 953
20 500 860 9.5 129715 225
20 1000 3200 240 134230 7962

ratio. The value selection tries first not to insert an item into the knapsack.
In Table [[] we report our computational results. In all the instances considered
our approach outperforms a pure SCP model in terms of explored nodes: the
maximum improvement reaches a factor of 576.5. Run times are also shorter
in our approach for almost all the instances. An exception is observed for the
smallest instance, where the cost of filtering domains is not compensated by
the payoff in terms of reduction of the search space. The maximum speed-up
observed for run times reaches a factor of 90.5.

5.2 Stochastic Sequencing with Release Times and Deadlines

We consider a specific sequencing problem similar to the one considered by
Hooker et. al [9]. Garey and Johnson [§] also mention this problem in their
list of NP-hard problems and they refer to it as “Sequencing with Release Times
and Deadlines” (SSEQ). An optimization version of this scheduling problem was
also described in [10]. The problem consists in finding a feasible schedule to pro-
cess a set I of k orders (or jobs) using a set M of n parallel machines. Processing
an order ¢ € I can only begin after the release date r; and must be completed
at the latest by the due date d;. Order ¢ can be processed on any of the ma-
chines. The processing time of order ¢ € I on machine m € M is P;,,. The model
just described is fully deterministic, but we will now consider a generalization
of this problem to the case where some inputs are uncertain. For convenience
we will just consider uncertain processing times P;,, for order ¢ € I on machine
m € M. Instead of simply finding a feasible plan we now aim to minimize the
expected total tardiness of the plan (the deterministic version of this problem is
known as “Sequencing to minimize weighted tardiness” [8] and it is NP-hard). A
solution for our SSEQ problem consists in an assignment for the jobs on the ma-
chines and in a total order between jobs on the same machine. In such a plan, a
job will be processed on its release date if no other previous job is still processing,
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Objective:
min{zﬁ':lE[ci - di]+}
Constraints:
(1) Sap + Spa <1 Va,bel,....k,a#b
(2) Xam + Xom < Sap + Spa + 1 Va,b€ 1,...,k,a#b,Vm € 1, ,n
(3) =g Xim =1 viel,... k
(4)Ci = > m 1 PimXim > 14 Viel,... k
(5) Sap = 1 = Cy > Ca + 527y PomXom Va,bel,... .k a#b
Decision variables:
(6) Xim € {0,1} Viel,...,k,Vmel,...,n
(7) Sap € {0,1} Va,bel,....k,a#b

Stochastic variables:

Pim: processing time of job ¢ on machine m
Auxiliary variables:

C;: stochastic completion time of job i.

Fig. 3. RP(SSEQ). Note that [y]* = max{y,0}. E denotes the expectation operator.

or as soon as the previous job terminates. The recourse problem RP(SSEQ) can
be formulated as a one-stage Stochastic COP. This is shown in Fig.

Decision variable X;,, takes value 1 iff job ¢ is processed on machine m,
decision variable Sy, takes value 1 iff job a is processed before job b. Con-
straints (1) and (2) enforce a total order among jobs on the same machine.
Constraint (3) enforces that each job must be processed on one and only one
machine. Constraint (4) states that the (stochastic) completion time, C;, of a job
i minus its (stochastic) duration P;,, on the machine on which it is processed
must be greater than or equal to its release date r;, where C; is an auxiliary
variable used for simplifying notation. Let I, = {Jim, Jom,---» Tgm}t C I be
the ordered set of jobs assigned to machine m. Cgz,, is defined recursively as
Cpm =max{rg, ,Cq, 1.} +P,.m,and Cz,, = 0. Constraint (5) states that
if two jobs a and b are processed on the same machine and if a is processed
before b, that is S, = 1, then the (stochastic) completion time of job a plus
the (stochastic) duration of job b on the machine on which it is processed must
be less than or equal to the (stochastic) completion time of job b. Finally, the
objective function minimizes the sum of the expected tardiness of each job. The
tardiness is defined as max{0,C; — d;}. The cost function to be minimized can
easily be proved convex in the random job durations. The expected total tar-
diness is in fact minimized for n machines. Job completion times on different
machines are independent, therefore if we prove convexity for machine m € M,
then it directly follows that the cost function of the problem is also convexd. The
cost function for machine m can be expressed as E [>°, 1. (Ci— di)*t].

Lemma 2. The expected total tardiness for machine m is convex in the uncer-
tain processing times Pip, .

Proof. Maximum of convex functions is convex. Cy,,, = rg,,, +P7,.m 1S convex:
it follows that C; for any ¢ € I, is convex, since function “max” is a convex
function. Therefore the objective function is convex.

* Note that the sum of convex functions is convex [5].
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Objective:
min {38, 0., Pr{w}(C} - di]*}

Constraints:

(1) Sap + Spa <1 Ya,bel,....,k,a#b

(2) Xam + Xpm < Sap + Sea +1 Va,bel,....,k,a#bVmel,....,n
(3) Xy Xim =1 vicl,... ,k

and Vv €1,...,w

(4) C7 = > 1 PiTim > 14 Viel,...,k

(5B) Sap=1—>Cf >Cl+ > | P Xom Ya,b€el,...,k,a#b
Decision variables:

(6) Xim € {0,1} Viel,....,k,Vmel,...,n
(7) Sap» € {0,1} Va,bel,...,k,a#b
(8) €7 € {0, max;=1,.. k Ti+

Zle(maXHL:l,...,n W;)m)} Viel,...,k,Vvel,...,w

Fig. 4. DetEquiv(RP(SSEQ)). Note that [y]* = max{y,0}. Pr{v} is the probability of
scenario v € {1,...,w}. Note that > " Pr{v} = 1.

In RP(SSEQ) a feasible solution can be found for any given set of stochastic job
lengths, therefore both the assumptions are satisfied for this problem. We hand-
crafted a deterministic equivalent model DetEquiv(RP(SSEQ)) shown in Fig. [
for the RP(SSEQ) following the guidelines of scenario-based approach described
in [18]. In this model, P}, is the deterministic length of job ¢ on machine m in
scenario v and C} is the deterministic completion time of job ¢ in scenario v.

Finally, as discussed for SSKP, we can obtain the expected value problem
EV(SSEQ) by replacing every stochastic variable P;,;,, in RP(SSEQ) with the
respective expected value E[P;,,]. Since all the chance-constraints in RP(SSEQ)
are “hard”, they are retained in EV(SSEQ) and they become deterministic.

We implemented DetEquiv(RP(SSEQ)) in Choco and we coded an
optimization-oriented global chance-constraint which exploits the expected value
problem both in order to generate valid bounds at each node of the search tree
and to filter provably suboptimal values from decision variable domains. At each
node of the search tree, we consider the associated partial assignment for deci-
sion variables X;,, and S,;, and we fix decision variables in EV(SSEQ) according
to it. Then we solve EV(SSEQ) with respect to the remaining decision variables
that have not been assigned. This provides a lower bound for the cost of a locally
optimal solution associated with the node considered. This bound can be used
for pruning suboptimal nodes. Furthermore at any given node, after performing
variable fixing in EV(SSEQ) for every variable X;,,, and S,; already assigned,
all the remaining binary variables X, that have not been assigned yet can be
forward checked by fixing the respective value to 1, by solving EV(SSEQ) with
this new decision fixed, and by employing the new bound provided.

In order to generate instances for our experiments, we adopted release times,
deadlines and deterministic processing times from the first two “hard” instances
proposed in [9], the one with 3 jobs and 2 machines and the one with 7 jobs and 3
machines. In each scenario, we generated processing times uniformly distributed
in [1,2 % J;], where J;, is the deterministic processing time required for job
i on machine m for the instance considered. We considered different number of
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Table 2. Experimental Results for SSEQ. Comparison between a pure SCP approach
(SCP) and an SCP model enhanced with optimization-oriented global-chance con-
straints (SCP-OO), times are in seconds. In each line we indicated in bold the best
performance in terms of run time and explored nodes.

Instance Time Nodes

Jobs Machines Scenarios SCP SCP-OO SCP  SCP-OO
3 2 10 0.3 0.3 203 48
3 30 1.3 0.6 701 133
3 2 50 3.2 1.1 927 418
3 2 100 12 3.5 1809 838
7 3 10 180 866 57688 1723
7 3 30 1800 880 186257 5293
7 3 50 3300 1100 212887 6586
7 3 100 14000 1200 277804 8862

scenarios in {10, 30,50, 100}. Scenarios are equally likely in terms of probability.
The variable selection heuristic branches first on binary decision variables. The
value selection tries increasing values in the domain. In Table 2 we report the
results observed with and without the improvement brought by our cost-based
filtering approach.

It should be noted that in this case, in contrast to the approach employed for
SSKP, we only relax stochastic variables and we do not employ a relaxation for
the deterministic equivalent problem, which therefore remains NP-hard. Recall
that in SSKP we adopted Dantzig’s relaxation to efficiently obtain a bound
for the deterministic equivalent problem. A direct consequence of this is that,
while in the SSKP example the improvement is significant both in terms of
explored nodes and run times for all the instances, in this example the run time
improvement starts to be significant (a factor of 11.6) only for the largest instance
(7 jobs and 3 machines) and for a high number of scenarios (100 scenarios). This
is due to the fact that at every node of the search tree we solve a difficult
problem (though far easier than the original stochastic constraint program) to
obtain bounds and perform cost-based filtering. In terms of explored nodes,
however, we obtain a significant improvement for every instance — the maximum
improvement factor is of 32.3 — since the bounds generated are tight.

6 Related Work

This paper extends the original work by Focacci et al. [7] on optimization-
oriented global constraints. It also extends the original idea of global chance-
constraints [I6] to optimization problems. It should be noted that dedicated
cost-based filtering techniques for stochastic combinatorial optimization prob-
lems have been presented in [I7], but these techniques are specialized for in-
ventory control problems, while those here presented can be applied to a wider
class of stochastic constraint programs. On the other hand this work also builds
on known inequalities borrowed from Stochastic Programming [2I4] usually ex-
ploited for relaxing specific classes of stochastic programs and obtaining good
bounds or approximate solutions. Nevertheless Stochastic Programming models
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are typically formulated as dynamic programs or MIP models. In both cases
these bounds are not exploited for filtering decision variable domains as in our
approach and they cannot be used for guiding the search.

7 Conclusions

We proposed a novel strategy to performing cost-based filtering for certain classes
of stochastic constraint programs, under the assumptions that (i) the objec-
tive function is concave or convex in the stochastic variables, and (ii) the exis-
tence of a feasible solution is not affected by the distribution of the stochastic
variables. This strategy is based on a known inequality borrowed from Stochas-
tic Programming. We applied this technique to two combinatorial optimiza-
tion problem involving uncertainty from the literature. Our results confirm that
orders-of-magnitude improvements in terms of explored nodes and run times can
be achieved. In the future, we aim to apply cost-based filtering to multi-stage
Stochastic COPs, define strategies to handle generic chance-constraints, which
are currently ruled out by our assumptions, and to extend the approach to other
valid inequalities such as Edmundson-Madansky [4] or to suitable inequalities for
non-convex problems [13]. Finally, we plan to exploit the information provided
by optimization-oriented global chance-constraints to define search strategies.
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Abstract. Noisy fitness functions occur in many practical applications
of evolutionary computation. A standard technique for solving these
problems is fitness resampling but this may be inefficient or need a
large population, and combined with elitism it may overvalue chromo-
somes or reduce genetic diversity. We describe a simple new resampling
technique called Greedy Average Sampling for steady-state genetic algo-
rithms such as GENITOR. It requires an extra runtime parameter to be
tuned, but does not need a large population or assumptions on noise dis-
tributions. In experiments on a well-known Inventory Control problem it
performed a large number of samples on the best chromosomes yet only
a small number on average, and was more effective than four other tested
techniques.

1 Introduction

In many real-world applications of Genetic Algorithms (GAs) and other Evo-
lutionary Computation algorithms, the fitness function is moisy: that is, the
fitness of a chromosome cannot be computed directly but must be averaged over
a number of samples. Examples include the learning of randomised games such as
Backgammon, human-computer interaction, and simulation problems for which
we wish to evolve a robust plan. The standard deviation of the sample mean of
a random variable with standard deviation o is o/+/n where n is the number
of samples, so a large number of samples may be needed for very noisy fitness
functions.

Several techniques for handling fitness noise in EAs are surveyed in [4I3]:
the use of sampling to obtain an average fitness reduces noise; increasing the
population size makes it harder for an unfit chromosome to displace a fitter one
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(a point also made by [I0]) and can be viewed as a form of implicit averaging;
and rescaled mutation samples distant points in the search space then moves
a small distance toward them. [5] propose regression to estimate the fitness of
neighbouring chromosomes. [I] vary sample rates across both chromosomes and
generations in a generational GA. [I§] record fitness levels in a search history, and
use a stochastic model of fitness levels to locate new points in the search space.
[3] use a threshold selection heuristic for accepting chromosomes. [I7] adapt
the sampling rate to different regions of the search space, a technique they call
dynamic resampling. [19] use a Bayesian approach to sampling called Optimal
Computing Budget Allocation, which assumes normally distributed noise.

A popular approach is to use a Noisy Genetic Algorithm (NGA) which com-
putes the fitness of each chromosome by averaging over a number of samples
[OITTIT4YTS]. Following [I] we shall refer to this as static sampling, and refer to
this algorithm as NGAs. NGAs wastes considerable time evaluating unpromising
chromosomes, but it can be improved by linearly increasing the number of samples
with search time, starting from a low value [2127]. We shall refer to this as incre-
mental sampling and the resulting algorithm as NGAi. However, though NGAs
and NGA1 have been used to solve real problems, they may not be the most effi-
cient approach. It is pointed out in [22] that a reduction in noise is not necessary
for every chromosome, only for the best ones. Of course, this entails discovering
which are the best chromosomes without performing a large number of samples,
but poor chromosomes might become apparent after just a few samples.

An alternative technique is to resample chromosome fitness: that is, some
chromosomes are allowed to survive for more than one generation, and their
fitness is periodically recomputed to refine the estimate. Various heuristics may
be used to decide when to discard a chromosome. [22] experiments with aver-
aging over a small number of samples, and guiding resampling by a statistical
test which assumes Gaussian noise but is considered to be robust under non-
Gaussian noise. [I2] uses the standard deviation of the fitness to correct for
its noise, again under assumptions on noise distribution. Resampling and the
common heuristic of elitism do not always combine well. [6] show that, with
an elitist GA, the probabilistic method of [12] is inferior to a resampling ap-
proach. [2] show that, in Evolutionary Strategies that allow fitness values to
survive for more than one generation, failure to resample can lead to systematic
overvaluation of chromosomes. [§] found that, when applying co-evolutionary
learning to the noisy task of learning how to play Backgammon, more sampling
can have a bad effect on the learning besides incurring overhead. It causes less
fit chromosomes to be pruned more quickly which reduces genetic diversity too
drastically, especially with small populations. Despite these drawbacks, resam-
pling and elitism have been successfully combined. [25] describe an extension of
the Simple (generational) GA that maintains a list of the fittest solutions found
so far, while increasing the number of samples as search proceeds as in NGAj;
they also increase the population size during search.

Another successful resampling elitist GA is the Kalman-extended Genetic Al-
gorithm (KGA) [23], designed for problems whose fitness is both noisy and
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nonstationary. It adapts its sampling rate for each chromosome individually,
based on techniques from Kalman filtering. Removing the nonstationary aspects
of KGA yields a steady-state algorithm that evaluates the fitness of each new
chromosome just once before adding it to the population, then replaces the
least-fit population member by the new chromosome. Alternate iterations are
devoted to resampling chromosomes that are already in the population. The
current fitness estimate of a chromosome is the mean over all its samples. In
KGA a chromosome is selected for resampling according to its current fitness
estimate and how many times it has already been sampled (which is a measure
of the fitness uncertainty): choose the chromosome with fewest samples, among
those whose fitness estimates are greater than the population fitness mean minus
the population fitness standard deviation. The intuition behind this approach is
that unfit chromosomes with high fitness estimate based on only a few samples
will be resampled, and their low fitness will become apparent. We shall refer to
this as Kalman sampling.

In this paper we investigate resampling strategies for the steady-state (there-
fore elitist) GENITOR algorithm [26]. Our aim is to find a simple resampling
strategy that can be used with a steady-state GA, does not assume any noise
properties, does not require a large population, resamples fit chromosomes many
times to avoid overvaluation, yet on average uses only a few samples per chromo-
some. We find it necessary to introduce a new runtime parameter that requires
manual tuning, but this might be automated in future work. We demonstrate our
technique on a well-known problem from Inventory Control. Section [2] describes
our algorithm, Section [3] describes the problem we attempt to solve, Section [
presents experimental results, and Section [ concludes the paper.

2 The Algorithm

We use a single GA in our experiments: a basic version of GENITOR [26] without
refinements such as a gene to determine crossover probability. GENITOR is a
steady-state GA that, at each iteration, selects two parent chromosomes, breeds
a single offspring by (optional) crossover followed by mutation, evaluates it, and
uses it to replace the least-fit member of the population. We use random parent
selection, and standard uniform crossover applied with a crossover probability
0.5: if it is not applied then a single parent is selected and mutated. In our
problem (described below) each gene can take any of 100 integer values, plus
a special value denoted by NULL. Because of the special nature of the NULL
value we select it with probability 0.5, otherwise randomly select one of the
100 integer values. Mutation is applied to a chromosome once with probability
0.5, twice with probability 0.25, three times with probability 0.125, and so on.
A small population of size 30 is used. We assume that at least U samples are
required to obtain a sufficiently reliable fitness estimate, and in experiments
we will use the large value U = 1000. Thus we face the challenge of sampling
effectively without incurring the drawbacks described above: inefficiency, lack of
genetic diversity, or overvaluation, while using only a small population.
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This is our basic GA but we have yet to specify a sampling strategy to cope
with fitness noise. We will compare five resampling strategies, three of which are
well-known: static sampling (as in NGAs) in which we take U samples for each
chromosome, incremental sampling (as in NGAs) in which we take a variable num-
ber of samples per chromosome that linearly increases from 1 to U during the GA
execution, and Kalman sampling (as in KGA). The other two strategies are new.

Our first new strategy tries to combine the rapid convergence of Kalman
sampling with the reliability of static sampling. It applies Kalman sampling but
with a number S > 1 of samples to initialise and resample chromosomes, with
the best value of S to be determined by experiment. We shall refer to this as
Kalman averaged sampling and our GA with this sampling scheme as KASGA.
Tt is inspired by a note in [I] stating that if the fitness variance in the population
is small compared to the noise variance then a GA will make no progress, and
it becomes necessary to increase the sample rate. It is also inspired by the use
of a small number of samples for evolutionary algorithms in [22].

Our second new strategy also takes S samples each time a chromosome is
selected for (re)sampling, but it resamples the chromosome with highest fitness,
ignoring chromosomes that already have U samples. Note that if S < U then
there is always at least one chromosome with fewer than U samples: the most
recently created chromosome, which only has S samples. Note also that we nor-
mally choose S to be a divisor of U to avoid unnecessary resampling, but this is
not strictly required. We shall call this scheme greedy averaged sampling because
it greedily resamples the most promising chromosome, based on current fitness
estimates. Combining this with the GA we obtain a new algorithm we shall call
the Greedy Average Sample GA (GASGA). This is our main contribution and
it is summarised in Figure [1

GASGA(S, P,U)
create population of size P
evaluate population using S samples
while not(termination condition)
select two parents
breed one offspring O
evaluate 0 using S samples
replace least-fit chromosome by O
select fittest chromosome F with #samples < U
re-evaluate F using S samples
output fittest chromosome

Fig. 1. GASGA pseudo-code

3 An Inventory Control Problem with Uncertainty

The problem we consider is as follows. Given a planning horizon of N periods and
a demand for each period t € {1,..., N}, which is a random variable with a given
probability density function; we assume that these distributions are normal,
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though this is not required by our GA. Demands occur instantaneously at the
beginning of each time period and are non-stationary (can vary from period to
period), and demands in different periods are independent. A fixed delivery cost
a is incurred for each order, a linear holding cost A is incurred for each product
unit carried in stock from one period to the next, and a linear stockout cost s is
incurred for each period in which the net inventory is negative (it is not possible
to sell back excess items to the vendor at the end of a period). The aim is to find
a replenishment plan that minimizes the expected total cost over the planning
horizon.

Different inventory control policies can be adopted to cope with this and
other problems. A policy states the rules used to decide when orders are to
be placed and how to compute the replenishment lot-size for each order. (The
term policy here refers to the form of the plan, whereas in some fields such as
Artificial Intelligence a policy refers to an actual plan. We use the term in both
senses, and the meaning should be clear from the context.) One possibility is the
replenishment cycle policy (R, S) [20]. With non-stationary demands this policy
takes the form (R™,S™) where R™ denotes the length of the n'® replenishment
cycle and S™ the order-up-to-level for replenishment. In this policy a wait-and-
see strategy is adopted, under which the actual order quantity for replenishment
cycle n is determined only after the demand in former periods has been realized.
The order quantity is computed as the amount of stock required to raise the
closing inventory level of replenishment cycle n — 1 up to level S™. To provide
a solution we must populate both the sets R™ and S™ for n = {1,..., N}. The
(R, S) policy yields plans of higher cost than optimal but has been formulated
to reduce nervousness in inventory control, and is more often used in practice.

There are more efficient algorithms which are guaranteed to yield optimal poli-
cies (under reasonable simplifying assumptions) so a GA would not be applied
to precisely this problem in practice. However, if we complicate the problem in
simple but realistic ways, for example by adding order capacity constraints or
dropping the assumption of independent demands, these efficient algorithms be-
come unusable. In contrast, a GA can be used almost without modification. Thus
the problem is useful as a representative of a family of more complex problems.

The replenishment cycle policy can be modelled as follows. Each chromosome
represents a single policy, each gene corresponds to a period n, an allele specifies
the order-up-to level or the lack of an order (denoted here by the special value
NULL) for that period, and a chromosome’s fitness is the inverse of the total cost
incurred by the policy that it represents. For our experiments we allow 100 differ-
ent order-up-to levels, linearly spaced in the range 1-300. Thus each gene has 101
alleles. These parameters were chosen as suitable for the instances we tested.

4 Experiments

We obtained results using several problem parameter settings, and in each case
found the same relationships between the algorithms. For this reason, and be-
cause of limited space, we present results for only one instance: 100 periods,
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stationary demands with mean 50 and standard deviation 10 in all periods, and
cost parameters h = 1, a = 400 and s = 10. Problems with 100 periods are very
hard: none of the methods we test can find the optimal policy within several
hours (nor did attempts using Mixed Integer Programming and Reinforcement
Learning algorithms). The optimal policy has an expected total cost of 19,561
with replenishment every 4 periods (starting from the first period) and order-
up-to levels of 205 deduced from the cyclic nature of the problem (which is not
exploited by the algorithms we test).

We will compare several GAs using three metrics: the fitness of the selected
chromosome, the reliability of the selected chromosome measured by the number
of samples used to compute the fitness, and the wastefulness of the GA mea-
sured by the number of samples used to estimate the fitness of discarded chro-
mosomes. Almost every chromosome is discarded at some point during search,
so the wastefulness is an approximation to the average number of samples used
per chromosome. Ideally we aim for a GA with high fitness and reliability, but
low wastefulness. In our experiments we aim for a reliability of U = 1000. The
results are shown in Figure

The fitness graph also shows results for the SARSA(\) Reinforcement Learn-
ing algorithm [24] for comparison, as the problem can be modelled as an episodic
Partially Observable Markov Decision Process in which a state is the period, an
action is either the choice of an order-up-to level or the lack of an order (NULL)
in a period, and a reward (undiscounted) is minus the total cost incurred in a pe-
riod. We use an e-greedy heuristic, varying € inversely with time as recommended
in [24], and tuning the o, A parameters by the common method of hill-climbing
in parameter space. All state-action values were initialised to 0, as the use of
optimistic initial values encourages early exploration [24].

Because there is a range of Pareto-optimal solutions among the chromosomes
of a GA, varying from high fitness based on few samples to low fitness based on
many samples, we have a problem: how should different GAs be compared? We
are interested in fit solutions based on many samples, so for each GA we shall
select the chromosome with the greatest value of samples/cost. The results are
as follows.

The graphs show that NGAs has high reliability, but it converges quite slowly
and has high wastefulness as it uses exactly 1000 samples for every chromosome.
NGAi has much better fitness than NGAs. It reaches this fitness rapidly but
then make little further progress, perhaps because of its increasing wastefulness.
However, it achieves NGAs’s reliability by the end of the run, and only matches
its wastefulness by the end of the run. Note that the reliability does not quite
reach 1000 samples: there is a delay between (i) increasing the number of sam-
ples to a given number, and (ii) obtaining a chromosome whose fitness is both
high and based on that number of samples. This delay would not occur in a
generational GA, in which no chromosome survives to the next generation. We
should perhaps use a generational GA to evaluate incremental sampling, as this
was the form of GA used in the Noisy GA work, but in this paper our aim is to
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compare several sampling techniques on the same (steady-state) GA. However,
a generational GA will presumably exhibit similar wastefulness.

KGA has excellent fitness but very low reliability. Though KGA has given
good results on other problems, here no chromosome survives long enough to
achieve a sufficient number of samples. This is caused by the high fitness noise
in our problem: as chromosomes are resampled their estimated fitnesses fluctuate
significantly, and over many iterations the fittest chromosome is not much more
likely to survive than any other. Our problem is very noisy, with the fitness
standard deviation not much less than the mean, and KGA seems unsuitable for
such problems. KASGA is a marked improvement over KGA. Increasing S until
the reliability is approximately 1000 samples, we reach a value S = 250. The
graphs show that KASGA has better fitness than NGAs but no other algorithm,
probably because of its fairly high wastefulness (approximately 400 samples per
chromosome). But it does have high reliability, making it more usable than KGA.

GASGA outperforms KASGA and the other algorithms. Again increasing S
until reliability is approximately 1000, this time we reach a value of only S = 25.
The graphs show that GASGA has higher fitness than any other GA (other than
KGA). GASGA is also less wasteful than any other GA (other than the unreliable
KGA): though it finds high-fitness solutions using 1000 samples, it uses only 39
samples per chromosome on average. This is exactly what we aimed for: a GA
that achieves high fitness and reliability but low wastefulness.

As noted above, in further experiments using different problem parameters
we obtained the same relationships among the GAs. The only difference was the
SARSA(A) result: on this instance it found a solution that was approximately as
good as that found by GASGA, on others it found better solutions, and on others
it found worse solutions. This illustrates the known fact that Reinforcement
Learning and Evolutionary Computation are rival approaches to some problems,
and neither dominates the other over all instances [16].

GASGA should find application to many problems with noisy fitness func-
tions. The required number of samples can be chosen by considering the required
solution accuracy and the observed variance in solution fitness. Parameter S
must currently be tuned by hand: too small a value causes GASGA to behave
like KGA, and it never obtains a reliable solution; too large a value causes it to
behave like NGA, and it converges slowly. We tried automating S by maintain-
ing it at a level that only just generates a chromosome with 1000 samples, but
this forced it to a higher value than necessary (over 100); automation of S is a
topic for future work.

5 Conclusion

We designed a simple new resampling strategy for steady-state GAs that makes
no assumptions about fitness noise distributions (though problems with different
distributions will probably require the parameter values to be tuned differently),
does not require a large population, provides a high level of reliability, yet takes
a low number of samples on average. Incorporated into GENITOR, and applied
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to a problem from classical Inventory Control, it gave better results than four
other sampling strategies. In future work we will evaluate GASGA on other
problems with noisy fitness functions such as perception [7], image registration
[9UT5], network design [27] and remediation design [IT].

None of the algorithms we tested are able to find optimal policies for the
inventory problem so it is a challenging benchmark for Evolutionary Computa-
tion, and in further experiments we also found it to be hard for Reinforcement
Learning and Mixed Integer Programming. This makes it an interesting bench-
mark despite its simplicity, and in future work we will add features such as order
capacity constraints.
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Abstract. Reinforcement Learning algorithms such as SARSA with an eligi-
bility trace, and Evolutionary Computation methods such as genetic algorithms,
are competing approaches to solving Partially Observable Markov Decision Pro-
cesses (POMDPs) which occur in many fields of Artificial Intelligence. A pow-
erful form of evolutionary algorithm that has not previously been applied to
POMDPs is the cultural algorithm, in which evolving agents share knowledge
in a belief space that is used to guide their evolution. We describe a cultural algo-
rithm for POMDPs that hybridises SARSA with a noisy genetic algorithm, and
inherits the latter’s convergence properties. Its belief space is a common set of
state-action values that are updated during genetic exploration, and conversely
used to modify chromosomes. We use it to solve problems from stochastic in-
ventory control by finding memoryless policies for nondeterministic POMDPs.
Neither SARSA nor the genetic algorithm dominates the other on these prob-
lems, but the cultural algorithm outperforms the genetic algorithm, and on highly
non-Markovian instances also outperforms SARSA.

1 Introduction

Reinforcement Learning and Evolutionary Computation are competing approaches to
solving Partially Observable Markov Decision Processes, which occur in many fields
of Artificial Intelligence. In this paper we describe a new hybrid of the two approaches,
and apply it to problems in stochastic inventory control. The remainder of this section
provides some necessary background information. Section 2] describes our general ap-
proach, an instantiation, and convergence results. Section [3] describes and models the
problems. Section @] presents experimental results. Section 3l concludes the paper.

1.1 POMDPs

Markov Decision Processes (MDPs) can model sequential decision-making in situa-
tions where outcomes are partly random and partly under the control of the agent. The
states of an MDP possess the Markov property: if the current state of the MDP at time ¢
is known, transitions to a new state at time ¢ + 1 are independent of all previous states.
MDPs can be solved in polynomial time (in the size of their state-space) by modelling

M.J. Blesa et al. (Eds.): HM 2008, LNCS 5296, pp. 16[28]2008.
(© Springer-Verlag Berlin Heidelberg 2008
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them as linear programs, though the order of the polynomials is large enough to make
them difficult to solve in practice [14]. If the Markov property is removed then we obtain
a Partially Observable Markov Decision Process (POMDP) which in general is compu-
tationally intractable. This situation arises in many applications and can be caused by
partial knowledge: for example a robot must often navigate using only partial knowl-
edge of its environment. Machine maintenance and planning under uncertainty can also
be modelled as POMDPs.

Formally,a POMDP is a tuple (S, A, T, R, O, {2) where S is a set of states, A a set of
actions, {2 a set of observations, R : Sx A — R areward function, T : SxA — II(S)a
transition function, and I7(-) represents the set of discrete probability distributions over
a finite set. In each time period ¢ the environment is in some state s € .S and the agent
takes an action a € A, which causes a transition to state s’ with probability P(s’|s, a),
yielding an immediate reward given by 12 and having an effect on the environment given
by T'. The agent’s decision are based on its observations given by O : S x A — I1({2).

When solving a POMDP the aim is to find a policy: a strategy for selecting actions
based on observations that maximises a function of the rewards, for example the total
reward. A policy is a function that maps the agent’s observation history and its current
internal state to an action. A policy may also be deterministic or probabilistic: a deter-
ministic policy consistently chooses the same action when faced with the same informa-
tion, while a probabilistic policy might not. A memoryless (or reactive) policy returns
an action based solely on the current observation. The problem of finding a memoryless
policy for a POMDP is NP-complete and exact algorithms are very inefficient [12] but
there are good inexact methods, some of which we now describe.

1.2 Reinforcement Learning Methods

Temporal difference learning algorithms such as Q-Learning and SARSA
from Reinforcement Learning (RL) are a standard way of finding good policies. While
performing Monte Carlo-like simulations they compute a state-action value function
Q@ : Sx A — R which estimates the expected total reward for taking a given action from
a given state. (Some RL algorithms compute instead a state value function V' : S — R.)

The SARSA algorithm is shown in Figure[Il An episode is a sequence of states and
actions with a first and last state that occur naturally in the problem. On taking an action
that leads to a new state, the value of the new state is “backed up” to the state just left
(see line 8) by a process called bootstrapping. This propagates the effects of later actions
to earlier states and is a strength of RL algorithms. (The value ~y is a discounting factor
often used for non-episodic tasks that is not relevant for our application below: we
set v = 1.) A common behaviour policy is e-greedy action selection: with probability
€ choose a random action, otherwise with probability 1 — e choose the action with
highest (s, a) value. After a number of episodes the state-action values Q(s,a) are
fixed and (if the algorithm converged correctly) describe an optimum policy: from each
state choose the action with highest Q(s, a) value. The name SARSA derives from the
tuple (s, a,r,s',a’).

RL algorithms have convergence proofs that rely on the Markov property but for
some non-Markovian applications they still perform well, especially when augmented
with an eligibility trace that effectively hybridises them with a Monte Carlo
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1 initialise the Q(s,a) arbitrarily

2 repeat for each episode

3 ( s+« initial state

4 choose action a from s using a behaviour policy
5 repeat for each step of the episode

6 ( take action a and observe r, s

7 choose action a’ from s’ using a behaviour policy
8 Q(s,a) — Q(s,a) + alr +1Q(s',a') — Qs,a)

9 s—s, a—ad

10 )

11 )

Fig. 1. The SARSA algorithm

algorithm. We will use a well-known example of such an algorithm: SARSA()) [23].
When the parameter A is 0 SARSA()\) is equivalent to SARSA, when it is 1 it is equiva-
lent to a Monte Carlo algorithm, and with an intermediate value it is a hybrid and often
gives better results than either. Setting A > 0 boosts bootstrapping by causing values
to be backed up to states before the previous one. (See [30] for a discussion of eligi-
bility traces, their implementation, and the relationship with Monte Carlo algorithms.)
There are other more complex RL algorithms (see [[13]] for example) and it is possible
to configure SARSA()) differently (for example by using softmax action selection in-
stead of e-greedy, and different values of o for each state-action value [30]]), but we take
SARSA()) as a representative of RL approaches to solving POMPDs. (In fact it usually
outperforms two versions of Q-learning with eligibility trace — see [30] page 184.)

1.3 Evolutionary Computation Methods

An alternative approach to POMDPs is the use of Evolutionary Computation (EC) al-
gorithms such as Genetic Algorithms (GAs), which sometimes beat RL algorithms on
highly non-Markovian problems [3I19]. We shall use the most obvious EC model of
POMDPs, called a table-based representation [[19]]: each chromosome represents a pol-
icy, each gene a state, and each allele (gene value) an action.

The GA we shall use is based on GENITOR but without the refinements of some
versions, such as genetic control of the crossover probability. This is a steady-state GA
that, at each iteration, selects two parent chromosomes, breeds a single offspring, evalu-
ates it, and uses it to replace the least-fit member of the population. Steady-state GAs are
an alternative to generational GAs that generate an entire generation at each iteration,
which replaces the current generation. Maintaining the best chromosomes found so far
is an elitist strategy that pays off on many problems. Parent selection is random because
of the strong selection pressure imposed by replacing the least-fit member. We use stan-
dard uniform crossover (each offspring gene receives an allele from the corresponding
gene in a randomly-chosen parent) applied with a crossover probability p.: if it is not
applied then a single parent is selected and mutated, and the resulting chromosome
replaces the least-fit member of the population. Mutation is applied to a chromosome
once with probability p,,, twice with probability p?,, three times with probability p3,,
and so on. The population size is P and the initial population contains random alleles.



A Cultural Algorithm for POMDPs from Stochastic Inventory Control 19

Nondeterminism in the POMDP causes noise in the GA’s fitness function. To han-
dle this noise we adopt the common approach of averaging the fitness over a number
of samples S. This technique has been used many times in Noisy Genetic Algorithms
(NGAs) [4l6/T7IT8]]. NGAs are usually generational and [1]] show that elitist algorithms
(such as GENITOR) can systematically overvalue chromosomes, but such algorithms
have been successful when applied to noisy problems [29]. We choose GENITOR for
its simplicity.

1.4 Hybrid Methods

Several approaches can be seen as hybrids of EC and RL. Learning Classifier Systems
use EC to adapt their representation of the RL problem. They apply RL via the EC
fitness function. Population-Based Reinforcement Learning [[11] uses RL techniques to
improve chromosomes, as in a memetic algorithm. The paper is an outline only, and
no details are given on how RL values are used, nor are experimental results provided.
GAQ-Learning uses Q-Learning once only in a preprocessing phase, to generate
Q(s,a) values. A memetic algorithm is then executed using the Q)(s, a) values to eval-
uate the chromosomes. Q-Decomposition [26] combines several RL agents, each with
its own rewards, state-action values and RL algorithm. An arbitrator combines their
recommendations, maximising the sum of the rewards for each action. It is designed
for distributed tasks that are not necessarily POMPDs. Global convergence is guaran-
teed if the RL algorithm is SARSA but not if it is Q-Learning. In [9] a GA and RL are
combined to solve a robot navigation problem. The greedy policy is applied for some
time (until the robot encounters difficulty); next the GA population is evaluated, and
the fittest chromosome used to update the state-action values by performing several RL
iterations; next a new population is generated in a standard way, except that the state-
action values are used probabilistically to alter chromosomes; then the process repeats.
Several other techniques are used, some specific to robotics applications, but here we
consider only the RL-EC hybrid aspects.

2 A Cultural Approach to POMDPs

A powerful form of EC is the cultural algorithm (CA) [21]], in which agents share
knowledge in a belief space to form a consensus. (The belief space of a CA is dis-
tinct from the belief space of a POMDP, which we do not refer to in this paper.)
These hybrids of EC and Machine Learning have been shown to converge more quickly
than EC alone on several applications. CAs were developed as a complement to the
purely genetic bias of EC. They are based on concepts used in sociology and archae-
ology to model cultural evolution. By pooling knowledge gained by individuals in a
body of cultural knowledge, or belief space, convergence rates can sometimes be im-
proved. A CA has an acceptance function that determines which individuals in the
population are allowed to adjust the belief space. The beliefs are conversely used to
influence the evolution of the population. See for a survey of CA applications,
techniques and belief spaces. They have been applied to constrained optimisation [3]],
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multiobjective optimisation [2]], scheduling [24]] and robot soccer [23]], but to the best
of our knowledge they have not been applied to POMDPs, nor have they utilised RL.

2.1 Cultural Reinforcement Learning

We propose a new cultural hybrid of reinforcement learning and evolutionary computa-
tion for solving POMDPs called CUltural Reinforcement Learning (CURL). The CURL
approach is straightforward and can be applied to different RL and EC algorithms. A
single set of RL state-action values ()(s, a) is initialised as in the RL algorithm, and the
population is initialised as in the EC algorithm. The EC algorithm is then executed as
usual, except that each new chromosome is altered by, and used to alter, the Q(s, a),
which constitute the CA belief space. On generating a new chromosome we replace,
with some probability p;, each allele by the corresponding greedy action given by the
modified Q(s, a) values. Setting p; = 0 prevents any learning, and CURL reduces to the
EC algorithm, while p; = 1 always updates a gene to the corresponding Q(s, a) value,
and CURL reduces to SARSA(\) without exploration. We then treat the modified chro-
mosome as usual by the EC algorithm: typically, fitness evaluation and placement into
the population. During fitness evaluation the ((s, a) are updated by bootstrapping as
usual in the RL algorithm, but the policy followed is that specified by the modified chro-
mosome. Thus in CURL, as in several other CAs [22]], all chromosomes are allowed to
adjust the belief space. There is no ¢ parameter in CURL because exploratory moves
are provided by EC.

We may use a steady-state or generational GA, or other form of EC algorithm, and
we may use one of the Q-Learning or Q()) algorithms to update the Q(s, a), but in this
paper we use the GENITOR-based NGA and SARSA()\). The resulting algorithm is
outlined in Figure 2] in which SARSA (A, o, 0) denotes a SARSA()) episode with a
given value of the o parameter, following the policy specified by chromosome O while
updating the Q(s, a) as usual. As in NGA the population in randomly initialised and
fitness is evaluated using S samples. Note that for a deterministic POMDP only one
sample is needed to obtain the fitness of a chromosome, so we can set S = 1 to obtain
a CURL hybrid of SARSA(A) and GENITOR.

CURL(S, P, pec,pm,a, X, pi) :
( create population of size P

evaluate population using S samples

initialise the Q(s,a)

while not (termination condition)

( generate an offspring O using pc,pPm
update O using p; and the Q(s,a)
call SARSA(A,«,0) S times to estimate O fitness

and bootstrap the Q(s,a)
replace least-fit chromosome by O
)

output fittest chromosome

Fig. 2. CURL instantiation
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2.2 Convergence

For POMDPS, unlike MDPs, suboptimal policies can form local optima in policy space
[20]. This motivates the use of global search techniques such as EC, which are less
likely to become trapped in local optima, and a hybrid such as CURL uses EC to di-
rectly explore policy space. CURL also uses bootstrapping to perform small changes
to the policy by hill-climbing on the (s, a) values. Hill-climbing has often been com-
bined with GAs to form memetic algorithms with faster convergence than a pure GA,
and this was a motivation for CURL’s design. However, if bootstrapping is used then
optimal policies are not necessarily stable: that is, an optimal policy might not attract
the algorithm [20]. Thus a hybrid might not be able to find an optimal policy even if it
escapes all local optima. The possible instability of optimal policies does not necessar-
ily render such hybrids useless, because there might be optimal or near-optimal policies
that are stable, but convergence is a very desirable property.

Fortunately, it is easy to show that if p; < 1 and the underlying EC algorithm is
convergent then so is CURL: if p; < 1 then there is a non-zero probability that no allele
is modified by the (s, a), in which case CURL behaves exactly like the EC algorithm.
This is not true of all hybrids (for example [9]). The GA used in the CURL instantiation
is convergent (to within some accuracy depending on the number of samples used),
because every gene in a new chromosome can potentially be mutated to an arbitrary
allele. Therefore the CURL instantiation is convergent.

2.3 Note

Ideally, we should now evaluate CURL on standard POMDPs from the literature, but
we shall postpone this for future work. The work in this paper is motivated by the
need to solve large, complex inventory control problems that do not succumb to more
traditional methods. In fact we know of no method in the inventory control literature
that can optimally solve our problem in a reasonable time (at least, the constrained
form of the problem: see below). We shall therefore test CURL on POMDPs from
stochastic inventory control. We believe that the problem we tackle has not previously
been considered as a POMDP, but we shall show that it is one.

3 POMDPs from Stochastic Inventory Control

The problem is as follows. We have a planning horizon of IV periods and a demand for
each periodt € {1,..., N}, which is arandom variable with a given probability density
function; we assume that these distributions are normal. Demands occur instantaneously
at the beginning of each time period and are non-stationary (can vary from period to
period), and demands in different periods are independent. A fixed delivery cost a is
incurred for each order (even for an order quantity of zero), a linear holding cost & is
incurred for each product unit carried in stock from one period to the next, and a linear
stockout cost s is incurred for each period in which the net inventory is negative (it is
not possible to sell back excess items to the vendor at the end of a period). The aim is
to find a replenishment plan that minimizes the expected total cost over the planning
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Fig. 3. The (R, S) policy

horizon. Different inventory control policies can be adopted to cope with this and other
problems. A policy states the rules used to decide when orders are to be placed and how
to compute the replenishment lot-size for each order.

3.1 Replenishment Cycle Policy

One possibility is the replenishment cycle policy (R, S). Under the non-stationary de-
mand assumption this policy takes the form (R™, S™) where R" denotes the length of
the n'" replenishment cycle and S™ the order-up-to-level for replenishment. In this pol-
icy a strategy is adopted under which the actual order quantity for replenishment cycle
n is determined only after the demand in former periods has been realized. The order
quantity is computed as the amount of stock required to raise the closing inventory level
of replenishment cycle n — 1 up to level S™. To provide a solution we must populate
both the sets R™ and S™ forn = {1,..., N}. The (R, S) policy yields plans of higher
cost than the optimum, but it reduces planning instability [[7] and is particularly appeal-
ing when items are ordered from the same supplier or require resource sharing [27].
Figure Blillustrates the (R, S) policy. R™ denotes the set of periods covered by the nth
replenishment cycle; S™ is the order-up-to-level for this cycle; @y, is the expected order
quantity; D; + ... + Dj is the expected demand; B;; is the buffer stock required to
guarantee service level a.

Though both RL and EC have been applied to a variety of inventory control prob-
lems, some of them POMDPs [31]], neither seems to have been applied to this impor-
tant problem. There are more efficient algorithms which are guaranteed to yield op-
timal policies (under reasonable simplifying assumptions) so RL and EC would not
be applied to precisely this problem in practice. However, if we complicate the prob-
lem in simple but realistic ways, for example by adding order capacity constraints or
dropping the assumption of independent demands, then these efficient algorithms be-
come unusable. In contrast, RL and EC algorithms can be used almost without mod-
ification. Thus the problem is useful as a representative of a family of more complex
problems.
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Note that the inventory control term policy refers to the form of plan that we search
for (such as the (R, S) policy), whereas a POMDP policy is a concrete plan (such as
the (R, S) policy with given (R™, S™) values). We use the term in both senses but the
meaning should be clear from the context.

3.2 POMDP Model

The replenishment cycle policy can be modelled as a POMDP as follows. Define a state
to be the period n, an action to be either the choice of an order-up-to level or the lack
of an order (denoted here by a special action N), and a reward r,, to be minus the total
cost incurred in period n. The rewards are undiscounted (do not decay with time), the
problem is episodic (has well-defined start and end states), the POMDP is nondetermin-
istic (the rewards are randomised), and its solution is a policy that is deterministic and
memoryless (actions are taken solely on the basis of the agent’s current observations).
This problem is non-Markovian but has an underlying MDP. Suppose we include the
current stock level (suitably discretised or approximated) in the state. We then have
the Markov property: the current stock level and period is all the information we need
to make an optimal decision. But the (R, .S) policy does not make optimal decisions:
instead it fixes order-up-to levels independently of the stock level.

The problem is slightly unusual as a POMDP for two reasons. Firstly, all actions
from a state n lead to the same state n + 1 (though they have different expected re-
wards): different actions usually lead to different states. Secondly, many applications
are non-Markovian because of limited available information, but here we choose to
make it non-Markovian by discarding information for an application-specific reason: to
reduce planning instability. Neither feature invalidates the POMDP view of the prob-
lem, and we believe that instances of the problem make ideal benchmarks for RL and
EC methods: they are easy to describe and implement, hard to solve optimally, have
practical importance, and it turns out that neither type of algorithm dominates the other.

There exist techniques for improving the performance of RL algorithms on POMDPs,
in particular the use of forms of memory such as a belief state or a recurrent neural
network. But such methods are inapplicable to our problem because the policy would
not then be memoryless, and would therefore not yield a replenishment cycle policy.
The same argument applies to stochastic policies, which can be arbitrarily more efficient
than deterministic policies [28]]: for our inventory problem we require a deterministic
policy. Thus some powerful RL techniques are inapplicable to our problem.

4 Experiments

We compare SARSA()), the NGA and CURL on five benchmark problems. The in-
stances are shown in Table [[] together with their optimal policies. Each policy is speci-
fied by its planning horizon length R and its order-up-to-level S, and the expected cost
of the policy per period is also shown, which can be multiplied by the number of periods
to obtain the expected total cost of the policy. For example instance (3) has the optimal
policy [159, N, N, 159, N, N, 159, .. ]. However, the policy is only optimal if the total
number of periods is a multiple of R, and we choose 120 periods as a common multi-
ple of R € {1,2,3,4,5}. This number is also chosen for hardness: none of the three
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Table 1. Instances and their optimum policies

demand demand cost/ cost/120
# h s a mean stddev R S period periods
(1) 110 50 50 10 1 63 68 8160
(2) 110 100 50 10 2112 94 11280
(3) 110 200 50 10 3159 138 16560
(4) 110 400 50 10 4200 196 23520
(5) 110 800 50 10 5253 279 33480

algorithms find optimal policies within 10® simulations (a Mixed Integer Programming
approach also failed given several hours). We varied only the a parameter, which was
sufficient to obtain different R values (and different results: see below). We allow 29
different order-up-to levels at each period, linearly spaced in the range 0-280 at inter-
vals of 10, plus the N no-order option, so from each state we must choose between 30
possible actions. This range of order-up-to levels includes the levels in the optimum
policies for all five instances. Of course if none of the levels coincides with some order-
up-to-level in an optimal policy then this prevents us from finding the exact optimum
policy. But even choosing levels carefully so that the exact values are reachable does
not lead to optimal policies using the three algorithms.

As mentioned above, this problem can be solved in polynomial time because of its
special form, which is how we know the optimum policies. We therefore also gener-
ate five additional instances (1c,2c,3c,4c¢,5¢) by adding an order capacity constraint to
instances (1,2,3,4,5) respectively, simply by choosing an upper bound below the level
necessary for the optimum policy. For each instance the 30 levels are linearly spaced
between 0 and [0.85| (respectively 54, 89, 127, 156 and 223). This problem is NP-
hard and we know of no method that can solve it to optimality in a reasonable time. We
therefore do not know the optimum policies for these instances, only that their costs are
at least as high as those without the order constraints.

We tailored NGA and CURL for our application by modifying the mutation oper-
ator: because of the special nature of the N action we mutate a gene to N with 50%
probability, otherwise to a random order-up-to level. This biased mutation improves
NGA and CURL performance. We also tailored SARSA and CURL for our applica-
tion. Firstly, we initialise all state-action values to the optimistic value of 0, because
the use of optimistic initial values encourages early exploration [30]. Secondly, we ex-
perimented with different methods for varying €, which may decay with time using
different methods. [3I16] decrease € linearly from 0.2 to 0.0 until some point in time,
then fix it at 0.0 for the remainder. [30] recommend varying e inversely with time or
the number of episodes. We found significantly better results using the latter method,
under the following scheme: € = 1/(1 + €’e) where e is the number of episodes so far
and €’ is a fixed coefficient chosen by the user. For the final 1% of the run we sete = 0
so that the final policy cost reflects that of the greedy policy (after setting € to 0 we
found little change in the policy, so we did not devote more time to this purely greedy
policy).

Each of the three algorithms has several parameters to be tuned by the user. To simu-
late a realistic scenario in which we must tune an algorithm once then use it many times,
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we tuned all three to a single instance: the middle instance (3) without an order capacity
constraint. For SARSA()) we tuned €', a, A by the common method of hill-climbing in
parameter space to optimise the final cost of the evolved policy, restricted to A\ values
{0.0,0.1,...,0.9,1.0} and €, a values {0.1,0.03,0.01,0.003, . ..}. This process led
to a = 0.003, ¢ = 0.001 and A = 0.7. We chose NGA settings p. = p,, = 0.5 and
P = S = 30 for each instance: performance was robust with respect to these parame-
ters, as reported by many GA researchers. To tune CURL we fixed the GA parameters
as above, set A = 0, and applied hill-climbing to the remaining CURL parameters, re-
stricted to p; € {1.0,0.3,0.1,0.03,...}, to obtain « = 0.1, p; = 0.3. Using A > 1
did not make a significant difference to performance (though it necessitated different
values for «v and p;): it might be necessary for deterministic problems in which we do
not evaluate chromosome fitness over several simulations, but here we have S = 30
simulations per chromosome in which to perform bootstrapping so we use the more
efficient SARSA(0).

Figures [ and [ plots the performances of the algorithms on the instances. The
SARSA() cost is an exponentially-smoothed on-policy cost (the policy actually fol-
lowed by the algorithm during learning). The NGA and CURL costs are those of the
fittest chromosome. All graph points are means over 20 runs. We use the number of
SARSA(\) episodes or GA simulations as a proxy for time, and allow each algorithm
10 episodes or simulations. This slightly biases the results in favour of SARSA()):
one of its episodes takes approximately three times longer than a simulation because of
its eligibility trace. But there may be faster implementations of SARSA(\) than ours so
we use this implementation-independent metric.

The graphs show that neither SARSA(A) nor NGA dominates the other over all
instances, though SARSA(\) is generally better (this might be caused by our choice
of instances). However, CURL is uniformly better than NGA, and therefore some-
times better than SARSA(\) also. Previous research into EC and RL on POMDPS has
shown that neither dominates over all problems, but that EC is better on highly non-
Markovian problems, so we assume that the problems in which NGA beats SARSA()\)
are highly non-Markovian. This implies that CURL is a very promising approach to
such POMDPs, though further experiments are needed to confirm this pattern.

It might be suspected that the biased mutation technique unfairly aids NGA and
CURL: but adding this technique to SARSA()) worsens its performance. Unlike RL
algorithms, EC algorithms can benefit from application-specific mutation and recombi-
nation operators, and these can also be used in CURL. The current CURL implementa-
tion uses a simple table-based representation of the POMDP, which is often the worst
choice [19], so we believe that there is a great deal of room for improvement.

5 Conclusion

Reinforcement Learning (RL) and Evolutionary Computation (EC) are competing ap-
proaches to solving POMDPs. We presented a new Cultural Algorithm (CA) schema
called CURL that hybridises RL and EC, and inherits EC convergence properties. We
also described POMDPs from stochastic inventory theory on which neither RL nor
EC dominates the other. In experiments a CURL instantiation outperforms the EC
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algorithm, and on highly non-Markovian instances it also outperforms the RL algo-
rithm. We believe that CURL is a promising approach to solving POMDPs, combining
EC and RL algorithms with little modification.

This work is part of a series of studies in solving inventory problems using systematic
and randomised methods. In future work we intend to develop CURL for more complex
inventory problems, and for more standard POMDPs from the Artificial Intelligence
literature.
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THE COST OF USING STATIONARY INVENTORY POLICIES
WHEN DEMAND IS NON-STATIONARY

Non-stationary stochastic demands are very common in industrial settings with seasonal patterns,
trends, business cycles, and limited-life items. In such cases, the optimal inventory control
policies are also non-stationary. However, due to high computational complexity, non-stationary
inventory policies are not usually preferred in real life applications. In this paper, we investigate
the cost of using the optimal stationary policy as an approximation for the optimal non-stationary
one. We show that, using stationary policies can be very expensive depending on the magnitude
of demand variability and we provide some insight on cases where stationary policies provide

good approximations to non-stationary policies.

1. Introduction

Stochastic inventory control systems have been studied extensively under various assumptions on
demand. Nevertheless, the literature reflects a clear dichotomy between inventory models with
stationary and non-stationary demands. The former assumes a steady demand process, whereas the
latter assumes a demand process that varies in time. Non-stationary demand is very common in various
industrial settings with seasonal patterns, trends, business cycles, and limited-life items. Furthermore,
as product life cycles are becoming shorter, demand which evolves over product life cycles never

follow stationary patterns (Graves and Willems, 2008).

One major theme in the continuing development of inventory theory is the incorporation of more
realistic demand assumptions into inventory models. Consequently, one would expect increasing
number of studies concerned with non-stationary inventory models. However, there is a limited
literature assuming non-stationary demand, whereas it is vast for stationary demand. A search on the
ISI Web of Knowledge since the year 2000 with stationary and inventory keywords gives 221
published papers, whilst this figure is only 29 for non-stationary and inventory. Furthermore, there is a
large number of papers assuming stationary demand without using stationary as a keyword. This
disparity is mainly due to the ill structure of non-stationary problems from a theoretical point of view

and the complexity inherent in non-stationary models from a computational point of view. Silver et.al.



(1998) point out that non-stationary demand is too complicated for routine use in practice. Furthermore,
as Kurawalwala and Matsuo (1996) stated, the unique characteristics of non-stationary demand
preclude the use of traditional forecasting methods not designed for this environment and raise a need
for tailor-made forecasting methods. Consequently, stationary policies have always been preferred to

non-stationary policies in many real life applications for the sake of their relative simplicity.

In spite of all the above mentioned issues related to non-stationary inventory policies, when demand is
non-stationary, a stationary policy is an approximation to the optimal non-stationary one, and hence, is
sub-optimal with respect to total expected cost. To the best of authors' knowledge, no work has been
done that can be used as a guideline to compute the cost of using stationary policies when demand is
non-stationary. This research investigates the magnitude of this sub-optimality under various settings.
We establish our analysis by using the (s,S) inventory control policy. (s,S) policy is proven to be
optimal both in stationary and non-stationary demand cases, and therefore, constitutes an inherent
frame of reference. Our contribution is two-fold. First, we show that using stationary policies can be
very expensive depending on the extent of demand variability as well as other factors. Secondly, we
provide some insight on cases where stationary models provide good approximations to non-stationary

models.

In the remainder of this section, we concisely review related literature. In Section 2, we present the key
assumptions of the inventory problem considered. In Section 3 we present algorithms used to compute
the stationary and the non-stationary (s,S) policies. In Section 3, we present the experimental design
and computational results. Finally, in Section 4, we draw general conclusions and provide some

managerial insights.

Most of the research in inventory literature assumes either a stationary or a non-stationary demand, and
develop models and policies accordingly. Therefore, it is difficult to refer to any research addressing
the cost performance of stationary policies when demand is non-stationary. However, we believe that it
is necessary to briefly discuss the key literature in order to ease the exposition of the remaining

sections.

One of the most exciting developments in the inventory theory is Scarf’s (1960) proof of the optimality
of (s,5) policies. (s,S) policies are characterized by two critical numbers s n and S _n for each period n,

such that, the inventory is replenished up to a target level S_n whenever the initial inventory position is



lower than (or equal to) a re-order level s n. Scarf (1960) showed the optimal value function satisfies a
condition, which he called K-convexity, and demonstrated a procedure for establishing the optimal
policy parameters in a backward recursion. Nevertheless, there was no known way of computing the
critical numbers at that time (Karlin, 1960). Following Scarf (1960), Iglehart (1963) demonstrated the
optimality of (s,S) policies in infinite horizon inventory problems with stationary demand. He showed
that optimal policy parameters converge to two numbers s and S in this case. Iglehart’s work has been
followed by a large number of researchers (see e.g. Veinott and Wagner, 1965; Archibald and Silver,
1978; Stidham, 1977; Sahin, 1982,1983; Federgruen and Zipkin, 1984; Zheng and Federgruen, 1991)
aiming at efficiently computing optimal policy parameters using the stationary analysis approach.
However, not much work has been done for computing non-stationary (s,S) policies. A few authors
addressed the inventory problem with non-stationary demands and proposed heuristics based on non-
optimal policies (see e.g. Silver, 1978; Askin, 1981; Morton and Pentico, 1995). Bollapragada and
Morton (1999) developed an efficient myopic heuristic for computing the non-stationary (s,S) policy
where consecutive periods are grouped and converted to stationary problems. In this paper, we consider
the inventory problem addressed in Scarf (1960) and investigate the cost efficiency of stationary and

non-stationary inventory policies.

2. Problem definition and solution procedures

Our aim is to investigate the cost performance of stationary policies under non-stationary demand. For
the sake of completeness, we compare the optimal non-stationary policy with the best possible
stationary policy. We use the (s,S) policy as a frame of reference since it is proven to be optimal both in

stationary and non-stationary demand cases.

Throughout the paper it is assumed that, the demand, d; in period ¢, is considered as a random variable
with known probability density function, g(d,), and is assumed to occur instantaneously at the
beginning of each period. The mean rate of demand may vary from period to period. Demands in
different time periods are assumed independent. A fixed holding cost /4 is incurred on any unit carried
in inventory over from one period to the next. Demands occurring when the system is out of stock are
assumed to be backordered, and satisfied immediately the next replenishment order arrives. A fixed
shortage cost p is incurred for each unit of demand backordered. A fixed procurement (ordering or set-
up) cost K is incurred each time a replenishment order is placed. For convenience, without loss of

generality, the initial inventory level and the unit procurement cost are set to zero, and it is assumed



that there is no replenishment lead-time.

2.1. Non-stationary (s,S)

Scarf (1960) developed the concept of K-convexity and proved that under the aforementioned
assumptions the optimal inventory policy follows an (s,5) rule. He provided a dynamic programming
formulation to compute the optimal (s,S) levels for each period. Obviously, (s,S) levels are not constant
for different periods in non-stationary problems. Thus, parameters of a non-stationary policy can be
represented as (s,,S;) for period ¢. The dynamic program proposed by Scarf is given in Equation 1 where
C,n(x) represents the optimal expected total cost for periods ¢ through n of an inventory system with x
units of initial inventory. K is the fixed ordering cost, and L/(x) is the expected holding and penalty
costs charged in period # when starting inventory is x units. S; and s, represent the order up to level and

the reorder point for period ¢, respectively.

Cin (x) = min {L(x) + E(Ci+/(x = <)), K+ LS)) + B(Cr+1(S: = <))} (D

Scarf’s formulation required extensive computational power beyond the limitations of its time. As a
matter of fact, there was no known way of computing policy parameters at that time (Karlin, 1960).
Relatively recently, Bollapragada and Morton (1999) were able to compute the (s,S;) levels by
exploiting the property of K-convexity in solving the above dynamic program. In this paper, we

employed their approach to determining optimal (s,,S;) values.

In order to introduce the non-stationary (s,S) policy clearly we give two simple examples. Figure 1
demonstrates the optimal non-stationary (s,S) policies for two different problems. In the first graph
expected demand pattern is generated randomly, so (s,S) levels fluctuate pursuant to demand pattern
from period to period. In the second graph demand pattern is stationary. As it can be observed from the
graph, policy parameters are stationary except at the end of the planning horizon. The deviation in the

last period is the end of horizon effect.



(I Reorder Level M Order-up-to Level C1Reorder Level M Order-up-to level
170 170

120 120
! I I . i I 70 I

Inventory Level
~J
=]

Inventory Level

| S —
S ——
1
bmmm—————————

| N ———

| SPR———

01 - . IR IR IR IR R

A L S - - AN N S N O 4

L1 2 3 4 5 6 7 8 9 10‘ L1 2 3 4 5 6 7 8 9 m‘
Period Period

Figure 1 The optimal non-stationary (s,S) policies for two different problem instances: The bottom and the top
levels of black columns represent reorder points and order-up-to levels respectively

2.2. Best Representative Stationary (s,S)

One may think of two possible approaches to obtain the best stationary policy for a non-stationary
demand pattern. The first approach is to find a stationary demand distribution which best fits the
original demand with the given inventory system. Once the best stationary demand distribution is
determined, the corresponding stationary policy can be computed using the well-known Zheng-
Federgruen (1991) algorithm. The second approach is to find a stationary policy which provides the
minimum cost for the actual non-stationary demand. To the best of our knowledge, there is no
published work in the literature neither on determining stationary demand distribution nor on
computing the optimal policy parameters of a stationary (s,S) policy. Therefore we settle to employ an
exhaustive search procedure. The aforementioned approaches differ in their search spaces, such that,
the former approach requires a search on various demand patterns, whereas the latter requires a search
on various policy parameters. Since characterizing the search space of the first approach is rather
difficult compared to the second one, we employ the second approach, and compute the best stationary
policy through a two-dimensional search procedure on policy parameters s and S (s<S). The expected
cost of examined (s,S) pair is computed by means of the recursive formulation given in equation 1. The

elimination of the end-of-horizon effect is discussed in the next section.
3. Computational Study
The experiment design, results and their interpretation are crucial to understanding the applications of

stationary policies under the non-stationary demand environments. In the next subsections these will be

given in detail.



3.1 Experiment Design

In the experiment design phase we concentrate on: (i) end-of-horizon effects, and (ii) designation of

demand and cost parameters.

Stationary policies are exposed to end-of-horizon effects when the planning horizon is finite. As
mentioned earlier, non-stationary ones have the ability to adjust policy parameters based on periodic
oscillations. However, the stationary policy does not have such an ability to dampen the end of horizon
effect on the expected cost. In order to make a fair assessment of the cost performance of stationary
policies we adopt the method used in Bollapragada and Morton (1999). They use a simple, yet an
effective method based on plugging in the optimal non-stationary plan at the end of the planning
horizon. That is, although a stationary plan is used through out the planning horizon, the stock at the
end of the horizon is managed using the optimal non-stationary parameters. Hence, the end of horizon
effect is eliminated from the results. Following Bollapragada and Morton (1999), we set the planning
horizon to 70 periods and use the optimal non-stationary policy parameters in the last 18 periods so as

to eliminate the end of horizon effect.

We use a test set of 108 problem instances in order to investigate the effect of various demand and cost
parameters on the cost performances of non-stationary and approximate stationary policies. Demand is
characterized by a demand pattern $\pi$, i.e. a sequence of mean demand values
(dM{pi}={d™{\pi} 1,d*{\pi} 2,...d*{\pi} N}) through the planning horizon, and a fixed coefficient of
variation, cv. Note that, a fixed coefficient of variation implies higher standart deviation for larger
demands. The cost parameters are: the ordering cost per replenishment, the penalty cost per unit
backlog per period, and the holding cost per unit of excess inventory per period. We construct our test

set using the following values;

Unit holding cost: 7 = {1}

Unit penalty cost: p = {2, 5, 10}

Fixed ordering cost: K = {50, 200, 500}

Demand coefficient of variation: cv = {0.05, 0.15, 0.25}

As shown in Figure 1, we employ four different demand patterns: stationary, seasonal, life cycle, and



erratic (Berry, 1972). The average demand per period is 100 units for each demand pattern. Seasonal
and life cycle demand patterns are very common in practice. Stationary and erratic patterns represent

the extreme cases of the stationary and the non-stationary demand dichotomy.
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Figure 1: Demand Patterns

An illustrative example: In order to demonstrate the method, we provide an illustrative example.
Figure 2 illustrates the results of the problem instance-5 from the test set. This instance is characterized
by a seasonal demand pattern with a coefficient of variation of 0.15. The cost parameters are; K = 50, p
=5, h=1. The first graph plots the policy parameters of the optimal non-stationary policy; the second
one plots the best stationary policy in which the last 18 (?) periods are controlled using the optimal

non-stationary policy.
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Figure 2: (5,5, and (s,S) levels of the instance 5 with seasonal demand pattern provided by the optimal

non-stationary and the best stationary policies

3.2 Numerical results and insights

We conduct an extensive numerical study to measure the cost performance of the best stationary policy.
The results for the 108 instances (i.e., 27 instances for each of the four demand patterns) are presented
in Table 2 in the appendix. The cost difference, A, for an instance is calculated as follows:

A:MXNQ
OP

)

where SP and OP are the expected total costs of the system under the best stationary and the optimal

non-stationary policies, respectively.

Effects of demand pattern:

We start our analysis by investigating the results related to each demand pattern. Let us define
$\delta”{\pi}$ as the average $\delta$ of all 27 instances characterized by demand pattern $\pi$.
Obviously, $\delta”{\pi}$ is closely related to characteristics of the demand pattern; more specifically

the non-stationarity of $\pi$. Let $\mu”{pi}$ and $\sigma”{\pi}$ be the mean and the standart
deviation of the demand pattern $\pi$.



Note that $\mu”~{\pi}$ is identical for all demand patterns, since the total average demand is

standardized. We use $\sigma$ as the measure of non-stationarity, and examine how it bonds to

$\delta$. Table 1 provides the summary results.

Erratic | Seasonal | Life Cycle | Stationary
A 75.39 27.11 45.67 0.00
o 81.68 65.06 78.16 0.00
H 100.00 100.00 100.00 100.00

Table 1: Average expected cost discrepancies with respect to demand patterns

According to Table 1 even at first glance, one can easily claim that cost of neglecting non-stationarity is
dramatically expensive especially in erratic and life cycle demand patterns. One would expect that
when $\pi$ is near-stationary then $\delta”{pi}$ will be close to zero. Our results confirm this
expectation. There is no difference between the cost performance of stationary and non-stationary
policies when demand is stationary. Similarly, for mean demand patterns with low variances, such as
the seasonal pattern, the sub-optimality is rather small, whereas, for demand patterns characterized by
high volatility, such as, life cycle and erratic patterns, the sub-optimality is extremely high. In
summary, a higher variation in the mean demand pattern, which defines the magnitude of non-
stationarity, resulted in higher A. In other words, the optimal non-stationary policy converges to a

stationary policy as ¢ approaches zero.

Although the results given in Table 2 provides some general insights on the costs of neglecting non-
stationarity,, understanding the effects of demand variation, i.e. the coefficient of variation, and cost
parameters, such as ordering and penalty costs is also important for a thorough analysis. In the
following subsections we discuss the effects of these problem parameters.

Effects of coefficient of variation:

Figure 3 shows the average cost difference for each demand pattern as the coefficient of variation is



increased from 0.05 to 0.15 and further to 0.25. Note that, given cost differences reflect, boost the
average cost difference of all problems where the reference parameter, i.e. demand pattern, is the same.
Each point in the graph corresponds to the average cost difference for a fixed coefficient of variation
and a given demand pattern. As can be seen from Figure 1, larger coefficient of variation tends to
decrease the cost difference. In fact, as the coefficient of variation increases the expected total cost of
the inventory system increases under both the best stationary and the optimal non-stationary policies.
However, the cost increase rate for the optimal non-stationary policy is relatively higher than the same
rate for the best stationary one. Hence, an increase in coefficient of variation results in a decrease in
the cost difference. Therefore, we can argue that, using a stationary policy may be acceptable in highly

uncertain environments where the demand patterns is stationary.
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Figure 3: “cv” vs “Delta”

Eftects of setup cost:

Figure 4 illustrates the change in “Delta” for each demand pattern as setup cost increases. As can be
observed, when the penalty cost and coefficient of variation are kept constant, A decreases with the
increasing ordering cost. Basically, the ordering cost determines the frequency of orders. Obviously,
higher ordering costs encourage the inventory replenishment plan to have fewer replenishments, and
leads to longer replenishment cycles where accumulated demand is satisfied by a single replenishment.
This dampens the fluctuation of demand through the replenishment cycle, and hence, moderates the

non-stationarity of the optimal plan and decreases A.
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Effects of penalty cost:
Figure 5 demonstrates the effect of penalty cost for each demand pattern. Unlike ordering costs, penalty
costs negatively affect the sub-optimality of stationary policies. The penalty cost basically determines
the level of the safety stock. That is, higher penalty costs necessitate larger safety stocks to avoid stock-
outs. Since non-stationary policy determines safety stock levels optimally, its cost performance

increases with respect to stationary policy with increasing penalty costs.
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4. Conclusion

As product life cycles are getting shorter most of the real world problems exhibit non-stationary
demand patterns. However, non-stationary inventory policies have not been widespread among neither
practitioners nor academics due to their complexity in computation and application. However, when
demand is non-stationary, a stationary policy is only an approximation to the optimal non-stationary
one, and hence, is sub-optimal with respect to total expected cost. In this paper we analyzed the cost
efficiency of using stationary inventory policies when demand is non-stationary. We used (s,S) policy
as a frame of reference, and compared the optimal non-stationary (s,S) policy with the best possible

stationary (s,S) policy in terms of cost performance.

We conducted an extensive numerical study considering a variety of cases to examine the effects of
various organizational parameters and showed that cost of neglecting the non-stationarity of demand is
significantly high for the majority of cases. Our numerical study reveals that, the magnitude of the sub-
optimality of stationary policies depends heavily on the variation of the demand pattern, i.e. the non-
stationarity of demand, among other factors, such as, the coefficient of variation of demand, ordering
and penalty costs. In order to characterize the variation of the demand patterns, we considered erratic,
life cycle, seasonal and stationary demands. On average, the cost difference between the non-stationary
and the stationary policies were; 75% for erratic, 45% for life cycle, 27% for seasonal, and 0% for
stationary demands. Our study also provides some insight on cases where stationary models provide
good approximations to non-stationary models. More specifically, when demands follow a rather stable
pattern with high uncertainty (i.e. variance), stationary policies may be a reasonable substitute for the
optimal non-stationary policy. Moreover, the cost performance of stationary policies improves when

setup costs are high and penalty costs for stockouts are low.

Altogether, our study underlines the need for careful evaluation when assuming stationary demands.
We argue and provide some evidence that it may be very expensive to use stationary policies when
actual demand is non-stationary. The recent literature is not sufficient to embed the non-stationary
models into real life problems, and hence, modeling non-stationary demands has not yet been addressed
satisfactorily in ERP environments. Most, if not all, ERP systems do not support non-stationary
demands. As a result, our study also brings up the discussion on the percieved importance of non-

stationary demand cases in theory and practice of inventory management.



Bollapragada (2006) stated that uncertainty modeling and management has not been satisfactorily
addressed for MRP/ERP environments. In these environments, replenishment orders are typically
determined by ad hoc safety stock rules and even stationary demand processes have not been
adequately embedded to real life planning tools. Hence, non-stationary inventory policies, which are

based on rather sophisticated stochastic processes, have not been used commonly.



Appendix

% Cost Difference A;
i K cv Erratic Seasonal Life Cycle Stationary
1 50 0.05 12231 49.77 89.04 0.00
2 0.15 93.38 40.32 66.77 0.00
3 0.25 71.93 35.27 54.45 0.00
4 5 0.05 191.13 60.63 108.7 0.00
5 0.15 140.89 53.38 80.11 0.00
6 0.25 106.14 47.07 67.07 0.00
7 10 0.05 232.26 72.56 114.73 0.00
8 0.15 175.15 58.22 86.47 0.00
9 0.25 132.05 52.79 74.1 0.00
10 200 2 0.05 42.4 14.02 26.02 0.00
11 0.15 35.25 13.42 22.42 0.00
12 0.25 28.93 12.12 21.14 0.00
13 5 0.05 60.78 17.07 33.66 0.00
14 0.15 53.25 18.11 29.34 0.02
15 0.25 45.72 18.6 26.99 0.00
16 10 0.05 80.63 21.16 38.04 0.00
17 0.15 68.32 22.51 32.66 0.01
18 0.25 59.6 22.92 30.92 0.00
19 500 2 0.05 26.79 6.47 20.22 0.03
20 0.15 24.29 8.22 18.95 0.02
21 0.25 20.3 8.72 18.32 0.00
22 5 0.05 36.67 9.84 30.18 0.00
23 0.15 33.14 11.96 25.95 0.00
24 0.25 28.33 12.23 23.57 0.00
25 10 0.05 47.64 13.4 35.16 0.00
26 0.15 41.71 15.34 30.22 0.00
27 0.25 36.58 15.92 27.75 0.00

Table 2: Cost differences for all problem instances
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Abstract Real-life management decisions are usually made in uncertain environments, and
decision support systems that ignore this uncertainty are unlikely to provide realistic guid-
ance. We show that previous approaches fail to provide appropriate support for reasoning
about reliability under uncertainty. We propose a new framework that addresses this issue
by allowing logical dependencies between constraints. Reliability is then defined in terms
of key constraints called “events”, which are related to other constraints via these dependen-
cies. We illustrate our approach on three problems, contrast it with existing frameworks, and
discuss future developments.

Keywords Event-driven - Probabilistic - Constraint programming - Uncertainty

1 Introduction

Real-life management decisions are usually made in uncertain environments. Random be-
havior such as the weather, lack of essential exact information such as the future demand,
incorrect data due to errors in measurement, and vague or incomplete definitions, exempli-
fies the theme of uncertainty in such environments.
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It is generally impossible for any set of decisions to satisfy all the constraints under
all circumstances. For instance, consider a probabilistic single-item distribution problem in
which there are n independent suppliers with their given probabilistic supply capacities,
and m different customers with known demands. It is realistic to assume that the deliveries
are fixed in advance, by consideration of the probabilistic supply capacities. The need to
fix the deliveries in advance has been at the heart of many problems such as the buying of
raw materials on markets with fluctuating prices (Kingsman 1985). Thus the investigation
of modeling approaches and solution algorithms is potentially important not only from a
theoretical point of view, but also from the perspective of practical applications. It is quite
unrealistic to ask for a plan that satisfies all demand and probabilistic supply constraints,
irrespective of the unfolding of uncertainties. In order to deal with the optimization problems
with stochastic/fuzzy factors, stochastic programming and fuzzy programming have been
greatly developed. The theory of stochastic programming has been summarized by several
books such as Sengupta (1972), Vajda (1972), Kall and Wallace (1994) etc.

To address this and related situations, we propose that one should determine in advance
a distribution plan that satisfies customer demands as far as possible, under some mea-
sure that accurately captures the user’s notion of reliability. To address this important class
of problems, we take a novel approach and develop a modeling framework that supports
more reliable decisions in uncertain environments, yet reduces the cognitive burden on a
decision-maker. Our Event-Driven Probabilistic Constraint Programming (EDP-CP) mod-
eling framework allows users to designate certain probabilistic constraints (such as demand
constraints) as events whose chance of satisfaction must be maximized, subject to hard con-
straints (such as a lower bound on profit), and also logical dependencies among constraints
(such as the dependency of demand constraints on the satisfaction of the probabilistic supply
constraints). We shall show that the EDP-CP framework allows more realistic modeling of
some problems than previous approaches.

Complex decision systems are usually multidimensional, multifaceted, multifunctional
and multicriteria, and include stochastic or fuzzy factors. With the requirement of consider-
ing randomness, appropriate formulations of stochastic programming have been developed
to suit the different purposes of management (Fig. 1). The first method dealing with stochas-
tic parameters in stochastic programming is the so-called expected value model (Birge and
Louveaux 1997), which optimizes the expected objective functions subject to some expected
constraints. The second, chance-constrained programming, was pioneered by Charnes and
Cooper (1959) as a means of handling uncertainty by specifying a confidence level at which
it is desired that the stochastic constraint holds. Chance-constrained programming models

Fig. 1 Techniques for modeling - - -
decision problems under Stochastic Programming | - - - - - | Fuzzy Programming

uncertainty

< Uncertain Programming >

Expected Chance Dependent
Value Constrained Chance
Model Programming Programming
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can be converted into deterministic equivalents for some special cases, and then solved by
some solution methods of deterministic mathematical programming. However it is almost
impossible to do this for complex chance-constrained programming models. In order to
overcome this dilemma, Liu and Iwamura (1997) proposed a stochastic simulation-based
genetic algorithm for solving general chance-constrained programming as well as chance-
constrained multi-objective programming, and chance-constrained goal programming, in
which the stochastic simulation is employed to check the feasibility of solutions and to han-
dle the objective functions. Sometimes a complex stochastic decision system undertakes
multiple tasks called events, and the decision-maker wishes to maximize the chance func-
tions which are defined as the probabilities of satisfying these events. In order to model
this type of problem, Liu (1997) provided a theoretical framework of the third type of sto-
chastic programming, called dependent-chance programming. Dependent-chance multiob-
jective programming and dependent-chance goal programming have also been presented
(for a more detailed discussion see Liu 1999).

Roughly speaking, dependent-chance programming is aimed at maximizing some chance
functions of events in an uncertain environment. In deterministic mathematical program-
ming as well as expected value models and chance-constrained programming, the feasible
set is essentially assumed to be deterministic after the real problem is modeled. That is,
an optimal solution is always given regardless of whether is it can be performed in prac-
tice. However the given solution may be impossible to perform if the realization of un-
certain parameters is unfavorable. Thus, the dependent chance-programming model never
assumes that the feasible set is deterministic. In fact, the feasible set of dependent chance-
programming is described by a so-called uncertain environment. Although a deterministic
solution is given by the dependent chance-programming model, this solution needs to be
performed as far as possible. This special feature of dependent chance-programming is very
different from other existing stochastic programming techniques. However, such problems
do exist in the real world. Some real and potential applications of dependent chance pro-
gramming have been presented by Liu and Ku (1993), Liu (1995a, 1995b), Liu and Iwa-
mura (1997), and more recently by Wu et al. (2005). In what follows we will see that the
framework we propose, EDP-CP, extends and improves Liu’s framework by providing to the
user more expressiveness, in order to capture a more realistic and accurate measure of plan
reliability, and an exact solution method in contrast to Liu’s genetic algorithm.

The rest of this paper is organized as follows. In Sect. 2 we motivate the work. We de-
fine the new modelling framework in Sect. 3 and show how to compile any EDP-CP model
into an equivalent constraint program in Sect. 4. In Sect. 5 we survey a scenario reduc-
tion technique that may be applied to keep the number of possible scenarios under control,
references are given to other works adopting the same strategy to reduce the number of sce-
narios considered. In Sect. 6 we illustrate the flexibility and usefulness of our framework
by studying three examples: probabilistic supply chain planning, scheduling, and produc-
tion planning/capital budgeting. In Sect. 7 we survey related work. Finally, in Sect. 8 we
summarise our work and discuss future directions.

2 Motivation

Our motivation for this work comes from an application in the supply chain management
area: more precisely, addressing supply and demand uncertainties. The main inherent diffi-
culty in dealing with this class of probabilistic problems is the fact that certain constraints
(such as the ones imposing on complete satisfaction of customer demands) may hinge on

@ Springer
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Fig. 2 Distribution problem

C1

the satisfaction of others (such as supply constraints). The problem is particularly interesting
when the latter constraints are exposed to uncertainty.

2.1 A motivating example

We provide a concrete example of the distribution problem to motivate the work. Fig-
ure 2 depicts a distribution system with three suppliers S 23 and three customers D 3.
The scopes of the suppliers are S; ~» {Dy, D»}, S; ~» {Dy, D2, D3}, S5 ~» {D», D3}. The
deterministic customer demands are [8,7,4]. The suppliers’ probabilistic capacities are
expressed as discrete probability density functions: fs, = {3(0.3),7(0.5),12(0.2)}, fs, =
{6(0.4),7(0.2),10(0.4)} and fs, = {3(0.3), 8(0.7)}, where values in parentheses represent
probabilities. The objective is to obtain the most reliable distribution plan. In the follow-
ing sections we shall consider a series of models of increasing sophistication. Our running
example will emphasize differences between these models.

2.2 Model 1: Naive

Define decision variables x, . where s, ¢ € {1, 2, 3}, denoting the planned supply from sup-
plier s to customer c. Also define random variables &; denoting the uncertain supply avail-
able to supplier i. A constant . denotes the deterministic demand of customer c. Any plan
must satisfy the hard constraints

Z Xs,c = CC

SES,

where S, is the set of suppliers for customer c. There are also probabilistic constraints be-
tween decision and random variables:

Z Xs.e = %_s

ceCy

where C; is the set of customers for supplier s. These probabilistic constraints are “soft”:
they may be violated in some scenarios. We therefore do not add them to the model (as with
the deterministic constraints), but instead use them to define an objective function:

maxZE{mefg} (D

ceCy

where E{C}, the “expectation operator” (Jeffreys 1961), is the sum of the probabilities of the
scenarios in which constraint C is satisfied. This model may be viewed as a Soft Probabilistic
CSP, that is a Probabilistic CSP (Fargier et al. 1995) where some contraints are hard, plus
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Table 1 Representative distribution plans and event realization measures (ERM), that is reliability measures,
computed by the different models we presented

Plan Planned delivery S; ~ D;: (i, j) ERM
No. (1,1 (1,20 @1 22 @3 (3,2 (3.3 Modell Model2 Model3 Model 4

1 3 0 5 6 1 1 3 1.7 0.0 0.0 0.0
2 3 5 5 1 1 1 3 1.5 0.6 0.6 0.6
3 0 2 0 2 4 3 0 0.0 0.0 0.0 2.0
4 5 0 3 3 0 4 4 2.4 1.8 2.1 2.1
5 6 0 2 0 4 7 0 2.4 1.8 2.4 2.4

an optimization criterion that we wish to maximise the probability that other probabilistic
soft constraints are satisfied.

A drawback of this model is that the objective function does not measure plan reliability
in a realistic way. For example, in any scenario in which supplier 2 cannot meet its demands
(so that x, 1 + x22 + x2.3 > &) we cannot guarantee that any customer is supplied. This is
therefore a worst-case plan for the given scenario, yet in the above model only one proba-
bilistic constraint is violated under this scenario. A plan in which two or three probabilistic
constraints are violated would be assigned a lower objective function value, but would be
no less reliable. Worse still, consider a similar problem in which supplier 1 supplies only
customer 1, supplier 3 supplies only customer 3, and supplier 2 again supplies customers 1,
2 and 3. A plan in which suppliers 1 and 3 are unable to meet their demands under some
scenario would be classed as less reliable than one in which supplier 2 is unable to meet its
demand under the same scenario, because more probabilistic constraints are violated. How-
ever, the latter plan is less reliable: in the first plan customer 2 is satisfied, but in the second
plan no customer is.

In Table 1 we show how this naive model (column “Model 17) classifies reliability of
five different plans for our concrete example. In the next sections we will show that other
models can give a more accurate and realistic measure of the reliability of these plans.

2.3 Model 2: Dependent-chance programming

To improve the naive model we may define a more intelligent objective function: the reli-
ability of a plan is now the sum of the reliabilities of three events, where an event is the
satisfaction of a customer:

max ) E{ A ( S oxes ss) } @)

seS¢ \'eCy

where A denotes logical conjunction: E{C A C’} is the sum of the probabilities of the sce-
narios in which both C and C’ are satisfied. For example the reliability of satisfaction of
customer 1 is the sum of the probabilities of the scenarios in which suppliers 1 and 2 both
meet their demands. Under this objective function, our worst-case plan (in which supplier 2
cannot meet its demands) is assigned reliability O in the scenario, because the violated prob-
abilistic constraint x; | + x22 + X3 < &, affects the reliability of each customer. Allowing
logical connectives between constraints allows us to express the problem more accurately.
This model is similar to a Dependent-Chance Programming (Liu and Iwamura 1997) ap-
proach to a related problem.
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Let us observe in Table 1 how this new notion of reliability affects the plans already con-
sidered. Note that the new objective function defines a completely new notion of reliability,
therefore results provided by Model 1 and 2 are incomparable since Model 1 measures reli-
ability in terms of expected number of suppliers that meet their demand, while in Model 2
the measure refers to the expected number of unsatisfied customers. We shall see that the
second notion of reliability reflects a higher level of expressiveness and is closer to what is
perceived as reliable by common sense.

To gain more insight into the notion of reliability captured by Model 2 we now examine
two different distribution plans, 1 and 2. These two plans share common decisions, except
at S ~ D, and S, ~» D,. Plan 1 (2) requires a capacity value of 3 units (8 units) at S;
to be feasible, which is available with probability 1.0 (0.2). However if we consider S,,
Plan 1 (2) requires a capacity value of 12 units (7 units) to be feasible. The corresponding
probability is 0.0 (0.6), thus Plan 2 is more reliable than Plan 1. It is now easy to see how
logical connectives introduced in (2) capture a more intuitive and accurate measure for the
reliability of a plan that, as seen, is expressed in terms of expected number of satisfied
customers, respectively 0.0 and 0.6 for Plans 1 and 2. Note that the reliability measure
in Model 1 classifies Plan 1 as more reliable than Plan 2, since the latter violates more
probabilistic constraints. Obviously such a measure is flawed since Plan 1 is never able to
reliably satisfy any customer as supplier 2 can not provide 12 units of capacity.

2.4 Model 3: EDP-CP

However, even the second model is flawed. Consider a plan in which x; ; = 0 so that cus-
tomer 1 must receive all supplies from supplier 2. The reliability of the satisfaction of cus-
tomer 1 should now be independent of the ability of supplier 1 to meet its demand, but in the
second model it is still dependent; this point was not considered in Liu and Iwamura (1997).
We should therefore refine the objective via further logical connectives between constraints:

max ) E{ A (x #0=> Y X0 < ss) ] 3)

seS, 'eCy

where = denotes logical implication: E{C = C’} is the sum of the probabilities of the sce-
narios in which either C is violated or C’ is satisfied, or both. Because of this modification,
under a scenario in which x; ; = 0 there is no longer a penalty if

Z Xs,c! =< 51

C’EC[

is violated. In this case, the reliability of a plan is gauged by an event realization measure
which gives equal importance (i.e., equal weights) to satisfying demands completely at Dy,
D2, and D3.

We now consider Plans 4 and 5. By observing differences between these plans it is easy to
see how the further logical connectives introduced in (3) affects reliability of the solutions. In
Plan 4, {S;, S2} ~» Dy, {S2, S3} ~» D;, S3 ~» D3. In other words, S3 supplies two customers.
InPlan 5 {S;, S»} ~» Dy, but S5 ~ D, and S, ~» Dj3. Therefore in both the plans S; supplies
the same customer Dj, and S, supplies two customers (respectively Dy, D, and D;, D3),
while S5 in Plan 4 supplies two customers (D, and Dj) and in Plan 5 only supplies one
customer (Dj3). If §; fails to meet the requirement in both the plans it will affect only D,
with probability 0.3. S, cannot fail to meet the demand in both the plans. But in Plan 4 if
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S5 does not provide 8 units as required, with probability 0.3, it will affect both D, and Ds,
while in Plan 5 if S3 does not provide 7 units, with the same probability 0.3, it will affect
only D;. Thus Plan 5 is obviously more reliable than Plan 4. Such a notion is captured by
Model 3, which therefore provides a more accurate reliability measure with respect to the
former ones we presented. In fact the reader may observe that in Models 1 and 2 Plans 4
and 5 are classified as equally reliable.

2.5 Model 4: EDP-CP

So far, the decision-maker’s objective has been to maximize the plan reliability, defined in
such a way that all violated plans are treated equally. In other words, plans in which not
all customer demand constraints hold are considered equally unreliable, irrespective of the
number of customers that are completely satisfied. This obviously constitutes a limit for the
first three models presented, since often we may get unrealistic solutions where we try to
satisfy every customer achieving a poor overall reliability. An alternative objective could
aim to satisfy as many customers as possible, that is to meet as many demand constraints as
possible under probabilistic supply constraints. Clearly, this new objective may have a wider
application and may lead to more realistic solutions where some customers may be dropped
in order to serve the others with higher reliability.

In the first EDP-CP model any plan must satisfy the hard constraints on demands ¢, but
a plan that reliably satisfies two customers might be more desirable than one that satisfies all
three customers less reliably. We can model such a measure of plan reliability by removing
the hard constraints and using them in the objective function instead:

maXXC: E[ [ A (x £0= ) a0 < s)} A ( Y xve= Q-) } )

SES, c'eCy s'eSe

A direct consequence of this new objective on optimized plans is that solutions may no
longer aim for complete satisfaction of all customers, but most likely a subset of it, with
higher reliability. Under this new objective, distribution Plan 3 in Model 4 guarantees com-
plete satisfaction of D, and D3 with a reliability score of 2.0, whereas under the previous
models it is assigned reliability score 0.

In Table 1 the column for Model 4 depicts an accurate and realistic classification for the
reliability measures of the plans considered in our concrete example.

2.6 A meta-constraint

We believe that our final model is of a form that will apply to many problems. The following
sections present a formalization of a modeling framework to express such problems naturally
and propose a compilation from the given formalization into a standard constraint program.
In Sect. 3.2, we shall introduce a meta-constraint to simplify complex expressions such as
those in our final model, so that it can be written in the form

Maximize

ZC Ele.: ZK’ESC Xs'e =& }
given that

(Vc) (Vs € S.) DEPENDENCY (€c, Y uec, Xs.e' < &sv Xs.c 7 0).
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This construct is equivalent to (4), but by expressing the problem in this form, through
the new keyword “given that”, we separate the logical dependencies involving the events
from the definition of the events. This way we aim to reduce the cognitive burden on the
user. It should be noted that events e, although they appear as deterministic constraints, '
are actually probabilistic. In fact their probabilistic nature is induced by the given depen-
dencies. In practice the satisfaction of customer demands, that is constraints e., depends
on the selected suppliers and on the capacity they can provide. More formally, constraints
e, (Zs’esc Xy = ) are the events whose reliability we wish to maximize, and in each
scenario these events are subject to certain pre-requisite constraints (), e, X5l < &) and
certain conditions (x, . # 0). Intuitively, if a pre-requisite is unsatisfied in a scenario then
the event is also classed as unsatisfied in that scenario; and if a condition is unsatisfied in a
scenario then the event is classed as satisfied in that scenario.

3 Event-driven probabilistic constraint programming
In this section we formalise the EDP-CP modeling framework.
3.1 Preliminaries

Recall that a constraint satisfaction problem (CSP) consists of a set of variables X', each with
a finite domain of values D;, and a set of constraints C, each over a subset of X’ (denoted
by Scope(C)) and specifying allowed combinations of values for given subsets of variables.
A solution is an assignment of values to the variables satisfying the constraints. A Constraint
Optimisation Problem (COP) is a CSP with given objective function over a subset of X’ that
we wish to maximize or minimize.

Recall that a probabilistic CSP as introduced in Fargier et al. (1995) is defined as a 6-tuple
(X, D, A, W, C, Pr) where:

- X ={x1,...,x,}is a set of decision variables;
— D=D, x --- x D,, where D; is the domain of x;;
— A={A,..., A} is a set of uncertain parameters;

W=W; x --- x W, where W; the domain of 1;;

— C is a set of (probabilistic) constraints each involving at least one decision variable (and
possibly some uncertain parameters);

— Pr: W — [0, 1] is a probability distribution over uncertain parameters.

In Fargier et al. (1995) a complete assignment of the uncertain parameters (resp. of the
decision variables) is called a world (resp. a decision). The probability that a decision is a
solution is the probability of the set of the worlds in which it is a solution.

In its most general form, event-driven probabilistic CP supports uncertain parameters as
well as decision variables. A constraint is said to be probabilistic, if it involves both decision
variables and uncertain parameters. In the rest of this paper we will sometimes refer to
classical constraints as deterministic constraints to distinguish them from the probabilistic
ones. We will refer to the possible values of an uncertain parameter A; as W(A;) and to the
probability of X; taking a given value v in W(4;) as Pr(X; = v). As in Fargier et al. (1995),
we refer to a complete assignment of uncertain parameters as a possible world and denote
by W the set of all possible worlds. We also assume that the probability of each possible
world w is given by the probability function Pr: W — [0, 1].

INote that in the general case customer demand ¢ may also be a random variable.
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Definition 1 (Fargier et al. 1995) Given a probabilistic constraint ¢ over decision variables
and some uncertain parameters, the reduction of ¢ by world w € W, denoted by c,,, is the
deterministic constraint obtained by setting all its uncertain parameters as in w.

3.2 Modeling framework

In EDP-CP some of the constraints can be designated by the user as event constraints. The
user’s objective is to maximize his/her chances of realizing these events. For instance, in
our running example the user may consider the customer demand constraints as events.
The objective is then to construct a plan satisfying customer demand constraints as far as
possible.

The feasibility of certain event constraints depends on the satisfaction of other con-
straints. For instance, having a plan that meets the customer demands depends on whether
or not the supply constraints are met with such a plan. For this purpose we introduce a new
meta-constraint (already described in Sect. 2.6) useful for modeling such situations in our
EDP-CP framework, which we refer to as a dependency meta-constraint. We first introduce
the dependency constraint in the deterministic setting.

Definition 2 DEPENDENCY(e, p,c) iff Scope(e) N Scope(p) # 0 & Scope(c) <
Scope(e) N Scope(p) & e A (c = p), where e, p, and c are all deterministic constraints.

The DEPENDENCY meta-constraint is satisfied if and only if e is satisfied and, if ¢ holds,
p is satisfied. We refer to p as a pre-requisite constraint for event constraint e, and ¢ as a
condition constraint for p. Note that by definition, DEPENDENCY (e, p, ¢ V ¢) is equivalent
to DEPENDENCY (e, p, ¢) A DEPENDENCY (e, p, ¢’), and similarly DEPENDENCY (e, p A
p’, ¢) is equivalent to DEPENDENCY (e, p, ¢) A DEPENDENCY (e, p/, ¢).

We now introduce a measure for event realization in a deterministic setting, and later
generalize it to probabilistic events.

Definition 3 Given a deterministic event constraint e with Scope(e) = {x, ..., x;}, an event
realization measure E{e} on e is a mapping M from D(x;) X --- x D(x) into {0, 1} such
thatforall r € D(x;) X ---x D(x;), M(t) = 1 iff ¢ satisfies all the DEPENDENCY constraints
that have e as event constraint argument.

Example I Given the meta-constraint DEPENDENCY (e, x; <4, x, # 0), an event realization
measure on event constraint e : x; + x, = 8, denoted by E{e}, takes value 1 only when the
values v; and v, assigned to decision variables x; and x, (resp.) sum to 8 and, if x; is
different than zero, x; is less or equal to 4, otherwise it takes value 0.

When the events are probabilistic constraints, the event realization measure is defined on
the set of possible worlds as follows.

Definition 4 Given a probabilistic event constraint e with Scope(e) = {x1, ..., x;} and un-

certain parameters A = {1, ..., A;}, an event realization measure E{e} on e is a mapping
M from D(x;) x --- x D(x;) into interval [0, 1] such that

Ele} = Z Pr(w)E{eiw}~

WEW (A1) X x W (k)
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Example 2 An event realization measure on probabilistic constraint e : x; + x, < &, where
& is a discrete random variable assuming {6(0.2), 8(0.7), 11(0.1)}, is denoted by E{e} and
takes the value 0.8 when x; =4 and x, = 3, and the value 0.1 when x; =6 and x, = 3.

For convenience we shall only considered the “expectation operator” in defining an event
realization measure. However, any other relevant operator, such as the nth moment generator
(Jeffreys 1961), can be used instead.

The following example demonstrates the use of the DEPENDENCY meta-constraint in a
probabilistic setting.

Example 3 In Fig. 2 the event e; is the demand constraint for the first customer e :
x1,1 + x2,1 = 8, while the pre-requisite constraints are the probabilistic supply constraints
prixig +xio <81, paixag + X0 +x23 <&, and p3ixsp + x33 < . Now con-
sider event e;. From the constraint scopes we see that Scope(e;) N Scope(p) = {x11},
Scope(ey) N Scope(pz) = {x2,1} and Scope(e;) N Scope(ps) =0, so e; depends on p; and
P2, not p3. From the problem semantics we should introduce the condition constraints
cr:x11 #0and ¢; : xp # 0, to express the fact that there is no dependency relation be-
tween e; and p; if x;; =0, and that there is no dependency relation between e; and p; if
x2,1 = 0. Thus we write the dependency meta-constraints DEPENDENCY (e, pi, X1,1 7 0)
and DEPENDENCY (e, p2, x2.1 # 0).

Equipped with these concepts, we now define EDP-CP as follows.

Definition 5 An EDP-CP is a 9-tuple P = (X, D, A, W, E,C, H, ¥, Pr) where:

- X ={xy,...,x,} is a set of decision variables;

— D=D; x ---x D,, where D; is the domain of X;;

— A={Aq,..., A} is a set of uncertain parameters;

- W=W; x--- x W, where W; the domain of 1;;

- &={ey,...,e,} is a set of event constraints. Each e; may either be probabilistic (involv-
ing a subset of X’ and a subset of A) or deterministic (involving only a subset of X);

- C={cy,...,c,} is a set of dependency meta-constraints. For each dependency meta-

constraint ¢; : DEPENDENCY (e, p, f) we have e € £, where p may be either a prob-
abilistic or a deterministic pre-requisite constraint, and f is a deterministic condition
constraint;

— H={hy,...,h,}is asetof hard constraints. Each /; may either be probabilistic (involv-
ing a subset of X and a subset of A) or deterministic (involving only a subset of X);

— W is any expression involving the event realization measures on the event constraints in
&

— Pr: W — [0, 1] is a probability distribution over uncertain parameters.

In Fig. 3 we show a modeling template for EDP-CP.

Example 4 The motivational example of Sect. 2 can be expressed as an EDP-CP P =
(X,D,A,W,E,C, H, ¥, Pr) where:

— X ={x11,X12, X2,1, X222, X2.3, X322, X33};

D =10..99] x [0..99] x [0..99];

A= {Sls %-23 53}’

W ={3(0.3),7(0.5), 12(0.2)} x {6(0.4), 7(0.2), 10(0.4)} x {3(0.3), 8(0.7)};
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Fig. 3 An EDP-CP template . .
g p Maximize:

Y (E{ei},..., E{en})
Given that:
dependency meta-constraint c;
;i.e'pendency meta-constraint ¢,
Subject to:
hard constraint /,

hard constraint 4,

—E={er:xi1+x1=8e:x12+x0+x32="7,€3: X3+ x33=4};
— C=/{c; : DEPENDENCY(ey, p1 : x1,1 +x12 <&, fi,1 :x11 #0),
¢y : DEPENDENCY ey, p2 i X2,1 + X220 +X23 < &, fo1: %21 #0),
c3 : DEPENDENCY (€2, p1, fi2:x12#0),
¢4 : DEPENDENCY (€2, p2, f2.2: X22 #0),
¢s5 : DEPENDENCY (€2, p3 : X32 + X33 < &, f32:x32 #0),
¢ : DEPENDENCY (€3, pa, f2.3:Xx23 #0),
¢7 : DEPENDENCY((e3, p3, f33:x337#0)};
- H={x112>0,...,x33>0};
W is E{ei} + E{ea} + Efes};
Pr({(¢§, =3,& =6,&=3)) =0.036,...,Pr({(§, = 12,& =10, & = 8)) = 0.056.

Finally, we define optimal solutions to EDP-CPs as follows.

Definition 6 An optimal solution to an EDP-CP P = (X, D, A, W, E,C, H, ¥, Pr) is any
assignment S to the decision variables such that:

1. for each h € 'H, for each w € W, h,, is satisfied; and
2. there exists no other assignment satisfying all the hard constraints with a strictly better
value for ¥, according to the DEPENDENCY constraints introduced in the model.

Note that when the total number of worlds is 1 with probability 1, the event realization
measure on c is the same as in the deterministic case.

4 Solution methods for EDP-CP

We now show how to map an EDP-CP P = (X, D, A, W, &,C, H, ¥, Pr) into an equivalent
classical COP P’ = (X', D', C', ¥').

4.1 Mapping variables and domains

Algorithm 1 shows how to create the decision variables in P’ starting from P, in two steps.
The first step (Line 3) duplicates the decision variables in P’ along with their domains. The
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Algorithm 1: Variable-Mapping(X, D, A, W, E,C):( X', D’ )
1 X <0
2 D« 0
3 foreach x € X' do
| create x” with the same domain as x and add it to X" ;

4 foreach e c & do
foreach w € W do
| create a Boolean ¢, and add it to X ;

Algorithm 2: Constraint-Mapping(X, D, A, W, E,C, H):C'
1 C <0

2 foreach ¢ € & do

foreach w € W do

k< epwn A (c=plw) |3
{DEPENDENCY (¢, p,c)eCle=e}

add by =1<kto(C';

3 foreach 1 € H do
foreach w € W do
| addhy, toC’;

second step (Line 4) introduces a Boolean variable that is used later to represent the truth
value of each event e in each possible world w.

4.2 Mapping constraints

Algorithm 2 shows how to create the constraints in P’, again in two steps. In step one
(Line 2) we introduce a reification constraint for each event e in each possible world
w € W. This ensures that b{, is assigned the value 1 iff e}, is satisfied and, for each
DEPENDENCY (e, p, ¢) constraint involving event e, if the given condition ¢ is met, the
respective prerequisite p,,, is satisfied. In the second step (Line 3) each probabilistic con-
straint is transformed into a set of deterministic constraints in C’.

4.3 Mapping the objective function

Finally, the objective function of P’ is the same function ¥ as in P, except that we replace
each occurrence of an event measure E{e} with

> Pr(w)b,

wew

as shown in Algorithm 3.
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Algorithm 3: Objective-Function-Mapping(X, D, A, W, E,C, H, ¥): W'
19 <y,
2 foreach E{e} € ¥’ do

| replace E{e} with ), -y Pr(w)b3, ;

5 Scenario reduction

In the former section we showed how to compile any EDP-CP program in an equivalent
ordinary constraint program. Unfortunately the more scenarios we consider the more deci-
sion variables need to be introduced in the model. This may easily lead to large intractable
problems when the number of scenarios is high. In Tarim et al. (2006) the authors discuss
several scenario sampling techniques to cope with a similar problem arising in a scenario
based approach for stochastic constraint programming. The purpose of these techniques is
to replace a large intractable set of scenarios with a small tractable set so that solving the
problem over the small set yields a solution not much different than the solution over the
large one. Obviously these technique may also be applied to reduce the number of scenar-
ios considered in EDP-CP. The scenario reduction techniques presented are well known in
statistics. Typically they determine a subset of scenarios and a redistribution of probabilities
relative to the preserved scenarios. No requirements on the stochastic data process are im-
posed and therefore the concept is general. However the authors point out that, depending
on their sophistication, the reduction algorithms may require different types of data.

The simplest scenario reduction algorithm considers just a single scenario in which sto-
chastic variables take their expected values. This is called the expected value problem. In
what follows we recall one of the best sampling methods for experimental design, that is
Latin Hypercube Sampling (LHS) (McKay et al. 1979). This method ensures that a range of
values for a variable are sampled. Suppose we want the sample size to be n. We divide the
unit interval into n intervals, and sample a value for each stochastic variable exactly once.
More precisely, let f;(a) be the cumulative probability that X; takes the value a or less,
P;(j) be the jth element of a random permutation P; of the integers {0, ...,n — 1}, and r be
a random number uniformly drawn from [0, 1]. Then the jth Latin hypercube sample value

for the random variable X; is:
S PG +r
l —_—
7 (HE)

However it should be noted that the sample size n does not guarantee to produce a sample
of n scenarios, since a single scenario may be chosen more than once due to, for example,
the discreteness of the data.

Techniques like the one illustrated may be applied to reduce the number of scenarios to a
reasonable size so that the resulting reduced problem is a tractable one. An example of this
will be presented in Sect. 6.2, where LHS is applied to a probabilistic scheduling problem
in order to reduce the set of scenarios considered and preserve the quality of the solution
provided by the EDP-CP model described.

6 Illustrative examples

In this section we present three illustrative problems and model them using the EDP-CP
framework. The first example is a probabilistic supply chain planning problem, which is an
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extended version of the example of Sect. 2. In this extended version, demand uncertainty, as
well as supply uncertainty, is considered. The second example is a probabilistic scheduling
problem which generalizes the one proposed in Jain and Grossmann (2001). In this example
task durations are uncertain. The third example is a production planning problem with an
emphasis on capital budgeting, and assumes that production rates, demands, prices and costs
are all uncertain parameters.

6.1 An EDP-CP model for probabilistic supply chain planning

There is a sizeable literature on supply chain modeling under uncertainty (see, for example,
de Kok and Graves 2003 and Porteus 2002). Recently, the authors of this work also expe-
rienced at first-hand the relevance of modeling supply and demand uncertainties during a
research project carried out for a leading international telecommunications company.

Here we adopt a simplified version of the problem, which was presented in Sect. 2.1
and Fig. 2. The objective is to determine the most reliable plan that will meet customers’
realised demands at D) » 3 by means of uncertain deliveries from suppliers denoted by S 7 3.
It is assumed that (i) the order batch sizes x; ; from supplier i to customer j is not allowed
to exceed 6 units, x; < 6, (ii) D3 requires that its order is supplied by only one supplier,
X2.3x33 = 0. Scenario parameters are given in Table 2. These parameters can be obtained,
for instance, through a sampling method like LHS, which we presented in the former section.
Excess supplies from suppliers are stored at customers with a negligible inventory carrying
cost until the next order issue.

We consider two possible EDP-CP models for this probabilistic supply chain problem.
In the first one we try to find a solution in which all events are realised, while in the second

Table 2 Scenario data

Pr(w) 0.036 0.084 0.018 0.042 0.036 0.084 0.060 0.140 0.030

w 1 2 3 4 5 6 7 8 9
Sy 3 3 3 3 3 3 7 7

S, 6 6 7 7 10 10 6 6

S3 3 8 3 8 3 8 3 8 3
Di 8 8 8 7 7 7 8

D, 7 7 7 5 5 5 5

D; 4 6 6 4 4 6 6

Pr(w) 0.070 0.060 0.140 0.024 0.056 0.012 0.028 0.024 0.056

w 10 11 12 13 14 15 16 17 18
S1 7 7 7 12 12 12 12 12 12
A\ 7 10 10 6 6 7 7 10 10
S3 8 3 8 3 8 3 8 3 8
Dy 9 9 9 8 8 8 7 7 7
Dy 5 5 5 5 3 3 3 5 5
D3 6 6 4 4 6 6 4 4 6

@ Springer



Ann Oper Res

Maximize:
Eley:x11+x21 > 01}
+ Efex:x10+ X202+ x32> 0}
+ Eles:xo3+x33 > &3}

Given that:

DEPENDENCY (ey, p1 : X1,1 +X12 < &1, fi,1:x1,1 #0)
DEPENDENCY (e, p2 i X211 +X22 +X23 <&, 2.1 : %21 #0)
DEPENDENCY ey, pi, f12: %12 #0)

DEPENDENCY (ey, p2, f2.2: %22 #0)

DEPENDENCY (€2, p3: x3,1 +X32 < &3, f32:x32 #0)
DEPENDENCY (e3, p2, f2.3 : x23 #0)

DEPENDENCY (e3, p3, f33:x33#0)

Subject to:

0<x;;<6,Vi,je{l,2,3}
)C2,3.X3y3 :O

ei, Vi €{1,2,3}

Xi,j EZO’+

Fig. 4 An EDP-CP model for probabilistic supply chain planning

this condition is relaxed. The EDP-CP model in Fig. 4 describes the first case. The second
case can be simply achieved by dropping e;—e; from the set of hard constraints.

The EDP-CP model is compiled into a standard CP model using the algorithm presented
in Sect. 4. The optimal solution is x;; =6, x;2 =1, x21 =3, x22=4, x23=0, x3, =2,
x33 = 6. In the optimal plan E{e;} = 0.420, E{e,} = 0.294 and E{e;} = 0.700, giving
an optimal objective function value of 1.414. In other words, this plan guarantees to meet
customer demands at D) , 3 with probabilities 42.0%, 29.4% and 70.0%, respectively. This
plan aims to satisfy customer demands completely.

In most circumstances it would be more realistic to assume that the event constraints e,
ey, and e are not hard constraints and the expected plan should not aim for a complete de-
mand satisfaction. When we drop these hard event constraints, the following plan is optimal
under such a relaxation: x;; =6, x;2, =0, x21 =3, x22=3, x203 =0, x32 =2, x33 =6.
The event constraint satisfaction probabilities are now E{e;} = 0.700, E{e;} = 0.476 and
E{es;} =0.700, giving a total of 1.876.

A comparison of two plans shows that there are differences between them at x; , and
X2 It may not be immediately obvious why we change x; , from 1 to 0, as in both plans
the probability of acquiring the required capacity at S; (7 and 6, respectively) is 0.8. The
explanation lies in the probability distribution of the uncertain capacity of S,. Supplier S,
can provide 6 units with a probability of 1.0, but not 7 units. The second plan exploits this
situation and aims for a partial satisfaction at D, by providing only 5 units. Thus there is no
need for any delivery from S; to D,. The second plan has higher reliability at the expense
of partial satisfaction at D,. It should be noted that there are alternative optimal solutions to
this instance.
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6.2 An EDP-CP model for scheduling

We consider a specific scheduling problem similar to the one considered by Hooker et al.
(1999). This scheduling problem was described in Jain and Grossmann (2001) and it in-
volves finding a least-cost schedule to process a set of orders I using a set of dissimilar
parallel machines M. Processing an order i € I can only begin after the release date r; and
must be completed at the latest by the due date d;. Order i can be processed on any of the
machines. The processing cost and the processing time of order i € I on machine m € M
are ¢;,, and p;,,, respectively.

The model just described is fully deterministic, but we will now consider a generalization
of this problem to the case where some inputs are uncertain. For convenience we will just
consider uncertain processing times 7;,, for order i € I on machine m € M. Nevertheless it
is easy to see that EDP-CP can be also employed to model more complicated generalizations
of this problem where release dates and due dates are uncertain or processing costs are
uncertain.

Scheduling with uncertainty is a topic that has been explored in a variety of fields in-
cluding artificial intelligence, operations research, fault-tolerant computing and systems.
For surveys on the literature see Davenport and Beck (2000), Herroelen and Leus (2005),
and Bidot (2005). In Beck and Wilson (2007) a classification of possible approaches for
scheduling under uncertainty is summarized. They report three techniques that are usually
employed to face uncertainty. In redundancy-based techniques extra resources/time are al-
located to every task to cushion the impact of unexpected events during execution. Proba-
bilistic techniques instead tend to build a schedule that optimizes a measure of probabilistic
performance, such as expected makespan or expected weighted tardiness. Contingent and
policy based approaches typically generate a branching or contingent schedule or, in extreme
cases, a policy, that specify a set of actions to be taken when a particular set of circumstances
arises. Our EDP-CP approach can be classified as probabilistic under a predefined policy.

Since EDP-CP is meant to model and optimize the reliability of a given plan we will
assume in our problem that a fixed budget B is given and that our plan has to meet such a
constraint on the costs. Therefore we will no longer look for a least-cost plan, rather we will
optimize a reliability measure expressed in terms of events, as it is usual in EDP-CP. The
specific event whose probability we wish to maximize is the successful completion of each
job within the given time frame defined by its release and due date. Since jobs are scheduled
in sequence on each machine dependencies will arise between subsequent jobs. We adopt a
specific policy that unschedules a job whether this is not processed within the given due date
or before the planned start time of the subsequent job on the respective machine. This policy
guarantees that every order will always start at the planned start time, since the respective
machine will be free and will start processing it. More complicated EDP-CP models may
also consider the case where we aim to minimize total tardiness or total completion time of
a given plan. In this cases the realized processing time of an order may affect the scheduling
time of subsequent orders. We will not analyze these cases in this example. An EDP-CP
model for the problem described is given in Fig. 5. Let us analyze the given model. The
objective function maximizes the expected number of tasks completed by the respective due
dates. DEPENDENCY constraint states that, when two jobs i, j are executed in sequence on
the same machine (condition o;; = 1), job i has to be completed by its due date (event e; is
satisfied) and before the start time of job j (pre-requisite s; > s5; + Y, ) im * Sim). The
hard constraints respectively state that: the start time of job i, s;, must be no less than the
release time r; for this job; if two jobs i, j are processed on the same machine m and i is
processed before j then the start time of i, s;, must be less than the start time of j, s;; each
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Maximize:
Yoicr Eleitsi + Y cp Tim % 8im < di}

Given that:

DEPENDENCY(e;, 5; = 8; + ), cps Tim * Sim, 05; = 1), Vi, j€L,i # |

Subject to:

s;>r;,Viel

oj=1=s <s;,Vi,jel,i#j
YomemSim=1Viel

0ij+0ji =8im+8jm—1,VYmeM,Vi,jel,i#j
oijto;i <1Vi,jeli#]

ZieI(ZmeM Cim >k6lm) <B

0;j€{0,1},Vi,jel

Sime€{0,1},Viel,Yme M
s; €Ly, L., Viel

Fig. 5 An EDP-CP model for scheduling

job must be processed on a machine; if two jobs 7, j are processed on the same machine m,
either i is processed before j, 0;; =1, or j is processed before i, o;; = 1; the processing
costs must be no greater than the given budget B.

We now consider an instance of this problem. We consider 5 orders {I,..., Is} on 2
parallel machines {M,, M,}. The uncertain processing times of each order on each machine
are shown in Table 3. The release dates for the orders are [2, 4, 6, 8, 10]. The due dates are
[16, 13,30, 41, 35]. The costs for processing orders on machine M; are [10, 8, 12, 11, 9],
and on machine M, they are [16, 5, 17,9, 4]. The given budget B is 40.

We define

L, = minr;

iel
and
L,=L; i i
e=Ly+min Y [m;,]
iel

where [7;,,] is the maximum duration of order i € I on machine m € M for every possible
world w € W. Therefore

[Tim | = MAX T,
weW

In order to solve the proposed scheduling problem we compiled the EDP-CP model into
a standard constraint program as described in Sect. 4. This constraint program was solved
using OPL Studio 3.7 on an Intel(R) Centrino(TM) CPU 1.50 GHz with 2 Gb RAM. We
chose the provided dichotomic strategy and depth-bounded discrepancy search procedure.
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Table 3 Order processing times

wew 1 2 3 4 5 6
Priw} 0.1 0.1 0.05 0.1 0.05 0.2
meM My M, My M, M, M, M, M, My M, M, M

iel 1 10 14 9 15 11 13 9 14 9 15 11 13
2 6 8 5 9 7 7 7 8 5 9 7 12
3 11 16 10 18 12 15 4 16 10 18 14 15
4 7 9 6 10 8 8 8 9 6 10 8 8
5 12 17 11 18 13 16 12 17 4 18 13 16
weW 7 8 9 10 11 12
Pr{w} 0.05 0.05 0.1 0.05 0.05 0.1
meM My My M My My My My My My My My My
iel 10 14 9 15 11 13 10 14 9 15 11 13

16 16 10 18 10 15 11 16 10 18 12 15

B AW N =

12 17 11 18 13 16 12 17 11 18 13

An optimal solution for the given instance was found in 6.97 seconds, it has a cost of
40 and an overall reliability measure of 4.8, which means that in our plan 4.8 orders over 5
will be, in the average case, processed within the required due date and before the next order
scheduled on the same machine. More specifically, the realization measures for each event
constraint are: E{e;} = 100%, E{e;} = 80%, E{es} = 100%, E{es} = 100% and E{es} =
100%. The optimal plan assigns orders {1, 3} to M; and orders {2,4,5} to M,. The start
times for the orders are [2, 4, 13, 31, 13].

In order to reduce the size of the model input we will now perform a LHS on the original
problem instance presented in Table 3. The original 12 scenarios are then reduced to only
4 sampled scenarios. The reduced instance is presented in Table 4. The optimal solution
for the LHS reduced instance was found in 2.08 seconds, it has a cost of 40 and an overall
reliability measure of 4.8. More specifically, the optimal plan assigns orders {1, 3} to M,
and orders {2,4, 5} to M;. The start times for the orders are [2, 4, 13, 31, 13]. This is the
same optimal plan found for the original problem with 12 scenarios.

We now reduce the number of scenarios to only 2 samples as shown in Table 5. The
optimal solution was found in only 0.72 seconds and also in this case it corresponds to the
same optimal plan described above.

We finally solved the expected value problem in which the random order processing
times are replaced with their expected values. The expected times for processing orders on
machine M, are [10, 7, 11, 8, 12], and on machine M, they are [14,9, 16,9, 16]. The opti-
mal solution for the expected value problem was found in 0.25 seconds, it has a cost of 40
and an overall reliability measure of 3.55. More specifically, the optimal plan assigns orders
{1, 3} to M, and orders {2, 4, 5} to M,. The start times for the orders are [2, 4, 12, 32, 16].
This plan is 26.04% less reliable than the previous ones.

As this simple example demonstrates, the expected value approach to probabilistic prob-
lems may produce solutions which are far from being close to the optimal solutions, while
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Table 4 Order processing times, LHS with 4 samples

weW 2 6 7 10

Pr{w} 0.25 0.25 0.25 0.25

meM My M My M My My My My
iel 1 9 15 11 13 10 14 10 14

2 5 9 7 12 6 8 16 8

3 10 18 14 15 16 16 11 16

4 6 10 8 8 7 9 17 9

5 11 18 13 16 12 17 12 17

Table 5 Order processing times,

LHS with 2 samples weW 3 11
Pr{w} 0.5 0.5

meM M 4, M M

iel 1 11 13 9 15

2 7 7 5 9

3 12 15 10 18

4 8 8 6 10

5 13 16 11 18

a sampling approach usually brings benefits in terms of processing time without sacrificing
too much the optimality of the solution produced.

6.3 An EDP-CP model for production planning/capital budgeting

In this section, a production planning problem with an emphasis on capital budgeting is
used to demonstrate the flexibility of the proposed modeling framework in dealing with
uncertainties.

The production planning/capital budgeting problem assumes that there are n = 7 types
of products to be produced, under uncertain demands d;, i = 1,...,7. Each product can
be produced on only one type of machine which is assigned to this product only. The
existing production floor space is A = 50 m?, in which each machine type requires m;
(m=1[3,6,5,3,7,8,9]) in m* per machine of type i. The cost of operating each machine
involves two types of costs: fixed cost f; (f = [40, 75, 62,39, 53, 19, 38]) and variable pro-
duction cost ¢;. The total production budget is B = $670. The variable production cost
components ¢; 7 are uncertain, taking different values in each world w; 4 (see Table 6).
The produced amount of each product depends on the number of machines used, x;, and
the uncertain machine production rate, r;, is also given in Table 6. Table 6 shows two more
uncertain problem parameters: demand d; and selling price p;.

Under these uncertainties, a realistic objective is to determine the most reliable plan (i.e.
how many machines to purchase of each type) that maximizes our chances of meeting our
demand constraints as much as possible, while achieving a specified target profit of 7 = $40,
not exceeding our budget B, and meeting all space and production constraints. It is assumed
that meeting customer demands and the profit target are equally important events.

In specific solution/plans, depending on unfolding of uncertainties, the budget constraint
may hold, as well as demand and target profit objectives. It should be noted that it is not gen-
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Table 6 Problem data

w Pr Production cost Demand

¢y ¢ ¢3 ¢4 c5 g c7 dj dr d3 dy ds de dy

1 016 3 6 1 1 6 10 2 4 7 2 8 3 5 2
2 0.19 4 4 7 2 4 7 7 7 9
3 038 5 3 5 8 7 10 9 11 12 10 7 8 7
4 027 5 6 8 5 5 6 11 13 17 11 13 16 13
w Pr Selling price Production rate

P1 P2 pP3 P4 ps Pe p1 n r r3 r4 rs re r7
1 0.16 8 14 4 16 14 10 4 2 3 2 1 2 1 2
2 0.19 10 16 18 18 10 14 14 4 4 5 2 4 3 6
3 0.38 18 22 14 18 14 16 24 5 5 6 3 5 5 4
4 027 22 26 26 22 16 24 18 9 6 8 4 7 7 7

Maximize:
ﬁ Z,’-l:| E{e; :min(r;x;, d;) = d;}
+3E(@: 0 piminGrixi, i) = fixi — cirxi = T)
Given that:
DEPENDENCY(e;, Y i_ (fi + ¢iri)x; < B, True), Vj € {1,...,n}
DEPENDENCY (e, 3 i, (f; + ¢iri)x; < B, True)

Subject to:

n
D mixi < A
X; € Z()’Jr

Fig. 6 An EDP-CP model for production planning/capital budgeting

erally possible to find a solution which always satisfies all the constraints. For that reason,
the problem addressed here is very different from the well-established techniques dealing
with uncertainty.

An EDP-CP model of the production planning/capital budgeting problem is shown in
Fig. 6, where r;x; and min(7;x;, d;) denote the amount produced and sold, respectively, of
product type i € {1,...,n}, and x; denotes the number of machine used in the production
of type i product. There is only one pre-requisite constraint (the budget constraint) and no
condition constraint.

The optimal solution found is x* = [2,0,2,0,0,2,2]. This production plan gives
Efe;} =100%, E{e;} =0, E{es} =73%, E{es} =0, E{es} =0, E{es} = 38%, E{e;} =
100%, where event constraint e¢; denotes the complete satisfaction of demand for product
type i. In this plan the profit target is achieved E{e} = 65% of the time.
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Table 7 Expected value problem data

Product type 1 2 3 4 5 6 7

Production cost 4.49 4.48 5.55 493 5.73 6.02 7.07
Demand 8.36 10.52 11.18 9.76 7.41 9.49 7.25
Selling price 15.96 20.66 16.40 18.76 13.78 16.82 17.28
Production rate 5.41 4.76 5.71 2.76 4.87 4.52 4.87

We also solved the expected value problem in which the random variables production
cost, demand, selling price and production rate are replaced with their expected values. The
expected value data used in the deterministic problem are given in Table 7.

The solution to this resultant deterministic problem is x* = [2,0, 0, 4, 2, 0, 2]. We used
this plan in the original probabilistic setting to evaluate the quality of the expected value
solution. The expected value solution gives E{e;} =35%, E{e;} =0, E{es} = 0%, E{es} =
0, E{es} =35, E{es} = 0%, E{e7} = 35%, where event constraint ¢; denotes the complete
satisfaction of demand for product type i. It is not possible to achieve the profit target under
any scenario using this plan; in other words, E{e} = 0%.

Also in this case the expected value approach to probabilistic problems produces a solu-
tion which is far from being close to the optimal one.

7 Related works

The EDP-CP framework we present is a generalization of the work of Liu and Iwamura
(1997) on dependent-chance programming. Firstly, our notion of constraint dependency in-
troduces condition constraints in addition to the event and pre-requisite constraints. It should
be noted that constraint dependency without condition constraints does not guarantee opti-
mal plans since in certain instances common variables may take values which break the link
between two dependent constraints. Secondly, while a feasible solution in Liu’s framework
satisfies all event constraints, in our framework such a requirement is relaxed, and this gives
the decision-maker more flexibility in modeling. Finally, while Liu’s work only considers
Monte Carlo-based simulation methods, we propose a complete solution method.

EDP-CP is also related to the probabilistic CSP framework (Fargier et al. 1995). How-
ever, probabilistic CSP treats all probabilistic constraints uniformly, whereas EDP-CP dis-
tinguishes between event, pre-requisite, condition, and hard constraints. For instance, in
probabilistic CSP, all customer and demand constraints will be treated in the same way. In
a given world, either all constraints are satisfied or the problem is over-constrained. While
finding a plan that has the highest probability of success is an interesting objective, our
approach answers different questions and achieves different objectives.

It should also be noted that, when all the constraints are deterministic, our EDP-CP
framework is closely related to Partial CSPs (Freuder and Richard 1992). Partial CSPs can
be divided into two main categories: The Minimal Violation Problem and the Maximal Util-
ity Problem. In the first case the goal is to find a solution which satisfies as many constraints
as possible (e.g. Soft CSPs Bistarelli et al. 2002) or equivalently to minimise the number of
violated constraints. In the Maximal Utility Problem the objective is to find a partial solution,
which violates none of the constraints where a partial solution is an assignment in which not
all variables are assigned a value. In our approach we also find partial solutions, but instead
of treating all constraints equally we have shown that we can obtain partial assignments
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that satisfy as many event constraints as possible according to the given probability distri-
butions for the random variables and to the dependencies that have been modeled. Partial
CSPs do not explicitly model high level concepts such as probability distributions, event,
pre-requisite, condition, and hard constraints.

Another technique addressing constraint problems under uncertainty is Stochastic Con-
straint Programming (SCP) (Tarim et al. 2003). The SCP approach assumes that the con-
straints are stochastically independent (i.e., there are no DEPENDENCY constraints among
them). Thus SCP addresses a completely different class of stochastic problems.

8 Conclusion

In this paper we propose EDP-CP as a novel modeling framework that helps decision makers
in uncertain environments to realistically model their problems and find reliable solutions.
The characteristic features of our modeling framework can be summarized as follows:

— To better model the uncertainties in real-world problems, we allow the set of constraints
to be either deterministic or probabilistic;

— We move away from classical approaches that treat all constraints uniformly to one that
distinguishes between event, pre-requisite, condition, and hard constraints;

— We introduce the DEPENDENCY meta-constraint that allows the modeler to state a prob-
lem by explicitly specifying dependency relationships between event, pre-requisite, and
condition constraints;

— In an uncertain environment, it is quite unrealistic to assume that a solution is valid irre-
spective of the unfolding of the uncertain parameters. In fact, there is a certain degree of
fuzziness associated with each candidate solution. Therefore, in our framework, we view
the set of feasible solutions as probabilistic due to the inherent uncertainties;

— We introduce an event realization measure, which can be used by the modeler to define
solution reliability.

Our future work will extend the proposed framework in various directions, and provide
efficient and effective solving methods. Our first steps will be:

— The development of specialized solution methods for EDC-CP. For instance a specialized
global constraint for the DEPENDENCY meta-constraint can be designed;

— In large-scale uncertain problems, the number of worlds can be prohibitively large. We
proposed a well-known scenario reduction technique that may help to reduce the number
of scenarios considered. However we will investigate further ways of reducing the number
of world as well as employing effective decomposition techniques;

— We will look at ways of extending EDP-CP to deal with recourse actions.
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Sometimes a complex stochastic decision system undertakes multiple tasks called events, and the deci-
sion-maker wishes to maximize the chance functions which are defined as the probabilities of satisfying
these events. Originally introduced by Liu and Iwamura [B. Liu, K. Iwamura, Modelling stochastic decision
systems using dependent-chance programming, European Journal of Operational Research 101 (1997)
193-203], dependent-chance programming is aimed at maximizing some chance functions of events in
an uncertain environment. In this work, we show that the original dependent chance-programming
framework needs to be extended in order to capture an exact reliability measure for a given plan.
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1. Introduction

Chance-constrained programming, pioneered by Charnes and
Cooper [1], provides a means of handling uncertainty by specifying
a confidence level at which it is desired that the stochastic con-
straint holds. Chance-constrained programming models can be
converted into deterministic equivalents only for some special
cases, and then solved by using solution methods of deterministic
mathematical programming. In order to overcome this difficulty,
Liu [4] provided a new stochastic programming framework, called
dependent-chance programming, in which a complex stochastic
decision system undertakes multiple tasks called events, and the
decision-maker wishes to maximize the chance functions which
are defined as the probabilities of satisfying these events. Liu and
Iwamura [6] proposed a stochastic simulation-based genetic algo-
rithm for solving general chance-constrained programming as well
as chance-constrained multi-objective programming, and chance-
constrained goal programming (for a more detailed discussion
see [5]).

Roughly speaking, dependent-chance programming is aimed at
maximizing some chance functions of events in an uncertain envi-
ronment. In deterministic mathematical programming the feasible
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set is essentially assumed to be deterministic and the optimal solu-
tion can always be implemented. However when uncertainty is
taken into account the given solution may be infeasible if the real-
ization of uncertain parameters is unfavorable. In other words, the
feasible set of dependent chance-programming is described by a
so-called uncertain environment. Although a deterministic solution
is given by the dependent chance-programming model, this solu-
tion needs to be as flexible as possible with respect to the uncertain
environment. This special feature of dependent chance-program-
ming is very different from other existing stochastic programming
frameworks. However, such problems do exist in the real world.
Some applications of dependent chance programming have been
presented by Liu and Ku [7], Liu [2,3], Liu and Iwamura [6], and
more recently by Wu et al. [8].

In this note, we argue that the original dependent chance-pro-
gramming framework proposed by Liu and Iwamura needs to be
extended in order to capture an exact notion of reliability and we
show that the way Liu and Iwamura express constraint dependen-
cies, without taking into account the values assigned to decision
variables, does not guarantee optimal plans since in certain in-
stances common variables may take values which break the link
between dependent constraints.

This paper is organized as follows: In Section 2, we recall the
dependent-chance programming framework proposed by Liu and
Iwamura. In Section 3, we describe a motivational water supply-
allocation problem originally proposed in [4] and we analyze the
reliability of different distribution plans according to their frame-
work. In Section 4, we propose an exact notion of reliability ob-
tained by expressing constraint dependencies taking into account
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the values assigned to decision variables. An exact reliability mea-
sure is then proposed for the distribution plans being analyzed. In
Section 5, we draw conclusions.

2. Formal background

This section presents a summary of dependent-chance pro-
gramming of Liu [2,3] and underlying concepts.

If Q is a collection of objects denoted generally by x, then the
stochastic set A in Q is defined as a set of ordered pairs:

A={(x mX)x € Q},

where p4(x) is called the probability function of x in A. In uncertain
environments, the feasible set, represented by a series of stochastic
constraints, may be described by a stochastic set. In contrast to the
deterministic case, we cannot say a point is feasible or not when our
problem is defined on a stochastic set. We have to say a point x" is
feasible with probability «, where « is the value of probability func-
tion pia(x").

Usually, a solution x is a vector composed of n components,
X1,X2,. . .,Xnp. We will suppose that we know the following relation-
ship among the decision components.

Stochastic relationship: there is a known partition of n compo-
nents of a decision vector into k groups such that these k groups
are mutually stochastically independent and in each group any ele-
ments are stochastically dependent and have the same chance to
appear if they require to be realized simultaneously.

Thus, in stochastic decision systems, the feasible set of decision
vectors is represented by a stochastic set, say S, whose probability
function is ug(x).

Next we consider the purpose of our system. Usually there are
multiple purposes, functions or tasks of a complex system. Liu de-
notes the actions meeting the purposes or performing the tasks as
events. Each event is represented by a set E which is composed of
all the possible decisions meeting certain conditions. Let V(E) de-
note the set of all components of x which are necessary to the
event E and D(E) be the set of all components which are stochasti-
cally dependent of any elements in V(E). It is clear that V(E) c D(E).

For each element of an event E, we have to give an evaluation,
i.e. criterion function, of a decision vector. In view of the uncer-
tainty of the stochastic decision system, we are not certain
whether a decision is feasible before knowing the realization of
stochastic parameters, so we employ chance functions as objective
functions to evaluate some of the events. Generally, the chance
function, denoted by f(x), is the probability function on the event E.

Thus, for single event case, the dependent-chance programming
(DCP) is given as follows:

max f(x), (1)

where x is an n-dimensional decision vector, S is a stochastic set on
R" with probability function ps(x), f{x) is a chance function of a cer-
tain event, borrowing the symbol € from classical set theory, x € S
means x is feasible with probability us(x). A point X € S is called
an optimal solution of the problem in Eq. (1) if flx") > flx) for any
xeSs.

As an extension, the dependent-chance multiobjective pro-
gramming (DCMOP) for multiple events case is given as follows,

maxf(x) = [[i (%), (%), . fm ()], (2)

where f(x) is a vector of real-valued functions f; which are chance or
deterministic functions.

In Liu and Iwamura [6] the authors highlight that the key aspect
of algorithm for solving DCP, DCMOP and DCGP (i.e. dependent-
chance goal programs, for a detailed discussion refer to [6]) con-
sists in constructing the relationship between the decision vectors

and chance functions. They consider a set of t objectives
fi(x),i=1,2,...,t. They assume that every fj(x) is a chance function
that represents a probability of a certain event which is repre-
sented by E;. Then they define

EZE] ﬂEzﬂ---mE[,
and
V(E)=V(E;)UV(E) U--- UV(E).

In order to realize each event E;, as far as possible without sacrific-
ing the chances of other events, they treat all elements in the sto-
chastically dependent set D(E;) of V(E;) at an equitable level, i.e.,
these elements would have the same chance to be realized. On
the other hand they disregard elements out of V(E) because they
do not make any contribution to the events that have to be realized.
Thus the authors consider all the elements in and only in
D(E;) n V(E) simultaneously for the event E;. From the stochastic
relationship it follows that all the elements in D(E;) N V(E) are inde-
pendent of any other elements in V(E), therefore we can perform the
elements in D(E;) N V(E) as far as possible.

It has to be noted that the relationship between the decision
vectors and chance functions is defined by the authors in [6] with-
out taking into account the values assigned to decision variables.
For this reason we shall see that their definition does not guarantee
optimal plans, since in certain instances common variables may
take values which break the link between two dependent con-
straints. In order to show this, in the following section we recall
the water supply-allocation problem presented in Liu and Iwamura
[6] to demonstrate the subtleties inherent in dependent-chance
programming.

3. A dependent-chance programming example

Fig. 1 depicts a water supply system with three suppliers
$1,52,S; with their given probabilistic supply capacities and three
different customers, denoted by C;, C,, C3, with known demands.
The scopes of the suppliers are S;-»{Ci,C3},S,~»{Cq,Cs,C3},
53 d {Cz, C3 }

The deterministic customer demands are [8,7,4]. The suppliers’
probabilistic capacities are expressed as discrete probability den-
sity functions:

¢s, =1{3(0.3),7(0.5),12(0.2)},
¢s, = {6(0.4),7(0.2),10(0.4)},
s, ={3(0.3),8(0.7)},

where values in parentheses represent probabilities. We must
answer the following two types of question.

G S—y
G
N

Fig. 1. Water supply-allocation problem.
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e Supply problems. In order to achieve certain objectives in the
future, decisions must be made concerning present actions to
be taken. That is, we must determine the optimal combination
of inputs, for example to determine the quantities ordered from
the 3 inputs.

e Allocation problems. One of the basic allocation problems is the
optimal allocation of the resources. Here the task is to determine
the outputs that result from various combinations of resources
such that certain objectives are achieved.

Certainly, in this system supply and allocation decisions should
not be separate.

Let S be the set of suppliers and C the set of customers. Define
decision variables x;. € Z* | J{0} denoting the planned non-nega-
tive supply from supplier s to customer c. Also define random
variables &, with probability density function ¢, denoting the
uncertain supply available to supplier s. First we have the following
constraints

D Xe <&, VseS,

ceCs

where C;s is the set of customers for supplier s. A constant . denotes
the deterministic demand of customer c. Event E; is defined as
follows:

E: sz.c = Cm

SeS¢

where S, is the set of suppliers for customer c. Event E. means that
the decision should satisfy the demand of customer c. In view of the
uncertainty of this system, we are not sure whether a decision is
feasible before knowing the realization of stochastic variables, so
we employ chance functions to evaluate these events. Let

fex) = Pr{EC DY Xee= gc},

seS¢

where Pr denotes the probability of the event in {-}. Usually we hope
to maximize all the chance functions, i.e. increase the reliability lev-
els of all the events as much as possible.

Without loss of generality we will now assume that all the
events have the same priority and we will formulate the problem
as DCGP. The model is therefore

max > fe®) 3)
ceC
subject to, (4)
D X <& seES, (5)
ceCs
Xc€Z| J{0} seS, ceC (6)

The stochastic feasible set S will be defined by a probability function

Table 1
Representative distribution plans.

Us(X) = Pr{me <&, Vse s}. (7)

ceCs

The authors in Liu and Iwamura [6] divide the decision components
into three groups {Xs|s = S1}, {Xs|s =S2} and {xs|s = S3} which are
mutually stochastically independent and in each group any element
has the same probability of occurring. From the water supply-allo-
cation problem definition it follows that

V(E1) = {Xs,.¢c,:Xs,.¢, } 3
V(E2) = {Xs,.¢,,Xs,.0,+ X555 }» 9
V(E3) = {st,C37X53,C3},‘ (10)
and

D(E1) = {Xs, ¢, Xs,.C,» X5,.C 1 X5,.C5» X5,.C3 }» (11)
D(E3) = {Xs,.c,+Xs,,Cy X5,,C1 > X5,.Cp » X55,C5 > X55.C s X55.C |+ (12)
D(E3) = {Xs,.c,,X5,.,,X5,.C31X55.C,» X55.C3 }» (13)

therefore the induced constraint on D(E;) N V(E) is then, according
to Liu and Iwamura, {xs, ¢, +Xs, ¢, < &,,Xs,.c; +Xs5,.0, +Xs,.¢; < Es, |
on D(E;) NV(E) it is {Xs,c, +Xs,.c, < &s,,Xs,.0,+ Xs,.c, +Xs,.0; < s,
Xs,c, +Xs,.¢c, < &, ) and finally on D(Es) N V(E) it is {Xs, ¢, + Xs,.c,+
Xs,.c5 < EsyXs,.0, + Xsy.0; < &, }. Hence

Je, () = Pr{(&s,, &, )|Xs, ¢, +Xs,.0, < s, Xs,.0, + Xs,.0, + X5, < s, 1
(14)

fo, (%) = Pr{(&s,, &s,, &s,) Xs, ¢ + Xs,.0,
<&, Xs, 00 +Xs,.0, +Xs,.05 < &y, Xs,.0, + X5y < Es, ) (15)

Jes,(x) = Pr{(&s,, &s, ) |Xs, ., + Xs,.0, + Xs,.05 < sy, Xs,.0, + Xsy.05 < s, }-
(16)

Table 1 presents some representative distribution plans (columns
2-8) and their corresponding reliability measures according to Liu
and Iwamura (column under heading “Liu-Ilwamura”).

4. Decision variable value based dependency

Liu-lwamura’s framework ignores the important dependency
between constraints and values of decision variables.

Consider a plan in which xs, ¢, = 0 so that C; must receive all
supplies from S,. The reliability of the satisfaction of C; (event E;)
should now be independent of the ability of S; to meet its demand.
But the dependent-chance programming, in its current form which
does not take variable assignments into account, always relates the
demand satisfaction of C; to Sy and S, (Eq. (14)), which is not neces-
sarily correct. Therefore, one should refine the objectives (Egs. (14)-
(16)) via further logical connectives between constraints:

Plan no. Planned delivery S;-D; : (i.j) Reliability measures
(1,1) (1,2) (2,1) (2,2) (2,3) (3,2) (3,3) Liu-Iwamura New
1 3 5 5 1 1 1 3 0.624 0.624
2 4 7 4 0 4 0 0 0.560 0.680
3 6 2 2 5 0 0 4 0.624 0.940
4 5 0 3 3 4 4 0 0.756 0.960
5 7 5 1 1 1 1 3 1.040 1.040
6 2 5 6 0 4 2 0 0.960 1.380
7 8 2 0 2 4 3 0 1.400 1.400
8 0 7 8 0 0 0 4 0.756 1.800
9 5 0 3 3 0 4 4 1.890 2.100
10 6 0 2 0 4 7 0 1.890 2.400
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felx) = Pr{xsﬁéo =Y Xe <& Vse sc}, (17)

c'eCs

where — denotes logical implication: € — ¢ is the sum of the prob-
abilities of the scenarios in which either € is violated or €' is satis-
fied, or both. Because of this modification, under a decision in which
Xs,.c, = 0 there is no longer a penalty if

Z Xso <&

ey

is violated.

The new reliability measures calculated using Eq. (17) are listed
in the last column in Table 1.

To gain more insight into this problem class we examine alloca-
tion plans given in Table 1 in three categories: Plans {1,5}, Plans
{2,3,4,6,8,9,10}, and Plan {7}.

In the first category (Plans 1 and 5) the plans have non-zero val-
ues assigned to all decision variables and, therefore, as expected the
results of Liu-Iwamura and those produced by the extended model
proposed here are the same (in Eq. (17), x; # 0 becomes redun-
dant). In the second group, however, since certain variables have
zero assignments now a discrepancy between the Liu-Iwamura
model and the extended model proposed here is observed. As ex-
plained above, this difference in probabilistic measure values is
due to the broken constraint dependencies that arise when decision
variables are assigned value zero. In the third group, we have only
one plan (Plan 7). In this case, although two decision variables are
assigned zero values the two frameworks produce the same result.
To understand the reason behind this observation we need to look
at the amounts committed by suppliers S, and S3 according to Plan
7. Supplier S, (S3) is expected to provide in total xs,c, + Xs, ¢, +
Xs,c; = 6 (Xs, ¢, +Xs, c, = 3) units. When we look at the uncertain
supply capacities for suppliers S, and Ss, it is clear that these units
can be provided in full even under the worst-case scenarios. In
other words, the zero assignment does not make any difference in
Plan 7, because breaking the dependency is important only if there
is a chance of failure in complying with supply commitments.

5. Conclusion

We showed how to extend Liu and Iwamura’s original depen-
dent-chance programming framework in order to obtain an exact
reliability measure. Our experiments show that in most cases
expressing constraint dependency without taking into account
the values assigned to decision variables does not guarantee opti-
mal plans, in fact in certain instances common variables may take
values which break the link between two dependent constraints.
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ABSTRACT

In this paper, we develop a multi-objective stochastic programming approach for supply
chain design under uncertainty. Demands, supplies, processing, transportation, shortage
and capacity expansion costs are all considered as the uncertain parameters. To develop
a robust model, two additional objective functions are added into the traditional
comprehensive supply chain design problem. So, our multi-objective model includes (i)
the minimization of the sum of current investment costs and the expected future
processing, transportation, shortage and capacity expansion costs, (ii) the minimization
of the variance of the total cost and (iii) the minimization of the financial risk or the
probability of not meeting a certain budget. The ideas of unreliable suppliers and
capacity expansion, after the realization of uncertain parameters, are also incorporated
into the model. Finally, we use the goal attainment technique to obtain the Pareto-

optimal solutions that can be used for decision-making.

© 2008 Elsevier B.V. All rights reserved.

1. Introduction

A supply chain (SC) is a network of suppliers,
manufacturing plants, warehouses and distribution chan-
nels organized to acquire raw materials, convert these
raw materials to finished products and distribute these
products to customers. The concept of SC management,
which appeared in the early 1990s, has recently raised a
lot of interest since the opportunity of an integrated
management of the SC can reduce the propagation of
unexpected/undesirable events through the network and
can affect decisively the profitability of all the members.

A crucial component of the planning activities of a
manufacturing firm is the efficient design and operation

* Corresponding author at: Department of Industrial Engineering,
Dalhousie University, Halifax, Nova Scotia, Canada.
E-mail addresses: a.azaron@dal.ca, aazaron@gmail.com (A. Azaron).

0925-5273/$ - see front matter © 2008 Elsevier B.V. All rights reserved.
doi:10.1016/j.ijpe.2008.08.002

of its SC. Strategic-level SC planning involves deciding the
configuration of the network, i.e., the number, location,
capacity and technology of the facilities. The tactical-level
planning of SC operations involves deciding the aggregate
quantities and material flows for purchasing, processing
and distributing of products. The strategic configuration of
the SC is a key factor influencing efficient tactical
operations, and therefore has a long-lasting impact on
the firm. Furthermore, the fact that the SC configuration
involves the commitment of substantial capital resources
over long periods of time makes the SC design problem an
extremely important one.

Many attempts have been made to model and optimize
SC design, most of which are based on deterministic
approaches, see for example Bok et al. (2000), Timpe and
Kallrath (2000), Gjerdrum et al. (2000) and many others.
However, most real SC design problems are characterized
by numerous sources of technical and commercial
uncertainty, and so the assumption that all model
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parameters, such as cost coefficients, supplies, demand,
etc., are known with certainty is not realistic.

In order to take into account the effects of the
uncertainty in the production scenario, a two-stage
stochastic model is proposed in this paper. Decision
variables, which characterize the network configuration,
namely those binary variables that represent the existence
and the location of plants and warehouses of the SC, are
considered as first-stage variables—it is assumed that
they have to be taken at the design stage before the
realization of the uncertainty. On the other hand, decision
variables related to the amount of products to be
produced and stored in the nodes of the SC and the
flows of materials transported among the entities of
the network are considered as second-stage variables,
corresponding to decisions taken after the uncertain
parameters have been revealed.

In traditional stochastic programming approaches, the
objective function consists of the sum of the first-stage
performance measure and the expected second-stage
performance, and most commonly, the dominant uncer-
tain parameters are the product demands. Approaches
differ primarily in the selection of the decision variables
and the way in which the expected value term, which in
principle involves a multidimensional integral involving
the joint probability distribution of the uncertain para-
meters, is computed.

There are a few research works addressing compre-
hensive (strategic and tactical issues simultaneously)
design of SC networks using two-stage stochastic models.
MirHassani et al. (2000) considered a two-stage model for
multi-period capacity planning of SC networks. The
authors used Benders decomposition to solve the result-
ing stochastic integer program. Tsiakis et al. (2001) also
considered a two-stage stochastic programming model for
SC network design under demand uncertainty. The
authors developed a large-scale mixed-integer linear
programming model for this problem. Alonso-Ayuso
et al. (2003) proposed a branch-and-fix heuristic for
solving two-stage stochastic SC design problems. Santoso
et al. (2005) integrated a sampling strategy with an
accelerated Benders decomposition to solve SC design
problems with continuous distributions for the uncertain
parameters. There are also some other papers in SC
planning under uncertainty. Petkov and Maranas (1997),
Gupta and Maranas (2003) and Gupta et al. (2000)
incorporated the uncertain demands as multivariate-
normal distributions. Then, they converted stochastic
features of the problem into a chance-constraint program-
ming problem. Goh et al. (2007) developed a stochastic
model of the multi-stage global SC network problem,
considering supply, demand, exchange and disruption as
the uncertain parameters. However, the robustness of
decision to uncertain parameters is not considered in
above studies.

Although stochastic programming has been studied for
four decades, conventional stochastic programming mod-
els are severely limited owing to its inability to handle risk
aversion or decision-makers’ preferences in a direct
manner, subsequently excluding many important domains
of application. Mulvey et al. (1995) presented an improved

stochastic programming called robust programming cap-
able of tackling the decision-makers’ favored risk aversion.
In this method, the variance term is simply added into the
main objective function with an associated weighting
parameter that represents the risk tolerance of the
modeler, see for example Yu and Li (2000) and Lai and
Ng (2005). This idea has also been used in some other
areas, which are not directly related to the SC design
problem. For example, Ahmed and Sahinidis (1998) used
this construct to develop a linear programming recourse
formulation for production planning in the presence of
scenarios. Bok et al. (1998) also employed the penalized
variance term and introduced an additional penalized
term reflecting the underutilization of capacity.

The main disadvantages of traditional stochastic SC
design approaches are as follows:

1. Minimizing cost or maximizing profit as a single
objective is often the optimization focus (Cohen and
Lee, 1989; Tsiakis et al., 2001).

2. Most multi-objective SC approaches are either deter-
ministic (Chen et al., 2003) or only demand is
considered as the source of uncertainty (Guillen
et al., 2005).

3. Minimizing the risk reflected by the variance of the
total cost and the financial risk has not been con-
sidered in existing comprehensive SC design models.

4, Reliability issues have not been considered during the
strategic planning phase.

To overcome these disadvantages, we develop a robust
stochastic programming approach for designing SCs under
uncertainty. In our approach, not only demands, but also
supplies, processing, transportation, shortage and capacity
expansion costs are all considered as the uncertain
parameters. Moreover, we assume that suppliers are
unreliable and may lose their abilities to supply, like oil
suppliers in the Middle East. The reliabilities of suppliers
are known in advance, but the actual situations of
suppliers become clear after building the facilities.

The first objective function of our proposed model is
the minimization of the sum of first-stage investment
costs and the expected second-stage processing, trans-
portation, shortage and capacity expansion costs. To
develop a robust model, two additional objective func-
tions are added into the final model. The first additional
objective function is the minimization of the variance of
the total cost. The variance of the total cost should be
considered in the model, because when we focus only on
the expected total cost, the design scheme may be sub-
optimal if the total cost substantially varies because of
randomness. Practically, the variance of the total cost is
difficult to interpret. Therefore, it is necessary to introduce
a new objective function to clearly capture the notion of
risk. This objective function is the minimization of the
financial risk. The financial risk associated with a design
project under uncertainty is defined as the probability of
not meeting a certain cost level or budget.

Although the ideas of variance and financial risk have
been considered in other areas, but to the best of our
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knowledge, it is the first time they are considered all
together in a multi-objective scheme to design robust
SCs under uncertainty and unreliable suppliers. Moreover,
the idea of capacity expansion at the second stage,
after the realization of uncertain parameters, is also
incorporated into the model. Using this idea, we have
the option of expanding the capacities of plants and
warehouses, if we face favourable economic conditions
with large demands.

Since the expected total cost, the variance of the total
cost and the financial risk are in conflict with each other, it
is proposed to set up a multi-objective design problem
whose solution will be a set of Pareto-optimal possible
design alternatives representing the trade-off among
different objectives rather than a unique solution. To the
best of our knowledge, only e—constraint method (Guillen
et al,, 2005) and fuzzy optimization (Chen and Lee, 2004)
have been used to solve multi-objective SC design models.
We use the goal attainment technique, see Hwang and
Masud (1979) for details, to solve the resulting multi-
objective problem.

The present work formulates the SC design problem as
a multi-objective stochastic mixed-integer nonlinear
programming problem, which is solved by using the goal
attainment technique. This formulation takes into account
not only SC expected total cost, but also the risk reflected
by the variance of the total cost and the financial risk. The
result of the model provides a set of Pareto-optimal
solutions to be used by the decision-maker in order to find
the best SC configuration according to his/her preferences.

This paper is organized as follows. In Section 2, we
describe the SC design problem. Section 3 presents the
multi-objective SC design problem considering risk. In
Section 4, we explain about the goal attainment technique
to solve the multi-objective problem. Section 5 presents
the computational experiments. Finally, we draw the
conclusion of the paper in Section 6.

2. Problem description

We first describe a deterministic mathematical for-
mulation for the SC design problem. Consider an SC
network G = (N, A), where N is the set of nodes and A is
the set of arcs. The set N consists of the set of suppliers S,
the set of possible processing facilities P and the set of
customer centers C, i.e., N=SUPUC. The processing
facilities include manufacturing centers M and ware-
houses W, i.e.,, P= MUW. Let K be the set of products
flowing through the SC.

The SC configuration decisions consist of deciding
which of the processing centers to build. We associate a
binary variable y; to these decisions: y; = 1 if processing
facility i is built, and 0 otherwise. The tactical decisions
consist of routing the flow of each product keK from the
suppliers to the customers. We let x& denote the flow of
product k from a node i to a node j of the network where
(ij)eA, and zj’-< denote shortfall of product k at customer
center j, when it is impossible to meet demand.
A deterministic mathematical model for this SC design
problem is formulated as follows (see Santoso et al. (2005)

for more details):

Min e+ > > g+ >0 > ki

ieP keK (ij)eA keK jeC

s.t. (1.1)
yeYc{o 1P (1.2)
Sxb-S"xk=0 vjeP, vkek (1.3)
ieN leN

Zx5+zjk>df vjeC, VkeK (1.4)
ieN

Zxﬁgsg‘ vieS, vkeK (1.5)
JjeN

Sorf (Zxﬁ) <my; VjeP (1.6)

kekK ieN
x>0 V(ij)eA Vkek (1.7)
Zf>0 vjeC, VkeK (1.8)

In the above model, ¢; denotes the investment cost for
building facility i, qg. denotes the per-unit cost of
processing product k at facility i and/or transporting
product k on arc (ij), and h]’-‘ denotes the per-unit penalty
incurred for failing to meet demand of product k at
customer center j. The objective function (1.1) consists of
minimizing total investment, tactical and shortage costs.
Constraint (1.2) enforces the binary nature of the config-
uration decisions for the processing facilities. Constraint
(1.3) enforces the flow conservation of product k across
each processing node j. Constraint (1.4) requires that the
total flow of product k to a customer node j plus shortfall
should exceed the demand dj* at that node. Constraint
(1.5) requires that the total flow of product k from a
supplier node i should be less than the supply s at that
node. Constraint (1.6) enforces capacity constraints of the
processing nodes. Here, rjk denotes per-unit processing
requirement for product k at node j. The capacity
constraint then requires that the total processing require-
ment of all products flowing into a processing node j
should be smaller than the capacity m; of facility j if it is
built (y; = 1). If facility j is not built (y; = 0), the constraint
will force all flow variables xg. =0 for all ieN. Finally, the
last set of constraints enforces the non-negativity of the
flow variables and shortfalls.

It will be convenient to work with the following
compact notation for models (1.1)-(1.8):

Min c"y+q'x+h'z

s.t. (2.1)
yeYc{o,1}P (2.2)
Bx=0 (2.3)
Dx+z>d (2.4)
Sx<s (2.5)
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Rx<My (2.6)

IAIx K]
+ >

xeR z e REIK (2.7)

Above vectors c, q, h, d and s correspond to investment
costs, processing/transportation costs, shortfall costs,
demands and supplies, respectively. The matrices B, D
and S are appropriate matrices corresponding to the
summations on the left-hand side of the expressions
(1.3)-(1.5), respectively. The notation R corresponds to a
matrix of rj¥, and the notation M corresponds to a matrix
with m; along the diagonal.

We now propose a stochastic programming approach
based on a recourse model with two stages to incorporate
the uncertainty associated with demands, supplies, pro-
cessing costs, transportation costs, shortage costs and
capacity expansion costs.

In a two-stage stochastic optimization approach, the
uncertain parameters are considered as random variables
with an associated probability distribution and the
decision variables are classified into two stages. The
first-stage variables correspond to those decisions that
need to be made here-and-now, prior to the realization of
the uncertainty. The second-stage or recourse variables
correspond to those decisions made after the uncertainty
is unveiled and are usually referred to as wait-and-see
decisions. After the first-stage decisions are taken and the
random events realized, the second-stage decisions are
subjected to the restrictions imposed by the second-stage
problem. Due to the stochastic nature of the performance
associated with the second-stage decisions, the objective
function, traditionally, consists of the sum of the first-
stage performance measure and the expected second-
stage performance; refer to Birge and Louveaux (1997) for
more details.

It is assumed that we have the option of expanding the
capacities of plants and warehouses after the realization
of uncertain parameters. Clearly, when we face favourable
economic conditions with high demands, at the second-
stage, it may be reasonable to expand the capacities of
sites, even if unit expansion costs are relatively high.

Considering vectors e, f, O and ¢=(q, h, f, d, s) as
capacity expansions, per-unit expansion costs, expansion
limits and random data, respectively, the two-stage
stochastic model is formulated as follows:

Min cTy + E[G(y, &)]
s.t. (3.1)
yeYc{o, 1} (3.2)

where G(y,£) is the optimal value of the following
problem:

Min q"x+h"z+fTe

s.t. (3.3)
Bx=0 (34)
Dx +z=d (3.5)
Sx<s (3.6)

Rx<My +e (3.7)
e<Oy (3.8)
Xe R\flx\lﬂ’ ze R'f'X‘K', ec Rf‘ (3.9)

Note that the optimal value G(y,¢) of the second-stage
problem (3.3)-(3.9) is a function of the first-stage decision
variable y and a realization &=(q, h, f, d, s) of the
uncertain parameters. The expectation in (3.1) is taken
with respect to the joint probability distribution of
uncertain parameters.

In the above problem, decision variables, which
represent the existence of the different nodes of the SC,
are considered as first-stage variables as it is assumed that
they have to be taken at the design stage before the
uncertain parameters are unveiled. On the other hand,
decision variables related to the amount of products to be
produced and stored in the nodes of the SC, the flows of
materials transported among the entities of the network,
shortfalls at the customer centers and the amount of
expansion of the capacities of sites are considered as
second-stage variables.

It should be mentioned that stochastic programming is
generally difficult to handle and implement. The readers
may refer to van Delft and Vial (2004), which describes a
powerful tool for practical implementation of stochastic
programming in an SC problem.

In this paper, the uncertainty associated with demands,
supplies, processing, transportation, shortage and capacity
expansion costs is represented by a set of discrete
scenarios with given probability of occurrence. Such
scenarios together with their associated probabilities,
and also the reliabilities of suppliers are provided as input
data into the model. The difficulty of continuous distribu-
tions is avoided by introducing discrete scenarios, or
combinations of discrete samples of all the uncertain
parameters using Monte Carlo simulation. This approach
is explained in detail at the end of Section 4.

3. Multi-objective supply chain design problem

As explained, to develop a robust model, two addi-
tional objective functions are added into the traditional SC
design problem. The first is the minimization of the
variance of the total cost, and the second is the
minimization of the probability of not meeting a certain
budget. However, by considering the variance of the total
cost as an objective function, we actually introduce
nonlinearity into the proposed model, but that is the only
nonlinear term in the final mathematical program.

We also assume that some suppliers may lose their
abilities to supply, like oil suppliers in the Middle East.
The reliabilities of suppliers are known in advance. But the
situations of suppliers will actually clear after building the
facilities. So, we will have 2/ scenarios for the situations
of suppliers, in some of them one or more suppliers are
unable to supply. If in each scenario, some suppliers are
unable to supply, those suppliers with their external links
can be easily dropped off from further consideration. So, it
will affect the topology of network and decrease the
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number of decision variables and constraints of the final
mathematical model. An alternative method to deal with
unreliable suppliers is to set the supply values of the
unreliable suppliers in the corresponding scenarios to
zero.

Let T be the set of scenarios with given probability of
occurrence associated with demands, supplies, processing
costs, transportation costs, shortage costs and capacity
expansion costs. Such scenarios together with their
associated probabilities must be provided as input data
into the model.

A different value for the sum of the first-stage and the
second-stage costs is obtained for each particular realiza-
tion of uncertain parameters. The proposed model
accounts for the minimization of the sum of first-stage
and the expected second-stage costs, minimization of the
variance of second-stage costs and the minimization of
financial risk or the probability of not meeting a certain
budget.

The financial risk associated with a design project
under uncertainty is defined as the probability of not
meeting a certain target cost level. For the two-stage
stochastic problem, the financial risk associated with a
certain budget Q can be rewritten with the help of binary
variables as follows:

L
Risk =

bty (4)
I=1

where p, denotes the occurrence probability of the Ith

scenario, L = |T| x 2'' denotes the total number of scenar-

ios including those related to the reliabilities of suppliers

and u; is a new binary variable defined for each scenario as

follows:

u,={1 if Cost;>Q, 5)

0 otherwise

where Cost; is the total cost when the Ith scenario is
realized.

Considering V as a very large constant value (approach-
ing infinity), the proper multi-objective stochastic model
for our SC design problem would be

L
Min Ty + " pglx +hiz + flep (6.1)
=1

L L 2
Min » p <qlTX1 +hizi+flei= > piaixi+hjz +sz€1)>
=1 I=1

(6.2)
L
Min > ppuy
s.t. - (6.3)
By =0 I=1,...,L (6.4)
Dx;+z>d 1=1,...,L (6.5)
Sxi<s; 1l=1,...,L (6.6)

Rq<My+e I=1,....L (6.7)
<0y I=1,...,.L (6.8)
y+q'x+hlzi+fle,—Q<Vuy 1=1,...,L (6.9)
yeYc {0, 1}, ueUc{0,1} (6.10)
x € RAXIKIXL 7 g RICHIKIXL - @ g RIPIXL (6.11)

Objective function (6.1) is related to the expected total
cost or the sum of the first-stage and the expected second-
stage costs. Objective function (6.2) is related to the
variance of second-stage costs or the variance of total cost.
Objective function (6.3) is related to the financial risk.
Constraint (6.8) enforces the capacity expansion limit for
each processing facility, if it is built. According to
constraint (6.9), if the total cost for a scenario is greater
than a certain budget 2, then the binary variable
associated with that particular scenario will be equal to
1, which increases the financial risk (6.3) by the
corresponding probability. Otherwise, if the total cost for
a scenario is smaller than Q, then the binary variable
associated with this scenario will be equal to 0, because
we intend to minimize (6.3). Therefore, this situation will
not change the value of financial risk.

Using a multi-objective model in an SC context is not
an artificial one, as we know from “portfolio optimization”
that it is not possible to give any monetary value to risk,
which leads to the concept of “efficient frontier” defined
by Markowitz (1952, 1959). We may treat volatility and
expected return as proxies for risk and reward. Out of the
entire universe of possible portfolios, certain ones will
optimally balance risk and reward. These comprise what
Markowitz called an efficient frontier of portfolios. This
frontier is a curve in the “risk vs expected return” space. If
it was possible to replace risk by reward/loss, then we
would have had only a single dot in this space represent-
ing the optimal portfolio. But we know from finance
theory that it is not the case; having said that it is possible
only if one can clearly define his/her utility function
(a relation between risk and return).

Now, the question is how to define the firm’s utility
function in an SC. We will show in one SC problem
(Section 5) that the relationship between cost, variance
and risk is not clear, and that decision-makers need
support in determining what that utility function should
be—they need to see the effect of weighting the criteria
differently before they can make their decision, and
obviously, setting a single function does not guarantee
us a Pareto-optimal solution. That is why we are adopting
a multi-objective approach to this SC problem.

4. Goal attainment technique

We use the goal attainment technique, which is a
variation of goal programming technique, to solve the
multi-objective problem. Goal attainment method is one
of the multi-objective techniques with priori articulation
of preference information given. In this method, the
preferred solution is sensitive to the goal vector and the
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weighting vector given by the decision-maker; the same
as the goal programming technique.

Goal attainment method has fewer variables to work
with and is a one-stage method, unlike interactive multi-
objective techniques, so it will be computationally faster.
Therefore, in terms of computational time, it is one of the
best techniques to solve our SC problem, whose determi-
nistic equivalent form is a large-scale mixed-integer
nonlinear program. We successfully applied the goal
attainment technique in solving a number of real-world
multi-objective problems arising in reliability optimiza-
tion (Azaron et al., 2007a), project management (Azaron
et al, 2007b) and production systems (Azaron et al.,
2006), and it is for the first time that we use this
technique to solve a multi-objective SC design problem
and to generate its Pareto-optimal solutions.

This method requires setting up a goal and weight, b;
and g; (g;=0) for j=1, 2, 3, for the three mentioned
objective functions. The g; relates the relative under-
attainment of the b;. For under-attainment of the goals, a
smaller g; is associated with the more important objec-
tives. When g; approaches 0, then the associated objective
function should be fully satisfied or the corresponding
objective function value should be less than or equal to its
goal b;. g;, j=1, 2, 3, are generally normalized so that
Zf:1gj = 1. The proper goal attainment formulation for
our problem is

Min w

s.t. (7.1)
L T T

c'y+> pi@ixi+hz+fep—gws<b, (7.2)

1=1
L T T L T T ’
Zpl <QITXI +hz+fe— ZP:(QITXI +hzi+f e,))

=1 =1

—g,w<bh, (7.3)
L
;pzuz — gsw<b; (7.4)
Bx,=0 I=1,...,L (7.5)
Dx;+z=d, 1=1,...,L (7.6)
Sxi<s; I=1,...,L (7.7)
Rx;<My+e I=1,...,L (7.8)
e<0y I=1,...,L (7.9)
cy+qx+hz+flee—Q<vuy I=1,...L (7.10)
yeYc{0, 1}, ueUc{0 1} (7.11)
x e RAXIKIXL 7 ¢ RICHIKIXL @ ¢ RIPIXL (7.12)

Lemma 1. If (y', u', X', z, e") is Pareto-optimal, then there
exists a b, g pair such that (y', u’, x, z, e) is an optimal
solution to the optimization problem (7).

The optimal solution using this formulation is sensitive
to b and g. Depending on the values for b, it is possible that
g does not appreciably influence the optimal solution.
Instead, the optimal solution can be determined by the
nearest Pareto-optimal solution from b. This might require
that g be varied parametrically to generate a set of Pareto-
optimal solutions. In the next section, we consider several
pairs of b and g to generate different Pareto-optimal
solutions.

The mixed-integer nonlinear programming problem
(7) has (JA] x |K|+|C| x |K|+|P]) x L+1 continuous decision
variables, excluding slack variables, |P|+L binary variables
and
(1Al x |K|+2 x |C| x |K|*+|P] x |K|+|S] x [K|+3 x [P|+1) x L+3
constraints.

In case the random data vector & = (q, h, f, d, s) follows
a known continuous joint distribution, one should resort
to a sampling procedure, for example Santoso et al.
(2005), to solve the proposed model. In the sampling
strategy, a random sample &1,&2, ..., €2 of Q realizations of
the random vector ¢ is generated. Then, considering
L=Qx2" in this case, the proper goal attainment
formulation can be approximated as

Min w
s.t. (8.1)
1 L
'y + 1> @x+hiz+fie) - gwsb (8.2)
1=1
1< T T
mz<q{x,+h,z,+f,e,
1=1
1 T T ’
—LZ(%TXI'H"IZH‘fleI)) —gw<by (8.3)
=1
1 L
zzul —g3w<bs (8.4)
=1
By, =0 I[=1,... L (8.5)
Dx;+zi<d;, 1=1,...,L (8.6)
Sx; <5, I=1,...,L (8.7)
Ry<My+e [=1,....L (8.8)
e<Oy I=1,...,L (8.9)
y+aqix+hz+flee—Q<vu 1=1,...,L (8.10)
yeYc{0, 1), ueUcio,1} (8.11)
x € RAXIKIXL 7 ¢ RICIXIKIXL @ ¢ RIPIXL (8.12)

where the expected total cost, the variance of the total
cost and financial risk are approximated by (8.2), (8.3) and
(8.4), respectively.

Let vo and j, be the optimal value and the optimal
solution vector, respectively, of the approximated problem
(8). Clearly, for a particular realization &', &2, ..., £ of the
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random vector, problem (8) is deterministic. It is possible
to show that under mild regularity conditions, as the
sample size Q increases, vo and y, converge with
probability one to their true counterparts, see Kleywegt
et al. (2001). The performance of the sampling strategy is
beyond the scope of this paper and can be considered as a
direction for future research in this area.

5. Numerical experiments

Consider the SC network design problem depicted in
Fig. 1 (modified from Yu and Li, 2000). A wine company is
willing to design its SC. This company owns three
customer centers located in three different cities L, M
and N. Uniform-quality wine in bulk (raw material) is
supplied from four wineries located in A, B, C and D. There
are four possible locations E, F, G and H for building the
bottling plants.

For simplicity, without considering other market
behaviors (e.g. novel promotion, marketing strategies of
competitors and market-share effect in different markets),
each market demand merely depends on the local
economic conditions. Assume that the future economy is
either boom, good, fair or poor, i.e. four situations with
associated probabilities of .13, .25, .45 or .17, respectively.
The unit production costs and market demands under
each scenario are shown in Table 1.

The supplies, transportation costs and shortage costs

are considered as deterministic parameters. In all,
A
L
B
M
C
N
D

Fig. 1. The supply chain design problem of the wine company.

Table 1
Characteristics of the problem

135

475,000, 425,000, 500,000 and 450,000 are investment
costs for building each bottling plant E, F, G and H,
respectively. In all, 65.6, 155.5, 64.3, 175.3, 62, 150.5, 59.1,
175.2, 84, 174.5, 87.5, 208.9, 110.5, 100.5, 109, 97.8 are the
unit costs of transporting bulk wine from each winery A,
B, C and D to each bottling plant E, F, G and H, respectively.
The unit costs of transporting bottled wine from each
bottling plant E, F, G and H to each distribution center L,
M, and N, respectively, are 200.5, 300.5, 699.5, 693, 533,
362,163.8, 307, 594.8, 625, 613.6, 335.5. The unit shortage
costs at each distribution center L, M and N are 10,000,
13,000 and 12,000, respectively. In all, 375, 187, 250 and
150 are the maximum amount of bulk wine that can be
shipped from each winery A, B, C and D, respectively, if it
is reliable. In all, 315, 260, 340 and 280 are the capacities
of each bottling plant E, F, G and H, respectively, if it is
built.

We also have the option of expanding the capacity of
bottling plant F, if it is built. In all, 100, 80, 60 and 50 are
the unit capacity expansion costs, when the future
economy is boom, good, fair or poor, respectively. In
addition, we cannot expand the capacity of this plant
more than 40 units in any situation. Moreover, winery D is
an unreliable supplier and may lose its ability to supply
the bottling plants. The reliability of this winery is
estimated as .9. So, the total number of scenarios for this
SC design problem is equal to 4 x 2 = 8.

Clearly, this system produces one type of product and
the processing facilities include only manufacturing
centers M. So, the per-unit processing requirements rj"
are all equal to 1 and W = ¢.

This problem attempts to minimize the expected total
cost, the variance of the total cost and the financial risk in
a multi-objective scheme while making the following
determinations:

(a) Which of the bottling plants to build (first-stage
variables)?

(b) Amount of bulk wine to be bottled in each bottling
plant, amount of bulk wine and bottled wine to be
transported among the entities of the network,
amount of shortfall at each customer center and
finally amount of expansion of the capacity of bottling
plant F, if it is built (second-stage variables)?

We use goal attainment formulation (7) to solve this
multi-objective SC design problem. The mathematical
model has 12 binary variables, 257 continuous decision
variables and 407 constraints.

Future economy Demands Unit production costs Probabilities
L M N E B G H

Boom 400 188 200 755 650 700 800 13

Good 350 161 185 700 600 650 750 .25

Fair 280 150 160 675 580 620 720 45

Poor 240 143 130 650 570 600 700 17




136 A. Azaron et al. / Int. J. Production Economics 116 (2008) 129-138

Table 2
Pareto-optimal solutions

No. g1 2 g3 b, by bs Q E F G H Mean Variance Risk Time
1 E-6 199999 E-8 185E4 E9 1 218E4 1 1 1 0 2,007,034 109,871E5 13 2:21

2 E-4 .99989 E-8 185E4 E8 1 218E4 1 1 1 0 2,086,941 246,917E4 A3 2:49
3 .01 198999 E-8 185E4 E8 1 218E4 1 1 1 0 2,184,688 133,134E3 397 2:52
4 .01 198999 E-9 185E4 E8 1 218E4 1 1 1 0 2,184,467 134,974E3 13 3:11

5 1 .89999 E-9 185E4 E9 1 221E4 1 1 0 1 2,221,661 912,376E3 A3 4:15

6 1 .89999 E-8 185E4 E9 1 221E4 1 1 1 0 2,150,000 715,080E3 13 0:46
7 1 .89999 E-8 185E4 E8 1 221E4 1 1 1 0 2,188,285 103,045E3 13 0:48
8 1 .89999 E-8 185E4 E8 1 218E4 1 1 1 0 2,186,120 127,592E3 4 2:21

9 1 .89999 E-9 185E4 E8 1 218E4 1 1 1 0 2,184,467 134,974E3 A3 3:51

10 1 .89999 E-7 185E4 E8 1 218E4 1 1 1 0 2,192,098 105,670E3 .73 1:01

11 1 .89999 E-7 185E4 E9 1 218E4 1 1 1 0 2,132,511 100,254E4 13 5:12
12 25 74999 E-8 185E4 E8 1 218E4 1 1 1 0 2,186,493 125,924E3 442 2:30
13 25 74999 E-9 185E4 E8 1 218E4 1 1 1 0 2,184,503 137,060E3 13 4:01

14 25 74999 E-8 185E4 E9 1 218E4 1 1 1 0 2,184,596 146,415E3 13 3:51

15 5 149999 E-8 185E4 E8 1 218E4 1 1 1 0 2,187,987 121,750E3 .535 2:26
16 5 149999 E-9 185E4 E8 1 218E4 1 1 1 0 2,184,582 134,462E3 155 0:41

17 .75 24999 E-8 185E4 E8 1 218E4 1 1 1 0 2,188,794 115,646E3 622 1:48
18 .75 24999 E-9 185E4 E8 1 218E4 1 1 1 0 2,184,893 133,072E3 217 1:59
19 9 .09999 E-8 185E4 E8 1 218E4 1 1 1 0 2,192,212 106,300E3 .73 1:54
20 9 .09999 E-9 185E4 E8 1 218E4 1 1 1 0 2,185,957 128,321E3 38 5:21

21 9 .09999 E-9 185E4 ES) 1 218E4 1 1 1 0 2,184,470 135,165E3 13 2:48
22 9 .09999 E-9 185E4 E10 1 218E4 0 1 1 1 2,192,825 110,321E4 A3 3:55
23 .99 .00999 E-8 185E4 E8 1 218E4 1 1 1 0 2,194,198 100,677E3 777 1:23
24 .99 .00999 E-8 185E4 E9 1 218E4 1 1 1 0 2,184,469 135,041E3 13 1:10
25 9999 E-4 E-8 185E4 E8 1 218E4 1 1 1 0 2,192,571 100,007E3 777 2:51

26 199999 E-6 E-9 220E4 E2 1 222E4 1 0 0 0 1022E5 0 1 1:16
27 9E-4 19991 E-8 185E4 E8 1 220E4 1 1 1 0 2,159,937 444,064E3 13 2:03
28 E-5 199999 E-9 185E4 E8 1 220E4 1 1 1 0 2,007,034 109,871E5 13 1:56
29 E-8 199999 E-8 185E4 E9 1 220E4 0 1 1 0 1,853,385 310,218E6 13 2:37
30 9E-6 199999 E-6 200E4 E8 1 222E4 1 1 1 0 2,046,929 531,427E4 .013 0:55
31 9E-6 199999 E-6 185E4 E9 1 222E4 1 1 1 0 2,007,034 109,871E5 .013 2:32
32 E-6 199999 E-6 185E4 E10 1 221E4 1 1 1 0 2,007,034 109,871E5 A3 2:16
33 E-7 199999 E-7 185E4 E10 1 221E4 0 1 1 0 1,878,088 290,880E6 13 2:18

34 E-7 199999 E-9 185E4 E10 1 210E4 1 1 1 0 2,104,936 232,243E4 13 1:48
35 099 9 001 185E4 E7 1 220E4 1 1 1 0 2,205,472 132,316E2 1 1:18

36 099 9 .001 185E4 E9 1 220E4 1 1 1 0 2,132,510 100,257E4 13 3:10
37 .08999 91 3E-7 185E4 E7 1 220E4 1 1 1 0 2,205,337 135,929E2 1 1:57
38 .09 190999 2E-7 185E4 E7 1 220E4 1 1 1 0 2,206,307 136,992E2 913 2:14
39 .005 99499 E-6 185E4 E8 1 220E4 1 1 1 0 2,181,185 165,906E3 A3 3:02
40 .009 .99 .001 185E4 E8 1 220E4 1 1 1 0 2,184,267 136,769E3 13 2:48
41 .009 99 .001 185E4 E9 1 220E4 1 1 1 0 2,131,358 103,095E4 13 2:12
42 49999 5 5E-7 185E4 E7 1 220E4 1 1 1 0 2,209,452 108,300E2 .93 1:49
43 .89999 1 5E-7 185E4 E7 1 220E4 1 1 1 0 2,222,635 970,609E1 1983 6:06
44 .89999 1 E-9 185E4 E10 1 221E4 0 1 1 1 2,215,469 851,956E3 13 2:30
45 .79999 2 2E-6 185E4 E7 1 220E4 1 1 1 0 2,209,999 930,143E1 1 3:51

46 94999 .05 5E—6 185E4 E6 1 220E4 1 1 1 0 2,215,476 101,924E1 1 4:23
47 98999 .01 E-5 185E4 E6 1 220E4 1 1 1 0 2,215,543 100,369E1 1 1:26
48 199899 .001 E-5 215E4 E6 1 220E4 1 1 1 0 2,239,909 251,188 1 1:46
49 .9989 .001 E-4 215E4 E5 1 220E4 1 1 1 0 2,221,516 100,072 1 3:26
50 199989 E-4 E-6 215E4 E5 1 220E4 1 0 1 1 2,279,960 61,998 1 3:47
51 99998 E-6 E-5 220E4 E4 1 220E4 1 0 1 1 2,278,040 2229 1 4:31

52 .99999 E-6 E-6 220E4 E2 1 220E4 1 1 1 1 2,689,734 0 1 3:24
53 199998 E-6 E-5 220E4 E4 1 222E4 1 1 1 0 2,225,870 4104 1 3:48
54 199999 E-6 E-6 220E4 E2 1 222E4 1 1 1 0 2,224,348 57 1 4:39
55 199989 E-4 E-6 200E4 E6 1 225E4 1 1 1 0 2,215,559 10,0002E1 0 1:29

Then, we use LINGO 10 to solve the problem on a PC
Pentium IV 2.1-GHz processor and to generate different
Pareto-optimal solutions. Table 2 shows 55 generated
Pareto-optimal configurations (1 means the bottling plant
is built and 0 otherwise), the values of the expected total
cost, the variance of the total cost, the financial risk and
the computational times (mm:ss).

To generate the Pareto-optimal solutions, b, g and Q2 are
varied manually. When one of the parameters is varied
and the others are fixed, changing the output shows its

sensitivity with respect to that parameter. According to
the obtained absolute minimum values for the expected
total cost, the variance of the total cost and the financial
risk, by solving the associated single objective problems,
bs is fixed at .1, b, is varied from 100 to 10,000,000,000, b,
is varied from 1,850,000 (close to the absolute minimum
expected total cost) to 2,200,000 (close to the absolute
minimum expected total cost plus three times of the
maximum goal for the standard deviation of the total
cost), g7 is varied from .00000001 to .99999, g, is varied
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from .000001 to .99999, g5 is varied from .000000001 to
.001 and Q is varied from 2,100,000 to 2,250,000.

As mentioned, the weights relate the relative under-
attainment of the goals and a smaller g; is associated with
the more important objectives. For each goal vector b, the
corresponding weight vector g can be obtained using
Saaty’s method of pairwise comparisons (Hwang and
Yoon, 1981). For each pair of b and g, the solution
is Pareto-optimal. If we are not satisfied with any
Pareto-optimal solution or there are much differences
between some of the obtained objective function values
and the corresponding goals, the g vector should be
modified. For example, if the obtained financial risk value
is much greater than .1, gz should be decreased (e.g. 10
times) and both g; and g, should be increased from their
earlier values, appropriately, in which the summation
of g; remains unchanged. This process continues with
several different pairs of b and g, and several Pareto-
optimal solutions are generated that can be used for
decision-making.

For example, the first set of g in Table 2 (instance 1)
implies that one dollar deviation of the expected total cost
from 1,850,000 is about 1,000,000 times as important as
one unit deviation of the variance of total cost from
1,000,000,000 and the same important as .01 deviation of
the financial risk from .1. In this instance, the goal and
weight for the expected total cost and weight for financial
risk are relatively low, which causes the solution to have
low expected total cost and risk values. In instance 26, we
have a high budget @, and a low financial risk weight gs,
which seems to indicate that the solution should have a
low risk value, but the goal for variance, b,, is very low,
with a low weight g,, and in the solution this overrides
risk, and the variance is minimized.

The lowest expected cost is from instance 29, with a
value of 1,853,385. This has relatively low risk, but high
variance. The optimal variance is obtained in two separate
instances (26 and 52), but these give widely different
values for cost (2.69E6 or 1.02E8). The optimal financial
risk is obtained in instance 55, with a cost of 2.22E6, a
variance of 1.00E6 and a budget of 2.25E6. So, the
expected cost ranges from 1.85E6 to 1.02E8. If we aim
for a financial risk of .13, within the budget of 2.20E6, then
the variance can still range from 1.37E8 to 3.10E11, and the
cost ranges from 1.85E6 to 2.18E6.

In order to make sense of this, and to arrive at an
appropriate solution, the decision-maker needs to see this
range of outcomes, to be able to trade-off one criteria
against the other in terms of the results. So, by solving this
SC design problem, it is concluded that the relationship
between cost, variance and risk is not clear and it is not
possible to easily define a utility function (a relation
between risk and return). That is why we are adopting a
multi-objective approach to this SC problem.

According to the numerical results, increasing goal for
the variance and also decreasing weight for the expected
total cost cause the financial risk to be decreased.
Moreover, increasing goal for the variance causes both
the expected total cost and the financial risk to be
decreased. Also, increasing goal for the expected
total cost causes the variance of the total cost to be

decreased. So, it seems by increasing goal for any of the
objectives, we give more space for other objectives to be
improved. It is also concluded that there are some positive
correlations between the expected cost and the financial
risk.

It is also seen that in most instances we have to build
the bottling plant in F, which is expandable, and then
expand it when we either face boom economy or reliable
suppliers. For example, in instance 5, where the bottling
plants are built in E, F and H, the capacity of F should be
expanded 40, 31.4 and 40 units, when the economy is
boom and D is reliable (scenario 1), the economy is fair
and D is reliable (scenario 3) and the economy is boom
and D is not reliable (scenario 5), respectively.

In order to evaluate the performance of the proposed
method in solving larger cases, we consider another
problem with 10 suppliers, 10 plants and 10 customer
centers with the same number of unreliable suppliers,
expandable plants and scenarios as the earlier case. In this
case, the unit production costs, market demands and
capacity expansion costs are uncertain, while the other
parameters are supposed to be certain following the
similar pattern of the earlier case. Then, it is solved on the
same computer and 10 new Pareto-optimal solutions are
generated. The mean computational time for this medium
size case is equal to 14:18, while the mean computational
time in 55 generated Pareto-optimal solutions of the
earlier small size case was equal to 2:41.

In order to show the sensitivity of the numerical
solution with respect to the number of scenarios, we also
conduct two more experiments with 4 and 16 scenarios.
In the smaller case with 4 scenarios, it is assumed that all
suppliers are reliable. In the bigger case with 16 scenarios,
it is assumed that the future economy will have eight
situations, instead of four in the original problem, and one
of the suppliers is unreliable. In both cases, the uncertain
parameters are the unit production costs, capacity expan-
sion costs and market demands, but with different values
for each scenario, while the other parameters are all
certain following the same pattern of the original
problem. Then, 10 new Pareto-optimal solutions for each
of the new problems are generated. The mean computa-
tional time for the smallest size case with 4 scenarios and
the largest size case with 16 scenarios are equal to 0:57
and 6:46, respectively, comparable to 2:41 in the original
case with 8 scenarios. So, it seems the proposed model can
at least solve the medium size cases with limited number
of scenarios in acceptable CPU time.

6. Conclusion

Determining the optimal SC configuration is a difficult
problem since a lot of factors and objectives must be taken
into account when designing the network under uncer-
tainty. The proposed model in this paper accounts for the
minimization of the expected total cost, the variance of
the total cost and the financial risk in a multi-objective
scheme to design a robust SC network. Therefore, this
approach seems to be a good way of capturing the high
complexity of the problem.
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According to the numerical experiments, considering
risk directly affects the design of the SC networks under
uncertainty. By using this methodology, the trade-off
between the expected total cost and risk terms can be
obtained. The interaction between the design objectives
has been shown. This way of generating different possible
configurations will help the decision-maker determine the
best design among all generated Pareto-optimal solutions
based on his/her preferences.

We used the goal attainment technique, which is a
variation of the goal programming technique, to solve
the multi-objective SC design problem and to generate the
Pareto-optimal solutions. Goal attainment method is one
of the multi-objective techniques with priori articulation
of preference information given. This method has the
same disadvantages as those of goal programming,
namely, the preferred solution is sensitive to the goal
vector and the weighting vector given by the decision-
maker. However, the goal attainment method has fewer
variables to work with, and therefore is one of the best
methods to solve this large-scale mixed-integer nonlinear
programming problem, in terms of computational time. In
this regard, using a meta-heuristic approach such as
genetic algorithm or simulated annealing in solving large-
scale cases would be suitable.

An interactive multi-objective technique such as SWT
or STEM can also be used to solve the multi-objective
problem (6). The main disadvantage of the interactive
approaches is that the number of variables and also the
number of stages which we need to solve the associated
single-objective optimization problems to get the final
solution are much more than the goal attainment
technique. So, in terms of computational time, the goal
attainment technique is much better than any interactive
multi-objective technique for solving the SC design
problem proposed in this paper.

The proposed model can also be extended to the
multi-period case considering the associated production,
transportation and especially inventory-holding costs at
different time intervals. In this case, the suppliers’
lifetimes can also be considered as independent random
variables with time-dependent continuous or discrete
distributions such as exponential or geometric. Then, we
will need to develop a proper stochastic optimal control
model to solve the resulting problem.
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This work generalises a previous approach by relaxing the assumption of instanta-
neous audits, and by prohibiting concurrent auditing.

Keywords Uncertainty - Audit scheduling - Combinatorial optimization -
Mathematical programming - Constraint programming

1 Introduction

Based on costs and benefits that change over time, the focus of the internal audit
scheduling problem is how often to conduct an internal audit on an auditable unit.
Auditable units are the units upon which internal control procedures are applied, in
order to safeguard assets and assure the reliability of information flows. The scope
of auditable units depends on organizational characteristics: they could be organiza-
tional units (finance, accounting department), geographic regions (branches, cities)
or activities (budgeting, purchasing, etc.) (Boritz and Broca 1986).

The problem of finding the optimal timing of audit activities within an organisa-
tion has been addressed by many researchers including Wilson and Ranson (1971),
Hughes (1977), Boritz and Broca (1986), and Knechel and Benson (1991). The first
study of audit scheduling was by Wilson and Ranson (1971) who found the audit fre-
quency that minimizes the discounted present value of losses and audit costs. Audit
costs are assumed to be incurred at a uniform rate, while losses in the absence of
auditing are assumed to rise exponentially from zero to an asymptotic level. After an
audit is conducted, the losses drop to zero but start to accrue until the next audit. In
Hughes (1977) the audits are chosen at the beginning of each of an infinite number of
periods, conditional upon available information concerning the state of internal con-
trol system, and a model is proposed for determining the optimal timing of internal
audits. The model proposed by Boritz and Broca (1986) determines the optimal audit
interval, assuming that expected losses accrue if a unit remains unaudited and audit
cost is incurred each time the decision to audit is made. In order to use their formula-
tion, each audit unit is assessed using an index of loss riskiness called the Audit Unit
Priority Score (AUPS). The parameters of the model (i.e. the shape of the loss func-
tion and the rate of increase in losses) are determined through auditors’ judgmental
process, which gives auditors flexibility in the scheduling of audit activities.

In a recent paper by Tarim et al. (2008) a stochastic version of the internal audit
scheduling problem is formulated under relatively relaxed assumptions. Unlike previ-
ous models that determine optimal timing for one audit unit, their model determines
the optimal timing of audit activities for multiple audit units. This is important be-
cause many firms have more than one auditable unit to which audit resources must
be allocated. Moreover, their formulation takes into account uncertainty in the losses
accrued in the absence of auditing, and employs a chance-constraint to keep the ex-
pected losses below a certain level with a given probability. However, in Tarim et al.
(2008) it is assumed that audit activities are instantaneous, i.e. that conducting an
audit does not take any time. The computational issues are not addressed by Tarim
et al.

Mixed Integer Linear Programming (MILP) (Nemhauser and Wolsey 1988) and
Constraint Programming (CP) (Hanus 2001) are two orthogonal approaches used to
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address combinatorial problems. MILP-based methods are rooted at the area of Op-
erations Research (Nemhauser and Wolsey 1988), whereas CP-based methods are
the result of research by the Artificial Intelligence community in the areas of Logic
Programming and Constraint Satisfaction (Colmerauer 1985; Van Hentenryck 1989;
Tsang 1993). MILP and CP methods have both been successfully applied to solve
diverse problems such as network synthesis, crew scheduling, planning, and capital
budgeting. Determining which type of problems or instances are best solved by which
method is an active research area. This is the line of research pursued in this paper. We
relax the assumption of instantaneous audits and propose a stochastic programming
formulation for this important class of combinatorial problems involving uncertainty.
To solve this stochastic program we develop two alternatives deterministic equivalent
models: a MILP model and a CP model. The two approaches are complementary in
the sense that for some instances MILP is superior and for other instances CP is supe-
rior. Our numerical experiments show that the certainty-equivalent MILP formulation
is efficient when the time to perform an audit is relatively short. However, as the audit
time gets longer our CP model proved to be significantly much more effective than
the MILP model.

The paper is organised as follows. Section 2 describes the problem, Sect. 3 pro-
vides a stochastic programming formulation of the problem, Sect. 4 surveys possi-
ble solution methods, Sect. 5 reports experimental results comparing methods, and
Sect. 6 concludes the paper. Finally, in the Appendix we provide a complete list of
the notation adopted in the paper.

2 Problem statement

We consider a planning horizon comprising N time periods. We are given a set of
M audit units over which random losses may accrue over time. In particular, [} cor-
responds to the losses that accrue in audit unit m during period ¢. []" is a random
variable with a known probability density function g;» (/{"). For convenience, losses
in each period are assumed to be normally distributed with a constant coefficient of
variation: p = o/ /u}" in this problem, but this assumption may be relaxed without
loss of generality. The distribution of losses may vary from period to period, i.e. it
is non-stationary. Losses in different time periods are assumed to be independent.
Figure 1 illustrates expected losses on a single auditable unit.

Without loss of generality, we consider the case in which a single audit team has to
be employed to keep losses under control. Auditing is a time-consuming task, and we

Fig. 1 Expected losses; E[/]"]
denotes the expected value of [}
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assume that the team is given a strict deadline for performing an audit. Specifically,
an audit must be completed in 7 time periods (7 > 0). Therefore after T periods
the accrued losses will drop to zero. If a team has already started auditing a unit at
a given period, then no other audit can be initiated during this period for the given
audit team. Figure 2 depicts such a situation in which an audit duration of 2 periods
is assumed. An audit scheduled for unit 1 at the beginning of period 3 rules out any
following audit for unit 2 until period 5.

Note that the timing of audits are fixed once and for all at the beginning of the
planning horizon, and cannot be changed thereafter even if it is suspected that certain
auditable units have accrued unexpected losses. The objective is to find the optimal
audit schedule while respecting the maximum loss level criterion. That is, the invari-
ant audit costs (i.e. fixed audit costs incurred each time an audit is conducted) and
expected total discounted audit losses (i.e. cumulative losses accrued at the end of
each period) are minimized by satisfying a maximum loss level constraint, which in
this problem is defined by specifying a minimum probability « that the losses will not
exceed a predetermined level L (allowed maximum loss) in any given audit period
for any auditable unit.

Example 1 In what follows we will employ a running example to better exemplify
the above concepts. We consider the following simple instance:

M: the total number of audit units, equal to 2

N': the number of periods in the planning horizon, equal to 6

T: the duration of an audit in time periods, equal to 2
a: the fixed cost incurred each time an audit is conducted, equal to 100
h: the loss discount factor measuring the opportunity cost associated to a given

loss level, equal to 1
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L: a threshold indicating the maximum allowed loss level in each period, equal
to 200
a: the probability of not exceeding the loss threshold L, equal to 0.95.

We assume the losses accrued in each period to be normally distributed with
a constant coefficient of variation p = 0.2, where p = o/"/uj*. The expected
value, u}?, for the losses in each period ¢ and for each audit unit m is respec-
tively {50, 30, 50, 30, 50,30} in each period r+ = 1,...,6 for audit unit 1, and
{10, 20, 30, 40, 50, 60} in each period for audit unit 2.

3 Stochastic programming formulation

Stochastic programming (Birge and Louveaux 1997) is a well known modeling tech-
nique that deals with problems where uncertainty comes into play. Problems of
optimization under uncertainty are characterized by the necessity of making de-
cisions without knowing what their full effect will be. Stochastic programming
needs to represent uncertain elements of the problem. Typically random variables
are employed to model this uncertainty to which probability theory (Ventsel 1979;
Jeffreys 1961) can be applied. For this purpose such uncertain elements must have a
known probability distribution. The typical requirement in stochastic programs is to
maintain certain constraints, called chance constraints (Charnes and Cooper 1959),
satisfied at a prescribed level of probability. The objective is typically related to the
minimization/maximization of some expectation on the problem costs.

The stochastic programming model we propose balances the discounted cost of
losses accrued due to lack of audits with the cost of conducting audits. Taking the
discounted cost of losses into account is particularly relevant when the cost of money
must be considered. Consider, for instance, the situation in which some losses are
due to a specific reason in a given period. Then in the following periods this loss
will affect company assets until the originating factor is discovered by an audit and
cleared. Obviously these effects will have a higher impact the longer it takes to clear
such an originating factor. Consider, for instance, the case in which a company’s
tax liabilities are overestimated. The capital tied into tax liabilities could be invested
in a more profitable way if the accounts were not flawed. In this case the discount
factor would reflect the opportunity cost associated with the fact that capitals may be
invested in a more profitable way if an audit were scheduled.

We employ the expected value criterion to minimize the sum of the expected dis-
counted period losses and audit costs over an N period planning horizon. Let us
consider, without loss of generality, an initial loss levels L' set to any non-negative
values for each auditunitm =1, ..., M. Let

L7*: the loss level in audit unit m at the beginning of period ¢.

The objective function below and the following constraints give the optimum au-
dit timing for each audit unit by minimizing E[T C], that is the sum of expected
audit costs and discounted period losses that are expected to accrue in the absence of
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auditing.
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where
M: the total number of audit units
the number of periods in the planning horizon

the amount of cost incurred each time an audit is conducted

TRz

the loss discount factor measuring the opportunity cost associated to
a given loss level

K" a variable that takes the value of 1 if an internal audit (lasting 7' periods)

is started for audit unit m in period ¢, otherwise 0.

The above objective function is subject to several constraints. If (K;" = 1) an internal
audit is conducted at the beginning of period ¢ (i.e. at the end of period # — 1), then
the loss level at the beginning of period ¢ 4+ T should be 0. Yet, if an internal audit
is not conducted, the loss level at the beginning of period ¢t + T will be equal to the
loss level at the beginning of the preceding period plus the loss accrued during the
preceding period. This can be expressed as

LY s >Lp  +1 N —MK", m=1,.... M, t=1,...,.N-T, 2)
where 901 is some very large number. Obviously in the first 7' periods no audit can be
completed, therefore

Ly =Ly +0"y, m=1,.... M, tr=1,...,T. 3)

For convenience we consider []" = L' =0, for {r | t < 1}.

Now consider a plan for audit unit m, which schedules r audits over the N pe-
riod planning horizon with audits conducted at {A”', ..., A"}, where A?’ > A;f’_ 1
A" < N —T. For convenience A’l” =1 — T, because the initial loss level is set to 0;
A =N — T + 1 is defined as the earliest period for which an associated audit

Fig. 3 Chance-constraint on the
maximum loss level. Assuming
losses to be normally
distributed: « is the desired
minimum probability (area
marked in the figure) that the
loss level in any time period will
not exceed a subjectively
determined level, L
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would be completed only after the end of the horizon. The associated audits will take
place at the beginning of periods A}", i =1 to r. In the considered plan there are
clearly no audits scheduled for audit umt m except at periods AT, ..., A. The accu-
mulated loss level L} | carried over from period 7 to period 7 + 1 is the loss to date
since the last completed audit. This can be written as

t
Liy= > I, AP'+T<t<Al'\\+T. i=1,...r 4)
k=A7"+T

As defined above, « is the desired minimum probability that the loss level in any time
period will not exceed a subjectively determined level, L (Fig. 3). In this regard the
chance constraint becomes

Pr{L" +I"<L}>a, t=1+T,...,N. 3)

Using (4), this can be written alternatively as, fort > 1 + T
t
Pr[ > l,’Z‘SL} >a, A'+T<t<A"' | +T, i=1,...,r, (6
k=

which implies

Gm

M
ATHT

iy (L)yza, A'+T<t<Al +T, )
where Gn (x) = ffoo gy (7)dt is the cumulative distribution function of []'. By as-
suming Gl;n (x) to be strictly increasing, thus invertible, (7) can then be rewritten as

L>Gp'

Amyr

B @ ATATSOATAT )

where G, m (oz) is the inverse cumulative distribution function (or a-quantile) of /;".

Since the problem has a finite planmng horizon of N periods, for all the relevant

cases the right-hand side of (8), G m = (&), can be computed or pos-
lA”l+T+lA’”+T+1 +i

sibly read from a table, once the form of gl;n( ) is decided. If the binary variable Pt”"j
is defined as taking a value of 1 if the most recent audit prior to period ¢ was in period
Jj and zero elsewhere for a given audit unit m, then (8) can be written as

J,_..

t
L> Z Gl_'"+l'” et (@) Pl 1)- ®

There can be at most only one most recent audit prior to period ¢. Thus Ptmj must
satisfy

t
S P =1, m=1,.. M t=1,.. N (10)
j=1-T
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Note that losses in the first 7' periods cannot be controlled with respect to the thresh-
old L and the probability «. In fact benefits from the first possible audit appear only
in period T + 1. Therefore we assume, forallm =1,..., M, K {"_T =1 (according
to the fact that initial losses should be equal to 0) and K;’LT =0,i=2,...,T.

The following equation (11) is necessary to identify uniquely the period in
which the most recent audit prior to any period ¢ took place. For each audit unit

m=1,....M

t—T
Pr=K"— SO K, t=1,...N, j=1—T,...i=T.  (i1)
k=j+1

It is not common practice for internal audit teams to conduct multiple audits simul-
taneously. To have a modicum of resemblance to reality, as already stated, here it is
assumed that a team can conduct an internal audit only for one audit unit at a given
time period. In our model we shall consider the following capacity constraint

m
Y K'<C. m=1..M t=1_..N-T, (12)
k=1

which states that the firm can assign at most C audit teams to conduct audits in any
given time period. For simplicity, in what follows we will assume C = 1.

Example 2 For the running example introduced in Sect. 2, in Table 1 we show the
values of G, . = (a¢) for audit unit m = 1, 2. Values in italic are those that
L R

satisfy constraint (9), that is values that stay below the loss threshold L = 200. Un-
derlined values identify audit cycles! in the optimal solution. The optimal audit plan
is also presented graphically in Fig. 4. In this plan, in order to keep accrued losses
under control, one single audit for unit 1 is scheduled at the beginning of period 2,
and this audit terminates at the end of period 3. Similarly, for unit 2 a single audit is
scheduled at period 4 and this audit terminates at the end of period 5. The expected
total cost for this plan is 1090.

Fig. 4 Optimal audit plan for Team busy Unit 1
the numerical example R .

1 < 2 3 4 5 6

Audit periods
Team busy Unit 2
1 2 3 4 5 6
periods Audit

1 An audit cycle is a set of periods {J, ..., t}, j <t, where j is the first period after the completion of an

audit, and no other audit is completed by period ¢.
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Table 1 Values of
Gl () for audit

T A
Joitl !
unit m = 1, 2. Values in italic are J ! 2 3 4 3 6
those that satisfy constraint (9). )
That is, values that stay below Unit 1
the loss threshold L = 200. 1 66.5 99.2 155.3 187.1 241.7 2732
Underlined values identify audit 5 39.9 99.2 131.6 187.1 218.9
cycles in the optimal solution
3 66.5 99.2 155.3 187.1
4 39.9 99.2 131.6
5 66.5 99.2
6 39.9
Unit 2
1 13.3 374 72.3 118.0 174.4 241.4
2 26.6 61.9 107.7 164.2 231.2
3 39.9 86.5 143.3 210.5
4 53.2 111.1 178.9
5 66.5 135.7
6 79.7

We now show in detail how the values in Table 1 are computed. Let Gy
be the standard normal distribution function. This function is strictly increas-
ing, therefore GX,I is uniquely defined.? G;,l (0.95) = 1.645 corresponds to the
0.95-quantile. Therefore, since all the random variables I[*, t = 1,...,N, m =

1,..., M, are independent and normally distributed, G;LI‘H] (0.95)=1.645-0.2-
23T

+/30% + 502 4 302 = 131.6. This value can be found in the first matrix presented in
Table 1 at position (2, 4). It corresponds to a sequence of periods starting in period
2 and ending in period 4, where no audit is completed and where the last audit per-
formed has been completed by the end of period 1 (therefore losses at the beginning
of period 2 are null). Since 131.6 < 200 it follows that this set of periods constitutes
a feasible audit cycle.

4 Solution methods

In this section we present two alternative certainty equivalent (Birge and Louveaux
1997) models for the stochastic programming model presented in the former section:
a Mixed Integer Linear Programming model and a Constraint Programming model.

4.1 A certainty equivalent MILP model

In Linear Programming (Dantzig 1963; Chvtal 1983; Schrijver 1986) a model, called
a “program”, consists of continuous variables and linear constraints (inequalities or

2Tables are available for obtaining values of the inverse normal cumulative distribution function (also
known as a-quantile, Ventsel 1979).
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equalities), and the aim is to optimize(minimize or maximize) a linear cost func-
tion. In matrix notation the standard form of a linear program is min{cTx | Ax = b,
x >0}, where c e R", b € R", A € R™*", Here c represents the cost vector and x
is the vector of variables. Linear programs are usually solved by the simplex method
(Dantzig 1951) which is very fast in practice, though it has exponential worst-case
time complexity. A Mixed Integer Linear Program (MILP) is a Linear Program (LP)
plus integrality requirements on some decision variables. Discrete variables in MILP
are often 0—1 variables representing yes/no, on/off or true/false choices. Logical con-
ditions between O—1 variables such as Vv (or), A (and), — (not), = (if ... then), and <
(if and only if) can be imposed using appropriate linear constraints (Williams 1994).
Solution methods for MILP typically employ tree search in which internal nodes cor-
respond to partial solutions, branches are choices partitioning the search space, and
leaf nodes are solutions. Branching is intertwined with a relaxation to eliminate the
exploration of nodes for which the relaxation is either infeasible or worse than the
best solution found so far. Each node represents a partial assignment of the discrete
variables, and at each node a relaxation is formed by turning the integrality require-
ments into bounds, thus transforming the subproblem into an LP. This LP is solved,
and if the solution is not suboptimal then descendant nodes are formed by branch-
ing on the fractional relaxation value of a discrete variable. The historical popularity
of MILP derives from Dantzig’s discovery that the vocabulary of LP is surprisingly
versatile in many applications. MILP-based methods have been developed over the
last four decades by the Operations Research community (Nemhauser and Wolsey
1988).

The mathematical programming model of the previous section, as presented, is a
stochastic nonlinear combinatorial optimization model, which is extremely complex
to solve. In this section we adopt the static-dynamic uncertainty strategy, proposed
by Bookbinder and Tan (1988) to solve their stochastic inventory lot-sizing prob-
lem, and apply it to the mathematical programming model of Sect. 3. The model can
be expressed as minimizing the objective function given in (1) subject to the con-
straints (2—4), (9—12), and non-negativity and 0/1 integrality conditions for L}*, K"
and Pi”"j.

In our internal audit scheduling problem the analysis is completed at the beginning
of the planning horizon by taking expectations (see Bookbinder and Tan 1988). Hence
the deterministic equivalent model for the original chance-constrained stochastic pro-
gramming model is obtained. The resultant model is in the form of a mixed-integer
program, given below, in which the expected value operator is denoted by E[.].

M N N
min Y (ZaK;" +Y hEIL] + 1;"]> (13)
m=1 \r=1 t=1

subject to, form=1,..., M, (14)
E[L}'] =0, (15)
E[L;”H]zE[L;"]—i—E[l;"], t=1,...,T, (16)

E[L" ;1> E[L" A+ E[" | 71 —MK", 1=1,...,.N-T, (17
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M min(t+T—1,N)

Z Z Kk<1, t=1,...,N, (18)
k=1

t
L Z lm_,’_lm + —Hm(a) tn] T> t=17---aNa (19)
t
> PM=1 t=1-T.....N, (20)
j=1
Puij=Kl'— > K", j=1-T,...,1-T, 1)
k=j+1
KM, =1, (22)
K", =0, t=2,...,T, (23)
E[L]] =0, (24)
K" P 0.1}, t=1,...,N, j=1-T, ..., (25)

This model thus determines the optimal audit schedule by balancing the fixed audit
costs and discounted expected period losses that accrue in the absence of auditing.
The problem is to determine the values of the 0/1 integer variables, K;" for m =
,....M,t=1,. NandP’" fort=1,...,N, j=1-—T,...,t, and the non-
negatlve continuous varlable E[L’"] for r = 1 , N, that minimize the objective
function. The times of the audit reviews in each audit unit m are given by the values
of ¢ such that K;* = 1. Constraint (15) states that the initial losses are equal to 0.
Constraint (16) lets expected losses accumulate in the first 7' periods for each audit
unit, since no audit can be terminated before period T + 1. Constraint (17) states that
if an audit is planned in period ¢, then expected losses must drop to zero in period
t + T, as soon as the audit terminates, while if no audit is planned in period ¢, then
expected losses in period ¢ + T must be equal to the expected losses accumulate till
the beginning of the previous period (r + T — 1) plus the expected losses accrued in
such a period. Constraint (18) prevents multiple audits in any given period. If an audit
team starts an audit in period ¢ on a given unit, this means that no other audit can be
performed on any unit before period ¢ 4+ 7T'. Constraints (19-21) implement (8) and
therefore they identify feasible audit schedules, that is those for which losses never
exceed the given threshold L more than « percent of the times.

Example 3 By employing the mathematical programming model presented in this
section we can solve the running example originally presented in Sect. 2. The optimal
plan, which we already described in Sect. 3, is shown in Fig. 5. In this picture, we
also show the expected losses accumulated in each period and computed by the MILP
model. The plan schedules one single audit for unit 1 at period 2, and for unit 2 at
period 4. The expected total cost for this plan is 1090. Note that for each audit, losses
drop to 0 only after 7 = 2 periods, which is in fact the time required to perform an
audit. It is also clear from the plan shown that the audit team cannot perform multiple
audits at any given time period.
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Fig. 5 Optimal audit plan for Unit 1
the numerical example 140
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4.2 A certainty equivalent CP model

A Constraint Satisfaction Problem (CSP) (Apt 2003; Brailsford et al. 1999; Lustig
and Puget 2001) is a triple (V, C, D) where V is a set of decision variables, D is a
function mapping each element of V to a domain of potential values, and C is a set
of constraints stating allowed combinations of values for subsets of variables in V.
A solution to a CSP is simply a set of values of the variables such that the values are
in the domains of the variables and all the constraints are satisfied. We may also be
interested in finding a feasible solution that minimizes or maximizes the value of a
given objective function over a subset of the variables.

We now recall some key concepts in Constraint Programming (CP): constraint
filtering algorithm, constraint propagation and arc-consistency (Regin 2003). A fil-
tering algorithm is typically associated with a constraint, and removes values from
the domains of its variables that cannot belong to any solution of the CSP. These al-
gorithms are repeatedly called until no new deduction can be made, a process called
propagation. In conjunction with this process CP uses a search procedure (typically
a backtracking algorithm) in which filtering is systematically applied whenever the
domain of a variable is modified. One of the most interesting properties of a filter-
ing algorithm is arc-consistency: we say that a filtering algorithm associated with a
constraint establishes arc-consistency if it removes all the values from the domains
of the variables involved in the constraint that are not consistent with the constraint.
Studies on arc-consistency are often limited to binary constraints, but modeling prob-
lems by means of binary constraints has drawbacks: they are not very expressive,
and their domain reduction is typically weak. To overcome both these drawbacks,
constraints that capture a relation among a non-fixed number of variables were intro-
duced. These constraints are not only more expressive than the equivalent aggregation
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of simple constraints, but they can be associated with more powerful filtering algo-
rithms that take into account the simultaneous presence of several simple constraints
to further reduce the domains of the variables. These more powerful constraints are
called global constraints. One of the best-known examples is the al1ldiff con-
straint (Regin 1994), both because of its expressiveness and its efficiency in estab-
lishing arc-consistency. A comprehensive and up-to-date survey of the state of knowl-
edge regarding CP is Apt (2003), while a general account of the CP—-MP relationship
is given by Brailsford et al. (1999) and Lustig and Puget (2001).

In this section we propose a CP reformulation for the mathematical programming
model in Sect. 4.1. This reformulation follows the approach originally proposed in
Tarim and Smith (2008), it exploits non-binary (global) constraints and other features
of CP. The CP model, similarly to the mathematical programming one, can be ex-
pressed as minimizing the objective function given in (1). But, as we shall see, in
the CP model constraints (2—4) and (9—12) are now reformulated and expressed in a
more compact and readable way. Furthermore, as we will see, the number of decision
variables employed is dramatically reduced as we do not employ anymore the binary
decision variables P’"I The number of constraints is also significantly reduced. The
CP model is as follows.

M N N
Z(Zal(,m +> hE[LY +1;"]> (26)
m=1 \t=1 t=1

subject to, form=1,..., M, 27
E[L]']=0, (28)
E[Lt+]]>E[L’”]+E[l;"], t=1,...,T, (29)

K"=1—E[L]' 7]1=0, t=1,...,N—T, (30)

K'"=0— E[L" 1=E[L" |, J+EI" 7], t=1,...,.N—T, (31

M min(t+T—1,N)

> Z Kf<1, t=1,...,N, (32)
k=1

dD[m,t—I—T,max(l, max (]+T) K’")] 0, t=1-7,....N—T,
j=1

where
@[m,t,‘]]—L Glml+1m + +lm(a) t=1,...,N,j=1,...,N.

The objective function, as in the mathematical programming model, balances the
fixed audit costs and discounted expected period losses that accrue in the absence of
auditing. Constraint (28) states that the initial losses are equal to 0. Constraint (29)
lets losses accumulate in the first 7' periods for each audit unit, since no audit can be
terminated before period T + 1. Constraint (30) states that if an audit is planned in
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period ¢, then losses must drop to zero in period ¢ + T, as soon as the audit terminates.
Conversely, constraint (31) states that if no audit is planned in period ¢, then losses in
period ¢ + T must be equal to the losses accumulated till the beginning of the previ-
ous period (¢ + T — 1) plus the losses accrued in such a period. These two non-linear
constraints are equivalent to constraint (17) in the mathematical programming for-
mulation. Constraint (32), similarly to constraint (18), prevents multiple audits in any
given period. If an audit team starts an audit in period 7 on a given unit, this means that
no other audit can be performed on any unit before period # + 7. Constraint (33) iden-
tifies feasible audit schedules, that is those for which losses never exceed the given
threshold L more than « percent of the time. This constraint replaces the set of con-
straints (19-21). The model given in (26-33) can be directly implemented using the
OPL optimization programming language (Van Hentenryck 1999). It should be noted
that, in OPL, constraint (33) is implemented using the element(/, A, J) constraint
(Van Hentenryck and Carillon 1988). The element constraint holds iff A[I]=J,
where I and J are decision variables, and A is an array of decision variables.

5 Experiments

In this section, we compare the computational performance of the MILP formulation,
presented in Sect. 4.1, versus the CP equivalent formulation, presented in Sect. 4.2,
on a number of test problems.

Computational tests are performed on a 1.5 GHz, 2 GB RAM, Centrino machine
using ILOG Cplex 9.0 (TIlog 2007a) in OPL Studio 3.7 (Ilog 2007b). The packages
are used with their default settings.

In the MILP model, the 91 in constraint (17) must have a numerical value. It is well
known that the computational performance of the MILP model can be improved by
choosing 91 as small as possible, without ruling out any possible solution. It is also
clear that in different time periods, the corresponding 9t may have been assigned
different numerical values. One way of generating such 91 is by observing that, by
assuming a reasonably high service level (that is o > 0.5) the loss level will never
exceed L. Hence, MM = L.

It should be also noted that, while the integer program is treated in its matrix
form, and different heuristics are used to choose the variable to branch on based on
the solution of the LP relaxation that is solved at each node, in a CP approach the
user specifies the branching strategy in terms of the formulation of the problem. The
following search strategy is employed in solving the CP model proposed: K;" =0
and 1 are tried in order, forall m € {1, ..., M}, forallr € {1, ..., N}.

5.1 Experimental settings

The design of the test problems is as follows. We consider the following inputs:

M the total number of audit units, equal to 5
N': the number of periods in the planning horizon, taking values in {20, 30, 40}

T: the duration of an audit in time periods, taking values in {1, ..., 6}
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a: the amount of cost incurred each time an audit is conducted, taking values in
{500, 750, 1000}
h: the loss discount factor measuring the opportunity cost associated to a given

loss level, equal to 1

~

: a threshold indicating the maximum allowed loss level in each period, taking
values in {1500, 2500, 3500}
a: the probability of not exceeding the loss threshold L, equal to 0.95.

We assume the losses accrued in each period to be normally distributed with a
constant coefficient of variation p € {0.15, 0.3}, where p = o/ /u}". The expected
value u}* for the losses in each period ¢ and for each audit unit m is shown in Fig. 6.

The total number of test problems generated is 108. We further partition our set of
problem instances into two classes as follows:

— The instances where the audit time is 1, i.e., T = 1 (18 instances).
— The instances where the audit time is greater than 1, i.e., T € {2,...,6} (90 in-
stances).

We now analyze each set separately.
5.1.1 Instances for which T =1

For each test problem the solution time (in seconds), for both the MILP and the CP
approach, is given in Table 2. In this table italic figures highlight the approach that
produced the best run time. In Table 3 instead we reported for the MILP approach and
for the CP approach, respectively, the simplex iterations performed and the nodes ex-
plored. In this first set of 18 instances, where T = 1, the MILP approach always
dominates the CP approach in terms of run time. Nevertheless the discrepancy be-
tween the two approaches reaches only one order of magnitude in the worst case. In
the average case MILP is faster than CP by a factor of 7.7.

5.1.2 Instances for which T > 1

For each test problem the solution time (in seconds), for both the MILP and the CP
approach, is given in Table 4. In this table, again italic figures highlight the approach
that produced the best run time, while those instances for which the figures are un-
derlined are infeasible. In Table 5 we reported for the MILP approach and for the CP
approach, respectively, the simplex iterations performed and the nodes explored.

In contrast to what we observed in the first set of 18 instances, where 7' =1, in
this second set of 90 instances, where T > 1, the CP approach always dominates the
MILP approach in terms of run time. When 7' > 1 the MILP approach does not scale
particularly well with respect to N, L and p. Instances with a large N, T, L and
p require, in fact, up to more than 30000 seconds to be solved. For these instances
CP is able to quickly prove optimality or efficiently detect infeasibility. In contrast,
CPLEX requires several simplex iterations and a long time to prove infeasibility. The
discrepancy between the two approaches for infeasible problems reaches a factor of
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Table 2 Computational times (in sec) for the MILP approach (MILP) and for the CP approach (CP). Italic
figures in the table highlight the approach that produced the best run time

L 1500 2500 3500 T N
500 750 1000 500 750 1000 500 750 1000

p=0.15

MILP 1.1 0.98 0.7 14 1.5 0.56 0.72 14 0.59 1 10
CP 6.2 7.6 8.2 6.7 8.1 8.2 7.2 9.2 8.8 1 10
p=03

MILP 1.1 0.96 0.63 1.3 1.1 0.57 1.2 1.0 0.59 1 10
CP 5.9 6.8 7.5 6.5 7.5 7.8 6.5 7.7 8.05 1 10

Table 3 Simplex iterations performed by the MILP approach (MILP-SI) and nodes explored by the CP
approach (CP-Nod). Italic figures in the table highlight the approach that produced the best run time

L 1500 2500 3500 T N
500 750 1000 500 750 1000 500 750 1000

p=0.15

MILP-SI 14122 13383 8071 15868 13483 6666 15350 13854 7083 1 10
CP-Nod 83480 103442 108266 83480 103442 108266 83480 103372 108266 1 10
p=03

MILP-SI 16084 13460 8381 16937 13649 6683 15357 13854 7083 1 10
CP-Nod 1 83480 103442 108266 83480 103442 108266 83480 103442 108266 1 10

3900, that is three orders of magnitude. Although MILP performs better at proving
optimality, its performances are still far from those achieved by the CP approach. In
fact the discrepancy between the two approaches with respect to feasible problems
reaches a factor of 88: almost two orders of magnitude.

5.2 Discussion of results

The results presented indicate that the CP approach is in general more tractable than
the mathematical programming one for this class of scheduling problems. The av-
erage solution time over all the instances considered is 950 seconds for the MILP
approach and 24 seconds for the CP approach. This shows that, on average, CP is
about one order of magnitude faster than MILP for the test bed analyzed. A compar-
ison of solution times for the test problems reveals that, as the value of T increases
(Fig. 7), CP is orders of magnitude faster than MILP, irrespectively of N, L and p.
It should be noted that CP, as a consequence of constraint propagation, is extremely
good at proving infeasibility, while this is the class of problems for which MILP re-
quires significant computational efforts. CP also shows a more stable behavior and
scalable performances as T, N, L and p increase. MILP performs poorly for the
largest instances considered both in proving optimality and detecting infeasibility.

@ Springer



J Comb Optim

Table 4 Computational times (in sec) for the MILP approach (MILP) and for the CP approach (CP).
Italic figures in the table highlight the approach that produced the best run time. Underlined figures are
infeasible instances. +30000 means that the search has been stopped before infeasibility could be proved,
after 30000 sec (8,3 hour)

L 1500 2500 3500 T N
a 500 750 1000 500 750 1000 500 750 1000

p=0.15

MILP 150 120 98 240 240 200 310 420 310 2 20
CP 9.4 9.6 9.6 92 110 130 110 120 170 2 20
MILP 22 17 41 37 25 26 36 30 48 3 20
CP 012 011 010 7.6 7.3 7.4 6.4 6.8 76 3 20
MILP 20 110 80 500 320 400 610 540 610 4 30
CP 0.07 007 0.07 8.3 7.9 8.4 100 100 100 4 30
MILP 0 0 0 700 1500 810 250 140 420 5 30
CP 0.06 0.07 0.06 1.0 1.0 1.0 20 20 21 5 30
MILP 0 0 0 2300 1500 1900 660 1200 1500 6 40
CP 011 011 010 045 039 041 17 20 17 6 40
p=03

MILP 70 100 87 190 420 200 340 400 260 2 20
CP 43 412 4.3 87 120 130 100 140 130 2 20
MILP 17 12 36 22 31 26 36 34 33 3 20
CP 0.08 0.08 0.08 6.2 7.2 6.9 6.5 6.8 74 3 20
MILP 39 20 23 160 370 550 550 580 620 4 30
CP 0.06 006 0.06 5.0 4.9 52 110 110 120 4 30
MILP 0 0 0 400 310 320 300 130 440 5 30
CP 007 007 007 077 077 077 20 20 20 5 30
MILP 0 0 0 1600 1500 700 20000 24000 430000 6 40
CP 0.1 0.1 01 035 039 047 7.7 7.7 77 6 40

The performance of CP-based and MILP-based approaches for solving a number
of combinatorial optimization problems has been the scope of many recent studies
(e.g., the modified generalized assignment problem, Darby-Dowman et al. 1997; the
template design problem, Proll and Smith 1998; the progressive party problem, Smith
et al. 1995). There has been effort to characterise the properties of different problems
by their effect on the performance of CP and MILP approaches (Darby-Dowman
et al. 1997; Jain and Grossmann 2001). The key result of that work is that MILP is
very efficient when the relaxation is tight and the models have a structure that can be
effectively exploited, while CP seems to work better for highly constrained discrete
optimization problems in which the expressiveness of MILP is a major limitation.
Our results confirm that the best model of choice depends on the characteristics of the
instances rather than of the structure exposed at the problem level. Our experiments
suggest that when the audit time is small the relaxation is tight, hence MILP performs
well; when the audit time gets longer the problem becomes more constrained, and CP
seems to scale up much better than MILP.
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Table 5 Simplex iterations performed by the MILP approach (MILP-SI) and Nodes explored by the CP
approach (CP-Nod). Italic figures in the table highlight the approach that produced the best run time.
Underlined figures are infeasible instances. 459652116 means that the search has been stopped before
infeasibility could be proved, after 30000 sec (8,3 hour)

L 1500 2500 3500 TN
500 750 1000 500 750 1000 500 750 1000

0 =0.15

MILP-SI 737530 534238 444055 1115993 1102108 952999 1548908 2182999 1346656 2 20
CP-Nod 70246 75317 80386 636450 764147 911016 636450 764147 911134 2 20
MILP-SI 115666 107912 227602 191912 133002 137485 179505 150434 204205 3 20
CP-Nod 511 511 511 48025 51003 54077 48025 51003 54077 3 20
MILP-SI 23915 176870 122716 1745261 1056964 1285394 1842453 1580697 1565614 4 30
CP-Nod 90 90 90 56456 56526 56620 517734 538358 559576 4 30

MILP-SI p- p- p- 1889563 4362836 2365598 889056 484259 1493608 5 30
CP-Nod 26 26 26 6017 6017 6017 104956 107308 109671 5 30
MILP-SI p- p- p- 3068784 2184342 2979721 1440912 2280890 3245663 6 40
CP-Nod 17 17 17 1358 1358 1358 94461 94465 94467 6 40
p=03

MILP-SI 358921 455248 425701 902365 1946679 965218 1477861 2142193 1347372 2 20
CP-Nod 38004 39394 40679 636450 764147 911134 636450 764147 9111342 20
MILP-ST 105962 80243 210615 117851 174027 129448 181685 165411 177510 3 20
CP-Nod 511 511 511 48025 51003 54077 48025 51003 54077 3 20
MILP-SI 62566 29487 30184 492571 1145508 1771707 1470525 1691075 1694070 4 30
CP-Nod 9 90 90 33660 33622 33622 511950 532192 553003 4 30
MILP-SI p. p. 1317658 951745 1052849 1226532 444214 1482423 5 30
CP-Nod 26 2 26 4885 4885 4885 97399 99383 1013325 30
MILP-SI p. p. p. 2267185 2616084 884031 34210413 46569011 +59652116 6 40

CP-Nod 17 17 17 1198 1198 1198 35354 35354 35354 6 40
CP vs MIP performance
10000
1000 /
g . "
1
@ 100 /-\\-/ MIP)
£ —-—
= /\ /\ —a—CP
§ = "  ——
E /
o
n 1
1 2 3 4 5 6
0,1

Fig. 7 Comparison of the average solution time for the CP approach and for the MILP approach as a
function of the audit time T
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6 Conclusions

This paper addresses the stochastic combinatorial optimization problem of schedul-
ing internal audit activities. In Tarim et al. (2008) a related problem has been tackled
by means of a similar MILP approach, but the authors assume that audit activities
are instantaneous (conducting an audit does not take any time). Our work is more
general and more realistic since we consider non-instantaneous audit activities, and
we schedule the audit team in such a way as to prevent concurrent auditing.

We proposed a stochastic programming formulation and we developed two alter-
native certainty equivalent approaches to solve this model: an MILP model and a CP
model. Our computational experience shows that MILP proved to be effective when
the time required to perform an audit is short (7 < 1). In contrast, our CP approach
proved to be very effective when the audit time 7 is greater than one period. The CP
approach proved extremely effective both in proving optimality and detecting infea-
sibility for most of the instances considered. For instances where the audit time T
is greater than one, the CP approach proves optimality or detect infeasibility in a
time that is typically orders-of-magnitude less than the one required by the MILP
approach. Nevertheless the performance of the CP approach when the audit time is
short still remains acceptable and close to that achieved by the MILP approach.

Finally, we believe that introducing additional complexity in the model may con-
stitute an interesting direction for future research. For instance, heterogeneous audit
teams may be considered, which may take different times to perform audits; alterna-
tively, random audit durations—rather than a fixed and deterministic duration 7—
may be incorporated in the stochastic programming model.

Open Access This article is distributed under the terms of the Creative Commons Attribution Noncom-
mercial License which permits any noncommercial use, distribution, and reproduction in any medium,
provided the original author(s) and source are credited.

Appendix

In this Appendix a complete list of the notation adopted in the paper is given.

N: (constant) number of time periods in the planning horizon

i,j,t: (index) a time period

M: (constant) number of audit units

m: (index) an audit unit

I (random variable) a normally distributed random variable repre-

senting losses that accrue in audit unit m during period ¢

g ({"):  (function) probability density function of ;"

E[.]: (function) expected value operator
wit (constant) expected value of /;", sometimes expressed as E[/]" ]
ol (constant) standard deviation of /}"

0: (constant) coefficient of variation of [}", p = o/" /"

@ Springer
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T: (constant) number of time periods required by the audit team to
complete an audit

a: (constant) the fixed cost incurred each time an audit is conducted

(constant) the loss discount factor measuring the opportunity cost
associated with a given loss level

L: (constant) a threshold indicating the maximum allowed loss level
in each period

o: (constant) the probability of not exceeding the loss threshold L

L (decision variable) the loss level in audit unit m at the beginning of
period ¢

E[TC]: (objective function) the sum of expected audit costs and discounted
period losses that are expected to accrue in the absence of auditing

K (decision variable) a variable that takes the value of 1 if an inter-
nal audit (lasting T periods) is started for audit unit m in period ¢,
otherwise 0

N (constant) some very large number

Al (index) time period in which the rth audit is performed on unit m

Gy (x): (func.tion) Gpn(x) = ffoo g (7)dt is the cumulative distribution
function of ;"

Gl_’”l (): (function) the inverse cumulative distribution function (or «-

' quantile) of [}

Gn(): (function) the standard normal distribution function

G ;1 (.): (function) the inverse of Gy (.)

Ptf”j: (decision variable) a binary variable that takes a value of 1 if the
most recent audit prior to period ¢ was in period j and zero else-
where for a given audit unit m

C: (constant) maximum number of audit teams that the firm can assign

to conduct audits in any given time period

®[m,¢t, j]: (constant table) a 3-dimensional table whose elements are defined

.- 1 _ -
asCIJ[m,t,j]_L—Gl.,;z_i_l;_nﬂ_‘_“__‘_l;n(ot),t_ I,...,.N,j=1,...,N
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ARTICLE INFO ABSTRACT

In this work we propose an efficient dynamic programming approach for computing replenishment
cycle policy parameters under non-stationary stochastic demand and service level constraints. The
replenishment cycle policy is a popular inventory control policy typically employed for dampening
planning instability. The approach proposed in this work achieves a significant computational efficiency
and it can solve any relevant size instance in trivial time. Our method exploits the well known concept
of state space relaxation. A filtering procedure and an augmenting procedure for the state space graph
are proposed. Starting from a relaxed state space graph our method tries to remove provably
suboptimal arcs and states (filtering) and then it tries to efficiently build up (augmenting) a reduced
state space graph representing the original problem. Our experimental results show that the filtering
procedure and the augmenting procedure often generate a small filtered state space graph, which can
be easily processed using dynamic programming in order to produce a solution for the original problem.

Keywords:

Inventory control

Non-stationary stochastic demand
Replenishment cycle policy
Dynamic programming

State space relaxation

State space filtering

State space augmentation
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1. Introduction

Inventory theory provides methods for managing and controlling
inventories under different constraints and environments. An inter-
esting class of production/inventory control problems is the one that
considers the single-location, single-product case under non-station-
ary stochastic demand and service level constraints. Such a problem
has been widely studied because of its key role in practice.

Different inventory control policies can be adopted for the
above mentioned problem. For a discussion of inventory control
policies, see Silver et al. (1998). One of the possible policies that can
be adopted is the replenishment cycle policy, (RS). A detailed
discussion on the characteristics of (R,S) can be found in de Kok
(1991). In this policy an order is placed every R periods to raise the
inventory level to the order-up-to-level S. This provides an effective
means of dampening planning instability (deviations in planned
orders, also known as nervousness (de Kok and Inderfurth, 1997;
Heisig, 2002) and coping with demand uncertainty. As pointed out
by Silver et al. (1998, pp. 236-237), (R,S) is particularly appealing
when items are ordered from the same supplier or require resource
sharing. In these cases all items in a coordinated group can be given

* Corresponding author. Tel.: +31317482321; fax: +31317 485646.
E-mail addresses: roberto.rossi@wur.nl, robros@gmail.com (R. Rossi),
armtar@yahoo.com (S.A. Tarim), brahim.hnich@ieu.edu.tr (B. Hnich),
s.prestwich@4c.ucc.ie (S. Prestwich).

0925-5273/$ - see front matter © 2010 Published by Elsevier B.V.
doi:10.1016/j.ijpe.2010.04.017

the same replenishment period. Periodic review also allows a
reasonable prediction of the level of the workload on the staff
involved, and is particularly suitable for advanced planning
environments and risk management (Tang, 2006).

Under the non-stationary demand assumption the replenish-
ment cycle policy takes the form (R"S") where R" denotes the
length of the nth replenishment cycle and S" the respective order-
up-to-level. In this policy, the actual order quantity for replen-
ishment cycle n is determined after the demand in previous
periods has been observed. The order quantity is computed as the
amount of stock required to raise the closing inventory level of
replenishment cycle n—1 up to level S". In order to provide a
solution for our problem under the (R".S") policy we must
populate both the sets {R*In=1,...,M} and {S"|n={1,...,M},
where M denotes the number of replenishment cycles scheduled
over a finite planning horizon of N periods.

The problem of populating these sets has been solved to
optimality only recently, due to the complexity involved in the
modeling of uncertainty and of the policy-of-response. As Silver
points out, computing replenishment cycle policy parameters
under non-stationary stochastic demand is a computationally
hard task (Silver, 1978). Early works in this area adopted heuristic
strategies such as those proposed by Silver (1978), Askin (1981),
and Bookbinder and Tan (1988). Under some mild assumptions,
the first complete solution method for this problem was
introduced by Tarim and Kingsman (2004), who proposed a

Please cite this article as: Rossi, R., et al., A state space augmentation algorithm for the replenishment cycle inventory policy.
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deterministic equivalent mixed integer programming (MIP)
formulation for computing (R".S") policy parameters. Tempelme-
ier (2007) extended Tarim and Kingsman’s MIP formulation in
order to consider different service level measures, such as the “fill
rate”. Nevertheless, empirical results showed that Tarim and
Kingsman’s model is unable to solve large instances. Tarim and
Smith (2008) therefore introduced a more compact and efficient
constraint programming formulation of the same problem that
showed a significant computational improvement over the MIP
formulation. The constraint programming formulation has been
further enhanced by means of dedicated cost-based filtering
algorithms developed by Tarim et al. (2009). A stochastic
constraint programming (Tarim et al, 2006) approach for
computing optimal (R",S™) policy parameters is proposed in Rossi
et al. (2008). In this work the authors drop the mild assumptions
originally introduced by Tarim and Kingsman and compute
optimal (R",S") policy parameters. Of course, there is a price to
pay for dropping Tarim and Kingsman’s assumptions, in fact this
latter approach is less efficient than the one in Tarim and Smith
(2008). Finally, Pujawan and Silver (2008) recently proposed a
novel and effective heuristic approach.

In this paper, we build on Tarim and Kingsman’s modeling
assumptions and we develop a state-of-the-art algorithm for
computing optimal (R"S") policy parameters. Two existing
techniques—dynamic programming and state space relaxatio-
n—are combined in order to obtain an effective approach for
computing (R", ") policy parameters. Dynamic programming (DP)
is an optimization procedure that solves optimization problems
by decomposing them into a nested family of subproblems. DP is
based on the principle of optimality (Bellman, 1957; Dreyfus and
Law, 1989) and it has been applied to solve a wide variety of
combinatorial optimization problems, as well as optimal control
problems. State space relaxation (SSR) considers the DP formula-
tion of a combinatorial optimization problem, and modifies this
formulation to obtain a different—and possibly more com-
pact—DP formulation whose optimal solution is a lower bound
for the original problem. Christofides et al. (1981) proposed that
SSR has been successfully applied to constrained variants of
routing problems (see, e.g. Mingozzi et al.,, 1997; Focacci and
Milano, 2001). Roughly speaking, SSR maps the original state
space graph to a new state space graph having a smaller number
of vertices, and whose shortest path represents a lower bound for
the cost of the shortest path in the original state space graph.

In this work, we enhance these known approaches with a novel
strategy: we introduce a filtering procedure for the state space
graph and an augmenting procedure that is able to build a reduced
state space graph for the original problem starting from a filtered
state space graph for the relaxed problem. The concept of state
space augmentation (Boland et al., 2006) is known in the
operations research literature. A dual approach to state space
augmentation also exists and is known as decremental SSR (Righini
and Salani, 2008). Nevertheless, the idea of filtering a relaxed state
space graph is, to the best of our knowledge, a novel contribution.
Our experimental results prove the effectiveness of such an
approach for computing optimal (R", S") policy parameters.

The paper is structured as follows. In Section 2 we introduce the
problem definition and the modeling assumptions adopted in this
work. In Section 3 we describe a DP reformulation for Tarim and
Kingsman’s model. An SSR for this reformulation is presented in
Section 4. A procedure for filtering the relaxed state space graph is
presented in Section 5. An augmenting procedure for the relaxed
state space graph is described in Section 6. An example that
demonstrates the algorithm proposed is given in Section 7. Our
computational experience and a comparison with the state-of-the-
art approaches for computing replenishment cycle policy para-
meters are discussed in Section 8. In Section 9 we draw conclusions.

2. Problem definition and modeling assumptions

The single-location, single-product production/inventory con-
trol problem under non-stationary stochastic demand and service
level constraints are formulated in this paper by using the
following inputs and assumptions.

We consider a planning horizon of N periods and a demand d; for
each period t € {1, ...,N}, which is a non-negative random variable
with known probability density function and expected value d;. We
assume that the demand occurs instantaneously at the beginning of
each time period. The demand is non-stationary, that is it can vary
from period to period, demands in different periods are assumed to
be independent. Demands occurring when the system is out of stock
are assumed to be back-ordered and satisfied as soon as the next
replenishment order arrives. The sell-back of excess stock is not
allowed, if the actual stock exceeds the order-up-to-level for a given
review, this excess stock is carried forward and it is not returned to
the supply source. However, as in Bookbinder and Tan (1988), Tarim
and Kingsman (2004), Tarim and Smith (2008), and Tempelmeier
(2007) such occurrences are regarded as rare events and accordingly
the cost of carrying this excess stock and its effect on the service
levels of subsequent periods are ignored.

A fixed delivery cost a is incurred for each order. A linear
holding cost h is incurred for each unit of product carried in stock
from one period to the next. Our aim is to find a replenishment
plan that minimizes the expected total cost, which is composed of
ordering costs and holding costs, over the N-period planning
horizon, satisfying the service level constraints. As a service level
constraint we require that, with a probability of at least a given
value o, at the end of each period the net inventory will be non-
negative. As pointed out in Tempelmeier (2007), since period
demands are random, the net inventory may become negative.
However, the number of stock-outs is restricted by the service level
constraints enforced. While computing holding costs, we will
assume, as in Bookbinder and Tan (1988), Tarim and Kingsman
(2004), Tarim and Smith (2008), and Tempelmeier (2007), that the
service level is set large enough to ensure that the net inventory
will be a good approximation of the inventory on hand.

3. A DP formulation for the deterministic equivalent problem

We hereby introduce a deterministic equivalent DP formula-
tion for computing optimal (R",S") policy parameters.

Definition. A replenishment cycle, T(ij), is the time span between
two consecutive orders/productions occurring in periods i and
jtl,j=i.

Definition. The cycle buffer stock, b(i,j), denotes the minimum

expected buffer stock level required to satisfy the required non-
stock-out probability during T(i;).

We define b(ij), i=1,...,N, j=i,...,N, as

j
b)) =Gglayy+ra @)=Y di 1)
k=i

where Gy g, +..+q IS the cumulative probability distribution
function of dj+dj+1+---+d;. It is assumed that G is strictly
increasing, hence G~' is uniquely defined. It should be noted
that it is possible to consider different service level measures—for
instance the “fill rate”—simply by introducing a different
definition for the cycle buffer stock (see also Tempelmeier, 2007).

Since N is the number of periods in our planning horizon, this
will also be the number of steps in the system. A state s at step k
represents a possible expected closing-inventory-level, I, at the
end of period k. The decision x, to be taken at step k is to place an

Please cite this article as: Rossi, R., et al., A state space augmentation algorithm for the replenishment cycle inventory policy.
International Journal of Production Economics (2010), doi:10.1016/j.ijpe.2010.04.017

67

69

71

73

75

77

79

81

83

85

87

89

91

93

95

97

99

101

103

105

107

109

111

112

113

114

115

116

117

118

119

120


dx.doi.org/10.1016/j.ijpe.2010.04.017
Original Text:
Constraint Programming 

Original Text:
State Space Graph 

Original Text:
Operations Research 

Original Text:
State Space Graph 


11

13

15

17

19

21

23

25

27

29

31

33

35

37

39

41

43

45

47

49

51

53

55

57

59

61

63

65

PROECO 4398

XML-IS

/ Int. J. Production Economics 1 (1im) mna—am 3

order in such a period or not; if an order is placed, x; also indicates
how many subsequent periods this order should cover.

Let Xi(sk_1) denote the set of possible feasible decisions x; at
period k, when the expected closing inventory level at period k—1
is sk _1. This set may comprise: the decision of not placing an order
(x,=0), the decision of covering one period with the order placed
(xx=k), the decision of covering two periods with the order placed
(xx=k+1),..., and the decision of covering N—k+1 periods with the
order placed (x,=N). In other words, if x,=0, no order is placed in
period k; if k <x, <N, x, schedules a replenishment cycle T(kxy).
However, one should note that the decision x,=0 is only allowed if

b(v,k) <s_4 —Elk,

where v=max{t|1 <t < k,x; > 0}. Intuitively, we can decide not to
place an order at the beginning of period k if and only if we have
sufficient stocks to guarantee the required service level at least for
this period.

Given a pair {si,X; > the cost function pi(siX) is clearly given
by the sum of the fixed ordering cost a, which is charged if x;
states that an order should be placed, and of the inventory holding
cost at the end of the period, which is equal to the expected
closing-inventory-level s, multiplied by the per-unit holding cost
h. A per-unit purchase/production cost may also be considered,
this will be briefly discussed in Section 6.

The state transition function, sp=t,(sk_1,Xx), is as follows:

Se_1—dk if X, =0, ,
K=\ max(s,_—de bkx)+ S e dn if k<x <N. 2
Si, the set of feasible expected closing-inventory-levels at the end
of period k, is obtained recursively from the state transition
functions ty,ty,...,t,, by assuming so=0 and, therefore, that an
order should be always placed at period 1 in order to cover one or
more following periods. In other words, X;(so) does not include
the option of not placing an order.

The objective function is

N
z= min{ Z pk(Sk-Xk)} 3)

k=1
To determine the value of z, DP solves a set of problems

i=1,...,N, each corresponding to a system composed by i steps

and characterized by the state s; at the end of step i. The recursive

formulation of the cost function at step i is

fisp=_min {fi_1(si-1)+Dpi(si.x)}, “4)

Xi € Xi(si-1)
where s;=t;(s;_1,x;). In addition, we have the following boundary
condition:

fiGs) = I;ﬂ)}]%l)){Pl(SLX])}. (5)

where s;=t1(50,X1).

Clearly, a mere recursive approach would immediately generate
a very large state space graph that would certainly be unmanage-
able. For this reason, in the following sections we will propose an
effective strategy for limiting the size of the state space graph.

4. A state space relaxation for the deterministic equivalent
problem

Intuitively, the first way of keeping the state space graph
compact consists in employing a relaxation that clusters states
together. More specifically, in order to do so we will employ a
relaxation proposed by Tarim (1996).

The core observation in Tarim’s relaxation lies in the fact that,
if we relax the constraint which enforces non-negative order

quantities—i.e. we give the opportunity to sell back items in
excess to the supplier at the beginning of a given replenishment
cycle—then the model proposed can be reduced to a shortest path
problem on a state space graph having a number of nodes and
arcs polynomial in the number N of periods.

In this relaxation, since the inventory conservation constraint
is relaxed between replenishment cycles, each replenishment
cycle can be treated independently and its expected total cost can
be computed a priori. In fact, given a replenishment cycle T(i,j), we
recall that b(i,j), as defined above, denotes the minimum expected
buffer stock level required to satisfy a given service level
constraint during the replenishment cycle T(i,j). It directly follows
that Tj =b(i,j). Furthermore for each period te{i,...,j—1} the
expectec} closing-inventory-level is I; = b(i,j)+ Z]k=t+1 dy. Since
all the I, for tel{i,...,j} are known it is easy to compute the
expected total cost for T(i,j), which is by definition the sum of the
ordering cost and of the holding cost components, a+h > _; Is.

We now have a set S of N(N+1)/2 possible different replen-
ishment cycles and their respective costs. Our new problem is to
find an optimal set $* ¢ S of consecutive disjoint replenishment
cycles that covers our planning horizon at the minimum cost.

We shall now show that the optimal solution to this relaxation
is given by the shortest path in a state space graph from a given
initial node to a final node (boundary condition) where each arc
represents a replenishment cycle cost. If N is the number of
periods in the planning horizon of the original problem, we
introduce N+1 nodes. Since we assume that an order is always
placed at period 1, we take node 1, which represents the
beginning of the planning horizon, as the initial node. Node N+1
represents the end of the planning horizon.

Definition. The cycle cost, c(i,j), denotes the expected cost of the
optimal policy for T(ij). It can be expressed as

J .
c(ij) = a+h(—i+Dbj)+h Y (t—id:. (6)

t=1

The cycle cost is the sum of two components. A fixed ordering cost
a, that is charged at the beginning of the cycle when an order is
placed, and a variable holding cost h; charged at the end of each
time period within the replenishment cycle and proportional to
the amount of stock held in inventory.

For each possible replenishment cycle T(ij—1) such that
ije(l,...,N+1} and i <j, we introduce an arc (ij) with associated
cost c(ij—1) (Fig. 1). Since we are dealing with a one-way temporal
feasibility problem (Wagner and Whitin, 1958), when i>j, we
introduce no arc. As shown in Tarim (1996), the cost of the shortest
path from node 1 to node N+1 in the given graph is a valid lower
bound for the original problem, as it is a solution of the relaxed
problem. A shortest path can be efficiently found by applying
Dijkstra’s algorithm that runs in O(n?) time, where n is the number
of nodes in the graph. Details on efficient implementations of
Dijkstra’s algorithm can be found in Sedgewick (1988).

Fig. 1. Shortest path problem graph.

Please cite this article as: Rossi, R., et al., A state space augmentation algorithm for the replenishment cycle inventory policy.
International Journal of Production Economics (2010), doi:10.1016/j.ijpe.2010.04.017

67

69

71

73

75

77

79

81

83

85

87

89

91

93

95

97

99

101

103

105

107

109

111

112

113

114

115

116

117

118

119

120


dx.doi.org/10.1016/j.ijpe.2010.04.017

11

13

15

17

19

21

23

25

27

29

31

33

35

37

39

41

43

45

47

49

51

53

55

57

59

61

63

65

PROECO 4398

XML-IS

4 / Int. J. Production Economics 1 (1au) nna—am

It is easy to map the optimal solution for the relaxed problem, that
is the set of arcs participating to the shortest path, to an assignment
for the original problem by noting that each arc (ij) represents a
replenishment cycle T(ij—1). The set of arcs in the optimal path,
therefore, uniquely identifies a set of disjoint replenishment cycles,
that is a replenishment plan. Furthermore for each period
tefi,...,j—1} in cycle T(ij—1) we already showed that all the
expected closing-inventory-levels I, t € {i, ...,j—1}, are known. This
produces a complete assignment for decision variables in our model.
The feasibility of an assignment with respect to the original problem
can be checked by verifying that it satisfies every relaxed constraint,
that is no negative expected order quantity is scheduled.

5. A filtering procedure for the relaxed state space graph

In the previous section we presented a known relaxation for
the deterministic equivalent formulation of the (R",S™) policy. In
this relaxation we solve a shortest path problem over a given
graph in order to find a lower bound for the cost of the optimal
solution for the original problem.

We now aim to reduce a priori as much as possible the number
of arcs in the graph we defined in the previous section. To do so
we exploit a reduction procedure based on an upper bound for
replenishment cycle lengths that was originally presented by
Tarim and Smith (2008).

Definition. Cycle opening inventory level, R(ij), denotes the
minimum opening inventory level in period i to meet demand
until period j+1 and R(i,j) = b(i,j)+ > _ . d;.

t=1

optimum replenishment cycle for a particular replenishment
period; however, an upper bound on the length can be
determined using Proposition 1.

Proposition 1 (Tarim and Smith, 2008). If Vvke{i,...,j—1},
(c(i,k)+c(k+1,j) > cdj)v(b(i,k)>Rk+1,j) and 3keli...j}
(ci,k)y+c(k+1,j+1) <c(i,j+1)) ~(b(i,k) <R(k+1,j+1)) then for per-
iod i the optimum length replenishment cycle is T(i,p)* where
i<p<j, and j indicates an upper bound.

Since we have an upper bound j for the length of an optimum
replenishment cycle starting at period i, we can remove from our
graph every arc (i,t), where t > j+1.

6. An augmenting procedure for the relaxed state space graph

Once the shortest path problem on the graph constructed as
shown above is solved, we can easily verify if every relaxed constraint
is satisfied by the solution found, that is, if no expected negative
replenishment quantity is scheduled in the optimal replenishment
plan. In this case, the solution found is feasible and optimal for the
original problem. If, on the other hand, the solution is not feasible for
the original model and it schedules expected negative replenishment
quantities, we can augment the graph with additional nodes and arcs
in such a way that the shortest path on the augmented graph is
guaranteed to provide a feasible and optimal solution for the original
problem. In what follows we shall show how to augment the graph
and efficiently compute an optimal solution for the original problem.

Algorithm 1. Augmenting procedure

input : a relaxed and filtered state space graphRSG(S,T)
output : an augmented state space graph ASG(S',T")

1 begin
2 i'=N+1;
3 ASG(S',T")«<RSG(S,T);
4 for each node i=1,...,Nin S’ do
5 for each arc (p,i) in T' do
6 let b* be the buffer stock associate to (p,i)
7 for each arc (i,j) in T’ do
8 If b* > R(i,j—1) then
9 '=i+1;
10 create a new node i’ in §;
11 introduce arc (p,’) in T" with associated buffer stock b*;
12 remove arc (p,i) from T’;
13 let t > i be the minimum index for which
b* <R(i,t—1) <R(i,t) < --- <R(,N);
14 introduce arc (7,t) T' with buffer stock b(i,t—1);
15 for each arc (i,k), k=t+1,...,N+1in T" do
16 Tntroduce arc (7',k) in T' with associated buffer stock
b(i,k—1);
17 let t—1 > i be the maximum index for which
b* > --- > R(i,t—-2);
18 introduce arc (7,t—1) in T" with associated buffer stock
b= 52 i di
19 end

Let us assume now that period i is a replenishment period. It is
not generally possible, prior to obtaining the optimal solution to
an instance of the problem, to determine the length of the

For convenience, instead of associating a cost c(ij—1) to each
arc (ij) in the graph, we will now associate the respective cycle
buffer stock, b(ij—1), as defined above. From the definitions
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given, it is easy to see that, once this expected buffer stock level is
fixed, also the cost c(i,j—1) is uniquely defined.

Let RSG(S,T) be a relaxed state space graph built according to
the discussion in Section 4 and filtered according to the discussion
in Section 5. Let S denotes the set of nodes and T the set of arcs in
the graph. The pseudo-code for the proposed augmenting
procedure is presented in Algorithm 1. The procedure eventually
generates an augmented state space graph ASG(S',T"), where S’ is
the set of nodes and T is the set of arcs in the augmented graph.

Algorithm 1 initially creates a copy ASG(S',T’) of RSG(S,T) (line
3). Then it considers each node in S’ in order (line 4), starting from
node 1 up to node N. Note that node N+1 has no outbound arcs, so
we do not have to consider it. The process is repeated for each
node i, therefore we will only describe the steps performed on a
single node.

We consider every inbound arc at node i (line 5) and we
operate in the following fashion. Given an inbound arc (p,i) with
associated buffer stock b* (line 6), for each outbound arc (ij) in the
graph (line 7) we check that b* <R(i,j—1). If this condition is
satisfied for every outbound arc, then we preserve the inbound
arc (p,i) at node i with the associated buffer stock b* (Fig. 2).
Otherwise, if b* >R(i,j—1) (line 8), for a subsequent pair of
replenishment cycles a negative order quantity is scheduled. In
order to resolve this infeasibility we perform the following
transformation (lines 10...18). We introduce a new node i’ in
the graph. We remove arc (p,i) and we introduce a new arc (p,i)
with associated buffer stock b* (Fig. 3). Then we connect this new
node in the following way.

Let t>i be the minimum index for which
b* <R(i,t—1) <R(i,t) < --- <R(i,N). We introduce arc (i,t) with
buffer stock b(i,t—1). Then, for each arc (i,t+1),...,(iN+1) in the
graph, we also introduce (,t+1),...,(f,N+1) with buffer stock,
respectively, b(i,t),...,b(i,N). It should be noted that some of the
arcs (i,t+1),...,(iN+1) may have been removed by the filtering
described in Section 5.

Let t-1>i be the maximum index for which
b* > ... > R(i,t—2). We introduce arc (i,t—1) with buffer stock
b*— Zf{;li dy. Obviously arcs (i',t—2),(,t—3),... are suboptimal
and should not be introduced, since the inventory carried on from
the previous replenishment cycle is enough to cover subsequent
periods up to t—1.

Note that, when the process is iterated on subsequent nodes
i+1,...,N, the new inbound arcs that may have been introduced

b(i,i)

© O

b(i,N)

Fig. 3. Infeasible node point.

must also be considered among all the possible ones for a given
node.

By starting from node 1 and by iterating this process for each
node i, 1 <i <N, we obtain an augmented graph. By construction
the cost of the shortest path in this augmented graph is the
optimal solution cost for our original problem since every possible
negative order quantity scenario has been considered and
replaced with the respective feasible possible courses of action.
Nevertheless, as a consequence of the original filtering performed
on the relaxed graph, the augmented graph will typically feature a
very limited number of node and arcs. This will be shown in the
following sections.

Fig. 5. Connection matrix with expected cycle costs.

© © ©

63 (201

20 (70) 15 (65)
©, O,

25 (130,

Fig. 6. Filtered connection matrix. Expected buffer stock levels and expected cycle
costs (in parentheses) are shown for each arc. The shortest path is highlighted.

Fig. 7. Augmented connection matrix. Expected buffer stock levels and expected
cycle costs (in parentheses) are shown for each arc. The shortest path is
highlighted. Node 3 (and obviously arc (3,4)) has been removed from the network
since the augmenting procedure removed all its inbound arcs.
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Table 1
Test set P5.
a N =095 o=0.99
CP DP CcP DP
Nod Sec Graph Sec Nod Sec Graph Sec
o¢/dy=1/3
25 50 857 45 (64,76 0.33 2474 170 (67,82 0.30
75 41386 5400 <102;125) 0.38 180 000" 20000* <106;133) 0.37
50 50 441 17 {66;84> 0.34 1242 170 {69;88) 0.33
75 23805 2400 (104;133) 037 180 000" 20000* <108;139) 0.37
100 50 (51;87) 0.21 104 5 {(73;109) 0.34
75 (76;134) 0.24 329 30 (113;167) 0.21
200 50 (51;139) 0.23 (51;131) 0.24
75 (76;212) 0.26 {76;200) 0.28
or/di=1/6
25 50 22 1 (58;65) 0.34 325 17 (61;70) 0.33
75 245 35 <(90;103) 0.2 10118 970 <(98;116) 0.20
50 50 (51;69) 0.20 70 3 {(63;80) 0.42
75 (76;106 ) 0.14 155 14 <100;126» 0.37
100 50 ¢(51;103 ) 0.13 ¢(51;94) 0.12
75 (76;161) 0.26 (76;145) 0.25
200 50 (51;158) 0.22 (51;184) 0.15
75 (76;242) 0.27 (76;226) 0.26

A figure marked with * means that the instance could not be solved in the given limit of 20000 (5.55 h).

Before demonstrating our method on a simple numerical
example, it is worth mentioning the following. Our model, for the
sake of simplicity, assumes a zero unit purchase/production cost,
also in line with the model in Tarim and Smith (2008).
Nevertheless, the extension of our algorithm to the case of a
non-zero unit production/purchasing cost is quite straightfor-
ward. In fact, as shown in Tarim and Kingsman (2004, p. 113), the
total unit variable cost can be reduced to a function of the
expected closing-inventory-level of the very last period N. There-
fore, considering such an effect in our algorithm is easy, since it
only requires us to modify, in the graph connection matrix, the
costs that appear in the rightmost column, which represents
every possible replenishment cycle that ends in period N.

7. An example

We shall consider here a simple example in detail, to show
how in practice it is possible to apply the procedure described.

A single problem over a 5-period planning horizon is
considered and the expected values for period demand are [100,
125, 25, 40, 30]. We assume an initial null inventory level and a
normally distributed demand for every period with a coefficient of
variation at/at =0.3 for each te{1,...,N}, where g; denotes the
standard deviation of the demand in period t. We consider an
ordering cost value a=50 and a holding cost h=1 per unit per
period. The non-stock-out probability in each period is set to
o =0.95.

Firstly we build the connection matrix for the relaxed problem as
described in Section 4. In Fig. 4 we show the connection matrix with

the respective expected buffer stock level b(ij— 1) associated with
each arc (ij).! In Fig. 5 instead with each arc (ij) we associate the
respective expected cycle cost ¢(ij—1). It should be noted that the
two representations are equivalent, since the expected cycle cost
can be easily computed once the expected buffer stock level for a
given cycle is fixed. In Fig. 6 the connection matrix is filtered
according to the procedure presented in Section 5. Expected buffer
stock levels and expected cycle costs (in parentheses) are indicated
for each arc that has not been removed by the filtering. The shortest
path in this reduced network has a cost of 403. The order periods
and the order quantities are, respectively, [1, 2, 3, 4] and [149, 138,
— 25, 83]. This assignment is infeasible for the non-relaxed problem
since the expected order quantity in period 3 is — 25, therefore its
cost is a lower bound for the optimal solution cost of our original
problem. According to the procedure described in Section 6 we
augment the filtered graph and we obtain the new graph in Fig. 7.
The shortest path in this augmented network has a cost of 412 and
represents the optimal solution cost of our original problem. The
replenishment periods in this optimal solution can be obtained from
the indexes of the nodes in the shortest path. The respective order
quantities can also be easily obtained from the expected buffer stock
levels associated with each arc in the shortest path. The order
periods and the order quantities are therefore, respectively, [1, 2, 3,
5] and [149, 138, 26, 22].

! For clarity, in order to keep the graphical presentation as compact as
possible, the expected buffer stock levels have been rounded to the nearest integer
value.
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8. Experimental results

We compared the results obtained with our approach with the
results obtained with the state-of-the-art constraint program-
ming (CP) approach in Tarim et al. (2009), based on the set of
instances originally proposed in Berry (1972). All the experiments
presented in this section were performed on an Intel(R)
Centrino(TM) CPU 1.50 GHz with 500 Mb RAM. As in Tarim et al.
(2009), the demand in each period is assumed to be normally
distributed and we also assume that its coefficient of variation
remains sufficiently low (i.e. less or equal to 1/3) to ensure that
negative demand values can be ignored. We recall that in Tarim
et al. (2009) period demands are generated from seasonal data
with no trend: d; = 50[1 +sin(nt/6)]. In addition to the “no trend”
case (P1) three others are also considered:

(P2) positive trend case, Elj = 50[1 +sin(rct/6)]+¢t,
(P3) negative trend case, dr = 50[1+sin(nt/6)]+(52~-t),
(P4) life-cycle trend case, d; = 50[1 +sin(nt/6)]+ min(t,52—t).

Tests are performed using four different ordering cost values
a e {40,80,160,320} and two different m/&t e€{1/3,1/6}. The
planning horizon length takes even values in the range [24, 50]
when the ordering cost is 40 or 80 and [14, 24] when the ordering
cost is 160 or 320. The holding cost used in these tests is h=1 per
unit per period. Tests consider two different service levels
o0=095 (zy_095 = 1645) and «=0.99 (Zy,— 099 = 2326)

For almost all these instances our DP approach is either
better—in terms of run time—than the CP approach or equivalent,
with some exceptions for the smallest instances. When the
number of periods considered in the planning horizon grows, our

DP approach clearly scales better than the CP approach. The
maximum improvement observed reaches a factor of 24. Never-
theless, for this set of instances the CP approach remains
competitive and achieves reasonable run times of a few seconds
also for the largest instances.

In what follows, we aim to highlight the limits of the CP
approach and we want to show that our DP approach remains
very effective even for those instances for which the CP approach
performs poorly. In order to do so, we consider the following set
of instances (test set P5). The expected period demands, d;, are
generated as uniformly distributed random numbers in [0, 100].
Empirically, in fact, we observed that generating random
sequences of demands rather than seasonal patterns or trends
makes the problem harder to solve. Again we consider four
different ordering cost values ae{25,50,100,200} and two
different ¢,/d; € {1/3,1/6}. The planning horizon length takes
the values {50, 75}. The holding cost used in these tests is h=1 per
unit per period. Again we consider two different service levels
o0=0.95 (2, - 095 =1.645) and = 0.99 (z, — 999 = 2.326). Table 1
compares the CP and the DP approach for this new set of
instances. In our test results, the heading “CP” refers to the state-
of-the-art CP approach in Tarim et al. (2009), while “DP” refers to
our novel DP approach. For the CP approach we report the number
of nodes explored (Nod) and the run time in seconds (Sec); for our
DP approach we report the size of the state space graph generated
(Graph) and the run time in seconds (Sec). The size of the state
space graph is described as a pair {N;A), where N is the number
of nodes and A is the number of arcs. When a field is empty in the
table, this means that the CP approach and the DP approach are
equivalent, since for that particular instance the CP approach was
able to prove optimality at the root node in polynomial time using
the DP relaxation originally proposed in Tarim (1996).

Table 2
Test set P6.
a N o /di=1/3 o¢/d;=1/6
a=0.95 o« =0.99 a=0.95 o=0.99
Graph Sec Graph Sec Graph Sec Graph Sec
2500 75 <102;125> 0.44 <106;133> 0.38 <90;103> 0.25 (98:116) 0.26
110 (153;194> 0.36 {160;208 > 0.36 (134;157> 0.31 (144;175> 0.28
145 (197;246) 0.41 (208;266) 0.41 (174;202) 0.41 {185;222) 0.41
180 (242;301> 0.48 (255;327> 0.49 (211;245> 0.46 (225,268 0.47
215 (284;350) 0.96 (297;376> 0.93 (248;285> 0.93 (263;310) 0.88
250 (329;407) 0.79 (346;439> 0.79 (287330 0.75 ¢305;361) 0.77
5000 75 (104;133> 0.20 (108;139> 0.48 (76;107> 0.13 <100; 126 0.22
110 {155;202) 0.57 (162;214) 0.29 (111;152) 0.18 {146;185) 0.28
145 <(199;255) 0.36 (210;272) 0.40 (146,198 > 0.21 (187;234) 0.62
180 (245;317> 0.46 (258;337> 0.55 (181;250> 0.30 (230;295> 0.49
215 (287,366 0.85 {300;386> 0.94 (216;296> 0.75 (268;338> 0.49
250 (332;426) 0.76 (349;450) 0.74 (251;347)> 0.61 (312;399) 0.95
10000 75 (76;134> 0.13 (116;174> 0.34 (76;162> 0.15 (76;147> 0.04
110 (170;270) 0.29 (171;256) 0.19 (111;230) 0.22 <111;211) 0.10
145 (216;344> 0.62 (224;332> 0.35 <146;300> 0.26 {146;280> 0.19
180 (271;439> 0.51 (279;422> 0.69 (181;377> 0.34 (181;354) 0.25
215 {(317;517) 0.85 {(324;493) 0.61 {216;448) 0.70 {216;423) 0.58
250 ¢365;593 1.02 (375;569> 0.99 (251;512> 0.62 (251;485> 0.67
20000 75 (76;212> 0.14 (76201 0.15 (76;242> 0.15 (76;228) 0.17
110 <111;306> 021 <111;292> 0.13 <111;352> 0.17 (111;332) 0.16
145 {146;408 > 0.27 (146;388> 0.24 {146;460> 0.39 (146437 0.26
180 {181;514) 0.35 {181;485) 0.49 {181;575) 0.38 {181;546) 0.54
215 {216;617) 0.67 {216;585) 0.44 {216;685) 0.50 {216;652) 0.47
250 ¢251;713> 0.68 (251;675> 0.60 (251;787> 0.80 (251;750> 0.79
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It is immediately clear that for low a/h ratios (that is for the
lowest ordering costs considered), the CP approach has to explore
a large search space and requires a long time to prove optimality,
while our DP approach still generates small state space graphs
and achieves fast runtimes. As the ratio a/h increases, the CP
approach performs better and, for some instance, it is equivalent
to our DP approach.

In the last set of instances considered (test set P6) we aim to
show that our approach is effective even when the planning
horizon is significantly longer, and that the computation is not
affected by the magnitude of the demands considered. The
planning horizon length now ranges up to 250 periods, in order
to show that our approach scales well in the number of periods.
The expected period demands d; are generated as uniformly
distributed random numbers in [0, 10 000], in order to show that
large values for the expected demands do not affect the scalability
of our approach. Once more, we consider four different ordering
cost values ace{2500,5000,10000,20000} and two different
at/fit € {1/3,1/6}. The planning horizon length takes the following
values {75, 110, 145, 180, 215, 250}. The holding cost used in
these tests is h=1 per unit per period. Also in this case, we
consider two different service levels «=0.95 (z,_ 95 =1.645)
and o=0.99 (z,—099=2.326). The computational results in
Table 2 present that the graphs generated are still extremely
compact and that the run times are mostly under one second even
if a long planning horizon and large demands are considered.

9. Conclusions

We proposed a novel DP approach for computing (R",S") policy
parameters. Our experimental results show that our approach,
based on the described filtering algorithm for the state space graph
and on the state space graph augmenting procedure, can solve
instances over planning horizons comprising hundreds of periods.
State space relaxation and state space augmentation are two
known strategies in operations research, nevertheless, the idea of
filtering a relaxed state space graph is, to the best of our
knowledge, a novel contribution. As our computational experience
shows, our DP reformulation performs significantly better than the
original MIP approach proposed by Tarim and Kingsman and it also
beats the state-of-the-art reformulations proposed by Tarim and
Smith and Tarim et al. Furthermore our results are not affected by
the magnitude of the demand considered in each period.
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Abstract

In stochastic inventory planning systems unfolding uncertainties in demand lead to revision of earlier
production/order plans. This results in different order release decisions in successive planning cycles,
which in turn leads to an instability in inventory plan, or so-called system nervousness. In this paper,
we provide the grounds for measuring system nervousness in non-stationary demand environments, and
gauge the setup stability and cost performance of (R, S) and (s, S) inventory control policies. We conduct a
numerical study using a test set including a variety of costs, demand patterns, and coefficients of demand
variation. The results reveal that both the stability and the performance of inventory policies are affected
by the demand pattern as well as the cost parameters. Furthermore, our analysis point out that (R, S)
policy has the potential to replace the cost-optimal (s, S) policy, especially for systems characterized by a
low degree of flexibility to setup changes.

Keywords: Inventory policies, Stability, Non-stationary demand

1 Introduction

In inventory planning systems, inventory plans experience changes in response to realized demand. In
practice, when this is the case, the plan is regenerated for the rest of the planning horizon. This results in
different order decisions causing planning instability or so-called system nervousness (Vollmann et al., 1988).

Inventory management involves application of various inventory control policies. These policies are
extensively investigated in terms of their cost performance. However, in systems with a low degree of
flexibility, the cost of implementing revisions in setup decisions may overcome the advantage of using the
cost-efficient technique. In this context inventory control rules show different levels of instability. Thus
system nervousness, as a performance criterion, can be of high importance in assessing inventory control
rules. Omitting the planning instability can turn out to be a serious problem because it gives rise to a
considerable amount of alteration efforts (Heisig, 2001).

The (s, .S) control policy has been shown to be cost-optimal under very relaxed assumptions in both
stationary and non-stationary cases (see Scarf, 1959; Iglehart, 1963). Heisig (1998, 2001), and de Kok and
Inderfurth (1997) have questioned the performance of (s, S) policy with respect to the nervousness criterion
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in the stationary case. Their research reveals the trade-off between cost effectiveness and nervousness and
show that (s, .S) policy exhibits the worst stability performance among a number of policies considered.
Different strategies for dealing with the problem of nervousness are examined by Blackburn et al. (1986).
They suggest an effective strategy based on freezing certain orders so they cannot be changed. In this
regard, (R, S) policy, in which the timing of future orders are fixed, provides a means of dampening the
setup instability. Silver et al. (1998) points out that (R, S) policy, which provides a rhythmic rather than a
random replenishment pattern, is usually appealing from a practitioners point of view.

One major difficulty in the continuing development of inventory theory is to incorporate more realistic
assumptions about demand into inventory models. In many stable environments it is an adequate approx-
imation to treat period demands as identically distributed random variables. However, many times the
demand pattern is heavily seasonal, or has a significant trend, especially in industrial settings with busi-
ness cycles. On the other hand, as product life cycles get shorter, the randomness and unpredictability of
demand processes become even greater. The essence of such situations can only be captured by means of
finite horizon non-stationary inventory models.

Literature provides guidelines about the stability performance of inventory policies in stationary sys-
tems. However, those may not be directly generalized to non-stationary systems due to differences in their
natures. In stationary systems policy parameters are also stationary, and therefore, the measure of stabil-
ity of the whole system can be determined by means of observing any two consecutive planning cycles.
However, in non-stationary systems, policy parameters are determined in connection with each and every
period through the horizon, and consequently, stability is a function of the demand pattern. To the best of
our knowledge, no work has been done on the measures of nervousness in non-stationary systems. In this
paper, we aim to fill in this gap by investigating the system nervousness under non-stationary stochastic de-
mand. Our contribution is two-fold. First we propose an exact method for measuring system nervousness
in non-stationary demand environments. Secondly we gauge the setup stability of (R, .S) and (s, S) type
inventory control policies and demonstrate that (R, S) policy has the potential to replace the cost-optimal
(s, S) policy, especially for systems characterized by a low degree of flexibility to setup changes.

The remainder of this paper is organized as follows. Section 2 investigates the related literature. Section
3 gives the notation and the definitions regarding the addressed inventory system. Section 4 provides the
grounds for computing setup instability in non-stationary environments and proposes a method for the
computation thereof. Section 5 gives the models and methods for computing (s, .S) and (R, S) policies.
Section 6 presents the computational experiments, tests the proposed inventory control rules with respect
to setup instability, and clarifies and discusses our findings. Section 7 presents the conclusions and some
likely extensions of the study.

2 Background

The most important issue in the investigation of the performance of inventory control rules with respect
to stability is the definition of nervousness. Previous research specify two classes of general nervousness
types: short/long term and setup/quantity oriented nervousness. The former involves rating order deci-
sion instability between the first two periods for the short term and between all consecutive periods for
the long term. The latter distinguishes between considering adjustments on pure setup actions (cancella-
tion of a planned order or placement an unplanned order) and adjustments on the setup quantities. It is

noted by Inderfurth (1994) and Heisig (2001) that setup oriented system nervousness is considered as the



most serious in practice. In this paper we address long term, setup oriented nervousness or so-called setup
instability.

Generally it is hard to express instability in terms of cost. For this reason, rather than integrating ner-
vousness into pure cost-based inventory models, like for instance in Kropp et al. (1983) and Kropp and
Carlson (1984), we define stability as an independent attribute of an inventory control system and refer to
the measures used in Jensen (1996) and Heisig (2001).

Early studies in nervousness involves a wide set of simulation studies, where the impact of different
planning parameters on system nervousness are investigated in deterministic demand environments (see
e.g. Blackburn et al., 1986, 1987; Sridharan et al., 1988; Minfie and Davis, 1990; Kadipasalioglu and Srid-
haran, 1997). A systematic development of nervousness measures in stochastic environments is given in
Inderfurth (1994), de Kok and Inderfurth (1997), Heisig (1998) and Heisig (2001). Analytical results are
presented in Inderfurth (1994) where the performance of (s, .S) and (s,n(Q) policies with respect to short-
term, setup-oriented nervousness is analyzed. In de Kok and Inderfurth (1997), the short-term, setup-oriented
as well as the short-term, quantity-oriented nervousness are examined for (s, 5), (s,nQ) and (R, S) policies.
Long-term, setup-oriented nervousness performance of (s, S) and (s, nQ)) policies are analyzed in Heisig (1998)
and Heisig (2001). Above mentioned studies define instability as the ratio of expected deviations over the
maximum deviations that can take place in the worst case. These studies show that there exists a trade-off
between cost effectiveness and stability performance, and therefore the (s, S) policy, which is optimal in
terms of cost performance, exhibits the worst stability performance among all other policies considered.

Previous studies investigate nervousness in the rolling horizon framework. In this framework, although
setups and associated quantities are computed over the entire planning horizon, only the first period deci-
sion is implemented, and then the schedule is rolled forward to the next period with new demand appended
to the horizon. Within this approach, there are two sources of nervousness: demand uncertainty and rolling
horizon planning (Kadipasalioglu and Sridharan, 1997). Demand uncertainty implies that actual demand
may differ from the forecast, and therefore, leads to a revision of setups as necessary. Rolling horizon plan-
ning, however, may cause planned orders to change because of the new information obtained about future
demands. In this study we adapt a re-planning approach rather than a rolling horizon framework. In a
re-planning approach, new periods are not appended to the fixed length planning horizon and setup plans
are generated only for the remaining periods. One positive side effect of this approach is that the inventory
system is no longer exposed to the instability due to the rolling horizon planning. Hence it gives us the

opportunity to investigate the sole effect of demand uncertainty on stability performance.

3 Notation and definitions

In this paper we address a multi-period stochastic inventory problem which is characterized by a finite
horizon comprising /N periods. The demand, d; in period ¢ is considered as a random variable with known
probability density function, g:(d,), and is assumed to occur instantaneously at the beginning of each pe-
riod. The mean rate of demand may vary from period to period. Demands in different time periods are
assumed independent. A fixed holding cost h is incurred on any unit carried in inventory over from one
period to the next. Demands occurring when the system is out of stock are assumed to be backordered,
and satisfied immediately the next replenishment order arrives. A fixed shortage cost p is incurred for each
unit of demand backordered. A fixed setup cost K is incurred each time a replenishment order is placed,
whatever the size of the order. For convenience, without loss of generality, the direct item cost is assumed



to be zero, and the delivery lead-time is not incorporated. We assume that inventory plans are updated in
response to the realized demands throughout the planning horizon. When this is the case, no-more-optimal
inventory plans are replaced by optimal ones in successive re-planning states (see Definition 1).

Definition 1 (Re-planning State). A re-panning state is denoted by a pair { = (t,k),& € E, for any given period t
and inventory level k.

Definition 2 (Re-planning Period). For a re-planing state &, the re-planning period ©(&) € {t +1,...,N|{ =
(t,k)} denotes the period the next replenishment is due.

Definition 3 (Re-planning Transition Probability). Transition probabilities for successive re-planning states &
and & are represented by a transition matrix P with entries p(&1, &) = Pr(X, 11 = &| X, = &).

Definition 4 (State Probability). State probability w(§) of state £ is the probability of visiting state £ starting from
a given initial state.

Definition 5 (Opening Inventory Level). For any given state £ = (t, k), the opening inventory level I(§) equals
k + Q where Q is the order quantity.

The proposed inventory system can be expressed as a stochastic process defined over the state space =
with transition probabilities P. One of the aims of this paper is to propose a measure of system nervousness
and develop a methodology for the computation thereof for any given inventory policy. Such a measure
and a methodology can be characterized over the aforementioned stochastic process. This is done in the
following section.

4 Setup instability

In the inventory setting described in Section 3 the measure of long term, setup oriented system nervousness
is given in Definition 6.

Definition 6 (Setup instability). For any given inventory system the setup instability measure is the expected
number of setup changes (a new setup is scheduled or a formerly planned setup is canceled) throughout the planning
horizon.

An expression of the setup instability between two states & = (¢1, k1) and &2 = (f2, k2) of consecutive
re-planning periods (i.e. t; = ©(&1)) is given in (1).

N
S IT (&, t) — T(&, )] (1)

t=to

where T'(&, h) is a binary variable equals to 1 if the setup plan at state £ = (¢, k) calls for a replenishment
for period h, h > t and 0 otherwise. In (2) we use (1) to express the total instability throughout the planning

horizon, V.
N
N =3 "m(&)p(&, &) Y 1T, 1) — T(&e,t)] )
&1 &2 t=ta

In order to compute the nervousness we need to determine the state probabilities 7(£), and the transition
probabilities p(1, &2). It is clear that the recursive formulation (3) gives the state probabilities.



(&) =Y m(&)p(6r, &) 3)
&1

Transition probabilities can be written as follows:

p(&1,82) = Pr(I(&1) — D(t1,t2) = ko), & = (t;,k;) and t2 = O(&1) 4)

where D(t1,t3) = ?:;11 ds.

5 Non-stationary (s, S) and (R, S) policies

The optimal values of decision variables, ©(¢), I(£), and T'({, k), given in the previous section, can only be
determined in connection with an inventory control rule. This section provides the models for computing

these decision variables under (s, S) and (R, S) type inventory policies.

51 (s,S) policy

In this section we present a dynamic programming approach following Bollapragada and Morton (1997) to
compute optimal policy parameters for the non-stationary (s, .S) problem. This approach is based on the
dynamic programming formulation given below,

Jt,N :miIl{Lt($)+E(Jt+1,N(.’E—dt)),K+Lt(St)+E(Jt+11N(St —dt))}, t= 1,...,N (5a)
Iny1,n(7) = 0. (5b)

The state variable is the inventory on hand at the beginning of the time period, z. J; y(i) denotes the
expected cost of following the optimal policy from period ¢ onwards, L;(i) represents the expected period
cost function if the opening inventory level is ¢, and K is the fixed setup cost. The K-convexity property
(Scarf, 1959) is used in obtaining a solution in each stage of the dynamic program.

Optimal parameters of (s, S) policy are independent of the current state of the system, every period is
a re-planning period, and optimal policy parameters do not propose a clear setup plan. The lack of a clear
setup plan demands the use of an expected setup plan based on the expected value problem (i.e. expected
demand replaces random demand) as suggested in Heisig (1998) and Heisig (2001). In this study we adopt
their approach.

5.2 (R,9) policy

In this paper we employ the non-stationary (R, S) model presented in Tarim and Kingsman (2006). They
propose a certainty equivalent mixed integer programming (MIP) model to compute the optimal policy
parameters. Since (R, S) is a periodic review policy in contrast to (s, ), it can be used both with and without
re-planning. In the rest of this paper (R, S)’ will donate (R, S) policy with re-planning. (R, S) policy results
in zero setup instability since setup periods are fixed in the beginning of the planning horizon. On the
other hand in (R, S)" policy only the foremost setup is certain and the rest of the setup plan is exposed to
revisions in the following re-planning periods. It should also be noted that policy parameters of (R, S) and

(R, S)" policies depend on the current state of the system.



As one might expect, using (R, S)’ yields lower expected costs compared to (R, S) in the expense of
increasing instability. That is, E{C( s)} > E{C(Rﬁ)/} and /\/(/R_’S) > N(r,s) = 0, where C and N, are the
realized cost and the setup instability under policy (2 respectively. E{C|r g)} can be obtained by solving the
MIP model. However, in computing E{C| ¢\ } one should consider the possible states and corresponding
state probabilities as well as the expected cost of the immediate replenishment cycle, E{C(Ci;C sy’ (&)}. The
exact expected cost calculations can be carried out by means of the following expression.

E{C(R,s)’} = Z W(f)E{C(CIy;S)/
3

©)} (6)

6 Numerical Experiments

In this section we evaluate (s, S), (R, S) and (R, S)" policies with respect to long-term, setup oriented system
nervousness and expected cost, and investigate the effects of (i) setup frequency, (ii) uncertainty, and (iii)
non-stationarity on those measures. To serve this purpose, we vary setup cost, coefficient of variation, and
demand pattern to build a test set of 64 instances. We use 4 different setup costs K = {10, 250, 500, 1000},
4 different coefficient of variations o/ = {0.10,0.15,0.20,0.25}, and 4 different demand patterns (static,
sinusoidal, life-cycle, and erratic) adopted from Berry (1972) (see Figure 1). It is assumed that demand is
normally distributed. The planning horizon is set to 20 periods with no initial inventory. Without loss
of generality, holding and penalty costs are set at 1 and 10 per unit per period respectively, and unit cost
is ignored. Expected costs and setup instabilities of test instances are computed under (s, S), (R, S) and
(R, S )/ policies using the models and methods described in Sections 4 and 5.
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Since (s, S) policy is optimal in terms of cost performance, we present the cost performances of (R, S)
and (R, S)" policies, A(r,s) and A g &) respectively, on % differences from the optimal cost. Note that,
(R, S) has zero instability by definition, and therefore, not included in the table. The results are listed in
Table 1. We investigate the behavior of the cost performance of (R, S) and (R, S )/ and stability performance
of (s, S)and (R, S)’ policies by elaborating upon the standalone effects of setup costs, coefficient of variation
and demand patterns. These are summarized in Figures 1 to 3. In each figure, we plot (i) the average cost
increment due to the use of non-optimal policy for (R, S) and (R, S) policies, and (ii) the setup instability
of (s, S) and (R, S)" policies against the values of one of the three parameters. The values on the y-axis are
the averages of all instances having the same specified parameters. We summarize our results as follows.

Effects of setup cost: Consider the extreme cases of setup costs such that K = 0 and K = oco. The former
leads to a setup in all periods, and the latter leads to a single setup only in the first period. Both cases result
in zero setup instability since regenerated plans are the same as the original one. Our observations on test
results verify these comments. The cost and stability performances with respect to setup cost are given in
Figure 2. It is clear that low setup costs encourages frequent setups whereas large setup costs reduce setup
frequency. For extreme values of setup cost such as 10 and 1000 all policies have lower instabilities than for
setup costs 250 and 500. In a similar fashion, cost penalty of using (R, S) and (R, S) policies rather than
(s, 5) is smaller for the extreme values of setup cost.
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Figure 2: Effects of setup cost

Effects of demand variability: Figure 3 illustrates the average cost and instability performances with
respect to demand uncertainty. We can observe that the coefficient of variation has adverse effects on both
instability and expected cost of all inventory policies as one might expect. It should be noted that the
effect of uncertainty is rather weak for small values of coefficient of variation and grows exponentially as
coefficient of variation increases.

Effects of demand demand patterns: Figure 4 illustrates the effects of demand patterns on the cost and
stability performances of inventory polices. The experiments indicate that, as the erraticity of demand in-
creases (i.e. from static to erratic), the expected costs increase, and the instability decreases for all inventory
control policies considered. Although this observation is valuable on its own sake, it is more important to
investigate the effects of the demand pattern on the cost-instability trade-off. As it can be observed from
Figure 4, for static, sinusoidal and life-cycle patterns, the cost difference from the optimal policy is rather
low for both (R, S) and (R, S )/. On the other hand, especially for static and sinusoidal patterns, the differ-
ence in the instability is rather large. Therefore, we can conclude that the trade-off between the cost and the
stability performance of inventory policies is a function of the demand pattern.



Demand Pattern

4.0 T T 6.0 T T
(RS) ---0-- (s,8) ——
35 | (R8)" oo
~ 3.0 |
£ z
I 25 F =l
g 3
3 20 b ) £
b=l e a
s 15 2
8 - &
v 10 } P
O T
05 e
T A
0.0 L . 0.0 4 : :
0.1 0.15 0.2 0.1 0.15 0.2 0.25
Coefficient of Variation Coefficient of Variation
Figure 3: Effects of coefficient of variation
3.5 T T T 45 T T T
(R,S) —= (s,5) mmmmm
30 k (R,S) mmmmm 4.0 (R,S)" tzomomn o
— 35 B
S 25 F %‘ a0 L i
Y =
§ 201 K 25 F -
2 b z
B - Pl = 20 —
:;) 1.5 i 3 % s
[ ] 5F .
] 10 b i 3
B N 1ot R
L o || |
N H b H N os | = B
0.0 T T T W 0.0 b T
Static Sinusoidal Life-Cycle Erratic Static Sinusoidal Life-Cycle Erratic

Demand Pattern

Figure 4: Effects of demand pattern

To summarize, we observe that the extent of cost and instability performances of inventory policies
depend on the system parameters in our numerical study. The cost differences of (R, S) and (R, S)” policies
from the optimal cost of (s, .S) policy are lower than 0.01% for 46 and 0.05% for 78 of 80 test instances
respectively. For all 80 instances (R, S)’ is superior to (s, S) policy in terms of instability performance.

To provide more insight it might be useful to examine an instance in detail. Consider the instance with
static demand pattern, setup cost 250 and coefficient of variation 0.25. When (s, S) policy is employed, the
expected number of setup changes is 11.3. If (R, S)" policy is used the expected number of setup changes
decreases to 1.5, but the expected cost increases by 0.88%. On the other hand, if (R, S) policy is employed,
there will be no instability and expected cost is increases by 1.52%.

7 Conclusions and extensions

In this study, we extended first the system nervousness definitions in the literature to cover non-stationary
stochastic demand, and we investigated the cost and stability performances of (R, S) and cost-optimal (s, S)
inventory policies in terms of system nervousness. In contrast to previous studies using a rolling horizon
framework which itself is a source of nervousness, we employed a re-planning approach and we analyzed
the nervousness resulting from pure demand uncertainty. With the strategy we proposed we obtain the
expected cost and instability values of a given inventory problem simultaneously. We characterized the
effects of cost parameters, demand variability and non-stationary demand patterns on the cost and insta-
bility performances of inventory policies. Our findings can be used to assess inventory control policies



under different system settings and can be of help to choose the most efficient inventory policy depending
on the flexibility of the system to setup changes and importance of cost.

We showed that (R, S) policy is clearly dominant to (s, .S) policy in terms of stability performance even
when the inventory plan is regenerated through the planning horizon, and the cost penalty of using (R, S)
policy, rather than cost-optimal (s, S) policy, is fairly small under general settings. In addition to that, we
clarified that the cost performance of (R, S) policy can be improved to some extent by employing a re-
planning approach in expense of some degree of instability. These all together shows that (R, .S) can be a
strong alternative to (s, S) with its superior stability performance, especially for systems characterized by a
low degree of flexibility to setup changes.

In this study we assumed that the setup changes in the imminent and the following periods effect the
instability value identically. Therefore, our results do not account for the cases where the importance of the
instabilities diminish in time. Investigating such a case, possibly by using a discount factor, is one of the
interesting directions for further research. Another potential extension is to consider different inventory

policies.
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Abstract. In this survey we focus on problems of decision making under
uncertainty. Firstly, we clarify the meaning of the word “uncertainty” and
we describe the general structure of problems that fall into this class. Sec-
ondly, we provide a list of problems from the Constraint Programming,
Artificial Intelligence and Operations Research literatures in which un-
certainty plays a role. Thirdly, we survey existing modeling frameworks
that provide facilities for handling uncertainty. A number of general pur-
pose and specialized hybrid solution methods are surveyed, which deal
with the problems in the list provided. These approaches are categorized
into three main classes: stochastic reasoning-based, reformulation-based
and sample-based. Finally, we provide a classification for other related
approaches and frameworks in the literature.

1 Introduction

In this work we survey problems in which we are required to make decisions
under uncertainty, and we categorize existing hybrid techniques in Constraint
Programming (CP), Artificial Intelligence (AI) and Operations Research (OR)
for dealing with them. The word uncertainty is used to characterize the existence,
in these problems, of uncontrollable or “random” variables!, which cannot be
influenced by the decision maker. In addition to these random variables, prob-
lems also comprise controllable or “decision” variables, to which a value from
given domains has to be assigned. More specifically, a problem classified as de-
terministic with respect to the degree of uncertainty does not include random
variables, while a stochastic problem does.

Random variables are typically employed to model factors such as the cus-
tomer demand for a certain product, the crop yield of a given piece of land during

* B. Hnich and A. Tarim are supported by the Scientific and Technological Research
Council of Turkey (TUBITAK) under Grant No. SOBAG-108K027.
1 Alternatively, in the literature, these variables are also denoted as “stochastic”.



a year, the arrival rate of orders at a reservation center and so forth. A continu-
ous or discrete domain of possible values that can be observed is associated with
each random variable. A probabilistic measure — typically a probability distri-
bution — over such a domain is assumed to be available in order to fully quantify
the likelihood of each value (respectively, range of values in the continuous case)
that appears in the domain.

The decision making process comprises one or more subsequent decision
stages. In a decision stage, a decision is taken by the decision maker who as-
signs a value to each controllable variable related to this decision stage of the
problem and, subsequently, the uncontrollable variables related to this stage are
observed and their realized values become known to the decision maker.

It should be noted that, in this work, we do not consider situations in which
the decision maker has the power to modify the probability distribution of a given
random variable by using his decisions. Random variables are therefore fully
uncontrollable. To clarify, this means that a situation in which the decision maker
has the option of launching a marketing campaign to affect the distribution of
customer demands will not be considered.

This work is structured as follows: in Section 2 we employ a motivating exam-
ple and a well established OR modeling framework — Stochastic Programming
— in order to illustrate key aspects associated with the process of modeling
problems of decision making under uncertainty; in Section 3 we provide a list of
relevant problems from the literature on hybrid approaches for decision making
under uncertainty and, for each problem, we also provide a short description and
a reference to the work in which such a problem has been proposed and tack-
led; in Section 4 we introduce frameworks, respectively from Al and from CP,
that aim to model problems of decision making under uncertainty; in Section 5,
we classify existing hybrid approaches for tackling problems of decision making
under uncertainty into three classes: in the first class (Section 6) we identify
general and special purpose approaches that perform “stochastic reasoning”, in
the second class (Section 7) we list approaches, general and special purpose, that
use reformulation, and in the third class (Section 8) we categorize approximate
techniques based on a variety of strategies employing sampling; finally, in Sec-
tion 9 we point out connections with other related works, and in Section 10 we
draw conclusions.

2 Decision making under uncertainty

Several interesting real world problems can be classified as “stochastic”. In this
section we use a variant of the Stochastic Knapsack Problem (SKP) discussed in
[34] as a running example to demonstrate ideas and concepts related to stochas-
tic problems.

Single-stage Stochastic Knapsack. A subset of k£ items must be chosen,
given a knapsack of size ¢ into which to fit the items. Each item i, if included
in the knapsack, brings a deterministic profit r;. The size w; of each item is



stochastic and it is not known at the time the decision has to be made. Never-
theless, we assume that the decision maker knows the probability mass function
PMF(w;) [31], for each ¢ = 1,...,k. A per unit penalty cost p has to be paid
for exceeding the capacity of the knapsack. Furthermore, the probability of the
plan not exceeding the capacity of the knapsack should be greater than or equal
to a given threshold 6. The objective is to find the knapsack that maximizes the
expected profit.

We now discuss Stochastic Programming, which is one of the most well known
modeling approaches in OR for problems of decision making under uncertainty,
such as the SKP. We arbitrarily chose to employ such a framework to introduce
the key concepts of decision making under uncertainty. In the next sections,
the following frameworks will be also introduced: Stochastic Boolean Satisfiabil-
ity, Probabilistic Constraint Satisfaction Problems, Event-Driven Probabilistic
Constraint Programming and Stochastic Constraint Programming.

Stochastic Programming (SP) [11,32] is a well established technique often
used for modeling problems of decision making under uncertainty. A Stochastic
Program typically comprises a set of decision variables defined over continuous
or discrete domains, a set of random variables also defined over continuous or
discrete domains and, for each random variable, the respective probability den-
sity function (PDF) if continuous or probability mass function (PMF) if discrete.
Decision and random variables are partitioned into decision stages. Within a de-
cision stage, firstly, all the associated decision variables are assigned values; and
secondly, all the associated random variables are observed. A set of constraints
is usually enforced over decision and random variables in the model. These con-
straints may be hard, that is they should always be met regardless of the values
that are observed for the random variables, or they may be chance-constraints
[15]. Chance-constraints are constraints that should be satisfied with a prob-
ability exceeding a given threshold. If the problem is an optimization one, it
may minimize/maximize an objective function defined over some expressions on
possible realisations (for example, maximize the worst case performance of the
stochastic system under control, or minimize the difference between the max-
imum and minimum values a performance measure may take to increase the
robustness of a system) or some probabilistic measure — such as expectation or
variance — of decision and random variables in the model.

To clarify these concepts we now introduce a Stochastic Programming model
for the single-stage SKP (Fig. 1). The objective function maximizes the trade-off
between the reward brought by the objects selected in the knapsack (those for
which the binary decision variable X; is set to 1) and the expected penalty paid
for buying additional capacity units in those scenarios in which the available ca-
pacity c is not sufficient. Control actions that are performed after the uncertainty
is resolved — such as buying additional capacity at a high cost — are called,
in SP, “recourse actions”. The only chance-constraint in the model ensures that
the capacity c is not exceeded with a probability of at least 6. There is only a
single decision stage in the model. Decision stages define how uncertainty unfolds



Objective:

k k +

max {Zi:l r: X; — pE [Zi:l w; X — c] }
Subject to:

Pr {Zle wiX; < c} >0
Decision variables:

X; €{0,1} Viel,...  k
Random variables:

w; — item ¢ weight Vi€ 1,... k
Stage structure:

Vl = {X17...7Xk}

Sl = {wl,...,wk}

L = [(W1, 51)]

Fig.1. A Stochastic Programming formulation for the single-stage SKP. Note that
[y]" = max{y,0} and E denotes the expected value operator.

in the decision making process. In other words, what the alternation should be
between decisions and random variable observations. In a decision stage (V;, S;),
first we assign values to all the decision variables in the set V;, then we observe
the realized values for all the random variables in the set S;. More specifically, in
the single decision stage (V1,S1) of the SKP, first we select all the objects that
should be inserted into the knapsack, that is we assign a value to every decision
variable X; € V1, Vi € 1,...,k; second, we observe the realized weight w; € 51
for every object i € 1,... k.
We now introduce a numerical example for the single-stage SKP.

Ezample 1. Consider k = 5 items whose item rewards r; are {16, 16,16,5,25}.
The discrete probability mass functions for the weight w; of item ¢ = 1,...,5 are
respectively:

PMF(w;) = {10(0.5),8(0.5)}, PMF(w2) = {9(0.5),12(0.5)}, PMF(ws3) = {8(0.5),
13(0.5)}, PMF(w4) = {4(0.5),6(0.5)}, PMF (ws5) = {12(0.5),15(0.5)}.

The figures in parenthesis represent the probability that an item takes a certain
weight. The other problem parameters are ¢ = 30, p = 2 and 6 = 0.6.

As discussed, the problem has a single decision stage. This means that every
decision has to be taken in a proactive way, before any of the random variables is
observed. Therefore the optimal solution can be expressed as a simple assignment
for the decision variables X;, Vi € 1,..., k. More specifically, the optimal solution
for Example 1 proactively selects items {1,4,5} and achieves an expected profit
of 45.75. Such a solution can be validated using a scenario tree, as shown in Fig.
2. This tree considers every possible future realisation for the random variables
wi, Vi € 1,...,k. Since every random variable in the problem takes each of
the possible values in its domain with uniform probability, all the paths in the
scenario tree are equally likely. Therefore, it is easy to compute the expected
profit of such an assignment and the expected additional capacity required. By
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Fig. 2. Scenario tree representing the solution of the single-stage SKP in Example 1.

plugging these values into the objective function, the profit associated with this
solution can be easily obtained (i.e. 46—2-0.125 = 45.75). Finally, it can be easily
verified that the chance-constraint in the model is also satisfied by this solution.
In fact, a shortage is observed only in 4 out of 32 scenarios, therefore the chance
constraint is satisfied, in this solution, with probability 0.875 > 6 = 0.6.

The problem discussed in the former paragraphs only comprises a single de-
cision stage. However, in general, stochastic programs may comprise multiple
decision stages, that is a sequence of decisions and observations. In order to



Objective:
maxx, {r1X1 + Eo, {maxx, r2 X2 + Eu,{... {maxx, , rs—1Xp—1+
E,, {maxx, reXk —|—p[2f:1 wiX; — ). 3}
Subject to:
Pr {ZlewiXi < c} >0
Decision variables:
X; € {0,1} Viel,...,k
Random variables:
w; — item i weight Vi€ 1,... k
Stage structure:
Vi={X;}Viel,.. |k
Si={wi} Viel,... k
L =[(V1,51),(Va,S2), ..., (Vi, Sk)]

Fig. 3. Stochastic programming formulation for the multi-stage SKP.

clarify this, we slightly modify the SKP presented above in such a way as to
allow for multiple decision stages. Therefore, we introduce the multi-stage SKP.

Multi-stage Stochastic Knapsack. The single-stage problem description
and assumptions are valid here with the exception that the items are considered
sequentially, starting from item 1 up to item k. In other words, first we take the
decision of inserting or not a given object into the knapsack, then we immedi-
ately observe its weight, which is a random variable, before any further item is
taken into account.

A stochastic programming model for the multi-stage SKP is shown in Fig. 3.
The model is similar to the one presented in Fig. 1, but the structure of the
objective function is different. In this new model, expectation (E,,) and maxy,
operators are nested and parameterized each by, respectively, the random vari-
able w; over which the expectation is computed and the decision variable X;
that should be assigned in order to maximize the objective function value. This
means, in practice, that an object may be selected or not, depending on the re-
alized weights for previous objects. The stage structure is also different, because
now the problem comprises multiple decision stages that alternate decisions and
observations according to the arrival sequence of the objects.

We refer, once more, to the Example 1 presented above. The numerical data
introduced there can be used to obtain an instance of the multi-stage SKP.
As discussed, the problem now has multiple decision stages. This means that
decisions are taken in a dynamic way, and they are alternated with observations
for random variables. Therefore, the optimal solution is now expressed by using a
solution tree. A solution tree encodes full information on how to act at a certain
decision stage, when some random variables have been already observed. More
specifically, the optimal solution tree for the instance of the multi-stage SKP
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Fig. 4. Solution tree for the multi-stage SKP in Example 1.

defined by the data in Example 1 achieves an expected profit of 47.75 and it is
shown in Fig. 4. To clarify: at the root node no uncertainty has been unfolded.
The optimal solution tree in Fig. 4 shows that it is always optimal to take item
1 in the knapsack. Nevertheless, depending on the observed value for the weight
of item 1, two alternative decisions may be optimal: not taking item 2 if the
observed weight for item 1 is 10; or taking item 2 if the observed weight for item
1 is 8. To reiterate, since every random variable in the problem takes each of
the possible values in its domain with uniform probability, all the paths in the



solution tree are equally likely. Therefore, it is easy to compute the expected
profit of such an assignment and the expected additional capacity required. By
plugging these values into the objective function, the profit associated with this
solution can be easily obtained. Finally, it can be also easily verified that the
chance-constraint in the model is also satisfied by this solution. In fact, a shortage
is observed only in 12 out of 32 scenarios, therefore the chance constraint is
satisfied, in this solution, with probability 0.625 > 6 = 0.6.

In this section we discussed the SKP; in Section 3 we provide a further list
of problems from the literature discussing hybrid approaches to decision making
under uncertainty.

3 A Collection of Stochastic Problems

In this section we provide a list of 9 other problems of decision making under
uncertainty for which hybrid approaches have been proposed in the literature.
This list is comprehensive, in the sense that it contains representative problems
for each hybrid CP-AI-OR approach for decision making under uncertainty sur-
veyed in this work.

The problems are:

Stochastic queueing control problem [8, 75, 74]

Scheduling Conditional Task Graphs [40]

Stochastic reservation [5]

Job shop scheduling with probabilistic durations [3]
Two-stage stochastic matching problem [33]
Production/inventory management [78]

Stochastic template design [52, 71]

— Scheduling internal audit activities [60]

— Stochastic sequencing with release times and deadlines [57].

For each of these problems we provide a textual description; the reader may refer
to the respective works where these problems were first introduced to obtain a
more detailed description. In Section 5 we discuss and classify the hybrid solution
methods proposed for modeling and solving these problems.

3.1 Stochastic queueing control problem

In a facility with front room and back room operations, the aim is to switch
workers between the rooms in order to cope with changing customer demand.
Customer arrival and service time are stochastic and the decision maker seeks
a policy for switching workers such that the expected customer waiting time is
minimized, while the staff in the back room remains sufficient to perform all
work. The problem was originally proposed and analyzed in [8]. Terekhov and
Beck investigated it in [75, 74].



3.2 Scheduling conditional task graphs

This is the problem, discussed in [40], of scheduling conditional task graphs in
presence of unary and cumulative resources, minimizing the expected makespan.
Conditional task graphs are directed acyclic graphs containing activities linked
by precedence relations. Some of the activities represent branches. At run time
only one of the successors of a branch is chosen for execution, depending on
the occurrence of a condition labeling the corresponding arc. Since the truth or
the falsity of those conditions is not known a priori, the problem is stochastic.
Therefore all the possible future scenarios must be taken into account while
constructing the schedule.

3.3 Stochastic reservation

This problem, introduced in [5], is a particular application of the stochastic
multi-knapsack problem. A travel agency may aim at optimizing the reservation
of holiday centers during a specific week with various groups in the presence
of stochastic demands and cancellations. The requests are coming according a
given probability distribution and they are characterized by the size of the group
and the price the group is willing to pay. The requests cannot specify the holiday
center. However, the travel agency, if it accepts a request, must inform the group
of its destination and must commit to it. Groups can also cancel the requests
at no cost. Finally, the agency may overbook the centers, in which case the
additional load is accommodated in hotels at a fixed cost.

3.4 Job shop scheduling with probabilistic duration

This problem was originally proposed in [3]. The problem is a classic Job Shop
Scheduling (JSP) (see [23], p. 242) in which the objective is to find the minimum
makespan. In contrast to the classic formulation for the JSP presented in [23]
the authors assume, in this case, that the job durations are probabilistic. The
objective is therefore accordingly modified to account for uncertainty: the au-
thors search for a proactive plan, consisting of a partial order among activities
and of resource-activity allocations, which attains the lowest possible makespan
with probability greater or equal to a given threshold.

3.5 Two-stage stochastic matching problem

We consider the minimum cost maximum bipartite matching problem discussed
in [33]. The task is to buy edges of a bipartite graph which together contain
a maximum-cardinality matching in the graph. The problem is formulated as
a two-stage stochastic program with recourse, therefore edges can be bought
either during the first stage, or with a recourse action after uncertainty has
been resolved. There are two possible variants of this problem. In the first, the
uncertainty is in the second stage edge-costs, that is the cost of an edge can
either increase or decrease in the second stage. In the second variant all edges



become more expensive in the second stage, but the set of nodes that must be
matched is unknown. This problem can model real-life stochastic integral plan-
ning problems such as commodity trading, reservation systems and scheduling
under uncertainty.

3.6 Production/inventory management

Uncertainty plays a major role in production and inventory management. In this
simplified production/inventory planning example there are a single product, a
single stocking point, production capacity constraints, service level constraints
and a stochastic demand. The objective is to find a replenishment plan associated
with the minimum expected total cost. The cost components taken into account
are inventory holding costs and fixed replenishment (or setup) costs. The opti-
mal plan gives the timing of the replenishments as well as the order quantities,
which depend upon the previously realized demand. This production/inventory
management problem has been investigated in [71,78]. In [69] the authors in-
vestigate the same problems under the assumption that the production capacity
constraints are relaxed.

3.7 Stochastic template design

The deterministic template design problem (prob002 in CSPLib?) is described
as follows. We are given a set of variations of a design, with a common shape and
size and such that the number of required pressings of each variation is known.
The problem is to design a set of templates, with a common capacity to which
each must be filled, by assigning one or more instances of a variation to each
template. A design should be chosen that minimises the total number of runs
of the templates required to satisfy the number of pressings required for each
variation. As an example, the variations might be for cartons for different flavours
of cat food, such as fish or chicken, where ten thousand fish cartons and twenty
thousand chicken cartons must be printed. The problem would then be to design
a set of templates by assigning a number of fish and/or chicken designs to each
template such that a minimal number of runs of the templates is required to print
all thirty thousand cartons. Proll and Smith [55] address this problem by fixing
the number of templates and minimising the total number of pressings. In the
stochastic version of the problem [52] the demand for each variation is uncertain.
In compliance with production/inventory theory, the authors incorporate two
conventional cost components: scrap cost, incurred for each template that is
produced in excess of the realized demand, and shortage cost, incurred for each
unit of demand not fulfilled. The objective is then to minimize the expected total
cost.

% http://www.csplib.org



3.8 Scheduling internal audit activities

Based on costs and benefits that change over time, the focus of the internal audit
scheduling problem is how often to conduct an internal audit on an auditable
unit. Auditable units are the units upon which internal control procedures are
applied, in order to safeguard assets and assure the reliability of information
flows. The problem, originally introduced in [60], can be stated as follows. We
consider a planning horizon comprising of N time periods. We are given a set
of M audit units over which random losses may accrue over time. Losses in
each period are assumed to have a known probability mass function that could
easily be estimated from available historical data. The distribution of losses may
vary from period to period, i.e., it is non-stationary. Losses at different periods
are assumed to be independent. Auditing is a time-consuming task, and the
auditing team is given a strict deadline for performing an audit. Specifically,
an audit must be completed in T time periods. Therefore after T periods the
accrued losses drop to zero. If a team has already started auditing a unit at a
given time period, then no other audit can be initiated during this period for
the given audit team. The timing of audits are fixed once and for all at the
beginning of the planning horizon and cannot be changed thereafter, even if it
is suspected that certain auditable units have accrued unexpected losses. The
objective is to find the optimal audit schedule while respecting the maximum loss
criteria. That is, the invariant audit cost (i.e., fixed audit costs incurred each
time an audit is conducted) and expected total discounted audit losses (i.e.,
cumulative losses accrued at the end of each period) are minimized by satisfying
a minimum probability « that the losses will not exceed a predetermined level
(allowed maximum loss) in any given audit period for any auditable unit.

3.9 Stochastic sequencing with release times and deadlines

The problem, introduced in [57], consists in finding an optimal schedule to pro-
cess a set of orders using a set of parallel machines. The objective is to minimize
the expected total tardiness of the plan. Processing an order can only begin after
its release date and should be completed at the latest by a given due date for
such an order. An order can be processed on any of the machines. The process-
ing time of a given order, when processed on a certain machine, is a random
variable. A solution for this problem consists in an assignment for the jobs on
the machines and in a total order between jobs on the same machine. A job will
be processed on its release date if no other previous job is still processing, or as
soon as the previous job terminates.

4 Frameworks for decision making under uncertainty in

CP and Al

In Section 2 we introduced SP, a well established OR framework for decision
making under uncertainty. In this section, we introduce other existing frame-
works for decision making under uncertainty from, respectively, Al and CP.



Stochastic Boolean Satisfiability extends a well established Al modeling frame-
work, Propositional Satisfiability, by considering uncertainty. Probabilistic CSP,
Event-Driven Probabilistic Constraint Programming and Stochastic Constraint
Programming set the scene for dealing with uncertainty in CP. Where appropri-
ate, we describe connections and similarities among these different frameworks.

4.1 Stochastic Boolean Satisfiability

The Boolean Satisfiability (SAT) community have investigated problems involv-
ing uncertainty, with the Stochastic Satisfiability (SSAT) framework. SSAT aims
to combine features of logic and probability theory, and has been applied to prob-
abilistic planning, belief networks and trust management. We base our discussion
on a recent survey [43].

Definitions The SAT problem is to determine whether a Boolean expression
has a satisfying labelling (set of truth assignments). The problems are usually
expressed in conjunctive normal form: a conjunction of clauses c¢; A. .. Ac¢,, where
each clause c is a disjunction of literals [y V... V [,, and each literal [ is either a
Boolean variable v or its negation . A Boolean variable can be labelled true (7')
or false (F'). Many constraint problems can be SAT-encoded (modelled as a SAT
problem) and vice-versa. In fact any SAT problem can be viewed as a Constraint
Satisfaction Problem (CSP) with binary domains and non-binary constraints via
the non-binary encoding [77]: for example a clause a V bV ¢ corresponds to the
constraint (or conflict) preventing the assignments {a < F, b «— F, ¢ < T'}. The
SSAT terminology is somewhat different than that of SP but there are many
correspondences.
An SSAT problem @ = Q1v; ... Q,v,¢ is specified by:

— a prefit ® = Q1v1 ... Qnv, that orders the Boolean variables vy . .. v, of the
problem and quantifies them. Each variable v; is quantified by its quantifier
Q; either as existential (3) or randomised (Yq);

— a matriz ¢: a Boolean formula containing the variables, usually in conjunc-
tive normal form (CNF).

An existential variable is a standard SAT variable (corresponding to a decision
variable in SP), while a randomised variable v; is a Boolean variable that is
true with associated probability 7; (corresponding to a random variable in SP).
Sequences of similarly quantified variables may be grouped together into (ex-
istential or randomised) blocks, and an SP stage corresponds to an existential
block followed by a randomised block. The values of existential variables may be
contingent on the values of (existential or randomised) variables earlier in the
prefix, so an SSAT solution takes the form of an assignment tree (corresponding
to the solution tree in SP) specifying an assignment to each existential variable
for each possible instantiation of the randomised variables preceding it in the
prefix. An optimal assignment tree is one that yields the maximum probabil-
ity of satisfaction; alternatively, the decision version of SSAT asks whether the
probability of satisfaction exceeds a threshold 6.



SSAT is simpler than a Stochastic Program in three ways: the variable do-
mains are Boolean only (as in SAT), the constraints (clauses) are of a fixed
type (as in SAT), and no distinction is made between scenarios in which dif-
ferent clauses are violated. The latter means that SSAT is akin to a stochastic
program with a single chance-constraint.

Restrictions and generalizations Some special cases have been identified in
the literature: if all variables are randomised then we have a MAJSAT problem;
if the prefix has only an existential block followed by a randomised block then we
have an E-MAJSAT problem; and if each block contains a single variable then
we have an Alternating SSAT (ASSAT) problem. SSAT has also been extended
by the addition of universal quantifiers (V) to give Extended SSAT (XSSAT).
A formula Yv¢ must be true for both v = T and v = F. XSSAT subsumes
Quantified Boolean Formulae (QBF), which is the archetypal PSPACE-complete
problem: QBF is XSSAT without randomised quantifiers.

4.2 Probabilistic Constraint Satisfaction Problems

The Probabilistic CSP framework, proposed in [19], is an extension of the CSP
framework [1] that deals with some decisions problems under uncertainty. This
extension relies on a differentiation between the agent-controllable decision vari-
ables and the uncontrollable parameters whose values depend on the occurrence
of uncertain events. The uncertainty on the values of the parameters is assumed
to be given under the form of a probability distribution.

Definitions A probabilistic CSP is a CSP equipped with a partition between
(controllable) decision variables and (uncontrollable) parameters, and a probabil-
ity distribution over the possible values of the parameters. More specifically, the
authors define a Probabilistic CSP as a 6-tuple P = (A, W, X, D,C, pr), where
A ={X1,..., A} is a set of parameters; W = Wy x --- x W,,, where W is the
domain of A\;; X = {z1,...,2,} is a set of decision variables; D = Dy X ... X Dy,
where D; is the domain of x;; C is a set of constraints, each of them involving
at least one decision variable; and pr : W — [0, 1] is a probability distribution
over the parameter assignments. Constraints are defined as in classical CSP. A
complete assignment of the parameters (resp. of the decision variables) is called
a “world” (resp. a “decision”).

The authors consider successively two assumptions concerning the agents
awareness of the parameter values at the time the decision must imperatively be
made.

— “No more knowledge”: the agent will never learn anything new before the
deadline for making a decision; all it will ever know is already encoded by
the probability distribution.

— “Complete knowledge”: the actual parameters will be completely revealed
before the deadline is reached (possibly, just before), so that it it useful to



the agent to compute off-line a ready-to-use conditional decision, that the
agent will be able to instantiate on-line, as soon as it knows what the actual
parameters are.

For the first case, a solution is an unconditional decision that is most likely
to be feasible according to world probabilities. For the second case, a solution
provides a set of decisions with their conditions of applicability — i.e. under
which world(s) a given decision should be used — together with the likelihood
of occurrence of these conditions, which also follows from world probabilities.

4.3 Event-driven Probabilistic Constraint Programming

In Event-driven Probabilistic Constraint Programming (EDP-CP), which is an
extension of the Probabilistic CSP framework, some of the constraints can be
designated by the user as event constraints. The user’s objective is to maximize
his/her chances of realizing these “events”. In each world — as defined in the
Probabilistic CSP framework — events are subject to certain pre-requisite con-
straints and to certain conditions. If a pre-requisite is unsatisfied in a given world
then the event is also classed as unsatisfied in that world; and if a condition is
unsatisfied in a world then the event is classed as satisfied in that scenario. In-
tuitively, this means that in EDP-CP it is possible to express the fact that the
feasibility of certain event constraints may depend on the satisfaction of other
constraints (denoted as “pre-requisite constraints”) under certain “conditions”.
In order to model such situations, a new meta-constraint — the dependency
meta-constraint — is introduced.

Definitions An EDP-CP is a 9-tuple P = (X, D, A, W, E,C, H, ¥, Pr) where:

— X ={x1,...,2,} is a set of decision variables;

— D =Dy x...x D,, where D; is the domain of Xj;

— A={)\,..., A} is a set of uncertain parameters;

— W=W; x...x W, where W; the domain of \;;

— & ={e1,...,em} is a set of event constraints. Each e; may either be proba-

bilistic (involving a subset of X and a subset of A) or deterministic (involving
only a subset of X);

—C ={c1,...,60} is a set of dependency meta-constraints. For each depen-
dency meta-constraint ¢; : DEPENDENCY (e, p, f) we have e €€, where p may
be either a probabilistic or a deterministic pre-requisite constraint, and f is
a deterministic condition constraint;

— H= {hi1,...,hy} is a set of hard constraints. Each h; may either be proba-
bilistic (involving a subset of X and a subset of A) or deterministic (involving
only a subset of X);

— W is any expression involving the event realization measures on the event
constraints in &;

— Pr: W — [0,1] is a probability distribution over uncertain parameters.



An optimal solution to an EDP-CP P = (X, D AW, E,C,H, ¥, Pr) is any
assignment S to the decision variables such that:

1. the hard constraints are satisfied in each possible world; and

2. there exists no other assignment satisfying all the hard constraints with
a strictly better value for ¥, according to the DEPENDENCY constraints
introduced in the model.

Relations to other Frameworks The Event-driven Probabilistic Constraint
Programming (EDP-CP) framework, proposed in [67], extends both the Proba-
bilistic CSP framework [19] and the Dependent-chance Programming framework
[38]. In contrast to probabilistic CSP, which treats all probabilistic constraints
uniformly, EDP-CP distinguishes between event, pre-requisite, condition, and
hard constraints. Furthermore, in Dependent-chance Programming a feasible
solution satisfies all event constraints, whilst in EDP-CP such a requirement
is relaxed. This gives the decision-maker more flexibility in modeling. Finally,
the notion of constraint dependency introduced in [67] comprises condition con-
straints, in addition to the event and pre-requisite constraints. As the authors
remark, constraint dependency without condition constraints does not guaran-
tee optimal plans since in certain instances common variables may take values
which break the link between two dependent constraints.

4.4 Stochastic Constraint Programming

Stochastic Constraint Programming (SCP) was first introduced in [78] in order
to model combinatorial decision problems involving uncertainty and probability.
According to Walsh, SCP combines together the best features of CP (i.e. global
constraints, search heuristics, filtering strategies, etc.), of SP (expressiveness in
representing problems involving random variables), and of Stochastic Satisfia-
bility.

Definitions An m-stage Stochastic Constraint Satisfaction Problem (SCSP) is
defined, according to [78], as a 7-tuple (V, S, D, P,C,0, L)3, where V is a set of
decision variables and S is a set of random variables, D is a function mapping
each element of V' and each element of S to a domain of potential values. In what
follows we assume that both decision and random variable domains are finite.
P is a function mapping each element of S to a probability distribution for its
associated domain. C' is a set of chance-constraints over a non-empty subset of
decision variables and a subset of random variables. 8 is a function mapping each

3 The original formulation, proposed in [78], does not directly encode the stage struc-
ture in the tuple and actually defines a SCSP as a 6-tuple; consequently the stage
structure is given separately. We believe that a more adequate formulation is the one
proposed in [30], that explicitly encodes the stage structure as a part of the tuple,
giving a 7-tuple.



Objective:

max {ZLI r; X; — pE Zle wi X; — c]+}
(V,S,D, P,C,0, L):

Vo= {X1,..., Xz}

S = {wl,...,wk}

D={Xy,..., X, €{0,1}, D(w1),...,D(wk)}

P = {PDF(w), ..., PDF(w)}

C={Pr{Th wXi<c} >0}

L= [<{X17'"7Xk}7{w17"'7wk}>]

Fig. 5. Stochastic Constraint Programming formulation for the single-stage SKP.

chance-constraint h € C' to 0, which is a threshold value in the interval (0, 1], in-
dicating the minimum satisfaction probability for chance-constraint h. Note that
a chance-constraint with a threshold of 1 (or without any explicit threshold spec-
ified) is equivalent to a hard constraint. L = [(V1,51),...,(Vi, Si), ..oy (Vin, Sim)]
is a list of decision stages such that each V; C V', each S; C S, the V; form a
partition of V', and the S; form a partition of S.

To solve an m-stage SCSP an assignment to the variables in V3 must be
found such that, given random values for S7, assignments can be found for V5
such that, given random values for S, ..., assignments can be found for V,,
so that, given random values for S,,, the hard constraints are satisfied and the
chance constraints are satisfied in the specified fraction of all possible scenarios.
The solution of an m-stage SCSP is represented by means of a policy tree. A
policy tree is a set of decisions where each path represents a different possible
scenario and the values assigned to decision variables in this scenario. The policy
tree, in fact, corresponds to the solution tree adopted in SP.

Let S denote the space of policy trees representing all the solutions of a SCSP.
We may be interested in finding a feasible solution, i.e. a policy tree s € S, that
maximizes the value of a given objective function f(-) over a set S C S of random
variables (edges of the policy tree) and over a set V C V of the decision variables
(nodes in the policy tree). A stochastic constraint optimization problem (SCOP)
is then defined in general as maxsecs f(s).

Unlike SP, SCP offers a richer modeling language which supports chance-
constraints over global, nonlinear, and logical constraints in addition to linear
ones.

It is easy to reformulate the running example discussed in Section 2 (SKP) as
a single-stage SCOP, the respective model is given in Fig. 5. As in the SP model,
in the SCP model we have sets of decision and random variables with their
respective domains. For the random variables the respective probability mass
function is specified. There is a chance-constraint with an associated threshold
0. In fact, the SCOP in Fig. 5 fully captures the structure of the stochastic
program in Fig. 1.



5 A Classification of Existing Approaches

In previous sections we stressed the fact that this survey is centered on “uncer-
tainty”, and we also clarified the precise meaning we associate with the term
uncertainty. Other literature surveys tend to merge uncertainty with other con-
cepts; in Section 9 we will briefly discuss related works in these different areas,
and the reader may refer to these surveys for more details. Furthermore, there
exist surveys that are more explicitly focused on pure AI [10] or OR [62] tech-
niques, but little attention has been dedicated so far to hybrid techniques.

In this section, we propose a classification for existing hybrid approaches
and frameworks that blend CP, AT and OR for decision making under uncer-
tainty. The integration of CP, Al and OR techniques for decision making under
uncertainty is a relatively young research area. We propose to classify existing
approaches in the literature within three main classes (Fig. 10).

Hybrid Approaches
in Decision Making
under Unceratinty

Search & filtering Reformulation-based Sample-based
based on
stochastic reasoning

Fig. 6. A classification of hybrid approaches in CP-AI-OR for decision making under
uncertainty.

— The first class comprises those approaches that perform some form of “stochas-
tic reasoning” by using dedicated — general or special purpose — search
procedures, filtering algorithms, neural networks, genetic algorithms etc.

— The second class, in contrast, includes approaches that exploit reformulation
— once again employing either a specialized analytical derivation for a given
problem, or general purpose techniques — in order to produce a deterministic
model that can be solved using existing solvers.

— Finally, the third class comprises incomplete approaches that exploit sam-
pling in order to attain a near-optimal solution for problems of optimiza-
tion under uncertainty. We believe that approaches based on sampling are
particularly attractive and deserve a dedicated class. In fact, a high level
of complexity is a typical trait of decision problems involving uncertainty,
therefore it seems that the only feasible way of tackling many of these prob-
lems consists in developing effective approximation strategies.

Before discussing further this classification, it is worth mentioning that we be-
lieve it would be impractical to list all existing applications of hybrid methods



from CP, AI, and OR in decision making under uncertainty. For this reason we
aim rather to classify the different strategies — and not the specific applica-
tions — adopted in the literature for solving this class of problems using hybrid
approaches. Nevertheless, for each strategy mentioned in this section, we will
report some of the respective applications.

In Section 6, we will discuss approaches performing “stochastic reasoning”;
in Section 7 we will discuss approaches that exploit reformulation; and finally in
Section 8 we will discuss incomplete approaches that exploit sampling.

6 Approaches based on stochastic reasoning

In this section we will analyze existing approaches that perform some sort of
“stochastic reasoning” by using dedicated — general or special purpose — tech-
niques. These techniques take several different forms: search procedures, filtering
algorithms, neural networks, genetic algorithms etc.

Firstly, we shall distinguish between general purpose and problem specific
strategies (Fig. 7).

Hybrid Approaches
in Decision Making
under Unceratinty

Search & filtering
based on
stochastic reasoning

General purpose strategies: Problem specific strategies:

- Probabilistic CSP Complete

- Stochastic CP - Scheduling conditional task graphs

- Evolved Parameterised Policies - Computing optimal R.,S policy parameters under
- Stochastic SAT service level constraints

- Computing optimal RS policy parameters under
penalty cost scheme

Approximate

- Cost-based filtering for stochastic inventory control
- Evolutionary search for replenishment cycle policies
- Neuroevolutionary Inventory Control

Fig. 7. A classification of hybrid approaches in CP-AI-OR for decision making under
uncertainty: approaches based on stochastic reasoning.



General purpose strategies aim to develop frameworks that provide model-
ing and solving facilities to handle generic problems of decision making under
uncertainty. The modeling frameworks proposed in the literature typically ag-
gregate concepts from different domains, for instance global constraints from CP,
chance-constraints and random variables from SP (OR). These frameworks ex-
ploit well established Al strategies, such as forward checking procedures and
genetic algorithms, in the solution process.

Problem specific strategies typically develop specialized reasoning algorithms
that, during the search, are able to perform inference by exploiting the specific
structure of the problem. For instance a typical approach is to encapsulate the
reasoning within a dedicated global constraint that prunes decision variable do-
mains according to the underlying stochastic reasoning.

In addition, both general purpose and problem specific strategies may be
complete or heuristic. We shall now discuss in more detail these two different
classes of approaches based on stochastic reasoning, by providing pointers to
works in the literature.

6.1 General purpose strategies

We survey four different general purpose strategies for modeling and solving
different classes of problems of decision making under uncertainty. These are:
Probabilistic CSP, Stochastic CP, Evolving Parameterised Policies, and Stochas-
tic SAT.

Probabilistic CSP. One of the first general purpose frameworks for model-
ing uncertainty in CP is the Probabilistic CSP [19]. In the Probabilistic CSP
a distinction is made between controllable and uncontrollable variables which
correspond, respectively, to decision and random variables in SP. As in SP, a
probability density function is associated with each uncontrollable variable. The
authors discuss two different settings. Under the first of these settings, for each
of the possible realizations that may be observed for the uncontrollable variables,
the best decision is determined. This strategy corresponds to the wait-and-see
policy in SP ([32], pp. 8) and it presents a posterior analysis. The second setting
simply corresponds to a conventional single stage stochastic program where an
optimal decision has to be taken before observing the realized values for the un-
controllable variables. The optimal decision, in this second case, is the one that
guarantees the maximum likelihood to result feasible with respect to the given
probability density functions for the uncontrollable variables.

The authors propose two algorithms for solving Probabilistic CSPs. The first
algorithm, used for solving problems formulated under the first setting discussed,
borrows ideas from solution methods developed in for solving Dynamic CSPs [18]
and, in particular, reuses a procedure proposed in [21]. The second proposed
algorithm consists of a depth first branch and bound algorithm and of a forward
checking procedure. These are employed to solve problems formulated under the
second setting discussed.



Stochastic Constraint Programming. The Probabilistic CSP represents the
first attempt to include random variables, and thus uncertainty, within the CP
framework. Nevertheless, only in [78] is a clear link established between CP and
SP with the introduction of SCP. We have already discussed in detail SCP as
a modeling framework in Section 4.4. In [78] Walsh discusses the complexity of
Stochastic CSPs, and proposes a number of complete algorithms and of approx-
imation procedures for solving them. Namely, a backtracking algorithm and a
forward checking procedure are proposed, which resemble those proposed in [19]
for Probabilistic CSPs. Nevertheless, we want to underscore the fact that the key
difference between a Probabilistic CSP and a Stochastic CSP is the fact that the
former does not handle multiple decision stages.

In [2] Balafoutis et al. build on the SCP framework introduced in [78], they
correct a flaw in the original forward checking procedure for Stochastic CSPs and
they also extend this procedure in order to better take advantage of probabilities
and thus to achieve stronger pruning. In addition, arc-consistency is defined for
Stochastic CSPs and an arc-consistency algorithm able to handle constraint of
any arity is introduced. Tests are carried on random binary Stochastic CSPs
formulated as single and multi-stage problems.

In [13] Bordeaux and Samulowitz investigate two extensions to the original
SCP framework. Firstly, they investigate situations in which variables are not
ordered sequentially, corresponding to situations in which the future can follow
different branches; they show that minor modifications allow the framework to
deal with non-sequential forms. Secondly, they investigate how to extend the
framework in such a way as to incorporate multi-objective decision making. An
algorithm is proposed, which solves multi-objective stochastic constraint pro-
grams in polynomial space.

Global chance-constraints — which we discussed in Section 4.4 — were in-
troduced first in [58], and they bring together the reasoning power of global
constraints from CP and the expressive power of chance-constraints from SP. A
general purpose approach for filtering global chance-constraints is proposed in
[30]. This approach is able to reuse existing propagators available for the respec-
tive deterministic global constraint which corresponds to a given global chance-
constraint when all the random variables are replaced by constant parameters.
In addition, in [57] Rossi et al. discuss some possible strategies to perform cost-
based filtering for certain classes of Stochastic COPs. These strategies exploit
well-known inequalities borrowed from SP and used to compute valid bounds
for any given Stochastic COP that respects some mild assumptions. Examples
are given for a simplified version of the stochastic knapsack problem previously
discussed and for the stochastic sequencing problem discussed in Section 3.9.

Evolved Parameterised Policies. Inspired by the success of machine learning
methods for stochastic and adversarial problems, a recent approach to Stochastic
CSPs/COPs called FEvolved Parameterised Policies (EPP) is described in [53].
Instead of representing a policy explicitly in a Stochastic Constraint Program,
an attempt is made to find a rule that decides, at each decision stage, which



domain value to assign to the decision variable(s) at that stage. The quality
of a rule can be determined by constructing the corresponding policy tree and
observing the satisfaction probability of each chance constraint (and the value
of the objective function if there is one). Evolutionary or other non-systematic
search algorithms can be used to explore the space of rules.

EPP treats a Stochastic CSP/COP problem as an unconstrained noisy opti-
misation problem with at worst the same number of (real-valued) variables. This
allows a drastic compression of the policy tree into a small set of numbers, and
this compression together with the use of evolutionary search makes EPP scal-
able to large multi-stage Stochastic CSPs/COPs. It has the drawback that only
policies of a relatively simple form can be discovered, but it results much more
robust than a scenario-based approach on a set of random multi-stage problems
[53]. Moreover, arbitrarily complex rules could be discovered by using artificial
neural networks instead of these simple functions, a neuroevolutionary approach
that has been successfully applied to many problems in control [24, 29, 64].

Stochastic SAT. Another general purpose framework for modeling and solving
a well established class of problems under uncertainty in Al — and especially
in planning under uncertainty — is Stochastic SAT. We introduced the model-
ing framework in Section 4.1. Current SSAT algorithms fall into three classes:
systematic, approximation, and non-systematic.

The systematic algorithms are based on the standard SAT backtracking algo-
rithm — the Davis-Putnam-Logemann-Loveland (DPLL) algorithm [17,16] —
and correspond roughly to some current SCSP algorithms. The first such algo-
rithms were described in [36], in particular the evalssat algorithm for XSSAT
which formed the basis for future systematic SSAT algorithms. evalssat did not
use branching heuristics as in current SAT and CSP solvers, though [36] also used
some restricted branching heuristics, but assigned variables in the order speci-
fied by the prefix. However, it did use SAT-based techniques (unit propagation
and pure variable elimination) and reasoning on the probability threshold 6 to
prune the search tree. The policy-based SCSP algorithm of [78] is essentially
evalssat with forward checking. Systematic algorithms have also been devised
for special cases of XSSAT. MAXPLAN [45], ZANDER [46] and DC-SSAT [44]
all use special techniques for planning problems modelled as XSSAT problems.

The sampleevalssat approximation algorithm uses random sampling to se-
lect paths, then uses SAT techniques to search the restricted tree to maximise 6.
The APPSSAT algorithm [42] considers scenarios in decreasing order of probabil-
ity to construct a partial tree for the special case of planning problems modelled
as SSAT problems.

The randevalssat algorithm [36] is based on the sampleevalssat algo-
rithm mentioned above, but applies stochastic local search to the existential
variables in a random set of scenarios, thus it is non-systematic. Other ways
of applying local search were described in [41], including periodically restart-
ing randevalssat with different sampled scenarios, an approach used by the
WALKSSAT algorithm [79].



6.2 Problem specific strategies

In the previous section we discussed general purpose solution methods that bring
together CP, AT and OR techniques for decision making under uncertainty. We
will now discuss some special purpose approaches proposed in the literature that
perform stochastic reasoning on specific problems.

Scheduling conditional task graphs. The work of [40] describes a complete,
special purpose approach that concerns the problem — discussed in Section 3.2
— of scheduling conditional task graphs. Similarly to the approach in [56], the
authors propose an analytical formulation of the stochastic objective function,
in this case based on the task graph analysis, and a conditional constraint able
to handle such a formulation efficiently. The authors show the benefit of such
an approach by comparing the results with a deterministic model, which dis-
regards uncertainty, and with a scenario-based formulation [71] that requires
an exponential number of scenarios to fully represent the stochastic objective
function.

Computing optimal R,S policy parameters under service level con-
straints. Another special purpose strategy is presented in [58], and proposes a
dedicated global chance-constraint for computing replenishment cycle inventory
policy parameters under service level constraints. More specifically, the problem
considered in this work is the production/inventory problem described in Section
3.6. Computing optimal replenishment cycle policy parameters for such a prob-
lem is a complex task [69]. By using a dedicated global chance-constraint the
authors were able to perform the complex stochastic reasoning required to com-
pute optimal replenishment cycle policy parameters. Such a complete algorithm
performs a numerical integration step in order to compute the real service level
provided in each period by a given set of policy parameters and the associated
expected total cost.

Computing optimal R,S policy parameters under penalty cost scheme.
Similarly, a dedicated global constraint has been proposed in [56] in order to
solve to optimality the problem of computing optimal replenishment cycle policy
parameters under a penalty cost scheme. Such a problem has been investigated
in [70], but in this work the authors could only solve the problem in a heuristic
way, by employing a piecewise linear approximation of the convex cost function
in the problem in order to build up a deterministic equivalent MIP model. In [56]
the authors were able to embed a closed-form non-linear analytical expression for
such a convex cost function within a global constraint, thus obtaining a complete
model able to compute optimal replenishment cycle policy parameters.

Cost-based filtering for stochastic inventory control. The work in [68]
has a different flavor. In this case, the underling model is the deterministic equiv-
alent CP formulation proposed in [73] for computing near-optimal replenishment



cycle policy parameters under service level constraints. The CP formulation was
originally proposed as a reformulation of the MIP model in [69]. Such a refor-
mulation showed significant benefits in terms of efficiency. The authors, in [68],
propose three independent cost-based filtering strategies that perform stochastic
reasoning and that are able to significantly speed up the search when applied to
the original CP model in [73].

Evolutionary search for replenishment cycle policies. A recent applica-
tion of a genetic algorithm to a multi-stage optimisation problem in inventory
control is described in [51]. Each chromosome represents a replenishment cycle
policy plan as a list of order-up-to levels, with a level of 0 representing no order,
and the fitness of a chromosome is averaged over a large number of scenarios.
This approach is enhanced in [50] by hybridising the genetic algorithm with the
SARSA temporal difference learning algorithm [61]. This is shown to greatly
improve the performance of genetic search for replenishment cycle policies, both
with and without order capacity constraints.

Neuroevolutionary Inventory Control. One may evolve an artificial neural
network to optimally control an agent in an uncertain environment. The network
inputs represent the environment and its outputs the actions to be taken. This
combination of evolutionary search and neural networks is called neuroevolution.
A recent paper [54] applies neuroevolution to find optimal or near-optimal plans
in inventory control, following no special policy. The problems are multi-stage
and involve multi-echelon systems (they have more than one stocking point).
Such problems have no known optimal policy and rapidly become too large for
exact solution. The inputs to the network are the current stock levels and the
outputs are the order quantities.

7 Reformulation-based approaches

In this section, we will analyze existing approaches that are based on a refor-
mulation that produces a deterministic model, which can be solved using an
existing solver.

Once more, we shall distinguish between general purpose and problem specific
strategies (Fig. 8).

Hybrid general purpose reformulation strategies have recently appeared es-
pecially at the borderline between CP and OR. These typically take the form of
a high level language — such as Stochastic OPL — used to formulate the prob-
lem under uncertainty, and of a general purpose compiler that can handle the
high level stochastic model and produce a compiled deterministic equivalent one.
Often, the compilation relies on a well known technique in SP: scenario-based
modeling. In addition, due to the complexity of stochastic programs in general,
approximation strategies are often proposed in concert with these general pur-
pose frameworks in order to make the size of the compiled model manageable.



Hybrid Approaches
in Decision Making
under Unceratinty

Reformulation-based

General purpose strategies: Problem specific strategies:
- Scenario-based Stochastic CP Complete
- Event-Driven Probabilistic CP - Stochastic queueing control problem

- A stochastic allocation and scheduling problem
- Scheduling internal audit units

Approximate

- Job shop scheduling problem with probabilistic durations
- Production/inventory control problem

- Local search for stochastic template design

Fig. 8. A classification of hybrid approaches in CP-AI-OR for decision making under
uncertainty: approaches based on a deterministic reformulation.

In contrast, problem specific strategies aim to fully exploit the structure of
the problem in order to produce a deterministic — and possibly equivalent —
model that can be handled efficiently by existing solver. In many cases, in order
to obtain a model that is manageable by existing solvers, it is necessary to intro-
duce some assumptions that affect the completeness and, thus, the quality of the
solution found the the deterministic model. We will provide examples of appli-
cations in which a special purpose deterministic equivalent model is built, which
is equivalent to the original model and also examples in which the deterministic
model can only approximate the original stochastic model.

7.1 General purpose strategies

We survey two different general purpose strategies based on reformulation for
modeling and solving classes of problems of decision making under uncertainty.
These are Scenario-based Stochastic CP and Event-Driven Probabilistic Con-
straint Programming.

Scenario-based Stochastic Constraint Programming. The first general
purpose framework based on reformulation that we present is Scenario-based
Stochastic Constraint Programming, which was proposed by Tarim et al. in [71].
The novelty in this work is the fact that the authors adopt a semantics for
stochastic constraint programs based on scenario trees. By using this semantics



the authors can compile stochastic constraint programs into conventional (non-
stochastic) constraint programs and they can therefore use existing constraint
solvers to effectively solve this class of problems.

In a scenario based approach — frequently used in SP [11] — a scenario
tree is generated which incorporates all possible realizations of discrete random
variables into the model explicitly. A path from the root to an extremity of
the event tree represents a scenario. With each scenario a given probability is
associated. Within each scenario we have a conventional (non-stochastic) con-
straint program to solve. All we need to do is replace the random variables by
the values taken in the scenario, and ensure that the values found for the de-
cision variables are consistent across scenarios, as certain decision variables are
shared across scenarios. Constraints are defined (as in traditional constraint sat-
isfaction) by relations of allowed tuples of values, and can be implemented with
specialized and efficient algorithms for consistency checking. Furthermore, the
scenario-based view of stochastic constraint programs also allows later-stage ran-
dom variables to take values which are conditioned by the earlier-stage random
variables. This is a direct consequence of employing the scenario representation,
in which random variables are replaced with their scenario dependent values.

Scenario-based SCP has been outlined in Section 4.4. Tarim et al. [71] not
only defined a general way to compile stochastic constraint programs into con-
ventional constraint programs, but they also proposed a language, Stochastic
OPL, which is based on the OPL constraint modeling language [28]. Using this
language the authors modeled optimization problems under uncertainty from a
variety of fields, such as portfolio selection, agricultural planning, and produc-
tion/inventory management (Section 3.6). We will not discuss the language in
detail, but in the Appendix we show how to model the single and multi-stage
SKP problems of Section 2 by using the Stochastic OPL.

Among the benefits of the scenario based approach in [71] is the fact that it
allows multiple chance-constraints and a range of different objectives to be mod-
eled. The authors point out that each of these changes would require substantial
modifications in the backtracking and forward checking algorithms proposed in
[78]. The scenario based view allows each of these extensions to be modeled
easily using stochastic OPL, compiled down into standard OPL, and solved by
means of existing solvers. It should be noted that the approach is general and
the compilation need not necessarily be performed using OPL, but it can be im-
plemented using any available CP language and/or software package. The main
drawback of this approach is the fact that the scenario tree required to model
a given problem grows exponentially in size when random variable domains are
large, thus leading to large models that are difficult to solve.

In addition to this general purpose modeling/solving framework the authors
also proposed some techniques to improve the efficiency of the solution process.
In order to do so, they proposed scenario reduction techniques, such as Monte
Carlo Sampling or Latin Hypercube Sampling [65], to reduce the number of sce-
narios considered in the model. Their experimental results show the effectiveness
of this approach, which in practice is able to find high quality solutions using a



small number of scenarios. Finally, inspired by robust optimization techniques
used in OR [35], the authors also proposed some techniques to generate robust
solutions, that is solutions that adopt similar (or the same) decisions under dif-
ferent scenarios.

Event-Driven Probabilistic Constraint Programming. We now briefly
discuss a second general purpose framework based on reformulation: Event-
Driven Probabilistic Constraint Programming [67]. This framework was intro-
duced to address different problems than those for which SCP is a suitable mod-
eling tool. Event-Driven Probabilistic Constraint Programming, as the name
suggest, is connected to Probabilistic CSPs and, mainly, to Dependent-chance
Programming [37, 38].

Sometimes a complex probabilistic decision system undertakes multiple tasks,
called events here, and the decision-maker wishes to maximize chance functions
which are defined as the probabilities of satisfying these events. This is espe-
cially useful in situations where a particular measure of the “reliability” or
“robustness” of a given plan has to be maximized. The Event-Driven Prob-
abilistic Constraint Programming modeling framework allows users to desig-
nate certain probabilistic constraints, involving both decision and random vari-
ables, as events whose chance of satisfaction must be maximized, subject to
hard constraints which should be always satisfied, and also logical dependencies
among constraints. Event-Driven Probabilistic Constraint Programming builds
on Dependent-chance Programming and provides more expressiveness to the
user, in order to capture a more realistic and accurate measure of plan relia-
bility [59]. It also provides an exact solution method, employing scenario-based
reformulation, in contrast to the approximate genetic algorithm in [38].

7.2 Problem specific strategies

We now discuss some problem specific strategies based on deterministic equiva-
lent reformulations.

Stochastic queueing control problem. In [75,74] the authors propose a
set of deterministic equivalent CP models for solving the stochastic queueing
control problem discussed in Section 3.1. [75] not only provides the first ap-
plication of CP to solving a stochastic queueing control problem, but it also
provides a complete approach for a problem for which only a heuristic algorithm
[8] existed. Three deterministic equivalent constraint programming models and
a shaving procedure are proposed. The complete models provide satisfactory
performances when compared with the heuristic procedure, which nevertheless
remains superior in terms of solution quality over time. A hybrid method is
therefore proposed, which combines the heuristic in [8] with the best constraint
programming method. Such a hybrid approach performs better than either of
these approaches separately.



The interesting aspect of this work is that, as in [60], all the stochastic in-
formation is encoded as constraints and expected values, and there is no need of
random variables or scenarios. The three models proposed explore different sets
of variables and different configurations for the constraint set, for instance using
duality. Nevertheless, all the three models use predefined constraints available
in standard CP solvers.

A stochastic allocation and scheduling problem. The problem, discussed
in [39], is the scheduling problem described in Section 3.2 applied to multipro-
cessor systems on chip: given a conditional task graph characterizing a target
application and a target architecture, with alternative memory and computa-
tion resources, the authors compute an allocation and schedule that minimize
the expected value of communication costs, since — as they point out — com-
munication resources are one of the major bottlenecks in modern multiprocessor
systems on chips. The approach they propose is complete and efficient. As in the
previous cases, it is based on a deterministic equivalent reformulation of the orig-
inal stochastic integer linear programming model. More specifically, the authors
employ logic based Benders decomposition. The stochastic allocation problem
is solved through an Integer Programming solver, while the scheduling problem
with conditional activities is handled with CP. The two solvers interact through
no-goods. Once more, one of the main contributions is the derivation of an ana-
lytical deterministic expression employed in order to compute the expected value
of communication costs in the objective function. This expression makes it pos-
sible for the authors to transform the original stochastic allocation problem into
a deterministic equivalent one that can be solved using any available Integer
Programming solver.

Scheduling internal audit units. In [60] the authors analyze the problem of
scheduling internal audit units discussed in Section 3.8. A stochastic program-
ming formulation is proposed with Mixed Integer Linear Programming and CP
certainty-equivalent models. Both the models transform analytically the chance-
constraints in the model into deterministic equivalent ones. In experiments nei-
ther approach dominates the other. However, the CP approach is orders of mag-
nitude faster for large audit times, and almost as fast as the MILP approach for
small audit times.

Finally, we discuss works in which the deterministic model obtained through
reformulation for a given stochastic program is not “equivalent”; rather, it is
based on some simplifying assumption that makes it possible to obtain a com-
pact deterministic formulation able to provide a near-optimal solution and an
approximate value for the cost of such a solution, or a bound for such a cost.

Job shop scheduling with probabilistic durations. In [3] an approximate
deterministic reformulation is employed to compute valid bounds to perform



cost-based filtering. In this work the authors analyze the Job Shop Scheduling
problem discussed in Section 3.4, in which the objective is to find the mini-
mum makespan. In contrast to the classic formulation presented in [23], in [3]
the authors assume that the job durations are probabilistic. The objective is
therefore accordingly modified to account for uncertainty. More specifically, the
authors search for a proactive plan, consisting of a partial order among activities
and of resource-activity allocations, which attains the lowest possible makespan
with probability greater or equal to a given threshold. For this problem the
authors propose a deterministic formulation, which depends on a given non-
negative parameter q. A correct choice of such a parameter guarantees that the
minimum makespan for the deterministic model is a lower bound for the mini-
mum makespan that can be attained with a certain threshold probability in the
original model. This deterministic model can be efficiently solved with classic
constraint programming techniques and can provide tight bounds at each node
of the search tree that are employed to perform cost-based filtering. A number
of heuristic techniques are proposed for correctly choosing a “good” value for
the parameter q.

Production/inventory control problem. Consider the production/inventory
problem discussed in Section 3.6. The deterministic reformulation proposed in
Tarim et al. [73] relies on some mild assumptions — discussed in [69] — concern-
ing order-quantities. Under these assumptions, it was possible for the authors
to obtain analytical deterministic expressions for enforcing the required service
level in each period of the planning horizon, and to compute the expected total
cost associated with a given set of policy parameters. By using these expressions,
it was possible for the authors to formulate a deterministic model by employing
standard constraints available in any CP solver. In [58], the authors compare the
solutions obtained through a complete formulation with those obtained with the
model in [73]. This comparison shows that the assumptions do not significantly
compromise optimality, whereas they allow the construction of a model that
can significantly outperform the complete one, and solve real-world instances
comprising long planning horizons and high demand values.

Local search for stochastic template design. In [52] the stochastic template
design problem discussed in Section 3.7 is reformulated as a deterministic equiv-
alent constrained optimisation problem, using all possible scenarios and a novel
modeling technique to eliminate non-linear constraints. The result is a standard
integer linear program that proved to be hard to solve by branch-and-bound.
However, a local search algorithm design for linear integer programs performed
very well, and was more scalable than the Bender’s decomposition algorithm in
[72].



8 Approaches based on sampling

In this section we will discuss sample-based approximation strategies for solving
problems of decision making under uncertainty. Due to the complexity of these
problems in general, several works in the literature have been devoted to ana-
lyzing the effectiveness of heuristic approaches based on sampling. In Fig. 9 it is
possible to observe how three main trends have been identified in the CP and Al
literature, which apply sampling in a hybrid setting for solving problems of de-
cision making under uncertainty: the Sample Average Approximation approach
(SAA), Forward Sampling and Sample Aggregation.

Hybrid Approaches
in Decision Making
under Unceratinty

Sample-based

SAA Forward sampling Sample aggregation:
- Two-stage stochastic matching - Multi-choice stochastic Consensus
knapsack with deadlines - Multi-choice stochastic
- Job shop scheduling with ~ knapsack with deadlines
probabilistic durations Regret

- Multi-choice stochastic
knapsack with deadlines

Fig. 9. A classification of hybrid approaches in CP-AI-OR for decision making under
uncertainty: approaches based on sampling.
text under figure

— In OR, and particularly in SP, the state-of-the-art technique that applies
sampling in combinatorial optimization is the Sample Average Approxima-
tion approach [34]. In this approach a given number of samples is drawn
from the random variable distributions, and the combinatorial problem of
interest is repeatedly solved by considering different samples as input in each
run. The real expected cost/profit of a solution produced for a given sample
is then computed by simulating a sufficient number of samples. Among all
the solutions computed, the one that provides the minimum expected cost



(or the maximum expected profit) is retained. Two criteria are given by the
authors: one for deciding when a given sample size is no more likely to pro-
duce better solutions, and one to decide if it increasing the sample size may
lead to better solutions.

— Forward sampling, as the name suggests, is a sort of forward checking that
employs samples in order to make inference about which values are not
consistent in decision variable domains or about the expected cost/profit of
associated with a given (partial) assignment for decision variables, which
is assessed against the generated samples by computing, for instance, the
expected profit/cost of such an assignment with respect to these samples.

— Sample aggregation is a strategy in which a number of samples is generated,
for each of these samples a deterministic problem is solved, then the results
obtained for all these samples are aggregated and analyzed according to
some rule. The “best” among these decisions is implemented in practice. For
instance, a possible rule may always choose the decision that is optimal for
the highest number of samples.

In the CP and AT literature, sampling is often applied in concert with a so
called “online” optimization strategy. Online refers to the fact that decisions and
observations are interleaved in the problem, and each time an observation occurs
an optimization step takes place to compute the next decision, by taking into
account the probability density function of future random variables and the ob-
served values for the past ones. It is easy to notice that a multi-stage stochastic
program subsumes an online strategy if the decision maker has a complete knowl-
edge of the probability density function of the random variables in the problem.
In this case we may compute the entire solution tree at the beginning, and use
it in order to find the best following decision each time a random variable is
observed. Nevertheless, several reasons justify the use of an online strategy (also
called a “rolling horizon” approach in the OR literature and especially in In-
ventory Control). The most compelling reason for using an online approach is
that it does not require the decision maker to have a complete knowledge of the
probability density functions of the random variables. Consider, for instance, the
Stochastic Knapsack Problem introduced in the previous sections. If the problem
is formulated as a multi-stage stochastic program and we have a full knowledge
about the possible weights that can be observed for all the objects, the policy
tree will prescribe exactly what to do in each possible future course of action.
Nevertheless, if at some stage one of the objects takes a weight that is not part
of the probability density function we considered for such an object, the policy
tree will not be able to prescribe an appropriate action. In contrast, an online
approach would simply take into consideration this weight in the following opti-
mization step and it would however provide a valid decision to be implemented
next.

Stochastic problems solved using online strategies, and to which either for-
ward sampling or sample aggregation strategies are applied, appear in a number
of works within the CP and Al literatures. In what follow we shall classify some
of these works on the basis of which sampling technique is applied.



8.1 Sample Average Approximation

In this section we provide a pointer to a work that proposes to apply SAA
to a modified version of a classic matching problem: the two-stage stochastic
matching problem.

Two-stage stochastic matching problem. In [33] Katriel et al. consider the
two-stage stochastic matching problem discussed in Section 3.5. The authors
prove lower bounds and analyze efficient strategies. We do not provide here a
general survey for this work, as the reader may refer to the cited article for more
details. Instead, we focus on one of the authors’ contributions in which they
firstly observe that, in this problem, with independently activated vertices the
number of scenarios is extremely large. However, in such a situation there is often
a black box sampling procedure that provides, in polynomial time, an unbiased
sample of scenarios; then they observe that one can use the SAA method to
simulate the explicit scenarios case and, under some mild assumptions, obtain
a tight approximation guarantee. The main observation is that the value of the
solution defined by taking a polynomial number of samples of scenarios tightly
approximates the value of the solution defined by taking all possible scenarios.

8.2 Forward Sampling

In this section we survey two relevant works in which forward sampling is applied:
the multi-choice stochastic knapsack with deadlines and the job shop scheduling
with probabilistic durations.

Multi-Choice Stochastic Knapsack with Deadlines. In [5] the authors
analyze different techniques for performing online stochastic optimization. A
benchmark problem is proposed in order to assess all these different techniques.
The benchmark stemmed from the authors’ industrial experience and it consist of
a Multi-Choice Stochastic Knapsack with Deadlines. This problem corresponds,
in practice, to the stochastic reservation problem discussed in Section 3.3 and
it is used to test four different online strategies exploiting combinations of the
stochastic and combinatorial aspects of the problem. These strategies are, re-
spectively, forward sampling, average values, most likely scenario analysis and
yield management techniques.

Initially, the authors propose two naive order handling policies: a first-come/first-
serve policy and a best-fit policy. Furthermore, in order to assess the quality of
a given policy, the authors also discuss “far seeing” strategies, which assume ad-
vanced knowledge of the realized demand and can therefore solve the associated
deterministic multi-choice knapsack problem.*

One of the strategies used in this work to estimate the quality of a given policy
— for instance first-come/first-serve or best-fit — employs forward sampling in

4 We recall that in SP this corresponds to using a wait-and-see policy and performing
a posterior analysis.



order to generate samples from the current date to the end of the planning
horizon. The evaluation of a sample can be done, for instance, by simulating
the behavior of a best-fit strategy for the specific sample. The policy evaluation
then will be a measure (for instance the average) over the evaluations of many
generated samples.

Job Shop Scheduling with probabilistic durations. Forward sampling is
also employed in [3]. We recall that in this work the authors analyze the Job
Shop Scheduling problem discussed in Section 3.4, in which the authors assume
that the job durations are probabilistic. A number of algorithms are proposed
for solving this problem through sampling. Firstly, a branch-and-bound proce-
dure is introduced, which exploits at each node of the search tree a Monte Carlo
simulation approach to compute — with respect to the partial assignment as-
sociated with such a node — a valid lower bound for the minimum possible
makespan that may be attained with a probability greater or equal to the given
threshold. Since sampling is employed for computing the bound, confidence in-
terval analysis is employed to estimate if the attainment probability associated
with the given makespan is a sufficiently reliable estimate. Secondly, the authors
propose a number of heuristic techniques that aim to limit the amount of time
spent on Monte Carlo simulation during the search, by using the deterministic
makespan as an oracle for selecting and simulating only the most promising plans
in order to save CPU time and to dedicate more time to the exploration of the
search space rather than on simulating non-promising plans. Finally, dedicated
tabu search strategies are proposed in order to propose a valid alternative to the
constructive search techniques above, which are mainly based on tree-search.

8.3 Sample Aggregation

In this section, we discuss works in which two alternative sample aggregation
strategies are employed: the “Consensus” strategy and the “Regret” strategy.
The problem to which these strategies are applied is, once more, the multi-choice
stochastic knapsack with deadlines.

Multi-Choice Stochastic Knapsack with Deadlines. In [27] the authors
consider the same Online Multi-Choice Knapsack with Deadlines problem con-
sidered in [5]. In order to solve this problem the authors employ the following
online algorithm. The algorithm receives a sequence of online requests and starts
with an empty allocation. At each decision point the algorithm considers the cur-
rent allocation and the current request, and chooses a bin in which to allocate
the request, which is then included in the current assignment. Eventually, the
algorithm returns the final allocation and the respective value. In order to de-
cide in which bin to allocate a given request, the algorithm employs a function
“chooseAllocation” which is based on two black boxes: a function “getSample”
that returns a sample of the arrival distribution; and a function “optSol” that,
given the current assignment and a request, returns an optimal allocation of the



request by taking into account the past decisions. The authors then consider
four possible options for implementing “chooseAllocation”:

— The best-fit strategy discussed in [5].

— A strategy called “Expectation” — in practice performing a forward sam-
pling —- that generates future requests by sampling and that evaluates each
possible allocation for a given request (i.e. in which bin to fit such a request)
against the samples.

— A strategy called “Consensus”, which was introduced in [47], and whose key
idea is to solve each sample only once. More specifically, instead of evaluating
each possible bin at a given time point with respect to each sample, “con-
sensus” executes the optimization algorithm only once per sample. The bin
to which the request is eventually allocated by this optimization step is then
credited with the respective profit, while the other bins receive no credit.
The algorithm eventually returns the bin with which the highest profit is
associated.

— A strategy called “Regret” [6,7] based on a sub-optimality approximation,
which is a fast estimation of the loss caused by sub-optimal allocations. The
key steps in the process of choosing a bin resemble the “consensus” algorithm.
But in “regret”, instead of assigning some credit only to the bin selected by
the optimal solution, the sub-optimality approximation is used to compute,
for each possible request allocation, an approximation of the best solution
that makes such a choice. Therefore every available bin is given an evaluation
for every sample at a given time, at the cost of a single optimization.

Consensus and regret are two examples of what we previously defined as “sample
aggregation” strategies.

9 Related works

In this section we will first briefly discuss Stochastic Dynamic Programming, a
related and well established technique in OR that deals with decision making
under uncertainty. We will also clarify why this technique has not been covered
in the former sections. Secondly, we will cast our work within a broader picture,
and contrast our survey with existing similar works that address the topics of
uncertainty and change.

9.1 Stochastic Dynamic Programming

An alternative and effective technique for modeling problems of decision making
under uncertainty is Dynamic Programming. In [4] Bellman explicitly states that
Dynamic Programming was initially conceived for modeling multi-stage decision
processes. He also argues that these processes arise in practice in a multitude
of diverse field and in many real life problems, for instance in stock control,
scheduling of patients through a medical clinic, servicing of aircraft at an airfield,
etc. Dynamic Programming has been applied to a multitude of deterministic



multi-stage decision problems, but in [4] Bellman also discussed its application
to stochastic multi-stage decision processes. As in the deterministic case, in the
stochastic case the modeling also relies mainly on the development of adequate
functional equations capturing the dynamics of the system, and the expected
cost (or profit) function associated with the possible decisions and affected by the
random variables in the problem. The multi-stage decision process, in Dynamic
Programming, is typically defined recursively, starting from a bounding condition
that describes a degenerate state of the system that can be easily characterized.
Depending on the specific nature of the process being analyzed (Markovian,
Semi-Markovian, etc. — see [25], Chapter 8) it is possible to exploit its structure
to devise efficient solution methods or closed form solutions for the optimal
control policy, which corresponds to the policy tree that constitutes a solution
of a given Stochastic Program.

In this work we mainly focused on the connections between and integration
of SP, CP and Al. So far Dynamic Programming has not played a role as sig-
nificant as SP in the development of hybrids approaches for decision making
under uncertainty. For this reason, Stochastic Dynamic Programming and its
extension to infinite horizon case Markov Decision Processes are not thoroughly
covered here. For more details on Stochastic Dynamic Programming the reader
may refer to the seminal work of Bellman [4], and to the works of Bertsekas [9],
Warren [49], Sutton and Barto [66] and Gosavi [25].

9.2 Related Modeling Frameworks

Recently, the topic of decision making under uncertain and dynamic environ-
ment has been discussed in two literature surveys [76, 14]. Nevertheless, these
two works discuss a variety of different problems that can hardly be classified
within a unique group. For instance, consider a problem whose structure changes
dynamically over time. As an example we may refer to the Dynamic Constraint
Network discussed in [18], in which, from time to time, new facts that become
known about the model induce a change in the constraint network. We find that
such a problem has almost nothing in common with a problem where some pa-
rameters are random — thus may assume a certain value with a given probability
— and a decision has to be taken proactively, before the realized values for these
parameters are known. As an example for this second class, we may consider
the proactive Job Shop Scheduling problem discussed in [3], in which an optimal
plan — that achieves a minimum makespan with a certain probability — has to
be determined before the actual job durations are known. Also consider, as in
[22], a constraint satisfaction problem in which we allow some of the constraints
to be violated by a solution, and in which we search for a solution that tries to
satisfy the original constraint problem as much as possible; or, alternatively, con-
sider a constraint satisfaction problem, as in [26], in which some of the values in
the decision variable domains may suddenly become unavailable after a solution
has been computed and for which we are looking for robust solutions that can
be “repaired” with little effort. These two latter examples, again, significantly
differ from the previous ones and among each others.



A clear and comprehensive classification of all these different problems and
frameworks is still missing. For this reason, in this section we propose a classi-
fication in three distinct classes and we try to position in each of these classes
some of the frameworks proposed in the literature.

In our classification (Fig. 10) there are three criteria based on which a par-
ticular framework is classified: Degree of Change, Degree of Satisfiability and
Degree of Uncertainty.

deterministic stochastic

soft

crisp

Fig. 10. A classification for existing frameworks based on problem structure.

— With respect to the Degree of Change, “static” refers to a classic, static
CSP, while “dynamic” refers to the fact that the model is assumed to change
dynamically, since constraints are added/removed. The solution has to be
flexible enough to be adapted to these changes without too many modifica-
tions and with limited computational effort. Existing frameworks that, with
respect to the Degree of Change, are classified as “dynamic” are: Dynamic
Constraint Satisfaction (Dechter [18]); Conditional CSP (Minton et al. [48]);
and Super-solutions in CP (Hebrard et al. [26]).

— With respect to the Degree of Satisfiability “crisp” refers to a classic CSP
in which all the constraints have to be satisfied by a given solution, while
“soft” refers to the fact that some of the constraints in the model may be
violated by a solution. The aim is to find a solution that typically violates
the minimum number of constraints or that, in general, minimizes some
violation measure. Existing frameworks that, with respect to the Degree
of Satisfiability, are classified as “soft” are: Partial Constraint Satisfaction
(Freuder [20]); Constraint solving over semi-rings (Bistarelli et al. [12]); and
Valued Constraint Satisfaction (Schiex et al. [63]).



— With respect to the Degree of Uncertainty, “deterministic” refers to clas-
sic CSPs, while “stochastic” refers to the existence of uncontrollable (ran-
dom) variables in the model for which a probability distribution is given.
Stochastic problems present an alternation of decisions and observations.
Constraints are assigned a satisfaction threshold that must be met by any
given solution.

Some of the frameworks presented in the literature do, in fact, cover more than
one of the classes presented, and for this reason the circles are intersecting each
others. Clearly, this classification does not cover several other frameworks that
in the years have been proposed to deal with other problem classes.

We have introduced pointers to relevant frameworks that can be either clas-
sified under Degree of Change (“dynamic”) or Degree of Satisfiability (“soft”).
Problems that are classified as “stochastic” with respect to their Degree of Un-
certainty have been widely surveyed in the former part of this work. We argue
that such a classification better positions existing works with respect to aspects
that are, in fact, orthogonal among each others.

10 Conclusions

In this survey we focused on hybrid CP-AI-OR methods for decision making un-
der uncertainty. Firstly, we explicitly defined what “uncertainty” is and how it is
possible to model it by using SP, a well established existing modeling framework
in OR. We surveyed additional existing frameworks — one from AI and one
from CP — for modeling problems of decision making under uncertainty and we
also identified the relevant connections among these frameworks. Secondly, we
introduced a list of problems from the literature in which uncertainty plays a
role and we categorized existing hybrid techniques that have been proposed for
tackling these problems into three classes. In the first class we identified general
and special purpose approaches that perform “stochastic reasoning”. In the sec-
ond class we listed approaches, once more general and special purpose, that use
reformulation. In the third class we categorized approximate techniques based on
a variety of strategies employing sampling. Finally, we pointed out connections
with other related works.

11 Appendix

In [71] Stochastic OPL, a language for modeling stochastic constraint programs,
is proposed. We will now show how the single and multi-stage SKP problems
introduced in Section 2 can be easily modeled using such a language.

In Fig. 11 the Stochastic OPL model for the single stage SKP is presented. As
in the model presented in Fig. 1, the objective function maximizes the revenue
brought by the objects in the knapsack minus the expected penalty for exceed-
ing capacity. Chance-constraint prob(sum(i in Items) W[i]l*x[i] <= c¢) >=
# ensures that the capacity is not exceeded with a probability higher than 6.



int k e

int p cees

int ¢ = ...;

float 0 = ...;

range Items 1..k;

range onestage 1..1;

stoch myrand[onestagel=...;
float W[Items,onestage] “myrand = ...;
float r[Items] = ...;

dvar float+ z;

dvar int x[Items] in 0..1;

maximize sum(i in Items) x[i]l*r[i] - expected(p*z)
subject to{

z >= sum(i in Items) W[il*x[i] - c;

prob(sum(i in Items) W[il*x[i] <= c) >= 6;

};

Fig. 11. Stochastic OPL formulation for the single-stage SKP.

We now refer to the numerical Example 1 for SKP. In Fig. 12 the Stochastic
OPL data file corresponding the numerical instance in Example 1 is presented.
We recall that the strategy proposed in [71] employs a scenario-based formula-
tion. In fact it is easy to see that, given the random variables in the example
and the values in their domains, there are a total of 32 scenarios that should
be considered. Each row for variable W in Fig. 12 has, in fact, 32 entries (i.e.
[<10,10,10,10,10,10,10,10,10,10,10,10,10,10,10,10,
8,8,8,8,8,8,8,8,8,8,8,8,8,8,8,8>] ). There are in total 5 rows, each having
32 entries, so a column — containing all the entries at the same position in each
row — therefore fully encodes one of the possible 32 scenarios. The probability
of each of the 32 scenarios is provided using the array myrand. By using the
compilation strategy proposed in [71], any model and data file written using
Stochastic OPL can be easily compiled into a classic (deterministic) constraint
program and solved by using classic solvers. The optimal solution for Example
1 — computed using the compiled OPL code obtained from the Stochastic OPL
model and data file presented — selects items {1,4, 5} and achieves an expected
profit of 45.75, as shown in Fig 2.

The SKP can be also formulated as a multi-stage stochastic constraint pro-
gram as shown in Fig 3. In Fig. 13 the Stochastic OPL model for the multi-stage
SKP is presented. The model is similar to the one presented in Fig. 11. Never-
theless, now the weight of each object is observed at a different decision stage.
Therefore we have an array of k random variables (stoch W[Items]) in contrast
to the previous model that only had one random variable (myrand) to model
the probability distribution of the possible scenarios. In Fig. 14 the data file
corresponding to the numerical instance in Example 1 is presented. The opti-



k = 5;
P=2
c = 30;
6 = 0.6;
)

|
—/

[<10,10,10,10,10,10,10,10,10,10,10,10,10,10,10,10,8,8,8,
8,8,8,8,8,8,8,8,8,8,8,8,8>],
[<9,9,9,9,9,9,9,9,12,12,12,12,12,12,12,12,9,9,9,9,9,9,
9,9,12,12,12,12,12,12,12,12>],
[«s,8,8,8,13,13,13,13,8,8,8,8,13,13,
13,13,8,8,8,8,13,13,13,13,8,8,8,8,13,13,13,13>],
[<4,4,6,6,4,4,6,6,4,4,6,6,4,4,6,6,4,4,
6,6,4,4,6,6,4,4,6,6,4,4,6,6>],
[<12,15,12,15,12,15,12,15,12,15,12,15,12,15,12,15,
12,15,12,15,12,15,12,15,12,15,12,15,12,15,12,15>]
1;
myrand = [
<0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),

0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),
0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),
0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),
0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),
0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),
0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),
0.0 (0.03125),0.0 (0.03125),0.0 (0.03125),0.0 (0.03125)>

1;
r = [16,16,16,5,25];

Fig. 12. Stochastic OPL Data File for the single-stage SKP.

mal solution for Example 1, when the problem is formulated as a multi-stage
Stochastic COP, can be computed using the compiled OPL code obtained from
the Stochastic OPL model in Fig. 13 and from the data file presented in Fig. 14.
This solution takes the form of a policy tree — graphically rendered in Fig. 4 —
and achieves an expected profit of 47.75.
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In this paper, we address the general multi-period production/inventory problem with non-
stationary stochastic demand and supplier lead time under service-level constraints. A re-
plenishment cycle policy is modeled. We propose two hybrid algorithms that blend Con-
straint Programming and Local Search for computing near-optimal policy parameters. Both
the algorithms rely on a coordinate descent Local Search strategy, what differs is the way this
strategy interacts with the Constraint Programming solver. These two heuristics are, firstly,
compared for small instances against an existing optimal solution method. Secondly, they
are tested and compared with each other in terms of solution quality and run time on a set
of larger instances that are intractable for the exact approach. Our numerical experiments
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1. Introduction

Inventory theory provides methods for managing and controlling inventories under different
constraints and environments. An interesting class of production/inventory control prob-
lems is the one that considers the single-location, single-product case under non-stationary
stochastic demand and service level constraints. Such a problem has been widely studied
because of its key role in practice.

Different inventory control policies can be adopted for the above mentioned problem. For

a discussion of inventory control policies see [33]. One of the possible policies that can be



adopted is the replenishment cycle policy, (R, S). A detailed discussion on the characteristics
of (R,S) can be found in [12]. In this policy an order is placed every R periods to raise the
inventory level to the order-up-to-level S. This provides an effective means of dampening
planning instability (deviations in planned orders, also known as nervousness [13, 19]) and
coping with demand uncertainty. As pointed out by Silver et al. ([33], pp. 236-237), (R,S)
is particularly appealing when items are ordered from the same supplier or require resource
sharing. In these cases all items in a coordinated group can be given the same replenishment
period. Periodic review also allows a reasonable prediction of the level of the workload on
the staff involved, and is particularly suitable for advanced planning environments and risk
management [35]. For these reasons, as stated by Silver et al. [33], (R,S) is a popular
inventory policy.

Under the non-stationary demand assumption this policy takes the form (R",S™), where
R™ denotes the length of the nth replenishment cycle, and S™ the order-up-to-level value for
the nth replenishment. It should be noted that this inventory control policy yields at most
2N policy parameters fixed at the beginning of an N-period planning horizon, therefore it
is particularly easy to be implemented.

Due to its combinatorial nature, the computation of optimal (R",S™) policy parameters,
even in the absence of stochastic lead time, presents a difficult problem to solve to optimality.
An early work in this area, by Bookbinder and Tan [9], proposes a two-step heuristic method.
Tarim and Kingsman [38,; 39] and Tempelmeier [42] propose a mathematical programming
approach to compute policy parameters. Tarim and Smith [41] give a computationally
efficient Constraint Programming formulation. An exact formulation of the policy and a
solution method are presented in Rossi et al. [30].

All the above mentioned research assumes either zero or a fixed (deterministic) supplier
lead time (i.e., replenishment lead time). However, the lead time uncertainty, in various
industries an inherent part of the business environment, is having a detrimental effect on
inventory systems. For this reason, there is a vast inventory control literature analyzing the
impact of supplier lead time uncertainty on the ordering policy (Whybark and Williams [43],
Speh and Wagenheim [34], Nevison and Burstein [23]). A comprehensive work on stochastic
supplier lead time in continuous-time inventory systems is presented in Zipkin [44]. Kaplan
[21] characterizes the optimal policy for a dynamic inventory problem, where the lead time
is a discrete random variable with known distribution and the demands in successive periods

are assumed to form a stationary stochastic process. Since tracking all the outstanding



orders through the use of Dynamic Programming requires a large multi-dimensional state
vector, Kaplan assumes that orders do not cross in time and supplier lead time probabilities
are independent of the size/number of outstanding orders (for details on order-crossover, see
Hayya et al. [18]). The assumption that orders do not cross in time is valid for systems
where supplier’s production system has a single-server queue structure operating under a
FIFO policy. Nevertheless, there are settings in which this assumption is not valid and
orders do cross in time. This has been recently investigated in Hayya et al. [17], Riezebos
28], Bashyam and Fu [5]. In a recent work, Babal et al. [3] analyze a dynamic re-order point
control policy for a single-stage, single-item inventory system with non-stationary demand
and lead time uncertainty. We argue that incorporating both a non-stationary stochastic
demand and a stochastic supplier lead time in an optimization model that computes (R",S™)
policy parameters — without assuming that orders do not cross in time — is a relevant and
novel contribution. To the best of our knowledge, the only existing work that addresses
the computation of optimal (R™,S™) policy parameters under these assumptions is the one
proposed in Rossi et al. [31]. Nevertheless, the approach proposed in [31] is only able to
solve, in reasonable time, instances comprising a limited number of periods and a stochastic
lead time that ranges over a small finite support.

In order to address this efficiency issue, in this paper we propose two heuristic techniques
for computing (R",S™) policy parameters under stochastic supplier lead time. We build on
the work of Eppen and Martin [14], and by following a similar scenario-based approach (see
also Birge and Louveaux [7]), we develop two constraint-based local search methods, based
on a coordinate descent strategy, for finding near-optimal (R",S™) policy parameters under
non-stationary stochastic demand and supplier lead time (for a complete discussion on local
search strategies in the literature refer to Focacci et al. [15], Nocedal and Wright [24]).

In the first part of this paper, we develop a technique that is analogous to a classical
strategy of blending constraints with local search procedures (Backer et al. [4], Pesant and
Gendreau [25]). In this approach, the local search engine is used to “guide” the search,
while Constraint Programming is used to explore promising neighborhoods. In order to
implement this strategy, we exploited Tarim and Smith’s model [41] within a coordinate
descent local search approach. In the second part of this work, we adopt an alternative
strategy for integrating Constraint Programming and Local Search. In this strategy, Local
Search techniques are introduced within a constructive global search algorithm (Cesta et

al. [10]). In order to do so, we realized a deterministic equivalent modeling of the chance-



constraints (Charnes and Cooper [11]) enforcing the required service level, by employing a
scenario based approach, and once more a coordinate descent heuristic for propagating these
constraints. In this second strategy, cost-based filtering (Focacci et al. [16]) is employed to
speed up the search. The results obtained with these two heuristic approaches are compared,
for small instances, with the optimal solution produced by the approach presented in Rossi
et al. [31].

Experimental results show that the approach proposed in Section 6 typically performs
better the one discussed in Section 5 in terms of solution quality. Nevertheless, the approach
in Section 5 scales better and is faster than the approach in Section 6 in solving larger
instances. Both the approaches run faster than the complete approach presented in Rossi et
al. [31], which is able to solve only very small instances.

The paper is organized as follows. In Section 2, we introduce the problem and the assump-
tions adopted throughout the paper. In Section 3, we provide a Stochastic Programming
formulation of the problem. In Section 4, we discuss a deterministic equivalent non-linear
formulation of the Stochastic Programming model. In Section 5, we introduce a first heuristic
solution method for the non-linear model discussed in Section 4. A second heuristic strategy
is discussed in Section 6. Computational results are presented in Section 7. Summary and

Conclusions are presented in Section 8.

2. Problem Definition

We discuss the general multi-period production/inventory control problem with non-stationary
stochastic demand and lead time.

We consider a finite planning horizon of N periods and a demand d; for each period
t € {1,..., N}, which is a random variable with probability density function g¢;(d;). The
demand we consider is non-stationary, that is it can vary from period to period, and we also
assume that demands in different periods are independent.

As in Eppen and Martin [14], an order placed in period ¢ € {1,..., N} is subject to a
stochastic lead time [, with probability mass function f;(-). Note that {l;} are mutually inde-
pendent and they are also independent of the respective order quantity. Since we consider a
discrete stochastic lead time with probability mass function f;(+) in each periodt =1,..., N,
this implies that an order placed in period ¢t will be received exactly after k periods with

probability f;(k). Since f;(k) is discrete, we assume that there is a maximum lead time L for



which Zi:o fi(k) =1,i=1,..., N. The probability of observing any lead time length p > L
will always be 0. Therefore, the possible lead time lengths are limited to A = {0,..., L},
and the probability mass function is defined on the finite set A.

A fixed delivery cost a is incurred for each order at the time such an order is placed. A
linear holding cost h is incurred for each unit of product carried in inventory from one period
to the next, as well as those that are part of an outstanding order. This reflects the fact that
we charge interests not only on the actual amount of items we have in stock, but also on
outstanding orders. Doing so often makes sense, since companies may assess holding cost on
their total invested capital and not simply on items in stock — this cost accounting strategy
has been observed during our collaboration with Alcatel-Lucent manufacturing divisions. A
further detailed justification for this cost accounting strategy can be found in Hunt [20].

Demands not met are assumed to be back-ordered, and satisfied as soon as the next
replenishment order arrives. We assume that it is not possible to sell back excess items to
the vendor at the end of a period and that negative orders are not allowed. If the actual
inventory exceeds the order-up-to-level for that review, this excess stock is carried forward
and not returned to the supply source. However, such occurrences are regarded as rare
events and accordingly the cost of carrying this excess stock and its effect on the service
levels of subsequent periods are ignored. This assumption is consistent with previous works
in the literature (Bookbinder and Tan [9], Tarim and Kingsman [38], Tarim and Smith [41],
Tempelmeier [42] and Tarim et al. [37]). Furthermore, a computational study in Rossi et al.
[30] showed that such an assumption does not significantly impact the quality of the optimal
solution obtained.

As a service level constraint, we require the probability that at the end of every period
the net inventory will be non-negative to be at least a given value «. This value is assumed
to be set by the management to a reasonably high threshold, therefore we will not consider
values of o that are less than 0.5 — in real applications, « takes greater values, i.e. 0.95. Our
aim is to minimize the expected total cost, which is composed of ordering costs and inventory
holding costs, over the N-period planning horizon, satisfying the service level constraints.

The actual sequence of ordering and delivery is similar to the one described in Kaplan
[21]. We adopt the same sequence of actions described in his paper, since it handles all the
deliveries symmetrically, and allows for some delay in the arrival deliveries at the beginning
of a period. The sequence is therefore as follows. At the beginning of a period, the inventory

on-hand after the realization of demands from the previous periods is known. Since we are



assuming complete backlogging, this quantity may be negative. We also know the orders
placed in previous periods, that have not been delivered yet. On the basis of this information,
an ordering decision is made for the current period. All deliveries made during a period are
assumed to arrive immediately after this ordering decision, and hence are on hand at the
beginning of the period. A further discussion that states the convenience of this sequence
of events can be found in Kaplan [21]. To summarize there are three successive events
at the beginning of each period. First, the inventory on-hand and outstanding orders are
determined. Second, an ordering decision is made on the basis of this information. Third,

all supplier deliveries for the current period, including the most recent orders, are received.

3. Stochastic Programming Formulation

A stochastic programming formulation for the problem discussed in the previous section is

given below,

min E{TC} =
a~5t+h-max< t (Xk—dk),0>] (1)

gl(dl)gg(dg) .. gN(dN)d(dl)d(dg) e d(dN)
subject to,

t
L=I+ Y  Xpe—)Y dy t=1,...,N (2)
{k|k>1,1,<t—k} k=1

1, if X;>0 _
0 = { 0, otherwise t=1L...,N (3)
Pr{l; >0} > « t=L+1,...,N (4)
It€R7 XtZO, t:]_,,N (5)
where
E{.} : the expectation operator,
TC : total cost,
d;  : the demand in period ¢, a random variable with probability density

function, ¢;(d;),
. the fixed ordering cost (incurred when an order is placed),

: the proportional inventory holding cost,



ly : the lead time length of the order placed in period ¢, a discrete
random variable with probability mass function fi(-).
0 : a{0,1} variable that takes the value of 1 if a replenishment occurs in

period t and 0 otherwise,

I;  : the inventory level (stock on hand minus back-orders) at the end of
period ¢,
Iy : the initial inventory,

X; @ the size of the replenishment order placed in period ¢, X; > 0,
(received in period t + L).

In this model, the objective function (Eq. 1) minimizes the expected total cost, which is
comprised of ordering costs and inventory holding costs. As discussed earlier, the latter are
charged in each period on delivered and outstanding orders, for this reason the stochastic
lead time does not play a direct role in the objective function. Eq. 2 represents the inventory
balance constraint, which states that the inventory level at period ¢, I;, is the sum of the
initial inventory, Iy, and of all the subsequent order quantities that are delivered by period
t, Z{k‘@l’lkghk} X}, minus the cumulative demand up to period ¢, 22:1 dr. Eq. 3 states
that if a replenishment occurs in period ¢ — i.e. the order quantity X, is greater than 0
— then the corresponding indicator variable §; must take a value of 1. Eq. 4 enforces the
required service level constraint in each period. That is, the probability inventory level at
the end of each period is positive, must be greater or equal to the threshold «. Finally, the
inventory levels, I;, are real valued decision variables and the order quantities, X;, must be
positive. Note that, depending on the lead time probability mass functions, it may not be
possible to provide the required service level for some initial periods. In general, reasoning
in a worst case scenario, it is always possible to provide the required service level o starting
from period L+ 1. For this reason the service level constraints are only enforced over periods

L+1,...,N.

4. Deterministic Equivalent Modeling

In order to solve the above model, it is necessary to reformulate the service level constraints

in Eq. 4, in terms of deterministic equivalent expressions. To do so, we blend a scenario



based approach — since the lead time probability distribution is assumed to be discrete —
with a strategy similar to Bookbinder and Tan’s “static-dynamic” uncertainty [9].

To begin, we discuss how to obtain a deterministic equivalent formulation for the chance-
constraints that enforce the required service level when the lead time in each period varies
and assumes a given deterministic value. Subsequently, we will generalize the same reasoning
to the case in which the lead time is stochastic and assumes a different distribution from
period to period.

When a dynamic deterministic lead time L; > 0 is considered in each period ¢t =1,..., N,

an order placed in period t will be received only at period t + L;. Eq. 2 therefore becomes,

t

L=IL+ Y  Xpi—) d t=1,..,N. (6)
{k|k>1,Ly+k<t} k=1

Let us denote the inventory position (the total amount of inventory on-hand plus out-

standing orders minus backorders) at the end of period ¢ as P,. It directly follows that

P=L+ Y X (7)

{k|1<k<t,Lp+k>t}
where we assume Fy = [y. It is easy, then, to reformulate the model using the inventory
position. Furthermore, consider the expectation operator E{-}, and since the demands {d;}

are assumed to be mutually independent, we may rewrite the objective function as

min E{TC} = Z (h- E{max(P;,0)} +a-d). (8)

=1

When a stock-out occurs, all demand is back-ordered and fulfilled as soon as an adequate
supply arrives. Following Bookbinder and Tan [9], since we have assumed that the man-
agement will set the non-stockout probability to a reasonably high level — certainly greater
than 0.5 — we can safely replace the term E{max(F;,0)} with the term E{P,}.

The general stochastic programming formulation can then be modified to incorporate the
“replenishment cycle policy”. Consider a review schedule, which has m reviews over the N
period planning horizon with orders placed at 71,75, ..., T,,, where T; > T; 1,1, < N—Lg .
For convenience, T is defined as the start of the planning horizon and 7},,; = N + 1 as the

period immediately after the end of the planning horizon.! The associated inventory reviews

!The review schedule may be generalized to consider the case where Ty > 1, if the opening inventory I
is sufficient to cover the immediate needs at the start of the planning horizon.



will take place at the beginning of periods T;, ¢ = 1,...,m. In the replenishment cycle
policy considered here, clearly the orders X; are all equal to zero except at replenishment
periods 14,75, ...,T,,. The inventory level [; carried from period t to period ¢t + 1 is the
opening inventory plus any orders that have arrived up to and including period ¢ less the

total demand to date. Hence, the inventory balance equation becomes,
t
L=I+ Y  Xp—> dy t=1,...,N (9)
(il L, +Ti<t} k=1
Define T},;) as the latest review before period ¢ in the planning horizon, for which all the
former orders, including the one placed in T}, are delivered within period ¢. Therefore,

p(t) =max {i|Vj € {1,...,i},T;+ Ly, <t, i=1,...,m}. (10)

The inventory level I; at the end of period ¢ (Eq. 9) can be expressed as

p(t)

t
L=I+Y Xg+ > Xr, =Y dp, t=1,...,N. (11)
k=1

i=1 {ili>p(t), L1, +T;i<t}

We now want to reformulate the constraints of the chance-constrained model in terms of

a new set of decision variables Ry, 1 =1,...,m.
Define,
t
Po=Rp— Y dy, T;<t<Tp, i=1,....m (12)
k=T;

where Ry, can be interpreted as the inventory position up to which inventory should be
raised after placing an order at the 7th review period 7;. We now express Eq. 11 using Ry,

as decision variables

[t = RTp(t) + Z (RTZ — RTFI + dTFl 4+ ...+ dTi—l) — Z dk,
{i‘i>p(t),LTi+Ti§t} k‘:Tp(t) (13)

As mentioned earlier, « is the desired minimum probability that the net inventory level in
any time period is non-negative. Depending on the values assigned to L;, it may not be
possible to provide the required service level for some initial periods. In general, we provide
the required service level a starting from the period ¢, for which the value t+ L; is minimum.

Let M be this period. Note that, it will never be optimal to place any order in a period ¢



such that ¢t + L; > N, since such an order will not be received within the given planning
horizon.

By substituting I; with the right hand term in Eq. 13 we obtain

GS RTp(t) + Z (RTz - RTiﬂ) > a,

{ali>p(t), Lo, +Ti<t}

(14)

t=M,... N.

Y

where S = ZZ:TP@ dy — Z{i\i>p(t),LTi+Ti§t}(dTi—l + ...+ dr_1), and Gg(.) is the cumula-
tive distribution function of S. The service level constraints are now deterministic and are
expressed only in terms of the order-up-to-positions.

It is now relatively easy to obtain a deterministic equivalent model in which lead times
are stochastic, under the original assumption that the lead time in each period is a discrete
random variable [;.

We first reformulate the chance-constrained model under stochastic lead time using the

inventory position,

min E{TC}:/ o D (ad+h-P)

AN 4—1 (15)
gl<d1)gg<d2) e gN(dN>d(d1)d(d2) e d(dN)
subject to,
L, i X >0 _
0= { 0, otherwise t=1,.,N (16)
t
Po=1Iy+ ) (X —dy) t=1,..,N (17)
k=1
Pr{P, > > X} >a t=L+1,..,N (18)
(k[1<k<tlp>t—k}
P,>0, X,>0, t=1,..,N. (19)

Also in this case, we want to adopt a replenishment cycle policy and express the whole
model in terms of the new set of variables Ry, so that order quantities are decided only after
the demand in the former periods is realized.

Similar to the dynamic deterministic lead time case, we now express the service level
constraint as a relation between the opening-inventory-positions, such that the overall service
level provided at the end of each period is at least . In order to express this service level

constraint, we propose a scenario based approach over the discrete random variables {l;}. In
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a scenario based approach (see also Birge and Louveaux [7] and Tarim et al. [40]), a scenario
tree is generated which incorporates all possible realizations of discrete random variables
into the model explicitly, yielding a fully deterministic model under the non-anticipativity
constraints.

In our problem, we can divide random variables into two sets: the random variables {l;}
which represent lead times and the random variables {d;} which represent demands. We deal
with each set in a separate fashion, by employing a scenario based approach for the {/;} and a
deterministic equivalent modeling approach for the {d;}. This is possible since under a given
scenario discrete random variables are treated as constants. The problem is then reduced
to the general multi-period production/inventory problem with dynamic deterministic lead
time and stochastic demands, which has been previously analyzed.

Consider a review schedule, which has m reviews over the N period planning horizon
with orders placed at 11,75, ..., T,,. A scenario w; is a possible lead time realization for all
the orders placed up to period ¢ in a given review schedule. Let (Iz;|w;) be the realized lead
time in scenario w; for the order placed in period T;. Finally, let €; be the set of all the
possible scenarios wy.

Under a given scenario wy, the service level constraint for a period ¢ can be easily expressed
using Eq. 14. It follows that the service level constraint is always a relation between at most
L + 1 decision variables Ry, that represent the order-up-to-positions of the replenishment
cycles covering the span t — L, ..., t. Let p,(t) be the value of p(¢) under a given scenario
wy, when a review schedule Z is considered. In order to satisfy the service level constraints
in our original model, we require that the overall service level under all possible scenarios,

for each set of at most L + 1 decision variables, is at least a. Equivalently, by using Eq. 14,

Z Pr{wt} . Gs Rpr(t) + Z (RTZ - RTi—l) > a,

wr € {ili>pw (8),(Ir; lwe) <t=T;}

(20)
t=L+1,...,N,

where S =37 0 dk = Y iispu(0.(in, lony<t—13 (A7 -+ dr,21). Tt should be noted that
this equation is non-linear. In the remainder of the paper, we refer to Eq. 20 as “service level
constraints” or “SL Constraints”, as this equation is refered most commonly throughtout.
In our chance-constrained model, we can now replace the original service level constraints
with the new formulation in Eq. 20. As a consequence, the service level constraints are now

expressed only in terms of the order-up-to-levels. Therefore, the expectation operator can
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be safely applied to the closing-inventory-levels, { P}, and to the stochastic demands, {d;},
since these variables are only affecting the objective function in which we are minimizing an
expected value. In what follows, the expected value of P, and d; are denoted by }2 and dt,
respectively.

We can now express the whole model in terms of a new set of decision variables R,
t =1,...,N. If there is no replenishment scheduled for period ¢, that is if §; = 0, then
R; must be equal to the expected closing-inventory-position in period ¢ — 1, that is R; =
P,_1. If there is a review T} in period ¢, R, is equal to the order-up-to-position Ry, for this
review. Therefore, the desired order-up-to-positions, { Rr,}, as required for the solution to
the problem, are those values of R;, for which §; = 1.

The complete model under the replenishment cycle policy is then:

min E{TC} = f: (h B+ta- 5t) (21)

subject to,

Eq. 20 (SL Constraints)

R>P =0=1 t=1,...,N (22)
R, > P, t=1,...,N (23)
R, = P, +d, t=1,...,N (24)
R, >0, P.>0, 6 €{0,1} t=1,...,N, (25)

where {T1,..., T} ={t e {1,...,N}|é = 1}.

It should be noted that the domain of each P, variable — as in the zero lead time case (see
Tarim and Smith [41]) — is limited. In fact, since the period demand variance is additive, the
uncertainty can only increase in the length of a replenishment cycle. Therefore the longer a
cycle is, the higher the inventory levels that are required to achieve a certain service level. It
directly follows that a single replenishment covering the whole planning horizon will provide

upper bounds for the expected period closing-inventory-positions throughout the horizon.

4.1. An example

We assume an initial null inventory level and a normally distributed demand with a coefficient
of variation o/ d, = 0.3 for each period ¢ € {1,...,5}. The expected values for the demand
in each period are: {36, 28, 42, 33, 30}. The other parameters are a = 1, h = 1, o =

12



Policy cost: 356

Period (t) 1 2 3 4 5
d; 36 28 42 33 30
R, 125 124 129 87 55
0t 1 1 1 1 1
Shortage probability | — — 5% 5% 5%

Table 1: A replenishment plan.

140
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20

Expected inventory position

Period

Figure 1: A graphical illustration of the replenishment plan in Table 1.

0.95(z4=0.95 = 1.645). We consider that every period i in the planning horizon has following
lead time probability mass function f;(k) = {0.3(0),0.2(1),0.5(2)}. This implies that we
receive an order placed in period i after ¢ € {0,...,2} periods with a given probability (0
periods: 30%; 1 period: 20%; 2 periods: 50%). It is obvious that in this case, we will always
receive the order within 2 periods, after it is placed. In Table 1, we show the optimal solution.
The optimal replenishment plan is also illustrated in Fig. 1. We now show, through Eq. 20
(SL Constraints), that the order-up-to-positions in this example satisfy every service level
constraint in the model. We assume that for the first 2 periods, no service level constraint
is enforced, since it is not possible to control the inventory in the first 2 periods. Therefore,
we enforce the required service level on period 3, 4 and 5 (that is Eq. 20 or SL Constraints)
for t = 3,...,N. Let us verify that the given order-up-to-levels satisfy this condition for
these three periods. Since we know the probability mass function f;(-) for each period ¢ in
the planning horizon, we can compute the probability Pr(w;) for each scenario w; € ;. We
thus have four of these scenarios for each period ¢t € {3,..., N}, as we are placing an order

in each period.

e 51, Pr{S;} = 0.15; in this scenario for period ¢, we receive all the former orders
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e S5, Pr{S;} = 0.35; in this scenario for period ¢, we do not receive the last order placed

in period ¢t

e S3, Pr{Ss} = 0.35; in this scenario for period ¢, we do not receive the last two orders

placed in period t and ¢t — 1

e S, Pr{S,} = 0.15; in this scenario for period ¢, we do not receive the order placed in

period t — 1, and we observe order-crossover.

In the described scenarios, every possible configuration is considered, without loss of gen-
erality. In fact, if some of the configurations are unrealistic (for instance, if we assume
that order-crossover may not take place) we just need to set the probability of the respec-
tive scenario to zero. Now, it is possible to write SL Constraints (Eq. 20) for each period

t €{3,...,N}. For period 3,

129 — 42

Pr{s,}- G( 124 — (28+42))

) L Pr{S,) -G
0.3\/422) r{e} < 0.3\/282 + 422
125 — (36 + 28 + 42))

Pr{sS;} .-G
{55} <0.3\/362 T 282 | 422
125 + (129 — 124) — (36 + 42)

0.3v/362 + 422

where G(-) is the standard normal distribution function with zero mean and unit standard

(26)

Pr{S}-G ( ) = 94.60 = 95,

deviation. This implies that the combined effect of order delivery delays in our policy, under
any possible scenario results in a stock-out probability of exactly 95% for period 3. A similar
reasoning can be applied to verify that the given solution satisfies the required service level

for period 4 and 5.

5. Heuristic Method 1

In this section, we introduce a first heuristic method, named Heuristic I or, shortly, H1,
for computing near optimal replenishment cycle policy parameters under non-stationary
stochastic demand and lead time. The key intuition behind this heuristic strategy consists in
noticing that when all the replenishment decisions have been fixed, then SL Constraints
(Eq. 20) can be used to check if in a given period the required service level constraint is met.
If the service level is not met, the gradient function is able to indicate which order-up-to-

position should be increased in order to achieve the maximum service level improvement for
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that period. This method employs one of the efficient techniques proposed in the literature

such as the one in Tarim and Smith [41].

N

min B{TC} =" (ad, + h1,) (27)
t=1

subject to, fort=1... N

Li+d—1,_,>0 (28)
it+dvt_ft71>02>5t:1 (29)
IL>b - 0,
= (jel{rﬁ.)ft}J g ) (30)
I, ezt u{0}, 4, €{0,1}, (31)
where b(i, j) = G;iler,-+1+...+dj (a) — 27 _. dy, and Gc?,-1+di+1+...+dj<') denotes the inverse cumu-

lative distribution function of d; + d;41 + ... +d;.

In Tarim and Smith’s model (Egs. 27-31), each decision variable I, represents the
expected inventory level at the end of period t. Each dy represents the expected value of
the demand in a given period ¢, according to its probability density function g;(d;). The
binary decision variables ¢; state whether a replenishment is fixed for period ¢ (§; = 1) or
not (0; = 0). The objective function (27) minimizes the expected total cost over the given
planning horizon. The two terms that contribute to the expected total cost are ordering
costs and inventory holding costs. Constraint (28) enforces a no-buy-back condition, which
means that received goods cannot be returned to the supplier. As a consequence of this, the
expected inventory level at the end of period ¢ must be no less than the expected inventory
level at the end of period ¢ — 1 minus the expected demand in period t. Constraint (29)
expresses the replenishment condition. We have a replenishment if the expected inventory
level at the end of period ¢ is greater than the expected inventory level at the end of period
t—1 minus the expected demand in period ¢. This means that we receive some extra goods as
a consequence of an order. Constraint (30) enforces the required service level a.. This is done
by specifying the minimum expected closing-inventory-level (or “buffer stock”) required for
each period t in order to assure that, at the end of each time period, the probability that the
net inventory is not negative is at least a. These buffer stocks, which are stored in matrix
b(-,), are pre-computed following the approach suggested in Tarim and Kingsman [38].

The buffer stocks mentioned in the previous paragraph refer to the case in which no lead

time is considered and where every order is delivered immediately. These buffer stocks are
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typically lower than those required to provide the required service level a;, when a stochastic
delivery lead time is considered. Our strategy, in this first heuristic, consists in iteratively
adjusting the buffer stocks in the matrix in order to increase the service level in each period
till the required service level « is met in every period of the planning horizon. The local search
procedure to compute policy parameters under stochastic lead time is shown in Algorithm

1.

Algorithm 1: Heuristic Method I
input :di,....dy;a; h; @
output: a replenishment plan

1 begin

2 for each period i in 1,..., N do

3 for each period j in i,..., N do

4 L L b(i, j) < G;i{f'di-fl'i‘----f—dj(a) =D ki i

5 Solve the model in Eqs. 27-31 with input dy,...,dy, a, h, a, and buffer matrix

b('? ');
6 By using SL Constraints (Eq. 20), check if the solution found provides the
required service level a at the end of each period;

7 while the current solution does not provide service level o do

8 Let R be the set of consecutive replenishment cycles in the solution;

9 for each replenishment cycle R(i,7) in R do

10 for each period t in R(i,j) do

11 Let P be the set of former cycles influencing the service level in period ¢

according to Eq. 20;
12 while the service level in period t is less than o do
13 For each cycle R(m,n) € PJ{R(i,j)} obtain the respective
minimum allowed order-up-to-position R,, = I, + p. czl-;
14 Let R(m,n) € PU{R(i,j)} be the cycle for which a unit increment
in R,, produces the highest service level improvement;

15 b(m,n) — I, + 1;

16 fn — fn + 1;

17 Solve the model in Eqs. 27-31 with input dq,...,dy, a, h, a, and modified

buffer matrix b(-, -);
18 By using SL Constraints (Eq. 20), check if the solution found provides the
| required service level o at the end of each period;

19 return the current replenishment plan;
20 end

The method initially solves the model in Eqs. 27-31 (Algorithm 1, line 5), with buffer
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Period (1) 1 2 3 4 5
d; 36 28 42 33 30
R, 54 42 63 49 45
0t 1 1 1 1 1
Shortage probability | — — 78% 78% 7%

Table 2: No lead time solution.

stocks set as in the no lead time case. This gives a replenishment plan, that is assignments
for decision variables §;, and a (possibly) infeasible set of assignments for the respective
order-up-to-positions. A replenishment plan is made of a number of replenishment cycles.
A replenishment cycle R(i, 7) is the set of periods that are located between two consecutive
replenishment periods ¢ and j + 1. If this assignment is infeasible (Algorithm 1, line 6)
with respect to the lead time and the service level considered, using SL Constraints (Eq.
20), we consider sequentially (Algorithm 1, line 10) each period in every replenishment cycle
scheduled and we increase the buffer stocks (Algorithm 1, line 15) of replenishment cycles
affecting the service level in the current period (Algorithm 1, line 11), according to SL
Constraints, until the required service level « is met for that specific period (Algorithm 1,
line 12). Buffer stocks are increased according to a rule that increments at each step the
buffer stock that produces the highest service level improvement for the period considered
(Algorithm 1, line 14). This process is iterated by solving again the model in Eqgs. 27—
31 using this modified buffer stock matrix (Algorithm 1, line 17), until the model directly
produces a feasible solution (Algorithm 1, line 18). We now provide a simple example to
illustrate this procedure.

We present the same example proposed in Section 4.1. By disregarding the information
on the stochastic lead time, we use the relevant data in the model shown in Eqs. 27-31.
By solving this model, we obtain the solution shown in Table 2. Considering the stochastic
lead time and by using SL Constraints (Eq. 20), it is possible to compute the service level
provided in period 3, 4 and 5 for this solution (These service levels are also shown in Table
2). Clearly, these service levels are not higher than the required minimum service level a.
Therefore, using SL Constraints we modify the buffer stock matrix b(-,-) in such a way as
to increase the relevant buffers and thus obtain a feasible solution. For instance, we increase
the buffer stock level b(1, 1) of replenishment cycle R(1,1) from 18 to 102, the buffer stock
level b(2,2) of replenishment cycle R(2,2) from 14 to 106, the buffer stock level b(3,3) of
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Period (1) T 2 3 4 5
d; 36 28 42 33 30
R, 138 102 74 83 50
O 1 0 0 1 1
Shortage probability | —  — 5% 35% 48%

Table 3: Solution with increased buffers.

Policy cost: 397

Period (t) 1 2 3 4 5
d; 36 28 42 33 30
R, 138 134 136 94 61
5, 1 1 1 0 0
Shortage probability | — — 2% 2% 5%

Table 4: Feasible solution.

replenishment cycle R(3,3) from 21 to 94, and the buffer stock level b(4, 4) of replenishment
cycle R(4,4) from 16 to 50. This is based on the greedy rule discussed in Algorithm 1,
and further based on the SL Constraints. We solve the model again using the modified
buffer stock matrix b(-, -). Since some of the buffers are increased, it is not anymore optimal
to schedule a replenishment in each period, as noticed in the solution obtained using this
new modified buffer stock matrix (Table 3). The service level provided in period 3 is now
sufficiently high, but those provided in period 4 and 5 is not. We shall therefore iterate
the process until we eventually converge to the feasible solution presented in Table 4. This

heuristic is about 11% more costly than the optimal replenishment strategy.

6. Heuristic method 11

The Heuristic Method I presented in the former section typically converges to a good solution
in a few iterations, but often it may not produce solutions that are sufficiently close to the
optimal. In order to produce higher quality solutions, we discuss here a different strategy
that employs a Constraint Based Local Search approach. We name this second heuristic

Heuristic IT or H2.
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6.1. Constraint Reasoning

Constraint Programming (see Apt [2]) is a declarative programming paradigm in which re-
lations between decision variables are stated in the form of constraints. Informally speaking,
constraints specify the properties of a solution to be found. The constraints used in con-
straint programming are of various kinds: logic constraints (i.e. "z or y is true”, where z
and y are boolean decision variables), linear constraints, and global constraints (Régin [27]).
A global constraint captures a relation among a non-fixed number of variables. One of the
most well known global constraints is the alldiff constraint (Régin [26]), that can be enforced
on a certain set of decision variables in order to guarantee that no two variables are assigned
the same value.

With each constraint, CP associates a filtering algorithm able to remove provably infea-
sible or suboptimal values from the domains of the decision variables that are constrained
and, therefore, to enforce some degree of consistency (see Rossi et al. [29]). These filtering
algorithms are repeatedly called until no more values are pruned. This process is called
constraint propagation.

In addition to constraints and filtering algorithms, constraint solvers also feature some
sort of heuristic search engine (e.g. a backtracking algorithm). During the search, the
constraint solver exploits filtering algorithms in order to proactively prune part of the search

space that cannot lead to a feasible or to an optimal solution.

6.2. Local Search

A neighborhood structure is a function N : & — 2° that assigns to every solution s € S, a
set of neighbors N'(s) C S. N(s) called the neighborhood of s. Without loss of generality,
we here restrict the discussion to minimization problems. A locally minimal solution (or
local minimum) with respect to a neighborhood structure A is a solution § such that Vs €
N(B) @ f(8) < f(s). We call § a strict local minimal solution if Vs € N (3) : f(5) < f(s).
Local search (LS) algorithms for COPs start from some initial solution and iteratively try to
replace the current solution by a better solution in an appropriately defined neighborhood of
the current solution. In this process, it is extremely important to achieve a proper balance
between diversification and intensification of the search. The term diversification generally
refers to the exploration of the search space, whereas the term intensification refers to the

exploitation of the accumulated search experience. Among the most popular local search
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strategies we recall the Iterative Improvement, or Hill Climbing, in which each move is only
performed if the resulting solution is better than the current solution and the algorithm stops
as soon as it finds a local minimum. 7abu Search is a more advanced strategy, in fact it is
among the most cited and used. Tabu search explicitly uses the history of the search, both
to escape from local minima and to implement an explorative strategy. Iterated Local Search
and Variable Neighborhood Search constitute other examples of local search strategies. For
a comprehensive survey on local search and metaheuristic strategies, the reader may refer to
Blum and Roli [8]. In what follows, we will employ a strategy known as coordinate descent.
Coordinate descent algorithms, sometimes called one-at-a-time, minimize (maximize) a given
function by minimizing (maximizing) it over a single variable while holding all other variables
constant. There are two approaches: cyclic algorithms that cycle through all of the variables;
and greedy algorithms that choose the variable that reduces the cost by the largest amount in
each iteration. In the coordinate descent strategy discussed in the next section, an algorithm

belonging to this second “greedy” class will be employed.

6.3. The Approach

The key intuition behind the second heuristic strategy slightly differs from that of the first
heuristic. In this heuristic, we emphasize that when some replenishment decisions have
been fixed, SL Constraints (Eq. 20) can be used to check if in a given period, the required
service level constraint is met. If the service level is not met, a gradient function indicates
which order-up-to-position should be increased in order to achieve the maximum service level
improvement in such a period. We shall now provide a simple example to clarify how this
procedure works.

We consider again the example proposed in Section 4.1. In Table 5, we show a possible
partial replenishment plan that schedules orders in period 1, 2, and 3; the remaining replen-
ishment decisions are not yet fixed. Clearly, the order-up-to-level in each period t =1,...,3
will be at least as high as those required to provide the service level o, when the lead time
is 0. Therefore, a good starting configuration for the order-up-to-level is 54, 42, and 63
respectively for Ry, Ry, and R3. As it is easy to observe using SL Constraints, it is now

possible to compute the service level provided in period 3.
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Period (t) 1 2 3 4 5
dy 36 28 42 33 30
R, 54 42 63 — -

5, 11 1 - —
Shortage probability | — — 78% — —
Table 5: Partial assignment.

Policy cost: 366

Period (t) 1 2 3 4 5

dy 36 28 42 33 30

Ry 131 128 130 88 55

0t 1 1 1 1 1

Shortage probability | — — 3% 3% 5%

Table 6: Full assignment.
63 — 42 42 — (28+42))
Pr{Si} - G| —— ) + Pr{S:} -G +

i} <0.3\/422) 152} <0.3\/282 + 422

54 — (36 + 28 + 42) ) (32)

Pri{sS;} .-G

{5} <0.3\/362 T 082 + 422

54 + (63 — 42) — (36 + 42)
0.3v/362 + 422

The service level provided (about 0.22) is not sufficient to satisfy SL Constraints (Eq. 20) in

Pr{S:}-G ( ) = 0.2192 2 0.22

period 3. In order to decide which order-up-to-position to increase, we analyze the behavior
of the service level at period 3, when Ry, Ry, and R3 are increased respectively. If we increase
Ry by one unit, the service level at period 3 becomes 0.2229; if we increase Ry by one unit,
the service level at period 3 becomes 0.2175; finally, if we increase R3 by one unit, the service
level at period 3 becomes 0.2239 It follows that, an increase of one unit for R3 achieves the
maximum service level improvement. We proceed in a similar fashion by increasing at each
step the order-up-to-position R; that produces the maximum increase in the service level
provided, until SL. Constraints are satisfied for the period of interest. The reader may be
easily convinced that, when we consider period 3, this process terminates after a few steps,
when R; = 131, Ry = 95, and R3 = 75. We then proceed and repeat the same process,
assuming that the ordering decisions are all fixed and that an order is scheduled in every
period. In this case, we consider period 4 and period 5 sequentially. The final solution
produced by this approach is shown in Table 6.

We next describe the complete approach. Our technique exploits the model presented in
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Eq. 21 - 25. This model is implemented within Choco 1.2 (Laburthe et al. [22]), an open
source Constraint Programming solver developed in Java. The variable selection heuristic
branches first on decision variables §;. These variables are selected according to their natural
order, that is {d1,...,dx}. The value selection heuristic selects values in increasing order.
SL Constraints (Eq. 20) cannot be directly implemented as such, and therefore are replaced,
in our Constraint Programming model, by a global constraint able to dynamically compute
the required order-up-to-level for a given partial replenishment plan (that is, a partial as-
signment for decision variables d;). As discussed, the order-up-to-levels are computed using
the gradient-based local search approach shown in the former example, which in practice
follows a coordinate descent strategy. A pseudo-code describing the propagation logic of this

constraint is presented below in Algorithm 2.

Algorithm 2: Heuristic Method II - Propagation

input : a partial assignment for decision variables d;, t = 1,..., N,
the expected closing-inventory-positions P, t =1,..., N,
the service level «

[uy

begin

2 Let R be the set of consecutive replenishment cycles identified by the partial
assignment for decision variables d;;

for each replenishment cycle R(i,j) in R do

4 for each period t in R(i,j) do

Let P be the set of former cycles influencing the service level in period ¢
according to SL Constraint (Eq. 20);
while the service level in period t is less than o do
7 For each cycle R(m,n) € RIJ{R(i,j)} obtain the respective minimum
allowed order-up-to-position R, as Inf{Dom(P,)} + d;
8 Let R(m,n) € RIU{R(4,j)} be the cycle for which a unit increment in
R, produces the highest service level improvement;
9 Inf{Dom(P,)} «— Inf{Dom(P,)} + 1;
10 end

The propagation logic described in Algorithm 2 is triggered each and every time, during
the search, a replenishment decision is fixed. Recall that our search strategy branches first on
decision variables d;, according to their natural sequence, so that at each node of the search
tree we have a set of consecutive replenishment decisions {4y, . .., d;} that have been assigned.

This implies, that at each node of the search tree, we will also have a set of consecutive
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replenishment cycles, R = {R(1,4),...,R(j,t)}, that are uniquely identified by the current
partial assignment (Algorithm 2, line 2). For each cycle, we consider each and every period
(Algorithm 2, line 4). By using SL Constraints (Eq. 20) and more specifically condition
10, we can easily identify which former cycles (and order-up-to-positions) are affecting the
service level in the period under consideration (Algorithm 2, line 5). We consider each of
these order-up-to-positions, say R,,, and observe the behavior of the service level when the
minimum value allowed for it, R,, = Inf{Dom(P,)} + dy,, (Algorithm 2, line 7) is increased
by one unit. That is, when the minimum value (Inf) in the domain (Dom) of P,, plus d,y,, is
increased by one unit. Once the order-up-to-position R, that produces the maximum service
level improvement for the period considered is identified (Algorithm 2, line 8), we restrict the
domain of the corresponding expected closing inventory position P,, by removing the value
Inf{Dom(P,)} (Algorithm 2, line 9). This process eventually produces (by subsequent
greedy improvements), a set of order-up-to-positions that meet the required service level.

Also this second approach is clearly heuristic, since the order-up-to-levels are adjusted
by using “local” moves that aim to locally maximize the improvement in the service level
provided at a given period. It is also an example of a hybrid method that employs local
search, at each node of the search tree, within the propagation logic of a global constraint.
Nevertheless, this approach does perform better than the previous one in terms of quality
of the solutions produced. For instance, with respect to the example presented in Section
4.1, this second heuristic approach produces a solution with cost 366, that is only 2.8% more
costly than the optimal solution.

It is worth recalling that, as discussed in Section 1, the strategy described in this sec-
tion introduces local search techniques within a constructive global search algorithm, i.e.
the Constraint Programming solver. More specifically, a coordinate descent heuristic is em-
ployed in order to heuristically propagate the service level constraints within a Constraint
Programming model. In contrast, the technique discussed in Section 5 exploits the local
search engine to “guide” the search, by restructuring the buffer stock matrix, while Con-
straint Programming is used to explore promising neighborhood, i.e. to find the optimal

solution with respect to a given buffer stock matrix.
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7. Computational Results

In the illustrative example provided in the previous section, it was shown that Heuristic I
and Heuristic IT are 11% and 3% more costly than the optimal solution. In this section,
we aim to further analyze both the effectiveness and the efficiency of these two heuristics.
More specifically, we consider a large set of instances and we will investigate, for each of the
two heuristics, how close the solution produced is to the optimal solution obtained with the
complete approach in Rossi et al. [31] and how long the heuristic search runs in order to
produce the approximate solution. In addition, we investigate how well the two heuristics
scale, when the instances become intractable for the complete approach.

We consider four patterns for the expected value of the demand in each period of the
planning horizon. These patterns resemble the structure of the experiments proposed in
Berry [6] and comprise a constant level, a life-cycle trend, a sinusoidal change, and a very
erratic pattern (Fig. 2). The demand is normally distributed, in each period, about the
forecast value. We consider two possible values for the coefficient of variation, ¢, € {0.2,0.3}.
¢, shows the effect of the size of random variation in demand about the mean. Recall that
o = Jtcv, where o, is the standard deviation of the demand in period ¢ and th is the expected
value of the demand in period ¢. The holding cost h is assumed to be fixed to 1 for all the
instances, while the ordering cost a takes values in the set {100, 175,250}. We consider two
possible service levels a € {0.85,0.95}. In our experiments, we consider five possible discrete
probability density functions for the stochastic lead time. These are shown in Fig. 3. The
lead time may therefore take one of the values shown in the x-axis with the probability
indicated on the y-axis. It should be noted that it is not relevant in this work to compare
the performance of our heuristics for a deterministic lead time. In fact, efficient complete
solution methods have been proposed in the literature [37] for the case in which the lead
time is absent. These methods, according to the discussion in [36], can be directly applied
to solve instances in which the lead time is deterministic.

All the experiments were performed on an tel® Pentium®4 3.66 Ghz with 2 Gb of
RAM. Heuristic I has been implemented using ILOG OPL Studio 3.7 [1] and Solver 6.0
interfaced with a Java routine for updating the buffer stock matrix. Heuristic II has been
implemented on the top of Choco 1.2 (Laburthe et al. [22]).

The CP model repeatedly solved by Heuristic I has a very compact size, in fact it com-

prises only 2N variables and 3NV constraints, as discussed in [41]. Several efficient approaches
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[41, 37, 32] exist for solving such a model in fraction of a second for planning horizons com-
prising hundreds of periods. Both the complete approach in Rossi et al. [31] and Heuristic
IT operate on CP models that comprise 3N variables and 3N + 1 constraints. Therefore
all these models remain quite compact as the lead time and the planning horizon length
increase.

In order to assess the quality of the solutions produced by the two heuristics, we first
consider small instances over a 6-period planning horizon. We also limit the maximum length
of the stochastic lead time, so that the resulting instances are tractable for the complete
approach, which can therefore prove optimality in a reasonable time. In order to do so, we
only consider, in Fig. 2, the expected demand in periods {1,...,6}, and, in Fig. 3, the lead
time probability density functions (LT) 1, 2, and 3. By varying the model parameters (a,
v, @, etc.) as discussed in the previous paragraphs, we obtain a total of 144 instances.

The results obtained by running the exact approach in Rossi et al. [31] over the test bed
are shown in Table 9 and Table 10.2 The exact approach often required a significant amount
of time in order to solve these instances to optimality. More precisely, in the worst case it
ran for 105 hours before finding the optimal solution. On an average, the optimal solution
was found in 2 hours. For half of the instances, the optimal solution was found in less than
45 seconds; approximately 80% of the instances required less than 30 minutes to be solved;
and about 90% of the instances required less than 2 hours.

In Table 11, we compare the cost of the solutions found by the two heuristics to the
optimal ones. For convenience, results are also summarized in Table 7. Heuristic I found the
optimal solution only for 2.7% of the instances, while Heuristic II succeeded in finding the
optimal solution for about 25% of the instances. For half of the instances, the cost overhead
incurred by Heuristic I was below 3.1%, while that incurred by Heuristic 1T was significantly
lower, being only 0.54%. In Table 7 we provide further statistics, namely, the 80% and the
90% percentile. In the worst case, Heuristic I produced a solution 22% costlier than the
optimal one, while Heuristic II produced a solution that is 8.5% more costly. On an average,
the solution found by Heuristic I was 3.8% expensive than the optimal one, while Heuristic
IT produced a solution that was 0.56% more expensive than the optimal. It should be noted
that, since none of the two heuristics fully dominates the other in terms of solution quality, if
they are used in conjunction (Table 7, column “H1 @ H2”) the overall performance improves.

In fact, the average cost overhead decreases to 0.48%, the maximum cost overhead is halved

2Note that Tables 9,...,15 are presented in the Appendix
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Cost Overhead
Instances H1 H2 H1 6 H2 | Exact - 10 secs
2.7% 0 0 0 0
25% < 0.26% 0 0 0
50% < 31% | < 054% | < 0.29% 0
80% < % |< 1% | < 07%|< 8.5%
90% < 10% | < 2% |< 1% |< 16%
100% < 2% | < 85% | < 42T% | < 45.7%

Table 7: Statistics on the cost overhead, over a 6-period planning horizon, incurred by
Heuristic T (H1), Heuristic IT (H2), a strategy that combines H1 and H2 (H1 € H2), and a
strategy that limits to 10 seconds the run time of the exact approach (Exact - 10 secs). The
cost overhead is expressed in percentage of the optimal policy cost.

to 4.27%, and also the other quantiles, as shown in Table 7, significantly improve.

In Table 12, we present the run-times for the two heuristics. It is easy to observe that for
all the instances Heuristic II was faster than Heuristic I. Nevertheless, both the heuristics
did not require more than a few seconds to solve any of the instances. More precisely, the
maximum run time observed is 8.5 seconds.

It might be argued that the exact approach in Rossi et al. [31] may converge quickly to
good solutions and therefore be used as a heuristic approach by simply limiting the run time
and collecting the best solution found within the given time limit. Since the maximum run
time observed for our heuristic methods over the given test bed is 8.5 seconds, we allocated
a run time of 10 seconds to the exact approach and observed the cost difference between the
optimal solution produced by the exact approach without a time limit and the best solution
that this approach could find in the given time limit of 10 seconds. In Table 13 we present
cost differences, in percentage of optimal costs. For convenience, we also summarized the
results in Table 7, column “Exact - 10 secs”. The exact approach with a 10 seconds limit
was able to reach the optimal solution for more than 50% of the instances. Nevertheless,
the performance of this heuristic strategy quickly deteriorates when we consider the 30 most
difficult instances. For 20% of the instances, the error exceeded 8.5%. For 10% of the
instances, the error exceeded 16%. In the worst case, the error reached 45.7%. On an
average, the solution found by this strategy was 4.8% more expensive than the optimal one.
As shown, both Heuristic I and II produced better average and worst case results. In the
light of these results, it is clear that imposing a time limit to the exact approach in Rossi et

al. [31] does not constitute a viable heuristic strategy. It is should be also noted that longer
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planning horizons exacerbate the poor performance of this heuristic.

In order to assess the scalability of the two heuristics, we now consider the full demand
patterns in Fig. 2, therefore we now run tests over a 15-period planning horizon. In addition,
we also consider all the 5 possible discrete probability density functions shown in Fig. 3
(therefore LT ranges now in {1,...,5}) and we vary the remaining model parameters (a, h,
¢, and «) as discussed before. By doing so, we obtain a total of 240 instances. In Table 14
and Table 15 we compare, respectively, the run times and the cost of the solutions found by
the two heuristics for this new set of instances. Since these instances are intractable for the
exact approach, we will only compare the two heuristics among each other.

Over the 240 instances considered, Heuristic I produced the best solution only 25% of
the times. In all the other cases, Heuristic II found a better solution (75% of the instances).
In the worst case, Heuristic I produced a solution that was 14.6% more costly than the one
obtained by using Heuristic II. Heuristic II, in contrast, produced a solution that was only
3.5% more costly than the one found by Heuristic I, in the worst case. On an average, for
the instances in which Heuristic I could not produce the best solution, the solution produced
was 3.66% more costly than that produced by Heuristic II; for those instances for which
Heuristic II could not find the best solution, the solution found by this heuristic was only
0.80% more costly than that produced by Heuristic 1.

From this comparison, and from the previous discussion, it is possible to observe that
Heuristic II typically performs better than Heuristic I in terms of quality of the solution
produced. Nevertheless, in terms of run times (Table 8), the picture is different. In fact,
Heuristic I maintains good performances over all the instances in the 15-period planning
horizon test bed. More specifically, the average run time for Heuristic I was 30 seconds,
in contrast to an average run time of about 16 minutes for Heuristic II. In the worst case,
Heuristic I took less than 3 minutes to complete the search, while Heuristic II completed the
search in 1 hour and 10 minutes. About 50% of the instances could be solved by Heuristic I
in less than 25 seconds, in contrast to the 11 minutes required by Heuristic II. Furthermore,
we observed that 80% of the instances required less than 40 seconds in order to be solved
by using Heuristic I, in contrast to the 30 minutes required by Heuristic II. Finally, the 90%

quantile was less than a minute for Heuristic I and about 35 minutes for Heuristic II.
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Run time
Instances H1 H2
25% 0 0
50% < 25 seconds | < 11 minutes
80% < 40 seconds | < 30 minutes
90% < 1 minute | < 35 minutes
100% < 3 minutes | < 1 hour and 10 minutes

Table 8: Statistics on the run times incurred by Heuristic I (H1) and Heuristic II (H2), over
a 15-period planning horizon.

8. Summary and Conclusions

We addressed the computation of near-optimal replenishment cycle policy parameters under
non-stationary stochastic demand, stochastic supplier lead time and service-level constraints.
Two hybrid heuristic algorithms that blend Constraint Programming and Local Search were
proposed.

Firstly, we compared these two heuristics for small instances against an exact method.
In our experiments, Heuristic I was within 3.8% of the optimal, while Heuristic II was within
0.56% of the optimal. In addition, when used in conjunction, the two heuristics were within
0.48% of the optimal. In terms of computational time, the average run time for Heuristic I,
Heuristic II and the Optimal solution is 2.96 seconds, 0.75 seconds and 2 hours respectively.
The results proved that Heuristic II typically performs better than Heuristic I in terms of
quality of the solutions produced, by achieving a very little cost overhead.

Secondly, the two heuristics were tested and compared with each other, in terms of both
solution quality and run time over a set of larger instances that are intractable for the exact
approach. In terms of solution quality, Heuristic II performed better and was on average
3% better than the performance of Heuristic I, while the average run times for Heuristic I
and Heuristic II were 30 seconds and 16 minutes respectively. The results confirmed that
Heuristic I typically produces lower quality solutions than Heuristic II, but also that Heuristic
I runs much faster than Heuristic II.

We can conclude that, if run time is a critical aspect, Heuristic I may be a viable choice,
while if the quality of the solution produced is a major concern, then Heuristic II (or a
combination of the two heuristics) should be chosen, as it achieves high quality solutions

and is orders of magnitude faster than the exact approach.
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a = 100 a =175 a = 250
cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3
Set |ILT | a=085 ] =005 | «a=085 ]| =005 | =085 | «a=095 | a=085 | «a=095 | a=085 | a=095 | a=085 | « =0.95
1 620 682 640 728 770 833 797 803 920 983 947 1043
1 2 677 764 686 826 834 914 836 976 970 1042 986 1126
3 703 820 738 869 853 967 888 1020 970 1042 1030 1138
1 715 783 745 847 805 973 937 1051 1045 1123 1087 1201
2 2 803 961 838 1028 1028 1131 1057 1215 1187 1281 1207 1365
3 903 1025 953 1103 1057 1243 1105 1317 1207 1383 1255 1467
1 772 854 798 924 966 1052 1016 1148 1116 1202 1166 1298
3 2 836 1032 886 1098 1061 1182 1100 1280 1214 1332 1250 1430
3 889 1087 950 1162 1065 1278 1137 1362 1215 1378 1287 1504
1 530 590 560 650 680 740 710 800 808 386 860 950
4 2 576 662 588 716 726 811 738 866 808 886 874 994
3 545 678 600 734 695 811 750 884 808 886 874 994
Table 9: Exact approach, optimal policy costs, 6-period planning horizon.
a = 100 a =175 a = 250
cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3
Set |ILT | a=085] =005 | «a=085 ]| =005 | =085 | «a=095 | «a=085 | «a=095 | «a=085 | a=095 | a=085 | «=0.95
1 20 16 15 a7 0.98 2.5 0.86 3.7 0.39 0.72 0.52 1.2
1 2 210 582 142 793 4.4 16 3.2 24 0.66 1.9 0.80 4.5
3 3188 15570 4258 18496 27 243 35 318 0.66 2.8 2.0 19
1 210 583 212 934 72 20 9.4 37 11 2.9 1.4 18
2 2 1611 14409 1993 23781 150 521 148 935 16 43 13 76
3 46082 88934 62789 132963 794 16092 1224 24845 49 537 82 943
1 571 1800 136 2413 28 69 30 153 3.3 8.3 13 16
3 2 1866 16488 2486 20712 340 1176 379 2016 17 115 14 234
3 70805 216835 104318 380934 2630 49724 6767 79378 110 1261 208 5472
i 3.6 6.1 3.1 95 0.42 1.2 0.69 1.9 0.19 0.53 0.44 Tl
4 2 52 211 32 292 1.4 12 1.2 15 0.19 0.53 0.49 1.4
3 90 2684 304 4139 2.0 40 7.7 90 0.20 0.53 0.47 1.4

Table 10: Exact approach, run

times (secs), 6-period planning horizon.
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a =100 a =175 a = 250
cy = 0.2 cy =0.3 cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3
a=0.85 a=0.95 a=0.85 a=0.95 a=0.85 a=0.95 a=0.85 a=0.95 a=0.85 a=0.95 a=0.85 a=0.95
Set | LT | A1 H2 | HI H2 | H1 H2 | Al H2 | HI H2 | H1 _H2 | A1 H2 | HI H2 | 01 H2 | Al H2 | HI H2 | HI W2
1 |34 048 | 044 031 063]| 14 05534 039]012 036 |46 038011 067 | 27 033|010 031 | 4 032 0 058
1 | 2 |50 044|052 079 |54 087|085 097 |32 048 | 044 066 | 44 072 | 0.82 0.82 | 4.2 0] 019 0| 4 o061 0 071
3 | 22 0012 33|80 054|012 41]50 0] o021 0|46 045|010 42|76 0] 019 0| 5 0 | 0.09 0
1T |42 056|077 051 ] 67 027 | 27 071 |49 067 ] 031 031 |75 064 ] 0.10 029 | 42 057 | 027 027 | 6 055 | 0.08 0.25
2 | 2 | 14 050| 12 094 | 14 11| 16 058 |56 039|027 018 |60 085 | 025 049 | 41 0.17 | 023 016 | 5 075 | 022 0.44
3 |23 0] 69 068]40 010 7.7 11| 13 0]016 080 |71 0 0 12|48 0014 0| 6 0]007 1.1
T |28 078035 07039 075|022 06551 062] 1.2 057 |36 030 ] 026 052] 44 054 | 0.17 050 | 5 026 | 0.23 0.46
3 | 2| 15 20[020 078 |89 26| 23 08 |64 1.0 025 068 |47 091 | 047 031 |54 066 | 023 060 | 4 080 | 028 0.28
3 |13 43| 40 60| 10 24| 45 63|88 35016 19|89 002 18|78 30]015 0| 7 0| 007 0
T |57 038|034 1093 11| 1.2 12|44 029027 08|66 08 |012 1.0 ] 64 0 | 0.56 0] 5 070] 011 084
4 | 2 |52 069|076 1.2]94 10|042 1.1 |41 055 | 0.49 0|61 08|03 092 10 0| 045 ol 7 0010 0
3 | 21 0] 12 86|95 008 82| 10 0| 037 0] 10 0]068 40/ 10 0] 034 0] 12 0| 0.10 0
Table 11: Additional cost, in % of the cost of the optimal policy, incurred if Heuristic I (H1) or Heuristic II (H2) are used,
6-period planning horizon.
a =100 a=175 a = 250
cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3
«=08 | a=095 | a=08 | a=09 | a=08 | a=09 | a=08 | «a=09 | a=08 | a=09 | a=085 | a=0095
Set | LT | A1 _H2 | HI H2 | HI H2 | Al H2 | HI H2 | H1 H2 | Al _H2 | HI H2 | A1 _H2 | Al H2 | HI __H2 | Al H2
T |35 07224 016 ] 1.2 014 | 28 0.6 | 1.2 0.11 | 1.7 013 | 088 034 | 1.8 020 | 1.3 039 | 1.2 0.36 | 0.9 069 | 1.4 0.14
1 | 2 (39 07235 033|30 056 |52 041 | 1.8 0.19 | 24 027 | 23 045 | 1.5 027 | 1.6 030 | 1.8 070 | 2.0 1.0 | 1.8 0.67
3 /34 036|444 1335 12]22 11|23 027]22 18| 28 049 |21 127 |15 070 |14 069 | 1.3 077 |12 15
T |28 045 |32 017 | 24 020 | 32 020 | 1.8 0.17 | 24 055 | 24 017 | 26 020 | 1.8 052 | 21 044 | 2.0 0.16 | 25 0.50
2 | 2 |38 08 |29 066|47 07732 15|35 070 |34 095 | 36 038 |34 1.1 |22 083 |22 094 | 23 03926 10
3 /33 08|37 20|44 14|43 17|31 15|27 25| 38 15|34 16|30 097 |20 08 | 27 15|31 13
T |27 05338 078 |24 016 |44 020 | 34 12 |37 058 | 15 055 |36 070 |23 041 | 20 031 | 2.4 047 | 46 0.34
3 | 2 |43 08 |64 1.7]32 08 |57 1038 11|43 067 | 29 078 |39 12|41 069 |25 091 | 30 061 |41 094
3 |77 11|55 24|63 14|55 34|40 26|45 16| 48 14|35 11|37 12|21 13| 40 036 |56 13
T |25 03326 03928 03330 03824 016 |21 031 | 13 023 |27 039 |13 031 | 14 034 07 009 | .7 0.30
4 | 2 |32 059|40 07439 070 |30 058|27 016 |29 050 | 1.7 072|39 070 |20 050 |21 055 | 21 036 |23 0.17
3 |38 049 |85 06132 063|48 23|26 016 |27 11| 40 055|29 12|14 016 |13 078 | 1.8 045 |33 047

Table 12: Heuristic I (H1) and Heuristic II (H2) run times (secs), 6-period planning horizon.
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a =100 a =175 a = 250
cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3
Set LT | «a=08 | a=09 | =085 | a=095 | =085 | a=095 | a=08 | a=095 | a=085 | a=095 | a=0.85 | a=0.95
1 0 0 0 2.0 0 0 0 0 0 0 0 0
1 2 1 2.3 0 0.85 0 0 0 0 0 0 0 0
3 12 8.7 6.7 10 0.59 0 0 4.2 0 0 0 0
1 4.2 5.1 5.6 6.3 0 0 0 0 0 0 0 0
2 2 42 28 45 31 1.3 15 22 17 0 2.4 0 1.6
3 26 20 28 22 15 5.2 17 8.4 7.1 0 9.2 2.4
1 5.7 7 8.5 8 0 1.1 0 0 0 0 0 0
3 2 12 17 7 17 2.8 3.9 0 11 0 3.4 0 1.6
3 25 12 24 14 12 1.9 12 4.9 2.5 0 5.6 0
1 0 0 0 0 0 0 0 0 0 0 0 0
4 2 0 0 0 2.9 0 0 0 0 0 0 0 0
3 11 0 5 4.5 0 0 0 0 0 0 0 0

Table 13: Exact approach with a run time limited to 10 seconds.

Additional cost, in % of the cost of the optimal policy.
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a = 100 a=175 a = 250
cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3
a = 0.85 a=0.95 a = 0.85 a = 0.95 a = 0.85 a = 0.95 a = 0.85 a = 0.95 a=0.85 a = 0.95 a = 0.85 a = 0.95

Set | LT | HI H2 | H1 H2 H1 H2 H1 H2 H1 H2 H1 H2 H1 H2 H1 H2 H1 H2 | H1 H2 H1 H2 H1 H2
1 1.5 01| 0.5 0| 1.7 0 0 0.21 | 0.68 0 0 045 1.2 0 0 0.59 1.4 0 0 0.50 1.7 0 0 0.54

2 2.0 0 0 018 | 1.1 0 | 0.04 0 1.3 0 0 084 1.5 0 0 091 1.5 0 0 0.37 2.2 0 0 0.85

1 3 1.6 01| 14 0| 2.7 0 0 0.12 1.5 0 0 0| 0.76 0 0 0.71 2.2 0 0 0.93 1.4 0 0 097
4 9.8 0| 34 0 11 0 2.6 0 11 0 1.0 0 5.0 0 2.3 0 2.6 01| 1.3 0 1.6 0 | 0.33 0

5 18 0| 6.1 0| 5.1 0 2.1 0 16 0 2.4 0 9.9 0 0 094 8.9 01| 1.3 0 9.6 0 | 0.53 0

1 0.9 0 0 004 |16 0 0 0 1.3 0 0 043 | 0.82 0 0 0.5 | 0.88 0 0 0.09 1.1 0 0 049

2 6.2 0] 0.5 0| 4.0 0 0.9 0 3 0 0 048 2.4 0 0 0 3.0 0 0 055 | 0.77 0 0 0.58

2 3 5.4 0| 4.3 0| 1.0 0 1.1 0 1.0 0 2.5 0 2.0 0 | 0.65 0 1.9 0| 21 0 1.5 0 | 0.44 0
4 2.9 0| 5.7 0| 1.7 0 2.5 0 3.5 0 2.9 0 3.2 0 3.5 0 2.5 0| 2.6 0 3.0 0 | 2.88 0

5 9.4 0| 6.9 0| 1.1 0 0 3.3 14 0 0 0.29 | 0.09 0 0 0.19 8.1 01| 1.6 0 3.7 0 0 084

1 3.0 0 0 044 | 4.0 0 0 0 2.4 0 0 0 4.8 0 | 0.25 0 4.5 0 0 0.51 5.3 0 0 0.73

2 8.6 01| 0.5 0| 5.5 0 | 0.42 0 6.0 0 0 0.54 2.4 0 0 0 3.6 0 0 048 4.3 0 | 0.32 0

3 3 8.1 0 0 14 | 85 0 0 0 6.2 1.1 | 0.45 0 6.1 0 0 3.5 5.2 0| 1.7 0 5.9 0 0 3.4
4 15 0| 3.3 0 11 0 0 0 6.0 2.6 2.4 0 9.6 0 0 0.32 5.3 0| 2.2 0 9.5 0 0 0.27

5 6.4 0] 0.8 0| 1.8 0 0 0 14 0.73 1.6 0 4.3 0 0 2.8 7.5 0| 15 0 4.1 0 0 1.4

1 2.7 0| 0.0 0.65 | 3.5 0 0 0.82 | 0.82 0 0 047 2.1 0 0 071 2.4 0 0 0.20 3.0 0 0 0.61

2 2.2 0] 1.9 0| 3.7 0 | 0.55 0 2.6 0 0 0.70 3.1 0 0 0.86 2.3 0 0 044 2.7 0 0 0381

4 3 2.2 0] 0.3 0| 3.7 0 1.7 0 2.9 0 0 1.3 3.7 0 0 0.65 3.2 0 0 0.88 3.8 0 0 0.58
4 14 0] 7.0 0| 8.0 0 3.9 0 5.0 0 6.2 0 1.5 0 5.3 0 5.5 0| 3.0 0 3.1 0 | 2.85 0

5 8.7 0| 4.6 0 11 0 3.0 0 5.6 0 3.2 0 6.1 0 | 0.64 0 1.2 0 0 0.03 2.8 0 0 0.03

Table 14: Cost comparison between Heuristic I (H1) and Heuristic II (H2). A value of 0 is associated with the heuristic that
has found the best solution, the other value denotes the cost difference — in percentage of the best solution — achieved by the
other heuristic, 15-period planning horizon.




8¢

a = 100 a=175 a = 250
cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3 cy = 0.2 cy = 0.3
a=0.85 a =0.95 a=0.85 a=0.95 a=0.85 a =0.95 a=0.85 a =0.95 a=0.85 a=0.95 a=0.85 a=0.95
Set | LT | H1 H2 H1 H2 H1 H2 H1 H2 H1 H2 H1 H2 H1 H2 H1 H2 H1 H2 H1 H2 H1 H2 H1 H2
1 24 161 17 224 18 195 15 218 12 150 16 196 10 127 18 194 21 69 21 102 14 60 21 104
2 26 446 33 420 14 311 28 404 23 327 30 421 12 275 27 405 28 210 36 360 19 153 30 355
1 3 26 602 33 763 24 568 43 741 29 588 36 762 19 560 36 742 40 437 49 730 28 397 46 702
4 36 1096 53 1294 46 1088 51 1516 39 1098 43 1296 19 1089 41 1439 43 979 56 1291 38 935 46 1431
5 48 1874 48 2178 37 1902 66 2391 30 1870 42 2190 31 1909 47 2391 54 1646 50 2191 50 1678 44 2402
1 11 295 16 328 14 281 15 327 17 299 15 331 10 282 16 330 12 255 23 311 12 231 21 310
2 25 520 29 669 18 472 28 648 25 524 35 674 18 480 29 653 24 523 29 673 16 473 37 651
2 3 28 959 35 1345 24 924 51 1219 23 961 35 1272 25 930 35 1220 26 961 40 1272 25 925 53 1217
4 32 1837 99 2105 35 1826 27 2443 36 1836 59 2099 32 1825 38 2449 31 1843 71 2103 36 1825 84 2447
5 37 3129 48 3470 46 3223 36 4206 38 3122 46 3479 38 3207 73 4221 30 3123 66 3475 33 3213 67 4267
1 21 196 21 218 18 189 21 220 13 120 21 172 12 122 19 194 12 43 18 80 6 50 17 110
2 35 359 32 442 27 342 39 440 28 323 26 438 19 318 25 439 20 178 24 308 17 165 22 357
3 3 33 629 33 793 36 605 38 811 25 587 34 792 25 576 26 809 22 360 30 689 22 366 24 761
4 36 1219 42 1303 32 1202 29 1549 24 1207 30 1304 32 1190 31 1551 21 883 20 1283 27 853 28 1519
5 30 1800 31 2076 30 1915 34 2422 26 1794 20 2070 28 1906 23 2421 19 1559 17 2044 22 1697 19 2418
1 11 200 12 219 9 182 12 217 12 98 22 141 9 75 17 137 15 39 17 64 4 29 16 61
2 18 343 22 400 17 322 27 387 26 313 29 401 21 283 26 385 20 153 24 276 18 128 22 270
4 3 13 547 27 722 21 530 39 706 19 515 29 721 26 493 30 705 21 290 29 616 21 278 27 605
4 65 1018 | 153 1347 23 992 65 1353 30 1016 46 1345 32 1045 48 1351 33 784 35 1289 25 706 39 1288
5 25 1709 40 2067 22 1720 52 2126 | 139 1702 46 2069 47 1717 37 2124 28 1465 41 2055 36 1471 53 2121

Table 15: Heuristic I (H1) and Heuristic II (H2) run times (secs), 15-period planning horizon.
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In this paper we address the general multi-period production/inventory problem with non-stationary
stochastic demand and supplier lead-time under service level constraints. A replenishment cycle policy
(R™S™) is modeled, where R" is the nth replenishment cycle length and S" is the respective order-up-to-
level. We propose a stochastic constraint programming approach for computing the optimal policy
parameters. In order to do so, a dedicated global chance-constraint and the respective filtering
algorithm that enforce the required service level are presented. Our numerical examples show that a
stochastic supplier lead-time significantly affects policy parameters with respect to the case in which
the lead-time is assumed to be deterministic or absent.

© 2010 Published by Elsevier B.V.

1. Introduction

An interesting class of production/inventory control problems
is the one that considers the single location, single product case
under stochastic demand. One of the well-known policies that can
be adopted to control such a system is the “replenishment cycle
policy’ (R,S). Under the non-stationary demand assumption this
policy takes the form (R",S"), where R" denotes the length of the
nth replenishment cycle, and S" the order-up-to-level value for
the nth replenishment. This easy to implement inventory control
policy yields at most 2N policy parameters fixed at the beginning
of an N-period planning horizon. For a discussion on inventory
control policies see Silver et al. (1998). The replenishment cycle
policy provides an effective means of damping the planning
instability. Furthermore, it is particularly appealing when items
are ordered from the same supplier or require resource sharing. In
such a case all items in a coordinated group can be given the same
replenishment period. Periodic review also allows a reasonable
prediction of the level of the workload on the staff involved and is
particularly suitable for advanced planning environments.
For these reasons, as stated by Silver et al. (1998), (RS) is a

* Corresponding author. Tel.: +31317482321; fax: +31317 485646.
E-mail addresses: roberto.rossi@wur.nl (R. Rossi), armtar@yahoo.com
(S.A. Tarim), brahim.hnich@ieu.edu.tr (B. Hnich), s.prestwich@4c.ucc.ie
(S. Prestwich).
! The author is supported by the Scientific and Technological Research Council
of Turkey (TUBITAK) under Grant No. SOBAG-108K027.

0925-5273/$ - see front matter © 2010 Published by Elsevier B.V.
doi:10.1016/j.ijpe.2010.05.011

popular inventory policy. Due to its combinatorial nature, the
computation of (R"S") policy parameters is known to be a difficult
problem to solve to optimality. An early approach proposed by
Bookbinder and Tan (1988) is based on a two-step heuristic method.
Tarim and Kingsman (2004, 2006) and Tempelmeier (2007) propose
a mathematical programming approach to compute policy para-
meters. Tarim and Smith (2008) give a computationally efficient
constraint programming formulation. An exact formulation and a
solution method are presented in Rossi et al. (2008).

All the above mentioned works assume either zero or a fixed
(deterministic) supplier lead-time (i.e., replenishment lead-time).
However, the lead-time uncertainty, which in various industries is an
inherent part of the business environment, has a detrimental effect on
inventory systems. For this reason, there is a vast inventory control
literature analysing the impact of supplier lead-time uncertainty on
the ordering policy (Whybark and Williams, 1976; Speh and
Wagenheim, 1978; Nevison and Burstein, 1984). A comprehensive
discussion on stochastic supplier lead-time in continuous-time
inventory systems is presented in Zipkin (1986). Kaplan (1970)
characterises the optimal policy for a dynamic inventory problem
where the lead-time is a discrete random variable with known
distribution and the demands in successive periods are assumed to
form a stationary stochastic process. Since tracking all the outstanding
orders through the use of dynamic programming requires a large
multi-dimensional state vector, Kaplan assumes that orders do not
cross in time and supplier lead time probabilities are independent of
the size/number of outstanding orders (for details on order-crossover
see Hayya et al., 1995).

Please cite this article as: Rossi, R., et al,, Computing the non-stationary replenishment cycle inventory policy under stochastic
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The assumption that orders do not cross in time is valid for
systems where the supplier production system has a single-server
queue structure operating under a FIFO policy. Nevertheless,
there are settings in which this assumption is not valid and orders
cross in time. This has been recently investigated in Hayya et al.
(2008), Bashyam and Fu (1998) and Riezebos (2006). As Riezebos
underscores, the types of industries that have a higher probability
of facing order crossovers are either located upstream in the
supply chain, or use natural resources, or order strategic materials
from multiple suppliers or from abroad. In a case study, he
showed that the potential cost savings realized by taking order
crossovers into account were approximately 30%. Unfortunately,
he remarks, modern ERP systems are not able to handle order
crossovers effectively.

In a recent work, Babai et al. (2009) analyze a dynamic
re-order point control policy for a single-stage, single-item
inventory system with non-stationary demand and lead-time
uncertainty. To the best of our knowledge, there is no complete or
heuristic approach in the literature that addresses the
computation of (R"S") policy parameters under stochastic
supplier lead time and service level constraints. Computing
optimal policy parameters under these assumptions is a hard
problem from a computational point of view. We argue that
incorporating both a non-stationary stochastic demand and a
stochastic supplier lead time—without assuming that orders do
not cross in time—in an optimization model is a relevant and
novel contribution.

In this work, we propose a stochastic constraint programming
(Walsh, 2002) model for computing optimal (R"S") policy
parameters under service level constraints and stochastic supplier
lead times. In stochastic constraint programming, complex
non-linear relations among decision and stochastic variable-
s—such as the chance-constraints that enforce the required
service level—can be effectively modeled by means of global
chance-constraints (Hnich et al., 2009). Examples of global chance-
constraints applied to inventory control problems can be found in
Rossi et al. (2008) and Tarim et al. (2009). Our model incorporates
a dedicated global chance-constraint that enforces, for each
replenishment cycle scheduled, the required non-stockout prob-
ability. The model is tested on a set of instances that are solved to
optimality under a discrete stochastic supplier lead time with
known distribution.

The paper is organized as follows. In Section 2 we provide the
formal definition of the problem and we discuss the working
assumptions. In Section 3 we provide a deterministic reformula-
tion for the chance-constraints that enforce the required service
level. In Section 4 we introduce stochastic constraint program-
ming and we discuss how it is possible to embed the deterministic
reformulation of the chance-constraints within a global chance-
constraint. This global chance-constraint is then enforced in the
stochastic constraint programming model for computing the
optimal policy parameters. In Section 5 we present our computa-
tional experience on a set of instances. Finally, in Section 6, we
draw conclusions.

2. Problem definition

We consider the uncapacitated, single location, single product
inventory problem with a finite planning horizon of N periods and
a demand d, for each period te{l,...,N}, which is a random
variable with probability density function g; (d;). We assume that
the demand occurs instantaneously at the beginning of each time
period. The demand we consider is non-stationary, that is it can
vary from period to period, and we also assume that demands in
different periods are independent.

Following Eppen and Martin (1988), an order placed in period t
will be received after I, periods, where I; is a discrete random
variable with probability mass function f;(-). This means that an
order placed in period t will be received after k periods with
probability f,(k). We shall assume that there is a maximum lead-
time L for which S"k _, fi(k) = 1. Therefore the possible lead-time
lengths are limited to A4 ={0,...,L} and the probability mass
function is defined on the finite set /4. Note that lead-times are
mutually independent and each of them is also independent of
the respective order quantity.

A fixed delivery cost a is incurred for each order. A linear
holding cost h is incurred for each unit of product carried in stock
from one period to the next. Without loss of generality, we will
adopt the following assumption that concerns the accounting of
inventory holding costs: we will charge an inventory holding cost
at the end of each period based on the current inventory position,
rather than the current inventory level. This will reflect the fact
that interests are charged not only on the actual amount of items
in stock, but also on outstanding orders. Doing so often
makes sense since companies may assess holding cost on their
total invested capital and not simply on items in stock. A
further and detailed justification for this can be found in Hunt
(1965).

We assume that it is not possible to sell back excess items to
the vendor at the end of a period and that negative orders are not
allowed, so that if the actual stock exceeds the order-up-to-level
for that review, this excess stock is carried forward and not
returned to the supply source. However, such occurrences are
regarded as rare events (see the discussion in Bookbinder and Tan,
1988 and Tarim and Kingsman, 2004) and accordingly the cost of
carrying this excess stock and its effect on the service levels of
subsequent periods are ignored.

As a service level constraint we require that, with a probability
of at least a given value «, at the end of each period the net
inventory will be non-negative. Our aim is to minimize the
expected total cost, which is composed of ordering costs and
holding costs, over the N-period planning horizon, satisfying the
service level constraints by fixing the future replenishment
periods and the corresponding order-up-to-levels at the
beginning of the planning horizon.

The actual sequence of actions is adopted from Kaplan (1970).
At the beginning of a period, the inventory on hand after
all the demands from previous periods have been realized is
known. Since we are assuming complete backlogging, this
quantity may be negative. Also known are orders placed in
previous periods which have not been delivered yet. On the basis
of this information, an ordering decision is made for the
current period. All the deliveries that are to be made during a
period are assumed to be made immediately after this ordering
decision and hence are on hand at the beginning of the period. In
summary, there are three successive events at the beginning of
each period. First, stock on hand and outstanding orders
are determined. Second, an ordering decision is made on the
basis of this information. Third, all supplier deliveries for the
current period, possibly including the most recent orders, are
received.

3. Non-stationary stochastic lead-time

Let us denote the inventory position (the total amount of stock
on hand plus outstanding orders minus back-orders) at the end of
period t as P,. It directly follows that

Pt:1t+ Z ka (1)

ki1 <k<tl+k>t
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where I, is the inventory level (stock on hand minus back-orders)
at the end of period t, X is the size of the replenishment order
placed in period k, X, >0 (received in period k+l;), and it is
assumed that Ip equals the initial inventory.

The general chance-constrained programming model for the
problem described in Section 2 is given below. The reader is
referred to Bookbinder and Tan (1988) for the zero lead-time
version of this problem.

N
min E{TC}:/d /d > (@dc+hPy)

N £=1

gi1(dy)...gn(dy)d(dy) . .. d(dy), (2)

subject to

s 1 ith>O. 1 N 3

t=30 otherwise, = el 3)
t

Pe=lo+ > X—do) t=1,....N, 4
k=1

Pr{ P > > Xeb>a t=L+1,...,N, (5)
kIt <k <tl, >t—k}

PreR, X;>0, t=1,...,N, (6)

where we comply with the following notation:

E{.} the expectation operator

TC total cost

d; the demand in period t, a random variable with
probability density function, g; (d;)

a the fixed ordering cost (incurred when an order is placed)
the proportional stock holding cost

I the lead-time length of the order placed in period t, a
discrete random variable with a probability mass function
fi©)

o¢ a{0,1} variable that takes the value of 1 if a replenishment
occurs in period t and O otherwise

the objective function (Eq. (2)) minimizes the expected total
ordering and inventory holding cost. It should be noted that, by
charging holding cost on the inventory position rather than on the
inventory level, the objective function becomes particularly
simple and it resembles the one employed when the lead time
is zero. Eq. (3) states that if a replenishment occurs in period
t—i.e. the order quantity X, is greater than O—then the
corresponding indicator variable ¢, must take value 1. Eq. (4)
enforces the inventory conservation constraint for each period t.
This constraint is expressed in terms of the inventory position P;.
Eq. (5) enforces the required service level in each period t, and it is
also expressed in terms of the inventory position P;. Finally
Eq. (6) states that the inventory position in each period may
either be zero or take any positive/negative value (i.e. full
backorders) and that the order quantity is forced to be greater
or equal to 0.

Note that depending on the probabilities assigned to each lead
time length by the probability mass function, it may not be
possible, in general, to provide the required service level for some
initial periods. Nevertheless, by reasoning on a worst case
scenario, it will always be possible to provide the required service
level o starting from period L+1. Hence, the service level
constraints are enforced in periods L+1,...,N (see Eq. (5)).

Consider a review schedule, which has m reviews
over the N period planning horizon with orders placed at
T,,Ta,....,Tn, where T;<T; ;. In order to incorporate the
“replenishment cycle policy” into this model, we express the
whole model in terms of a new set of decision variables, Ry,
i=1,...,m. Define

t
Pe=Rp— > di, Ti<t<Tyy, i=1,...m, (7)
K=T;

where Ry, (“order-up-to-position”) can be interpreted as the
inventory position up to which inventory should be raised after
placing an order at the ith review period T;. By doing so, order
quantities X; have to be decided only after the demands in the
former periods have been realized. Under such a policy the orders
X, are all equal to zero except at replenishment periods
T,,Ts,...,Th.

The service level constraint has to be expressed as a relation
between the order-up-to-positions such that the overall service
level provided at the end of each period is at least o. In order to
express this service level constraint we propose a scenario-based
approach over the discrete random variables [, t=1,...,N. In a
scenario-based approach (Birge and Louveaux, 1997; Tarim et al.,
2006), a scenario tree is generated which incorporates all possible
realisations of discrete random variables into the model explicitly,
yielding a fully deterministic model under the non-anticipativity
constraints.

In our problem we can divide random variables into two sets:
the random variables {I;|t =1, ...,N}, which represent lead-times,
and the random variables {d|t=1,...,N}, which represent
demands. We deal with each set in a separate fashion,
by employing a scenario-based approach for the [, and a
deterministic equivalent modeling approach for the d, variables.
This is possible since under a given scenario discrete random
variables are treated as constants. The problem is then reduced to
the general multi-period production/inventory problem with
dynamic deterministic lead-times and stochastic demands. It
should be noted that, although it has been assumed that the
supplier lead-time is zero in Tarim and Kingsman (2004), it is
possible to extend their model for the non-zero lead-time
situation without any loss of generality when the lead time is
deterministic and remains constant for each order. In the
Appendix we show how to model the situation in which the
lead time is deterministic and dynamic (i.e. it may take a
different deterministic value in each period). This more general
situation corresponds to what is observed within any given
scenario.

A scenario @, is a possible lead-time realization for all the
orders placed up to period t in a given review schedule. We
denote the probability of a scenario w; as Pr{w}. Let I,(w;) be the
realized lead-time in scenario w; for the order placed in period T;,
where i=1,...,m. Finally, let Q; be the set of all the possible
scenarios wy. Note that 3, Pr{w} =1 for all t=1,...,N. We define
Ty as the latest review before period t in the planning horizon,
for which we are sure that all the former orders, including the one
placed in T, have been delivered within period t. Under the
assumption that the probability mass function f;(-) is defined on a
finite set A, the index p(t) provides a bound for the scenario tree
size. In fact if the possible lead-time lengths in A are O,...,L, the
earliest order that is delivered in period t with probability 1 under
every possible scenario w; is the latest placed in the span
1,...,t—L. Therefore since each scenario w; identifies the orders
that have been received before or in period ¢, it directly follows
that the number of scenarios in the tree that is needed to compute
the order-up-to-positions for periods t—L,...,t under any possible
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review schedule is at most 2!, when we place L+1 orders in
periods t—L,...,t, but it may be lower if fewer reviews are planned.
In order to clarify this concept, a small numerical example is
provided in the Appendix.

The service level constraint at period t is always a relation over
at most L+1 decision variables Ry, that represent the order-up-to-
positions of the replenishment cycles covering the span t—L,....t.
Let p,(t) be the value of p(t) under a given scenario w;
when a review schedule is considered. In order to satisfy the
service level constraints in our original model, we require
that the overall service level under all the possible scenarios for
each set of at most L+1 decision variables is at least o or
equivalently,

> Pr{w:} - Gs| Ry, + > (Rr,—Rr, ) | =0 t=L+1,....N,
e {ili > por ()l (@) < t=Tj}
®

S= thczrpm(,) =2 i > po o1y (0 < -1y (A1, + -+ +d11),
and G -) is the cumulative distribution function of S. Further
details on the derivation of Eq. (8) are provided in the Appendix.

As the reader may notice, the service level constraints (Eq. (8))
are now fully deterministic constraints expressed only in terms of
the order-up-to-positions, Ry,. This makes it possible to replace
throughout the rest of the model the P, variables with their
expected values P;, as originally proposed in Bookbinder and Tan
(1988), since these affect only the objective function in which we
are considering expected values.

We can now express the whole model in terms of the new set
of decision variables R, t=1,...,N. If there is no replenishment
scheduled for period t, that is if 6; = 0, then R, must be equal to the
expected closing-inventory-position in period t—1, that is
R =P; ;. If there is a review T; in period t, R, is simply the
order-up-to-position, Ry, for this review. Therefore, the set of
the desired order-up-to-positions, {Ry,[i=1, ...,m}, as required for
the solution to the problem, comprises those values of R; for
which 6 =1.

Hence, the complete deterministic equivalent model under the
replenishment cycle policy can be expressed as

where

N
min E(TC}= Y (ad +hP,) C)
t=1
subject to
Si=0=R =P, t=1,...,N, (10
Re=P,q t=1,...,N, 11
Re=P.+d; t=1,...,N, (12)

Eq. (8)(service level constraints,

R:>0, P,>0, 6,€{0,1} t=1,...,N, (13)

where {Tq, ..., Tp)={te{l,...,N}|0; =1}.

The model neatly resembles the original stochastic program-
ming formulation. The reader can easily notice that, while the
objective function and the remaining constraints in the model are
now deterministic and linear—thus they can be easily modeled by
means of existing mathematical programming packages—Eq. (8)
is deterministic but non-linear and it cannot be implemented in a
straightforward manner by using existing solvers. For this reason,
in the following section, we will introduce a stochastic constraint

programming formulation that we will employ to solve the above
model.

4. A stochastic constraint programming approach

In this section, we aim to propose a stochastic constraint
programming approach for modeling and solving the model
discussed in the previous section. Firstly, we introduce the key
concepts in constraint programming and stochastic constraint
programming, the extension of constraint programming that
deals with problems of decision making under uncertainty.
Secondly, we introduce our stochastic constraint programming
model.

4.1. Constraint reasoning

Constraint programming (CP) (Apt, 2003) is a declarative
programming paradigm in which relations between decision
variables are stated in the form of constraints. Informally
speaking, constraints specify the properties of a solution to be
found. The constraints used in constraint programming are of
various kinds: logic constraints (i.e. “x or y is true”, where x and y
are boolean decision variables), linear constraints, and global
constraints (Régin, 2003). A global constraint captures a relation
among a non-fixed number of variables. One of the most well
known global constraints is the alldiff constraint (Régin, 1994),
that can be enforced on a certain set of decision variables
in order to guarantee that no two variables are assigned the same
value.

With each constraint, CP associates a filtering algorithm able to
remove provably infeasible or suboptimal values from the
domains of the decision variables that are constrained and,
therefore, to enforce some degree of consistency (see Rossi et al.,
2006). These filtering algorithms are repeatedly called until no
more values are pruned. This process is called constraint
propagation. In addition to constraints and filtering algorithms,
constraint solvers also feature some sort of heuristic search engine
(e.g. a backtracking algorithm). During the search, the constraint
solver exploits filtering algorithms in order to proactively prune
parts of the search space that cannot lead to a feasible or to an
optimal solution.

Stochastic constraint programming (SCP) was first introduced
in Walsh (2002) in order to model combinatorial decision
problems involving uncertainty and probability. According to
Walsh, SCP combines together the best features of CP (i.e. global
constraints, search heuristics, filtering strategies, etc.) and of
stochastic programming (Kall and Wallace, 1994) (i.e. stochastic
variables, chance-constraints, etc.). In addition to decision vari-
ables, SCP features stochastic variables. Furthermore, in SCP it is
possible to capture complex non-linear relations among decision
and stochastic variables by means of global chance-constraints
(Rossi et al.,, 2008; Hnich et al, 2009). Similarly to global
constraints, global chance-constraints incorporate efficient stra-
tegies for performing logical inference on these relations during
the search in order to enforce some degree of consistency through
constraint propagation.

In what follows we will introduce an SCP model for computing
(R™S™) policy parameters under non-stationary stochastic de-
mand, lead time, and service level constraints. In order to capture
the service level constraints, a dedicated global chance-constraint
and the respective propagation logic are introduced and incorpo-
rated in the SCP model.
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4.2. A stochastic constraint programming model

We now present an SCP formulation for computing (R",S™)
policy parameters under stochastic lead times. Results from
Section 3 will be employed in the SCP formulation. More
specifically, in order to model the service level constraint (Eq.
(8)), a new global chance-constraint, serviceLevel(-), will be
defined. Such a constraint is needed to dynamically compute the
correct expected closing-inventory-positions {P;|t=1,...,N} on
the basis of the current replenishment plan, that is {J;|/t=1,...,N}
assignments.

The SCP model that incorporates our dedicated global chance-
constraint is therefore

period in this group, we check that for each replenishment
cycle in the group identified at least one decision variable P,
is assigned (Procedure checkBuffers, line 3 and line 22). If
this is the case the partial policy for the span is completely
defined and, by recalling that Rt=13f+fl[, its feasibility can
be checked by using the condition in Eq. (8) (Procedure
checkBuffers, line 25). If the condition is not satisfied we
backtrack (Procedure checkBuf fers, line 26). Notice that such a
condition involves for each period only a subset of all the decision
variables in the model, which means that our constraint is able to
detect infeasible partial assignments, i.e. nogoods (Rossi et al.,
2006).

Finally, it should be emphasized that, during the search, any CP
solver will be able to exploit constraint propagation and detect

N _ infeasible or suboptimal assignments with respect to the other
min E{TC}= Y (a-&;+h-Pp) (14) constraints in the model. Furthermore, suboptimal solutions may
t=1 be pruned by using dedicated cost-based filtering methods (Focacci
subject to et al., 1999; Tarim et al., 2009).
0¢=0= Pr+d—P,_1=0 t=1,...,N, (15)
L Algorithm 1. propagate
Pi+di—Pi1=0 t=1,..., N, (16) N .
input: (3], .. .,5[\], Pl, - ,PN, o, d1,...,dN, l, L, N
serviceLevel(dy, ...,0n,P1, ... .Pn.g1(d1), .. ..gn(dn).f(),00), 17) 1 begin
2 cycles —{};
Pi>0, d:€{0,1} t=1,...,N. (18) 3 |pointer<1;
It should be noted that the domain of each P, variable—as in the 4 |periods 0;
zero lead time case (see Tarim and Smith, 2008)—is limited. In 5 |For each period i in 2,...,N do
fact, since the period demand variance is additive, the uncertainty 6 if J; is not assigned then
can only increase in the length of a replenishment cycle. Therefore 7 cycles —{};
the longer a cycle is, the higher are the inventory levels that are ) periods < 0;
required to achieve a certain service level. It directly follows that a 9 pointer = —1;
single replenishment covering the whole planning horizon will > . . .
- . Co 10 elseif J; is assigned to 1 then
provide upper bounds for the expected period closing-inventory- N .
positions throughout the horizon. 1 if pointer # —1 then
We now describe the signature of the new constraint we have 12 cycle—a replenishment cycle over {pointer, ...,i—1};
introduced. serviceLevel(-) describes a relation between all the 13 add cycle to cycles;
decision variables in the model. It also accepts as parameters the 14 if periods > L then
distribution of the demand in each period ¢, g(d,); the probability 15
mass function of the lead time f(-), which, without loss of 16 {checkBuffers();
generality, is here assumed to be the same for all the periods; and . .
- . 17 pointer i,
the required service level o. . .
A high-level pseudo-code for the propagation logic of 18 LP eriods — periods+1;
serviceLevel(:) is presented in Algorithm 1. Note that to keep 19 || else
the description of the algorithm simple we assume here a 20 periods < periods+1;
stochastic lead time [ with probability mass function f{I) in every 21 L
period. The maximum lead time length is L. 22 i% ointer +—1 then
In order to propagate this constraint, we consider every set of 23 p o .
consecutive replenishment cycles covering at least L+1 periods 4 cycle —a replenishment cycle over {pointer, ...,N};
(that is the one of interest plus L former periods) and having the add cycle to cycles;
smallest possible cardinality in terms of replenishment cycle if periods > L then
number (Algorithm 1, line 5). Obviously, to identify such a group
of cycles, we have to wait until, during the search, a subset of checkBuffers();
consecutive o, variables is assigned (Algorithm 1, line 10). Then, in N
order to verify if the service level constraint is satisfied for the last 25 end
Table 1
Optimal solution.
E{TC}: 356
Period (t) 1 2 3 4 5
d, 36 28 42 33 30
R: 125 124 129 87 55
3¢ 1 1 1 1 1
Shortage probability - - 5% 5% 5%
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140 Procedure 1. checkBuffers
120 3
g 100 1 begin
8 50 2 |cycle « the last element in cycles,
g 60 3 |areplenishment cycle over {i, ... ,j};
$ 40 4 |if no decision variable P;, ...,P; is assigned then
<
T2 5 | Lreturn;
0 .
> 5 N a p 5 6 |counter « 1;
Period 7 | For each period t covered by cycle do
- ) . . ) 8 | | formerCycles « cycles;
Fig. 1. Optimal policy under stochastic lead time, f(k)={0.3, 0.2, 0.5}.
9 remove cycle from formerCycles;

4.2.1. An example

We assume an initial null inventory level and a normally
distributed demand with a coefficient of variation O'f/at =0.3 for
each period te{1,...,5}. The expected values for the demand in
each period are: {36, 28, 42, 33, 30}. The other parameters are
a=1, h=1, «=0.95. We consider for every period t in the
planning horizon the following lead time probability mass
function f(k)={0.3(0), 0.2(1), 0.5(2)}, which means that we
receive an order placed in period t after {0,...,2} periods with
the given probability (0 periods: 30%; 1 period: 20%; 2 periods:
50%). It is obvious that in this case we will always receive the
order at most after 2 periods. In Table 1 (Fig. 1) we show the
optimal solution found by the SCP model. We now want to show
that the order-up-to-positions—computed in this example by
using Eq. (8)—satisfy every service level constraint in the model.
We assume that for the first 2 periods no service level constraint
is enforced, since it is not possible to fully control the inventory in
the first 2 periods. Therefore we enforce the required service level
on periods 3, 4 and 5, that is Eq. (8) for t=3,...,N. Let us verify that
the given order-up-to levels satisfy this condition for each of these
three periods. Since we know the probability mass function fi(-)
for each period t in the planning horizon we can easily compute
the probability Pr(w;) for each scenario w; € Q;. We have four of
these scenarios for each period t € {3, ...,N}, since we are placing
an order in every period:

e Sy, Pr{S;}=0.15=(0.3+0.2)0.3; in this scenario at period t all
the orders placed are received. That is the order placed in
period t—1 is received immediately (probability 0.3), or after
one period (probability 0.2), while the order placed in period t
is received immediately (probability 0.3)

e S, Pr{S;}=0.35=(0.3+0.2)(0.2+0.5); in this scenario at
period t we do not receive the last order placed in period t.
That is the order placed in period t—1 is received immediately
(probability 0.3), or after one period (probability 0.2), while the
order placed in period t is not received immediately, therefore
it is received after one period (probability 0.2), or after two
periods (probability 0.5)

e S3, Pr{S3} =0.35=0.5(0.2+40.5); in this scenario at period t we
do not receive the last two orders placed in periods t and t—1.
That is the order placed in period t—1 is received
after two periods (probability 0.5), and the order placed in
period t is not received immediately, therefore it is received
after one period (probability 0.2), or after two periods
(probability 0.5)

® S, Pr{S4}=0.15=0.5-0.3; in this scenario at period t we do
not receive the order placed in period t—1 and we
observe order-crossover. That is the order placed in period
t—1 is received after two periods (probability 0.5), and
the order placed in period t is received immediately
(probability 0.3)

coveredPeriods « the number of periods

10| | covered by cycles in formerCycles;

11| | head « first element in formerCycles;

12| | headLength « periods covered by head;

13| | if counter < L then

14| | while coveredPeriods—headLength+ counter > L do

15 remove head from formerCycles;

16 head « first element in formerCycles;
17 headLength « periods covered by head,;
18| | else

19| | | formerCycles « {};
20| | condition « true;

21| | For each cycle c in formerCycles do
22 let {m, ...,n} be the periods covered by c;

23 if no decision variable P,,, ...,P, is assigned then
24 | condition « false;
25

if condition then

26 if Eq.(8) for period t n cycle

27 and former replenishment

cycles in formerCycles is not satisfied then
| backtrack();

counter « counter+1;
28 end

In the described scenarios every possible configuration is
considered. We do this without any loss of generality. In fact if
some of the configurations are unrealistic (for instance if we
assume that order-crossover may not take place) we need only to
set the probability of the respective scenario to zero. Now it is
possible to write Eq. (8) for each period te(3,...,N}. Consider
period 3:

PrS,) G<129—42> PHS,) G<124—(28+42)>

0.3V/42? 0.3v/28%+422
PSS G( 125—(36+28+42) )
0.3V/36%+28% +422
125+(129—124)—(36+42)>

+Pr{S4}- G
( 0.3v/36% +422

=94.60% =~ 95% (19)

where G(-) is the standard normal distribution function. This
means that the combined effect of order delivery delays in
our policy, when all the possible scenarios are taken into
account, gives a no-stock-out probability of about 95% for
period 3. Similar reasoning can be employed to verify that
the given solution satisfies the required service level also for
period t € {4,5}.
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The reader may notice that, since we are placing an order in
every period and since the lead time is at most of two periods, the
service level in any given period is only influenced by the
replenishment in such a period and by the last two replenish-
ments. For instance, the service level in period 4 is only influenced
by the order-up-to-position in periods 3 and 2. Let us consider the
partial assignment in Table 2. The shortage probability in period 4
is greater than the required 5% therefore this partial assignment
constitutes a nogood. As soon as our global chance-constraint
detects this partial assignment during the search, it will
immediately trigger a backtrack and it will prevent the CP
solver from exploring any assignment that extends such a
partial assignment.

5. Computational experience

In this section we solve to optimality an 8-period inventory
problem under stochastic demand and lead time. Different lead
time configurations are considered. The stochastic, deterministic
and zero lead time cases are compared. As in the previous
example we assume an initial null inventory level and a normally
distributed demand with a coefficient of variation Jt/Elt =0.3 for
each period t € {1, ...,8}. The expected value d; for the demand in
each period t=1,...,N are listed in Table 3. The other parameters
are a=30, h=1, o = 0.95. Initially, we consider the problem under
stochastic demand and no lead time. An efficient CP approach to
find policy parameters in this case was presented in Tarim and
Smith (2008) and Tarim et al. (2009). Obviously our approach is
general and can provide solutions for this case as well, although
less efficiently. The optimal solution for the instance considered is
presented in Fig. 2; details about the optimal policy are
reported in Table 4. We observe five replenishment cycles;
policy parameters are: cycle lengths =[1, 2, 1, 2, 2] and

Table 2
A partial assignment and the respective shortage probability in period 4. The
dashes, “~", are used to denote decision variables that have not been assigned yet.

E{TC}: 211 (lower bound)

Period (t) 1 2 3 4 5
d, 36 28 42 33 30
R; - 124 100 87 -
ot - 1 1 1 -
Shortage probability 6%

Table 3

Forecasts of period demands.

Period (t) 1 2 3 4 5 6 7 8
d; 15 18 13 33 30 18 23 15
70 1
c 60
)
s 50 A
3
o 40
E 30
‘g 4
g 209
£
10 4
0 T T T T T T T ]
1 2 3 4 5 6 7 8 9
Period

Fig. 2. Optimal policy under no lead time.

order-up-to-positions =[72, 42, 49, 65, 52]. The shortage
probability is at most 5%, therefore the service level is met in
every period. The E{TC} is 303.

We now consider the same instance, but with a deterministic
lead time of one period. The optimal solution is presented in
Fig. 3; details about the optimal policy are reported in Table 5. We
observe now only four replenishment cycles; policy parameters
are: cycle lengths=[2, 1, 2, 3] and order-up-to-positions=[59, 64,
105, 72]. Again the shortage probability is at most 5% in every
period, which means that the service level constraint is met. The
E{TC} is 456. Therefore we observe now an expected total cost that
is 50.5% higher than the zero lead time case. The replenishment
plan is significantly affected by the lead time both in term of
replenishment cycle lengths and order-up-to-positions.

When a deterministic lead time of two periods is considered,
as the reader may expect, we observe again higher costs and a
different replenishment policy. The optimal solution is presented
in Fig. 4; details about the optimal policy are reported in Table 6.
The number of replenishment cycles is now again 5; policy
parameters are: cycle lengths=|[1, 1, 2, 1, 3] and order-up-to-
positions=[59, 84, 119, 92, 72]. The service level constraint is met
in every period. The E{TC} is 602. This means that we observe a
cost 98.6% and 32.0% higher than respectively the zero lead time
case and the one period lead time case. The replenishment plan is
again completely modified as a consequence of the lead time
length.

We now concentrate on two instances where a stochastic lead
time is considered and we compare results with the former cases.
Firstly we analyze a stochastic lead time with probability mass
function f(k)={0.2(0), 0.6(1), 0.2(2)}. That is an order is received

Table 4
Optimal policy under no lead time.

E{TC}: 303

Period (t) 1 2 3 4 5 6 7 8
R 22 42 24 49 65 35 52 29
5 1 1 0 1 1 0 1 0

Shortage probability 5% 0% 5% 5% 0% 5% 0% 5%

120 1

100 +

80

60 9

40

Inventory position

20 A

1 2 3 4 5 6 7 8 9
Period

Fig. 3. Optimal policy under deterministic one period lead time.

Table 5
Optimal policy under deterministic one period lead time, notice that the service
level in the first period can obviously not be controlled.

E{TC}: 456

Period (t) 1 2 3 4 5 6 7 8
Re 59 44 64 105 72 72 54 31
O¢ 1 0 1 1 0 1 0 0
Shortage probability - 0% 5% 5% 0% 5% 0% 5%
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140 Table 7
o 1201 Optimal policy under stochastic lead time, fi(k)={0.2(0), 0.6(1), 0.2(2)}, in periods
S 100 {1, 2} the inventory cannot be controlled.
‘a
2 80+ E(TC}: 532
g 60 9
S 401 Period (t) 1 2 3 4 5 6 7 8
B R¢ 50 72 101 88 79 72 54 31
~ 20 S 1 1 1 0 1 1 0 0
0 ; ; ; ; ; ; ; , Shortage probability - - 5% 5% 3% 5% 5% 5%
1 2 3 4 5 6 7 8 9
Period
Fig. 4. Optimal policy under deterministic two-period lead time.
120 4
< 100
Table 6 2
Optimal policy under deterministic two-period lead time. 3 80 1
%
> 601
E{TC}: 602 s 1
S 40 A
Period (t) 1 2 3 4 5 6 7 8 H 20
R: 59 84 119 106 92 72 54 31
Ot 1 1 1 0 1 1 0 0 0 T T T T T T T )
Shortage probability - - 5% 5% 0% 5% 5% 5% 1 2 3 4 5 6 7 8 9
Period
Fig. 6. Optimal policy under stochastic lead time, fi(t)={0.5(0), 0.0(1), 0.5(2)}.
120 -
< 100 A
2 Table 8
K] 80 4 Optimal policy under stochastic lead time, f(t)={0.5(0), 0.0(1), 0.5(2)}.
%
60 4
g ] E(TC): 562
T 404
z Period (t) 1 2 3 4 5 6 7 8
= 201 R 53 79 107 94 87 72 54 31
0 T T T T T T T ) Ot 1 1 1 0 1 1 0 0
1 2 3 4 5 6 7 8 9 Shortage probability - - 5% 5% 0% 5% 5% 5%
Period

Fig. 5. Optimal policy under stochastic lead time, fi(k)={0.2(0), 0.6(1), 0.2(2)}.

immediately with probability 0.2, after one period with prob-
ability 0.6, and after two periods with probability 0.2. The optimal
solution is presented in Fig. 5; details about the optimal policy are
reported in Table 7. The number of replenishment cycles is again
5, as in the two-period lead time case; policy parameters are:
cycle lengths=[1, 1, 2, 1, 3] and order-up-to-positions=[50, 72,
101, 79, 72]. Therefore we see that the number and the length of
replenishment cycles does not change from the deterministic
two-period lead time case, although we observe lower order-up-
to-positions as we may expect since the lead time is in average
one period therefore lower than in the former case. Also the cost
reflects this, in fact it is 11.6% lower than in the two-period
deterministic lead time case. It should be noted that the
uncertainty of the lead time plays a significant role, in fact
although the average lead time is one period, the structure of the
policy resembles much more the one under a two-period
deterministic lead time than the one under a deterministic one
period lead time. Moreover the expected total cost is 16.6% higher
than in this latter case.

We finally consider a different probability mass function for
the lead time: f;(k)={0.5(0), 0.0(1), 0.5(2)}, which means that we
maintain the same average lead time of one period, but we
increase its variance. The optimal solution is presented in Fig. 6;
details about the optimal policy are reported in Table 8. The
number of replenishment cycles is still 5; policy parameters are:
cycle lengths=[1, 1, 2, 1, 3] and order-up-to-positions=[50, 72,
101, 79, 72]. Although the average lead time is still one period,

order-up-to-positions are slightly higher than in the former case
where the variance of the lead time was lower. Also the cost
reflects this, in fact it is 5.6% higher than in the former case, but
this is still lower than the expected total cost of the two-period
deterministic lead time case.

To summarize, in our experiments we saw that supplier lead
time uncertainty may significantly affect the structure of the
optimal (R"S") policy. Computing optimal policy parameters
constitutes a hard computational and theoretical challenge. Under
different degrees of lead time uncertainty, when other input
parameters for the problem remain fixed, order-up-to-positions
and reorder points in the optimal policy change significantly.
Deciding what the optimal decisions are for certain input
parameters is a counterintuitive task. Our approach provides a
systematic way to compute optimal policy parameters.

6. Conclusions

A novel approach for computing replenishment cycle policy
parameters under non-stationary stochastic demand, stochastic
lead time and service level constraints has been presented. The
approach is based on SCP and it employs a dedicated global
chance-constraint in order to enforce the required service level in
each period. The assumptions under which we developed our
approach for the stochastic lead time case proved to be less
restrictive than those commonly adopted in the literature for
complete methods. In particular we faced the problem of order-
crossover, which is a very active research topic. Our approach
merged well-known concepts such as deterministic equivalent
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modeling of chance-constraints and scenario-based modeling.
Our computational experience showed that a stochastic supplier
lead time may significantly impact the structure and the cost of
the optimal replenishment cycle policy with respect to the case in
which the lead time is deterministic or absent. In our future
research, we aim to develop dedicated cost-based filtering
algorithms able to significantly speed up the search for the
optimal policy parameters.

Appendix A

A.1. Deterministic equivalent non-linear formulation of the service
level constraints

We discuss the main steps required to derive the deterministic
equivalent non-linear formulation of the service level constraints
(Eq. (8)).

To begin, we discuss how to obtain a deterministic equivalent
formulation for the chance-constraints that enforce the required
service level when the lead time in each period varies and
assumes a given deterministic value. The same reasoning is then
easily generalized to the case in which the lead time is stochastic
and assumes a different distribution from period to period.

When a dynamic deterministic lead time L; > 0 is considered in
each period t=1,...,N, an order placed in period t will be received
only at period t+L;, that is

t
Ir=1Io+ Xe— Y di t=1,...N. (20)

(klk=1,L,+k <t} k=1

Let us recall that the inventory position, P, represents the total
amount of inventory on-hand plus outstanding orders minus
backorders at the end of period t. It directly follows that

P=I+ > X, (1)
kil <k<tL,+k>t}

where we assume Py = Ip. It is easy, then, to reformulate the
model using the inventory position.

Next, we modify the general stochastic programming formula-
tion in order to incorporate the “replenishment cycle policy”.
Consider a review schedule, which has m reviews over the N
period planning horizon with orders placed at {T;,T5,...,Try}, where
T; > T;_1, Tm < N—Lr, . For convenience, T is defined as the start of
the planning horizon and T,,+1=N+1 as the period immediately
after the end of the planning horizon.? The associated inventory
reviews will take place at the beginning of periods T, iy,...,m. In
the replenishment cycle policy considered here, clearly the orders
X are all equal to zero except at replenishment periods
T1,T5,...,Tm. The inventory level I, carried from period t to period
t+1 is the opening inventory plus any orders that have arrived up
to and including period t less the total demand to date. Hence, the
inventory balance equation becomes,

Ir =1Ip+ Z

{illy, +T; < t}

t
Xr—» dp, t=1,...,N. (22)
k=1

Define Ty as the latest review before period t in the planning
horizon, for which all the former orders, including the one placed
in Ty, are delivered within period t, therefore

p(t)=max{i|vje{1,... ,i}.Tj‘"LTJ <t, i=1,...,m}, (23)

2 The review schedule may be generalized to consider the case where T; > 1, if
the opening inventory Iy is sufficient to cover the immediate needs at the start of
the planning horizon.

for all t=1,...,N. The inventory level I, at the end of period t
(Eq. (22)) can be expressed as

p(t) t
Ie=lo+ > Xr,+ Xr— > d, t=1,...N. (24)

i=1 {ili > p(t).Ly, + T; < t) k=1

We now want to reformulate the constraints of the chance-
constrained model in terms of a new set of decision variables Ry,
i=1,...,m. Define,

t
Pt:RT,-_dev Ti<t<Ti,q, i=1,...,m, (25)
k=T,

where Ry, can be interpreted as the inventory position up to which
inventory should be raised after placing an order at the ith review
period T;. We can now express the whole model in terms of these
new decision variables Ry,. The new problem is to determine the
number of reviews, m, the T;, and the associated Ry, for i=1,...,m.
Let us now express Eq. (24) using Ry, as decision variables

Ir= RTu(r) + (Rr,—Rr, +dT|'—1 + e +dTi*1)
{ili > p(t).Ly, +T; < t}
t
- > di, t=1,...N. (26)
k= Tp(ti

As mentioned earlier, o is the desired minimum probability
that the net inventory level in any time period is non-negative.
Depending on the values assigned to L; it is obviously not possible
to provide the required service level for some initial periods. In
general, we provide the required service level o starting from the
period t, for which the value t+L, is minimum. Let M be this
period. Notice that, it will never be optimal to place any order in a
period t such that t+L; > N, since such an order will not be
received within the given planning horizon.

By substituting I; with the right hand term in Eq. (26) we obtain

Gs | R, + > (Rr,—Rr_) | =, t=M,...,N. 27)
(ili > p(t).Ly, +T; < t}

where S= 37 _ Ty Te=22 g0 = por iy, + 7, <91 + - +dr-1),  and
G(.) is the cumulative distribution function of S.

The service level constraints are now deterministic and they
are expressed only in terms of the order-up-to-positions. Eq. (27)
can be directly employed in order to obtain Eq. (8), under the
original assumption that the lead time in each period t e {1, ...,N}
is a discrete random variable [,.

A.2. Scenarios for orders in the pipeline: a numerical example

Consider a planning horizon of N=6 periods. The probability
mass function for the lead-time in each period t=1,...,6 is
fit()=1{0(1/3),1(1/3),2(1/3)}, therefore an order will arrive im-
mediately with probability 1/3, after one period with probability
1/3, and after 2 periods with probability 1/3. It follows that in our
example L=2 and f;(-) is defined on a finite set A that comprises 3
possible states. Let us now consider period t=5. Clearly, T,n=3,
in fact with probability 1.0 an order placed at period 3, as well as
any other order placed at previous periods, is received by period 5.
Under a review schedule that places an order in every period,
there are 2!=4 possible scenarios for the remaining orders that
have been delivered by period 5:

e Sy, Pr{S1} =(1/3+1/3)1/3; both the orders placed at periods 4
and 5 have been delivered by period 5;

e S, Pr{S;} =(1/3+1/3)(1/3+1/3); the order placed at period 4
has been delivered by period 5, but not the one placed at period 5;
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e S3, Pr{S3}=1/3-1/3; the order placed at period 5 has been
delivered by period 5, but not the one placed at period 4;

® S4, Pr{S3}=1/3(1/3+1/3); the orders placed at periods 4 and 5
have not been delivered by period 5;

It is easy to see that under any other possible review schedule
the number of scenarios to be considered for the orders that have
been delivered by period 5 is less or equal to 2'=4. For instance,
consider a review schedule in which orders are placed only in
period 1, period 3, and period 5. In this case we only have 2
possible scenarios at period 5. As in the previous case, any order
placed at period 3 or before will be received with probability 1.0
by period 5. No order is placed at period 4. The 2 scenarios for the
remaining order are

e S;, Pr{S;}=1/3; the order placed at period 5 has been
delivered by period 5;

e S, Pr{S1} =2/3; the order placed at period 5 has not been
Q1 delivered by period 5.
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Abstract. Stochastic inventory control in multi-echelon systemsgsdsard prob-
lems in optimisation under uncertainty. Stochastic progréng can solve small
instances optimally, and approximately solve large instarvia scenario reduc-
tion techniques, but it cannot handle arbitrary nonlinesrstraints or other non-
standard features. Simulation optimisation is an altéreaapproach that has
recently been applied to such problems, using policies réngire only a few

decision variables to be determined. However, to find ogtonaear-optimal so-

lutions we must consider exponentially large scenaricstreieh a corresponding
number of decision variables. We propose a neuroevolutjoapproach: using

an artificial neural network to approximate the scenarie,tamd training the net-
work by a simulation-based evolutionary algorithm. We slesyerimentally that

this method can quickly find good plans.

1 Introduction

In the area of optimisation under uncertainty, one of thetmgure fields is inventory
control. This field has achieved excellent theoretical arattical results using tech-
nigues such as dynamic programming, but some problems arkaitge or complex
to be solved by classical methods. Particularly hard arsetliavolvingmulti-echelon
systemsin which multiple stocking points form a supply chain. Irchicases we may
resort to simulation-based methods. Simulation alone nravaluate a plan, but when
combined with an optimisation algorithm it can be used to fiedr-optimal solutions
(or plans). This approach is callstnulation optimisatioffSO) and has a growing lit-
erature in many fields including production schedulingwoek design, financial plan-
ning, hospital administration, manufacturing design, terasanagement and distribu-
tion. It is a practical approach to optimisation under utaiaty that can handle prob-
lems containing features that make them difficult to moddlsoive by other methods:
for example non-linear constraints and objective functaomd demands that are corre-
lated or have unusual probability distributions.

* B. Hnich is supported by the Scientific and Technological €Resh Council of Turkey
(TUBITAK) under Grant No. SOBAG-108K027.



SO approaches to inventory control are typically based tinips known to be opti-
mal in certain situations, involving a small number of remrgoints and reorder quanti-
ties. For example iifis, S) policies whenever a stock level falls belet is replenished
up to S, while in (R, S) policies the stock level is checked at times specifiedtbgnd
if it falls below S then it is replenished up t§. SO can apply standard optimisation
techniques such as genetic algorithms to these policies&igrang genes to reorder
points and replenishment levels. In more complex situatiovolving constraints, mul-
tiple stocking points, etc, these policies may be suboptimeerms of expected cost,
though they can have other desirable properties such amuwagplanning stability.
But a cost-optimal plan for a multi-stage problem with rersgumust specify an order
quantity in every possible scenario, so the plan must besepited via acenario tree
The number of scenarios might be very large, or infinite inddage of continuous prob-
ability distributions, making the use of SO problematiceario reduction techniques
may be applied to approximate the scenario tree, but it nmghalways be possible to
find a small representative set of scenarios.

An alternative form of approximation is to use an artificialunal network (ANN)
to represent the policy. For example, the inputs to the ANNMabe the current stock
levels and time, and the outputs could be the recommendthadgtvhether or not to
replenish and by how much). We must then train the ANN so teaecommendations
correspond to a good plan. No training data is availabledohs problem so the usual
ANN backpropagation training algorithm cannot be appliedtead we may use an
evolutionary algorithm to train the network to minimise s hisneuroevolutionary
approach has been applied to control problems [8, 9, 21] aqdialying strategies for
games such as Backgammon [16] and Go [14], but it has not beensévely applied
to inventory control. In this paper we apply neuroevolutiostochastic inventory con-
trol in multi-echelon systems. Section 2 presents our ntktBection 3 evaluates the
method experimentally, Section 4 surveys related work, &@ction 5 concludes the
paper.

2 A neuroevolutionary approach

To approximate the scenario tree, we construct a functiamselinput is a vector con-
taining the time period and current inventory levels, anaseéhoutput is a vector of
order quantities (which might be zero). We design the fumcéutomatically by simu-
lation optimisation.

2.1 Scenario treecompression by neural network

An obvious choice for this function is an artificial neurakwerk (ANN), which can
approximate any function with arbitrary accuracy given fiigent number of units.
ANNSs also come with a ready-made algorithm for optimisatibie well-known back-
propagation algorithm. However, there is a problem witk #pproach: we do not have
training data available (this also precludes the use of 8upygector Machines). To
obtain training data we would have to solve a set of instarenes there is no known
method for solving the harder instances to optimality.dadtwe must use an ANN to



Fig. 1. The feedforward ANN used

solve a problem imeinforcement learningn which we must choose its weights in order
to maximise reward (in this case to minimise expected cBsf)kpropagation cannot be
used for this task, but we can instead use an evolutionaoyittigh (EA) whose genes
are the weights and whose fitness function is minus the ctés. feuroevolutionary
approach has been applied to control problems and gamérigarn

In our experiments we began with a standard three-layefdegdrd ANN, which
is a universal function approximator: it can approximatg aamction to arbitrary ac-
curacy given a sufficient number of hidden units. We triededént numbers of hid-
den units, including multiple hidden layers, with diffetéransfer functions in all the
units (including sigmoids, limiter functions and polyn@héxpressions), and with two
alternative representations of time peribdas an integet = 1... P and using the
well-knownunary encodingvhich is often used to represent symbolic ANN inputs and
gave better results here. In the unary encoding we assaeckiteary variable with each
period, and periodis represented by a vect@y,...,0,-1,1,0¢11,...,0p). Surpris-
ingly, we obtained best results using an extremely simpieardk, with no hidden layer
and the identity transfer functiofixz) = z. No bias term is needed because the unary
encoding already provides a time-dependent bias.

The ANN corresponding to three stocking points is shown guFé 1, where Si
denotes the'” stock level, Oi thei*” order level, and Tj thg*” binary variable in
the unary time encoding. All units use the identity trandferction. Each arrowed
line connecting two units in the diagram has an associateghiveso the ANN has
K (P + K) weights, wherdX is the number of stocking points. This ANN represents a
simple set of affine relationships

Oj = Z Siwij + wy;

wherew;; is the ANN weight between stock levé] and order leveD;, andwy; is the
ANN weight between time and order leveD;. (An affine transformation is a linear
transformation followed by a translation.) One would ngiect this to yield an efficient



or even a sensible policy, but our policy is not yet complsteva have not handled the
problem constraints.

2.2 Congtraint handling

The ANN forms only part of the policy. We also need a way of Hamythe constraints
of the problem, which forbid (i) negative orders (corresgiog to selling unused stock
back to the supplier), and (ii) negative stock levels. We tkdin the ANN by an EA
and there are several ways of handling constraints in EAsu¥éeadecoderwhich
transforms the (possibly infeasible) ANN solution into dhat violates no constraints.
Decoders are a way of finding feasible solutions from chrames that represent in-
feasible states. They are problem-specific and ours wortdlas's. Suppose at period
t we have stock level§; and the ANN suggests ordering quantit@s We modify
each quantity); by
O; — max(Ol-, 0)

to avoid violating constraints of type (i). Then for any iy point: that supplies a
set of stocking pointX; we modify its order leveD; by

O; «— max Oi, Z Oj - S;

JEX;

This ensures that each supplier orders sufficient stocKfibits deliveries, and avoids
violating constraints of type (ii). The policy is now the cpasition of the ANN and the
decoder, which transforms the affine function of the ANN iatoontinuous piecewise
affine function.

Note that we must modify the order levels of the stocking fso@arlier in the supply
chain first. This is always possible if the supply chain ishi@ torm of a directed acyclic
graph. If lateral transshipments are allowed (orders betvegocking points at the same
level) or if there are constraints on order sizes or storagacities then the decoder
must be modified; we leave this issue for future work.

2.3 Theevolutionary algorithm

To train the ANN we use an EA. There are many such algorithntisériterature, and
we now describe our choice and the design decisions behiRuistly, we decided not
to use genetic recombination. When training an ANN by EA oae encounter the
well-knowncompeting conventiormoblem (see [20] for example). This is caused by
two forms of symmetry: an ANN’s hidden units can be permutétheut changing
its output, and a hidden unit’s weights can all be multipligd-1 without changing its
output. Thus if there ark hidden units then there a2éh! equivalent ANNs. Crossover
is unlikely to give good results unless the parent chrom@soane aiming for symmet-
rically similar representations, though it is possible &sidgn crossover operators that
handle the symmetries [23]. This problem does not apply tswople ANN because it
has no hidden units, but in experiments crossover did notaugresults so we do not
use it.



We decided to use @ + 1)-Evolution Strategy (ES) because it is almost exactly a
steady-state genetic algorithm without crossover, andfanemt method for handling
noise in the fitness function is known for a steady-state tieaggorithm (see below).
However, we adapted it toellular ES, in which each chromosome is notionally placed
in an artificial space and nearby chromosomes form its neigtitwod. Cellular algo-
rithms can reduce premature convergence, which we foune @ firoblem with our
initial standard ES. In our ES the population sizg jst each iteration a new chromo-
somec’ is created by mutating a randomly selected chromosgmued ifc’ is fitter than
the least-fit chromosome€ in the neighbourhood af then it replaces*, otherwisec’
is discarded. We used a ring topology and define the neighbodrof a chromosome
to be its two adjacent chromosomes.

A common form of mutation adds normally distributed noise#zh gene, but we
use a method that gave better results in experiments. Fbretmomosome we gen-
erate two uniformly distributed random numbepsin the range(0,1) andgq in the
range(0, 0.5). Then for each allele in the chromosome, with probabjlitye change
it, otherwise with probability — p we leave it unchanged. If we do change it then with
probability ¢ we set it to 0, otherwise with probability— ¢ we add a random number
with Cauchy distribution to itCauchy mutatiomas been shown to speed up EAs [24].
It can be computed agan(u) whereu is a uniformly distributed random variable in the
range(—m, ) ands is a scale factor. For each chromosome we compute a randden sca
factor, itself with Cauchy distribution and fixed scale tact00. Finally, if no allele was
modified (which is possible for smal) then we modify one randomly selected allele
as described. This rather complex mutation operator igdesito generate a variety of
random moves, with different numbers of modified alleles différent scale factors.
All chromosomes initially contain alleles generated rantjousing the same Cauchy
distribution. We do not use the well-known technique of -selpting step sizes, be-
cause in gu + 1)-ES offspring with reduced mutation variances are alwagégored

2].

2.4 Handling uncertainty

When demand is probabilistic the fitness function of the EAdssy. In such cases we
must average costs over a number of simulations. In soméopie®0 approaches to
inventory control, this problem was tackled by averagingte@ver a small number of
simulations because the simulations were computatiorafhensive: for example [13]
use 3 samples. The standard deviation of the sample mearaoflam variable with
standard deviation is o/+/n wheren is the number of samples, so a large number of
samples may be needed for very noisy fitness functions. Hengse& smaller problems
than those in [13] so we can afford to use a much larger numbsinwlations and
obtain reliable cost estimates. To do this for every chranwswould be expensive but
there are more efficient methods, and we useytkedy averaged samplimgsampling
scheme of [17]. This requires two parameters to be tuned &w#er:U and.S. On
generating a new chromosomi takesS samples to estimate its fitness before placing
it into the population. It then selects another chromosefm@vhich may bec) for
resampling anotherS samples are taken fef and used to refine its fithess estimate.
¢’ is the chromosome with highest fithess among those with féweerU samples, so



the function ofU is to prevent any chromosome from being sampled more tinaes th
necessary. If all chromosomes in the population have bemplsd U times then no
resampling is performed. The algorithm is summarised infE@.

train(u,S,U)
create ANN popul ation of size p
eval uat e popul ati on using S sanples
whil e not (term nation condition)
sel ect a parent
breed an offspring O by nutation
eval uate O using S sanpl es
if Ofitter than locally least-fit chronpsonme L
replace L by O
select globally fittest chronpsone F with #sanples< U
if F exists
re-evaluate F using S nore sanples
return best chronobsome found w th #sanples>U

Fig. 2. Cellular evolution strategy with resampling

The aim of this resampling method is to obtain chromosoméls gbod fitness
averaged over many samples, while expending a smaller nuofilsamples on less-
promising chromosomes. In our experiments welset 10000 so that cost estimates
are obtained over 10000 samples, but by setfing 1 we only expend approximately
200 samples per chromosome on average (this number was liguexperiment). As
the population size is 50, aiid x 200 = 10000, this implies that a typical chromosome
uses little more than one sample before being rejected aslusifig smallS also has an
effect beyond reducing the average number of samples pemcdsome: it encourages
exploration by preserving less-fit chromosomes for lon@ér.found this to be a very
beneficial effect.

Some points are glossed over in Figure 2 for the sake of rdagalbirstly, if S is
not a divisor ofU then fewer thart’ samples are needed in the final resampling of any
chromosome to bring its total td. Secondly, the termination condition is unspecified,
and we simply use a timeout. Thirdly, if no chromosome tiasamples on termination
then we must choose another chromosome to return. To ausj&tbhould be assigned
a sufficiently large value so that in experiments there isagva chromosome withl
samples on termination. This value must be chosen by expatation.

2.5 Discussion of the method

We refer to our method as NEMUHENeuro-Evolution for MUIti-Echelon systems).
NEMUE is the result of many experiments with alternativesi@ns. We experimented
with an array of ANNs, one for each time period. This model ha® weights and

! The “lady of the lake” in Arthurian legend.



clearly subsumes the model above: any plan that can be espegsby that model can
also be represented by this one. The results should therb®oat least as good, but
in experiments they were significantly worse. We believé tthet ANN array is simply
harder to train than a single ANN.

We also tried a non-unary encoding of time, in which ordeels\are linear func-
tions of stock levels and polynomial functions of time. Rigithe polynomial degree
makes the size of the ANN independent of the number of timsger Using a cubic
function of time gave reasonable results but was inferighéounary encoding.

We used a decoder to handle the problem constraints, b #ierother ways of
handling constraints in EAs. The simplest is to upenalty functiorwhich adds a large
artificial cost for each violated constraint. In our probl#rs forces the ANN to learn
to order sufficient stock in order to avoid stockout. We tréeedenalty function but it
gave inferior results to the decoder.

3 Experiments

Ultimately we are interested in solving large, realistiegntory problems with multiple
stocking points, stochastic lead times, correlated demand other features that make
classical approaches impractical. Unfortunately thezenarknown methods for solving
such problems to optimality, so there is no way of evaluatingmethod. Instead we
consider more modest problems to test the ability of NEMUErtd good plans.

Our benchmark problems have two multi-echelon topologdsorescentandse-
rial. In the arborescent case we have three stocking points AdEawith C supplying
A and B, while in the serial case C supplies B which suppliekvoth cases we have
linear holding costs, linear penalty costs, fixed orderingtg, and stationary proba-
bilistic demands. The closing inventory levels for periate I = I | + Q4 — d*,
IB =1B | +QF —dP andIf = IZ | + QF — Q#* — QF whereQ; is the order placed
in periodt andd; is the demand in period If I, < 0 then the incurred cost is [;.,
otherwise it isl;.h, wherer is the penalty cost antl the holding cost. Suppliers are
not allowed to run out of stock. We prepared 28 instances tif thee arborescent and
serial types, with various costs and 2—9 time periods, gigitotal of 56 instances with
a range of characteristics as follows. The holding cost#fd8 and C are 4, 5 and 1
respectively for arborescent instances 1-14; 3, 2 and Ilhorascent instances 15-28;
and 3, 2 and 1 for all serial instances. For the arborescstatrines the penalty costs for
A and B are 12 and 25 respectively for instances 1-14; and 8 &mdnstances 15-28.
For all the serial instances the penalty cost for instance 22i The ordering costs for
A, B and C are 150, 130 and 170 respectively for arborescstanaes 1-14; 80, 75
and 100 for arborescent instances 15-28; and 75, 80 and 1@{ &erial instances.
For space reasons we do not specify the demands in detailigbused 10 patterns for
arborescent instances and 4 patterns for serial instahrceach period we specify a
deterministic demand which is then multiplied by eit}%elvith probability 0.25,1 with
probability 0.5, or% with probability 0.25. Thus the number of possible scersaito
3%, giving 59,049 scenarios for the largest problefs<£ 10).

We solved these problems in two ways: using Stochastic Bnogring (SP) [3] and
NEMUE. SP is a field of Operations Research designed to sgitimmisation problems



under uncertainty via scenario reduction techniques: eesgmtative subset of all pos-
sible scenarios is selected and used to generate a detgim@gjuivalent optimisation

problem, which is then typically solved using integer linpeogramming. We use the
SP results to evaluate the quality of plans found by NEMUE djtimal replenishment
plans are obtained using the following Stochastic IntegegRamming model:

min E[C] = 215\]:1 ZpEP (a,,&,,t + hpI;rt + wpIZ;)
st.t=1,....,Nandpe P

It = Ipt—1+ Qpe — Qp, .t — dpt

I, = I;t -1,

th S M(Spt

5pt S {O, 1} th >0

where

: total holding and ordering/set-up cost of the system dvegreriods;

: fixed ordering/set-up cost;

: proportional inventory holding cost per period;

: the set of all stocking points;

: the set of stocking points supplied directly by the stogkiointyp;

d,: : random demand at stocking pojntin periodt;

dpe - @ binary variable that takes the value of 1 if a replenishiroeours
: at stocking poinp in periodt and 0 otherwise;

I, : the inventory level at the end of perioat stocking poinp;

Q.+ - the order quantity at the beginning of periodt stocking poinp;

I == Q

andI* andI~ denote positive and negative closing inventory levels.epxdor the
lowest echelon stocking pointé; is zero.M is some large positive number. In this
stochastic model here-and-novpolicy is adapted: all decision variables are set before
observing the realisation of the random variables. Theaa®xt equivalent model is
obtained using the compiler described in [22] and solved @PLEX 11.2.

Results comparing SP and NEMUE are shown in Table 1. All SB were termi-
nated after one hour and all NEMUE results after 30 minutes 218 GHz Pentium (R)
4 with 512 RAM, each figure being the best of six five-minutestiithe NEMUE pa-
rameters used werg = 1, U = 10000 andu = 50. SP runs that were aborted because
of memory problems are denoted by “—". (In the few cases tiRafdsind and proved
optimality, this sometimes took much less than one hour)ddiumns marked “%opt”
denote the optimality gap: a reported cosind gapg means that SP proved that the
optimal solution cannot have cost lower thén= ¢(100 — ¢) /100 (this does not imply
the existence of a solution with cag). In several cases NEMUE finds superior plans
to those found by SP, showing that on larger instances Stéafind optimal plans. In
a few cases NEMUE appears to find plans that are slightly btée optimal: this is
of course impossible, and is a consequence of the empidtataof the data. In such
cases we assume that NEMUE found an optimal plan.

SP was unable to find provably optimal plans for all but thellstinstances. We
believe that for the medium-sized instances SP finds optiaals but does not prove
optimality before timeout. For the largest instances SPorgrof memory, though we



arborescent serial
SP NEMUE SP NEMUE
# periods cost %opt cost %op# periods cost %opt cost %apt
1 4 2507 02573 261 4 995 0 993 0
2 53124 1.43180 3|12 51269 0.71298 2|9
3 6 3657 2.7 3775 5|73 6 1493 1.81491 1|7
4 74214 5.6 4250 6/44 71794 7.41797 7i6
5 84654 8.24722 9|55 8 2087 12.0 1987 7|6
6 95472 16.9 5164 11,% 92741 25.7 2295 113
7 10 — ? 5590 7 10 — ? 2603 ?
8 4 2100 02169 3)28 41311 0.21306 0|0
9 52626 0.6 2722 4|19 51598 2.21594 2{0
10 63311 1.8 3409 4|60 6 1833 4.31832 4|2
11 74065 2.54153 4{61 72024 6.7 2024 6(7
12 8 4454 3.4 4542 5|32 82160 9.32142 8|5
13 95158 10.35115 953 92678 25.1 2264 114
14 10 — ? 5432 A4 10 — ? 2407 ?
15 41342 0.2 1340 0{15 41104 01104 0
16 51657 1.81671 2|66 51417 2.11423 2|5
17 61930 2.21938 2|67 61759 4.11763 43
18 72180 4.52192 5|08 72057 5.42055 5|3
19 82428 6.12393 4|19 8 2266 6.6 2258 6|3
20 92853 13.9 2617 6[20 92706 17.7 2479 102
21 10 — ? 2864 21 10 — ? 2627 ?
22 4 1086 01096 022 4 828 0 828 0
23 51334 0.21330 0|@3 5 931 0 934 033
24 6 1680 0.6 1677 0|24 61259 1.31265 1|8
25 72055 0.7 2051 0|85 71633 2.41639 2|8
26 82219 1.12220 1{26 8 1757 2.71766 3|2
27 92479 2.02531 4|7 91983 3.92000 4|7
28 10 — ? 2665 28 10 — ? 2150 ?

Table 1. Experimental results



use the state-of-the-art CPLEX solver and a powerful mackam Intel Core 2 Duo
CPU E7200 with 2.53 GHz and 3GB of RAM). On the largest insésnfor which
SP did not run out of memory, it was unable to prove optimaditgn within several
days. Thus our benchmark problems straddle the borderiseleability by classical
methods.

Despite the simplicity of the policy and the large numberadrsarios (at least on
the larger instances) the NEMUE results are remarkably goad 3 of the 28 arbores-
cent instances and 19 of the 28 serial instances, NEMUE fplars that were at least
as good as those found by SP. On the three serial instanceicin SP found prov-
ably optimal plans, NEMUE found equally good plans. On mdshe larger instances
NEMUE found better plans than SP. These results show thad: r@latively simple,
continuous, piecewise affine function can closely appraxéra large policy tree for
multi-echelon systems; (ii) such a function can be effetyivepresented by an affine
function followed by a decoder function; (iii) the affine fttion can be learned in a
reasonable time by evolutionary search; (iv) that our apgings more scalable than SP.

It is tempting to speculate that with improved heuristics &nger runtimes we
might find optimal strategies fall instances. But there is no guarantee that all sce-
nario trees can be well-approximated in this way, and in neostensive experiments
on arborescent instance 1 (for example) we have been urmbietan optimal plan.
Nevertheless, the results are very promising.

4 Related work

Though simulation was originally used only to evaluate sohs found by other means,
the field of SO has recently become more popular — see theysafyg]. SO may be
recursiveor non-recursiveln the non-recursive approach an approximate cost fumctio
is learned during a simulation phase, then this functioniremised using an optimisa-
tion algorithm during a second phase. NEMUE is an exampleainsive SO in which
simulation and optimisation alternate and inform eachmothe

A tutorial and survey of the application of SO to inventoryntol is given in a
recent paper [12]. Relatively little work has been done guiyapg SO to multi-echelon
systems, and we have been unable to find any other work ontonwecontrol via
neuroevolution, though several papers use EAs to evolvesplfor example [1, 13,
15, 18]). Another difference of NEMUE is that it aims to apxiroate optimal policy
trees, whereas most SO methods aim to find parameters foiakpeticies such as
(s,5). A different way of using ANNSs for inventory control is to sl a set of training
instances by some other method, then train an ANN to learntddiwd good solutions
from new instances (for example [6]). But we then need anatlyorithm to solve the
problems, which is the aim of NEMUE. A related approach tornevolution isgenetic
programming in which an EA is used to evolve an algorithm for solving tmetgem,
instead of an ANN. This approach has also been applied taiawecontrol [11].

Another interesting approach to sequential decision groblsuch as those in in-
ventory control is the field variously referred torssuro-dynamic programmingempo-
ral difference learningandapproximate dynamic programminghis blend of dynamic
programming and simulation has been applied to many prablaotuding inventory



control: see for example [4, 7,10, 19]. A drawback is thatg&déechniques are needed
to cope with the well-known “curse of dimensionality”: thast number of states that
result from a simple discretisation of the continuum ofestah these problems. In con-
trast, neuroevolution can directly handle a continuum atiest.

5 Conclusion

We have proposed what seems to be the first neuroevolutionettyod for approxi-
mating optimal plans in multi-echelon stochastic inveptwontrol problems. Large or
infinite scenario trees are approximated by a neural netwehich is trained by an
evolutionary algorithm with resampling, while problem stnaints are handled by a
decoder. Because the method is simulation-based and usesagpurpose techniques
such as evolutionary algorithms and neural networks, isamé rely on special proper-
ties of the problem and can be applied to inventory probleitisivon-standard features.
We showed experimentally that the method can find near-gpsaiutions. In future
work we will extend the method to handle problem features sisccapacity constraints.
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